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DIGEST  OF  PTTDLIC  IAW  183 


REVENUE  ACT  OF  1951.  H.  R.  4473,  which  makes  various  changes  in  the  tax 

laws,  some  of  which  are  as  follows: 

Increases  the  individual  income-tax  rates  (the  combined  normal  tax  and  sur¬ 
tax)  by  approximately  11  3/4  percent,  effective  November  1,  1951  and  ter¬ 
minating  on  January  1,  1954.  The  increase  in  the  lowest  tax  bracket,  how¬ 
ever,  is  only  11  percent.  The  withholding  rate  is  increase:  '  to 

20;  . 

In  creases  the  normal  corporate  tax^s  from  25/  to  30/,  effective  April  1, 
1951,  but  there  is  no  increase  in  the  22percent  surtax  rate  or  the  30 
percent  excess  profits  tax  rate.  The  ceilii  on  corporate  taxes  is  70/. 

’'akes  tax-exempt  cooperatives  subject,  in  general,  to  normal  tax  ans  sur¬ 
tax  on  earnings  not  definitely  allocated  to  the  accounts  of  patrons 
beginning  after  December  31,  1951.  The  amendment  provides  that  there 
shall  e  allowed'  as  deductions  from  a  cooperatives  gross  income  " (i) 
amounts  paid  as  dividends  during  the  taxable  year  upon  its  capital  stock, 
and  (ii)  amounts  allocated  during  the  taxable  year  to  patrons  with  respect 
to  its  income  not  derived  from  patronage  (whether  or  not  such  income  was 
derived  during  such  taxable  year)  whether  pai.d  in  cash,  merchandise, 
capital  stock,  revolving  fund  certificates,  retain  certificates,  certifi¬ 
cates  of  indebtedness,  letters  of  advice,  or  in  some  other  manner  that 
discloses  to  each  patron  the  dol3.ar  amount  allocated  to  him.  Allocations 
made  after  the  close  of  the  taxable  year  and  on  or  before  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year  shall  be  consider¬ 
ed  as  made  on  the  last  day  of  sv'ch  taxable  year  to  the  extent  the  allo¬ 
cations  are  attributable  to  income  derived  before  the  close  of  such  year. 11 
Provides  also  that  patronage  dividends,  refunds,’  and  rebates  to  patrons 
with  respect  to  their  patronage  in  the  same  or  preceding  years  (whether 
paid  in  cash  or  otherwise)  shall  be  taken  into  account  in  computing  net 
income  in  the  same  manner  as  in  the  case  of  a  cooperative  organization 
not  exempt.  Corporations  allocating  amounts  as  patronage  dividends,  re¬ 
bates,  n  refunds  are  required  to  render  returns  stating  the  name,  address, 
and  amount  with  regard  to  allocations  amountin'"  to  /100  or  more,  and  the 
•Secretary  of  the  Treasury  could  require  returns  showing  all  such  refunds. 
This  last  provision,  however,  would  not  apply  to  "any  corporation  (in¬ 
cluding  any  cooperative  or  nonprofit  corporate  on  engaged  in  rural  electri¬ 
fication)  exempt  from  taxation  under  section  101  (l0)or  (ll)  of  the 
Internal  Revenue  Code." 

Provides  that  if  a  taxpayer  sells  his  principal  residence  after  December 
31,  1950,  and  purchases  a  new  one  within  a  period  of  one  year  prior  to  the 
sale  of  the  old  residence  or  one  year  after  such  sale,  the  gain  (if  any) 
from  such  sale  shall  be  recognized  only  to  the  extent  that  the  taxpayer's 
selling  price  of  the  old  residence  exceeds  the  taxpayer's  cost  of  pur¬ 
chasing  the  new  residence.  In  uch  a  case,  however,  the  tax  basis  of  the 
gain  not  recognized  upon  the  sale  of  the  old  residence.  lore  the  tax¬ 
payer  is  constructing  a  new  residence,  the  period  'would  be  1G  rather  than 
12  months  after  the  sale  of  the  old. 
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Where  an  -unharvested  crop  is  sold  with  the  land,  after  December  31,  1950, 
the  value  received  may  be  treated  as  a  gain  from  the  sale  of  a  capital 
asset  rather  than  as  income.  The  same  principal  applies  to  the  sale  of 
"livestock,  regardless  of  age,  held  by  the  taxpayer  for  draft,  breeding, 
or  dairy  pruposes,  and  held  by  him  for  12  months  or  more  from  the  date  of 
acquisition."  Poultry  is  not  included. 

Provides,  beginning  after  December  31,  1951,  that  income  from  the  "un¬ 
related"  businesses  of  governmental  colleges  and  universities,  and  corpor¬ 
ations  wholly  owned  by  such  colleges  or  universities,  shall  be  subject  to 
c  or par at i on  taxe  s • 

Provides  that  admissions  to  agricultural  fairs,  if  used  for  the  improve¬ 
ment,  maintenance,  and  operation  ox  such  fairs,  are  exempt  from  taxation, 
effective  November  1,  1951.  Admissions  £re  also  exempt  where  the  proceeds 
inure  to  certain  religious,  educational,  and  charitable  institutions. 

Provides  for  increases  in  excise  taxes  on  various  items  effective  November 
1,  1951  and  until  April  1,  1954.,  including: 

Cigaretts,  from  3*50  to  £4.00  per  thousand. 

Liquor,  from  39.00  to  >10.50  per  gallon 

Wines,  various  increases 

Beer,  from  >8.00  to  $9.00  per  barrel 

Trucks,  from  5 %  to  S/o 

Automobiles,  from  1%  to  10,3 

Gasoline,  from  ly-0  to  20  per  gallon. 

A  tax  of  2  cents  per  gallon  is  imposed  on  diesel  fuel  for  "|se  in^a  diesel- 
powered  highway  vehicle.  After  April  1,  1954,  the  tax  mil  be  1vj0  per 

gallon . 

The  tax  on  snuff,  and  chewing  and  smoking  tobacco,  is  reduced  pror  130  to 
100  per  pound. 

Effective  November  1,  1951,  the  tax  on  electrical  energy  for  domestic  or 
commercial  consumption  is  repealed. 
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INDEX  AND  SUMMARY  ON  H.  R.  4473 


February  5,  1951 
February  20,  1951 
March  5,  1951 
June  15,  1951 

June  18,  1951 
June  19,  1951 

June  20,  1951 

June  21,  1951 
June  22,  1951 

June  25,  1951 

June  23,  1951 
July  5,  1951 
July  23,  1951 
August  27,  1951 

August  29,  1951 
August  30,  1951 

August  31,  1951 
September  10,  1951 

September  11,  1951 
September  18,  1951 


Hearings t  House,  Part  1  (H  Wa)  H.  R.  4473 
Hearings:  House  Part  2 
Hearings:  House,  Part  3* 

Mr.  Dougbton  introduced  H.  R.  4473;  which  was 
referred  to  the  Committee  on  .Jays  and  Means. 
Print  of  the  bill  as  introduced. 

House  reported  H.  R.  4473  without  amendments. 
House  Report  586.  Print  of  bill  as  reported. 

Reported  H.  Res.  262  for  consideration  of 
H.  R.  4473.  (House  Report  629)  Print  of 
resolution  as  reported. 

Agreed  to. resolution  H.  Res.  262  for  consider¬ 
ation  of  F.  R.  4473 

House  began  debate 

House  Concluded  debate  on  H.  R.  4473,  passed 
bill  with  clarifying  amendments. 

Read  twice  in  the  .Senate  and  referred  to 
Committee  on  Finance.  Print  of  bill  as  referred 

Hearings:  Senate,  Part  1 

Hearings:  Senate,  Part  2 

Hearings:  Senate,  Part  3 

Senate  committee  agreed  to  provisions  re¬ 
garding  tax  rate  on  corporations. 

A  proved  tax  on  "taxable  Cooperatives". 

Committee  on  Finance  continued  consideration 
of  H.  R.  4473. 

Senate  committee  on  Finance  took  various  actions 

Committee  agreed  on  various  changes.  Changed 
Cooperative  tax 

Committee  completed  mark-up  of  H.  R.  4473 

Senate  reported  H.  R.  4473  with  amendments. 
Senate  Report  781.  Print  of  bill  as  reported. 
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September  19,  1951 
September  20 ,  1951 
September  21,  1951 
September  22,  1951 
September  24,  1951 
September  25,  1951 
September  26,  1951 
September  27,  1951 
September  2  3,  1951 

September, 23,  1951 
October  1,  1951 
October  11,  1951 

October  15,  1951 

October  16,  1951 

October  17,  1951 
October  18,  1951 

October  19,  1951 
October  20,  1951 


Senate  be ran  debate 
Debate  continued 

Senate  continued  debate  of  H.  R.  4473 

Continued  debate 

Debate  continued 

Continued  debate 

Senate  continued  debate 

Continued  debate 

Senate  concluded  debate  and  passed  H.  R.  4473 
with  amendments.  Pr:nt  of  the  bill  with  the 
amendments  of  the  Senate  numbered. 

Senate  conferees  aopointed. 

House  conferees  appointed. 

✓ 

Conferees  reached  agreement  but  did  not 
file  report 

House  received  conference  report.  Print  of 
Conference  Report.  House  Report  1179. 

House  rejected  conference  report. 

House  conferees  appointed  for  further 
conference 

Senate  conferees  appointed  for  a  further 
conference • 

3enate  adopted  2nd  conference  report. 

Print  of  Conference  Report.  House  Report  1213. 

House  received  revised  Conference  report. 

House  agreed  to  second  conference  report. 

Approved:  Public  Lav;  133. 
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82d  CONGRESS 
1st  Session 


H.  R.  4473 


IN  THE  HOUSE  OE  REPRESENTATIVES 

June  15, 1951 

Mr.  Doughton  introduced  the  following  bill ;  which  was  referred  to  the  Com¬ 
mittee  on  Ways  and  Means 


A  BILL 

To  provide  revenue,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  i lives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  Short  Title. — This  Act,  divided  into  titles  and 

4  sections  according  to  the  following  table  of  contents,  may 

5  be  cited  as  the  “Revenue  Act  of  1951” : 

TABLE  OF  CONTENTS 
Title  I — Increase  in  Income  Tax  Rates 

PART  I - INDIVIDUAL  INCOME  TAXES 

Sec.  101.  Defense  tax. 

(a)  Increase  in  rate  of  tax. 

(b)  Amendment  of  section  12  (b). 

(c)  Limitation  on  tax. 

(d)  Technical  amendments. 

Sec.  102.  Individuals  with  adjusted  gross  income  of  less  than  $5,000. 
Sec.  103.  Computation  of  tax  in  case  of  certain  joint  returns. 

Sec.  104.  Effective  date  of  part  I. 
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TABLE  OF  CONTENTS— Continued 
Title  I — Increase  in  Income  Tax  Rate — Continued 

PART  II — CORPORATION  INCOME  TAXES 

Sec.  121.  Increase  in  rate  of  corporation  normal  tax. 

(a)  Amendment  of  section  13. 

(b)  Maximum  tax. 

(c)  Mutual  insurance  companies  other  than  life  or  marine. 

(d)  Regulated  investment  companies. 

(e)  Business  income  of  certain  section  101  organizations. 

(f)  Technical  amendments. 

Sec.  122.  Credits  of  corporations. 

(a)  Dividends  received  credit. 

(b)  Credit  for  dividends  paid  on  certain  preferred  stock. 

(c)  Western  Hemisphere  trade  corporations. 

Sec.  123.  Surtax  exemptions  and  certain  credits  of  related  corporations. 

(a)  Limitation  on  surtax  exemption  in  the  case  of  related  corpo¬ 

rations. 

(b)  Insurance  companies. 

(c)  Minimum  excess  profits  credit. 

Sec.  124.  Computation  of  alternative  capital  gains  tax. 

(a)  Alternative  tax. 

(b)  Effective  date. 

Sec.  125.  Effective  date. 

PART  III - FISCAL  YEAR  TAXPAYERS 

Sec.  131.  Fiscal  year  taxpayers. 

(a)  Amendment  of  section  108. 

(b)  Computation  of  excess  profits  tax. 

(c)  Technical  amendments. 

Title  II — Withholding  of  Tax  at  Source 

PART  I — WITHHOLDING  OF  TAX  AT  SOURCE  ON  DIVIDENDS,  INTEREST, 

AND  ROYALTIES 

Sec.  201.  Collection  of  income  tax  at  source  on  dividends,  interest,  and 
royalties. 

Sec.  202.  Credit  for  tax  withheld. 

Sec.  203.  Credits  in  case  of  organizations  exempt  from  tax. 

Sec.  204.  Technical  amendments. 

(a)  Tax  computed  by  collector. 

(b)  Requirement  of  declaration  of  estimated  tax. 

(c)  Credit  under  section  143. 

(d)  Credit  under  section  144. 

(e)  Information  at  source. 

(f)  Information  by  corporations. 

(g)  Clerical  amendment. 

(h)  Amount  of  credit  considered  as  payment. 

(i)  Special  period  of  limitations  for  small  refunds  on  tax  withheld 

at  source. 

(j)  Presumptions  as  to  date  of  payment. 

(k)  Interest  on  overpayments. 

(l)  Definition  of  withholding  agent. 

(m)  Effective  date. 
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TABLE  OF  CONTENTS— Continued 
Title  II — Withholding  of  Tax  at  Source — Continued 

PART  II — INCREASE  IN  WITHHOLDING  OF  TAX  AT  SOURCE  ON  WAGES 

Sec.  221.  Percentage  method  of  withholding. 

Sec.  222.  Wage  bracket  withholding. 

Sec.  223.  Additional  withholding  of  tax  on  wages  upon  agreement  by 
employer  and  employee. 

Sec.  224.  Effective  date. 

Title  III — Miscellaneous  Income  Tax  Amendments 

Sec.  301.  Tax  treatment  in  case  of  head  of  household. 

(a)  Surtax  in  case  of  head  of  household. 

(b)  Effective  date. 

Sec.  302.  Expenditures  in  the  development  of  mines. 

(a)  Deduction  of  expenditures. 

(b)  Adjusted  basis  for  determining  gain  or  loss  upon  sale  or 

exchange. 

(c)  Technical  amendment. 

(d)  Effective  date. 

Sec.  303.  Gain  from  sale  or  exchange  of  taxpayer’s  residence. 

(a)  Nonrecognition  of  gain  in  certain  cases. 

(b)  Technical  amendments. 

(c)  Effective  date. 

Sec.  304.  Percentage  depletion. 

(a)  Allowance  of  percentage  depletion. 

(b)  Technical  amendment. 

(c)  Effective  date. 

Sec.  305.  Capital  gains  and  losses. 

(a)  Treatment  of  long-term  capital  gains  and  losses. 

(b)  Alternative  tax. 

(c)  Technical  amendments. 

(d)  Effective  date. 

Sec.  306.  Sales  of  livestock. 

Sec.  307.  Tax  treatment  of  coal  royalties. 

(a)  Definition  of  property  used  in  the  trade  or  business. 

(b)  Gain  or  loss  upon  certain  disposals  of  timber  or  coal. 

(c)  Clerical  amendment. 

(d)  Effective  date. 

Sec.  308.  Collapsible  corporations. 

(a)  Definitions  with  respect  to  collapsible  corporations. 

(b)  Limitations  on  application  of  section  117  (m). 

(c)  Effective  date. 

Sec.  309.  Dealers  in  securities — capital  gains  and  ordinary  losses. 

Sec.  310.  Treatment  of  gain  on  sales  of  certain  property  between  spouses 
and  between  an  individual  and  a  controlled  corporation. 

(a)  Disallowance  of  capital  gain  treatment. 

(b)  Effective  date. 

Sec.  311.  Life  insurance  companies. 

(a)  Reserve  and  other  policy  liability  credit  for  1951. 

(b)  Effective  date. 
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TABLE  OF  CONTENTS— Continued 
Title  III — Miscellaneous  Income  Tax  Amendments — Continued 

Sec.  312.  Tax  treatment  of  certain  investment  companies. 

(a)  Inclusion  of  certain  registered  management  companies  in  the 

definition  of  regulated  investment  company. 

(b)  Technical  amendment. 

(c)  Effective  date. 

Sec.  313.  Family  partnerships. 

(a)  Definition  of  partner. 

(b)  Allocation  of  partnership  income. 

(c)  Effective  date. 

Title  IV — Excise  Taxes 

PART  I - TAX  ON  ADMISSIONS  AND  CABARETS 

Sec.  401.  Removal  of  tax  on  free  admissions. 

Sec.  402.  Exemptions  from  admissions  tax. 

(a)  Reinstatement  of  prewar  exemptions. 

(b)  Amendment  of  section  1701  (a). 

(c)  Admissions  to  municipal  swimming  pools,  etc. 

Sec.  403.  Effective  date  of  amendments  relating  to  admissions. 

Sec.  404.  Tax  on  cabarets,  roof  gardens,  etc. 

(a)  Ballrooms  and  dance  halls. 

(b)  Effective  date. 

PART  II - TAX  ON  CIGARETTES 

Sec.  421.  Tax  on  cigarettes. 

(a)  Increase  in  rate. 

(b)  Effective  date. 

Sec.  422.  Floor  stocks  tax  on  cigarettes. 

PART  III — RETAILERS’  EXCISE  TAXES 

Sec.  431.  Tax  on  lighters. 

Sec.  432.  Retailers’  excise  tax  on  toilet  preparations. 

(a)  Baby  oils,  etc. 

(b)  Sales  to  barber  shops,  etc. 

Sec.  433.  Effective  date  of  part  III. 

PART  IV— DIESEL  FUEL 

Sec.  441.  Diesel  fuel  used  in  highway  vehicles. 

(a)  Imposition  of  tax. 

(b)  Effective  date. 

PART  V - LIQUOR 

Sec.  451.  Increase  in  tax  on  distilled  spirits  from  $9  to  $10.50  per  gallon. 

(a)  Distilled  spirits  generally. 

(b)  Imported  perfumes  containing  distilled  spirits. 

(c)  Floor  stocks  tax. 

Sec.  452.  Wines. 

(a)  Increase  in  rate  of  tax. 

(b)  Floor  stocks. 
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TABLE  OF  CONTENTS— Continued 
Title  IV — Excise  Taxes — Continued 
part  v — liquor — continued 
Sec.  453.  Fermented  malt  liquor. 

(a)  Increase  in  tax  on  fermented  malt  liquors  from  $8  to  $9  per 

barrel. 

(b)  Floor  stocks  tax. 

Sec.  454.  Clerical  amendment. 

Sec.  455.  Effective  date  of  part  V. 

PART  VI - OCCUPATIONAL  TAXES 

Sec.  461.  Dealers  in  liquors. 

(a)  Wholesale  dealers  in  liquors. 

(b)  Retail  dealers  in  liquors. 

(c)  Wholesale  dealers  in  malt  liquors. 

Sec.  462.  Drawback  in  the  case  of  distilled  spirits  used  in  the  manufac¬ 
ture  of  certain  nonbeverage  products. 

(a)  Drawback. 

(b)  Effeqfive  date. 

(c)  Technical  amendment. 

Sec.  463.  Tax  on  coin-operated  gaming  devices. 

Sec.  464.  Tax  on  bowling  alleys  and  billiard  and  pool  tables. 

(a)  Increase  in  rate. 

(b)  Clerical  amendment. 

Sec.  465.  Effective  date  of  part  VI. 

PART  VII — WAGERING 

Sec.  471.  Wagering  taxes. 

(a)  Imposition  of  taxes. 

(b)  Technical  amendment. 

Sec.  472.  Effective  date  of  part  VII. 

PART  VIII - MANUFACTURERS’  EXCISE  TAXES 

Sec.  481.  Automobiles,  trucks,  and  parts  or  accessories. 

(a)  Increase  in  tax  on  trucks. 

(b)  Increase  in  tax  on  passenger  automobiles  and  motorcycles. 

(c)  Increase  in  tax  on  parts  or  accessories. 

(d)  Rebuilt  parts  or  accessories. 

(e)  Technical  amendment. 

(f )  Parts  or  accessories  for  farm  equipment. 

(g)  Effective  date  of  subsection  (f). 

(h)  Removal  of  tax  on  tires  for  toys,  etc. 

Sec.  482.  Navigation  receivers  sold  to  the  United  States. 

(a)  Exemption  on  sales  to  United  States  of  certain  radio  sets. 

(b)  Tax-free  sales  of  radio  parts. 

(c)  Refund  in  case  of  use  of  parts. 

(d)  Refund  in  case  of  resale  to  United  States. 

(e)  Use  by  manufacturer  of  taxable  parts. 

(f )  Effective  dates. 
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Title  IV — Excise  Taxes — Continued 


Sec.  483. 


Sec.  484. 


Sec.  485. 


(a) 

(b) 

Sec.  486. 


Sec.  487. 

(a) 

(b) 

Sec.  488. 

(a) 

(b) 

Sec.  489. 


Sec.  491. 

(a) 

(b) 

•(c) 

(d) 

(e) 

Sec.  492. 

(a) 

(b) 
Sec.  493. 

(a) 

(b) 

(c) 

Sec.  494. 

(a) 

(b) 


part  viii— manufacturers’  excise  taxes — continued 

Repeal  of  tax  on  certain  sporting  goods;  increase  in  tax  on 
remaining  sporting  goods. 

Addition  of  certain  items  to  the  tax  on  electric,  gas,  and  oil 
appliances;  removal  of  tax  on  electric  heating  pads. 
Adjustments  of  tax  rates  on  photographic  apparatus  and  film; 

repeal  of  tax  on  certain  items. 

Items  subject  to  tax. 

Floor  stocks  refunds  on  bulbs. 

Imposition  of  tax  on  mechanical  pencils  and  fountain  and  ball 
point  pens. 

Repeal  of  tax  on  electrical  energy. 

Repeal  of  tax. 

Effective  date. 

Tax  on  gasoline. 

Increase  in  rate. 

Floor  stocks  tax. 

Effective  date  of  part  VIII. 

PART  IX — MISCELLANEOUS  EXCISE  TAX  AMENDMENTS 

Reduction  of  tax  on  telegraph  dispatches. 

Reduction  of  tax. 

Clerical  amendment. 

Effective  date. 

Amounts  paid  pursuant  to  bills  rendered. 

Rate  reduction  date. 

Exemption  of  fishing  trips  from  tax  on  transportation. 
Exemption. 

Effective  date. 

Transportation  of  oil  by  water. 

Imposition  of  tax. 

Technical  amendment. 

Effective  date. 

Articles  from  foreign  trade  zones. 

Imported  articles. 

Previously  taxpaid  articles. 


Title  V — Miscellaneous  Provisions  and  Amendments 

Sec.  501.  Exemption  of  certain  organizations  from  income  tax  for  prior 
taxable  years. 

Sec.  502.  Excess  profits  credit  based  on  income. 

(a)  Percentage  of  average  base  period  net  income  taken  into 

account. 

(b)  Effective  date. 

Sec.  503.  Estate  and  gift  tax  treatment  of  United  States  bonds  held  by 
certain  nonresident  aliens. 

(a)  Estate  tax. 

(b)  Gift  tax. 

Sec.  504.  Reorganization  Plan  Numbered  26  of  1950. 
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(b)  Act  Amendatory  of  Internal  Revenue 
Code. — Except  as  otherwise  expressly  provided,  wherever 
in  this  Act  an  amendment  or  repeal  is  expressed  in  terms  of 
an  amendment  to  or  repeal  of  a  chapter,  subchapter,  title, 
supplement,  section,  subsection,  subdivision,  paragraph,  sub- 
paragraph,  or  clause,  the  reference  shall  be  considered  to  be 
made  to  a  provision  of  the  Internal  Revenue  Code. 

(c)  Meaning  of  Terms  Used. — Except  as  otherwise 
expressly  provided,  terms  used  in  this  Act  shall  have  the 
same  meaning  as  when  used  in  the  Internal  Revenue  Code. 
TITLE  I— INCREASE  IN  INCOME  TAX  RATES 

PART  I— INDIVIDUAL  INCOME  TAXES 
SEC.  101.  DEFENSE  TAX. 

(a)  Increase  in  Rate  of  Tax. — Part  I  of  subchapter 
B  of  chapter  1  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“SEC.  16.  DEFENSE  TAX. 

“(a)  Individuals — Calendar  Year  1951. — In  the 
case  of  a  taxable  year  beginning  on  January  1,  1951,  and 
ending  on  December  31,  1951,  the  amount  of  the  combined 
normal  tax  and  surtax  under  sections  11  and  12,  and  the 
amount  of  the  combined  normal  tax  and  surtax  under  section 
421  (a)  (2),  shall  be  the  amount  of  such  combined  tax 

computed  without  regard  to  this  section,  increased  by  4  per 


centum. 
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“(b)  Individuals — Taxable  Years  Beginning 

2  After  August  31,  1951. — In  the  case  of  taxable  years 

3  beginning  after  August  31,  1951,  the  amount  of  the  conu 

4  bined  normal  tax  and  surtax  under  sections  11  and  12,  and 

5  the  amount  of  the  combined  normal  tax  and  surtax  under 

6  section  421  (a)  (2) ,  shall  be  the  amount  of  such  combined 

7  tax  computed  without  regard  to  this  section,  increased  by 

8  12^  per  centum. 

9  “(c)  Alternative  Capital  Gains  Tax. — 

10  “(l)  Calendar  year  1951. — In  computing  an 

11  alternative  tax  under  paragraph  (1)  or  (2)  of  section 

12  117  (c)  for  a  taxable  year  beginning  on  January  1, 

13  1951,  and  ending  on  December  31,  1951,  the  amount  to 

14  be  added  to  the  partial  tax  under  such  paragraph  shall 

15  be  increased  by  4  per  centum. 

16  “  (2)  Taxable  years  beginning  after  august 

17  31,  1951. — In  computing  an  alternative  tax  under  para- 

18  graph  (1)  or  (2)  of  section  117  (c)  for  a  taxable 

19  year  beginning  after  August  31,  1951,  the  amount  to  be 

t 

20  added  to  the  partial  tax  under  such  paragraph  shall  be 

21  increased  by  1'2-J  per  centum. 

22  “(3)  Taxable  years  beginning  before  sep- 

23  TEMBER  1,  1951,  AND  ENDING  AFTER  AUGUST  31, 

24  1951. — In  computing  an  alternative  tax  under  paragraph 

25  (1)  or  (2)  of  section  117  (c)  for  a  taxable  year  (other 
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than  one  beginning  on  January  1,  1951,  and  ending  on 
December  31,  1951)  beginning  before  September  1, 
1951,  and  ending  after  August  31,  1951,  the  amount 
to  be  added  to  the  partial  tax  under  such  paragraph  shall 
be  increased  by  a  percentage  which  bears  the  same 
ratio  to  12^-  per  centum  as  the  number  of  months  in 
such  taxable  year  after  August  31,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year. 
For  the  purposes  of  this  paragraph,  a  calendar  month 
only  part  of  which  falls  within  a  taxable  year  (A) 
shall  be  disregarded  if  less  than  15  days  of  such  month 
are  included  in  such  taxable  year,  and  (B)  shall  be 
included  as  a  calendar  month  within  the  taxable  year 
if  more  than  14  days  of  such  month  fall  within  the  tax¬ 
able  year.” 

(b)  Amendment  of  Section  12  (b). — Section  12 
(b)  (relating  to  rates  of  surtax)  is  hereby  amended  by 
striking  out  paragraph  (2)  and  inserting  in  lieu  thereof 
the  following: 

“In  the  case  of  a  head  of  a  household,  the  tax  imposed 
by  this  subsection  shall  not  apply  to  any  taxable  year 
beginning  after  August  31,  1951.  In  the  case  of  an 
individual  whose  surtax  net  income  for  the  taxable  year 
is  over  $90,000,  the  tax  imposed  by  this  paragraph 
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shall  not  apply  if  the  defense  tax  provided  in  section  16 
is  applicable  to  such  taxable  year. 

“(2)  Surtax  net  income  over  $9 o,ooo— cal¬ 
endar  year  1951. — In  the  case  of  a  taxable  year 
beginning  on  January  1,  1951,  and  ending  on  December 
31,  1951,  if  the  surtax  net  income  of  the  individual 
is  over  $90,000,  there  shall  be  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 

If  the  surtax  net  income  is :  The  surtax  shall  be : 

Over  $90,000  but  not  over  $100,000.  $55,920  plus  83%  of  excess  over 

$90,000. 

Over  $100,000  but  not  over  $64,220  plus  84%  of  excess  over 

$150,000.  $100,000. 

Over  $150,000  but  not  over  $106,220  plus  85%  of  excess  over 

$200,000.  $150,000. 

Over  $200,000 _  $148,720  plus  86%  of  excess  over 

$200,000. 

‘'(3)  Surtax  net  income  over  $90,000 — tax¬ 
able  YEARS  BEGINNING  AFTER  AUGUST  31,  1951.— 
In  the  case  of  a  taxable  year  beginning  after  August  31, 
1951,  to  which  the  defense  tax  provided  by  section  16 
is  applicable,  if  the  surtax  net  income  of  the  individual  for 
the  taxable  year  is  over  $90,000,  there  shall  be  levied, 
collected,  and  paid  for  such  taxable  year  upon  the 
surtax  net  income  of  such  individual  a  surtax  of  $55,920 
plus  81  per  centum  of  the  excess  over  $90,000.” 
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(c)  Limitation  on  Tax— Section  12  (f)  (relating  to 
limitation  on  tax)  is  hereby  amended  to  read  as  follows: 

“  (f)  Limitation  on  Tax. — 

“  ( 1 )  Taxable  years  to  which  defense  tax 
does  not  apply. — In  the  case  of  a  taxable  year  be¬ 
ginning  after  September  30,  1950,  other  than  a  taxable 
year  to  which  paragraph  (2)  or  (3)  is  applicable,  the 
combined  normal  tax  and  surtax  shall  in  no  event  ex¬ 
ceed  87  per  centum  of  the  net  income  for  the  taxable 
year. 

“(2)  Calendar  year  1951.— In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and  end¬ 
ing  December  31,  1951,  the  combined  normal  tax  and 
surtax,  increased  as  provided  in  section  16,  shall  in  no 
event  exceed  88  per  centum  of  the  net  income  for  the 
taxable  year. 

“  (3)  Other  taxable  years  to  which  defense 
tax  applies. — In  the  case  of  a  taxable  year  beginning 
after  August  31,  1951,  to  which  the  defense  tax  provided 
in  section  16  is  applicable,  the  combined  normal  tax 
and  surtax,  increased  as  provided  in  section  16,  shall  in 
no  event  exceed  90  per  centum  of  the  net  income  for 
the  taxable  year.” 
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(d)  Technical  Amendments.— 

(1)  Section  11  (a)  (relating  to  normal  tax  on 
individuals)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  percentage 
increase  in  the  amount  of  tax  for  the  calendar  year  1951 
and  for  taxable  years  beginning  after  August  31,  1951, 
see  section  16.” 

(2)  Section  12  (g)  (cross  references)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following : 

“(7)  Defense  tax. — For  percentage  increase  in 
the  amount  of  tax  for  the  calendar  year  1951  and  for 
taxable  years  beginning  after  August  31,  1951,  see  sec¬ 
tion  16. 

“  (8)  Computation  of  tax  foe  certain  fiscal 
years. — For  computation  of  tax  in  the  case  of  taxable 
years  (other  than  the  calendar  year  1951)  beginning 
before  September  1,  1951,  and  ending  after  August  31, 
1951,  see  section  108  (h).” 

SEC.  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS  INCOME 
OF  LESS  THAN  $5,000. 

Section  400  (relating  to  optional  tax  on  individuals 
with  adjusted  gross  incomes  of  less  than  $5,000)  is  hereby 
amended  by  striking  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following : 


1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

1, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 

2, 
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“Table  I 


cable  year 


beginning  January 


1, 


December  31,  1951 


1951,  and  ending 


And  the  number 
of  exemptions 
is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

And 

J 

And 

if 

And 

if 

And 

other 

if 

other 

if 

i 

2 

3 

i 

than 

a 

than 

a 

4 

5 

6 

7 

more 

a 

joint 

a 

joint 

more 

At 

less 

joint 

re- 

joint 

re- 

least 

re- 

turn 

re- 

turn 

turn 

is 

turn 

is 

is 

filed 

is 

filed 

filed 

filed 

The  income  and 

defense  tax  shall 

The  income  and  defense  tax  shall  be — 

be — 

$0 

$0 

$0 

$0 

$2.  325 

$2,  350 

$313 

$188 

$188 

$63 

$63 

$0 

$0 

$0 

$0 

$0 

4 

0 

0 

0 

2,  350 

2.  375 

317 

193 

193 

68 

68 

0 

0 

0 

0 

0 

9 

0 

0 

0 

2, 375 

2,  400 

322 

197 

197 

73 

73 

0 

0 

0 

0 

0 

13 

0 

0 

0 

2,  400 

2,  425 

327 

202 

202 

77 

77 

0 

0 

0 

0 

0 

18 

0 

0 

0 

2,  425 

2,  450 

332 

207 

207 

82 

82 

0 

0 

0 

0 

0 

23 

0 

0 

0 

2,  450 

2,  475 

336 

211 

211 

87 

87 

0 

0 

0 

0 

0 

27 

0 

0 

0 

2,  475 

2,  500 

341 

216 

216 

91 

91 

0 

0 

0 

0 

0 

32 

0 

0 

0 

2,  500 

2,  525 

346 

221 

221 

96 

96 

0 

0 

0 

0 

0 

37 

0 

0 

0 

2,  525 

2.  550 

350 

225 

225 

101 

101 

0 

0 

0 

0 

0 

41 

0 

0 

0 

2,  550 

2,  575 

355 

230 

230 

105 

105 

0 

0 

0 

0 

0 

46 

0 

0 

0 

2,575 

2,  600 

360 

235 

235 

110 

no 

0 

0 

0 

0 

0 

61 

0 

0 

0 

2,  600 

2,  625 

364 

239 

239 

115 

115 

0 

0 

0 

0 

0 

55 

0 

0 

0 

2,  625 

2,  650 

369 

244 

244 

119 

119 

0 

0 

0 

0 

0 

60 

0 

0 

0 

2,  650 

2,675 

374 

249 

249 

124 

124 

0 

0 

0 

0 

0 

65 

0 

0 

0 

2,  675 

2,  700 

378 

254 

254 

129 

129 

4 

0 

0 

0 

0 

69 

0 

0 

0 

2,  700 

2,  725 

383 

258 

258 

133 

133 

9 

0 

0 

0 

0 

74 

0 

0 

0 

2,  725 

2,  750 

388 

263 

263 

138 

138 

13 

0 

0 

0 

0 

79 

0 

0 

0 

2,  750 

2.775 

392 

268 

268 

143 

143 

18 

0 

0 

0 

0 

83 

0 

0 

0 

2,775 

2,800 

397 

272 

272 

147 

147 

23 

0 

0 

0 

0 

88 

0 

0 

0 

2.  800 

2,  825 

402 

277 

277 

152 

152 

27 

0 

0 

0 

0 

93 

0 

0 

0 

2,825 

2,  850 

406 

282 

282 

157 

157 

32 

0 

0 

0 

0 

98 

0 

0 

0 

2,850 

2,  875 

411 

286 

286 

161 

161 

37 

0 

0 

0 

0 

102 

0 

0 

0 

2, 875 

2,900 

416 

291 

291 

166 

166 

41 

0 

0 

0 

0 

107 

0 

0 

0 

2,  900 

2,  925 

421 

296 

296 

171 

171 

46 

0 

0 

0 

0 

112 

0 

0 

0 

2.  925 

2,  950 

426 

300 

300 

176 

176 

51 

0 

0 

0 

0 

116 

0 

0 

0 

2, 950 

2,  975 

431 

305 

305 

180 

180 

55 

0 

0 

0 

0 

121 

0 

0 

0 

2, 975 

3,000 

436 

310 

310 

185 

185 

60 

0 

0 

0 

0 

126 

1 

0 

0 

3, 000 

3. 050 

444 

317 

317 

192 

192 

67 

0 

0 

0 

0 

130 

6 

0 

0 

3,050 

3,100 

454 

326 

326 

201 

201 

76 

0 

0 

•  0 

0 

135 

10 

0 

0 

3, 100 

3,150 

465 

335 

335 

211 

211 

86 

0 

0 

0 

0 

140 

15 

0 

0 

3, 150 

3,200 

475 

345 

345 

220 

220 

95 

0 

0 

0 

0 

144 

20 

0 

0 

3,200 

3, 250 

485 

354 

354 

229 

229 

105 

0 

0 

0 

0 

149 

24 

0 

0 

3,  250 

3,  300 

496 

363 

363 

239 

239 

114 

0 

0 

0 

0 

154 

29 

0 

0 

3,300 

3. 350 

506 

373 

373 

248 

248 

123 

0 

0 

0 

0 

158 

34 

0 

0 

3,  350 

3,400 

516 

382 

382 

257 

257 

133 

8 

0 

0 

0 

163 

38 

0 

0 

3.400 

3, 450 

526 

392 

392 

267 

267 

142 

17 

0 

0 

0 

168 

43 

0 

0 

3, 450 

3,500 

537 

401 

401 

276 

276 

151 

27 

0 

0 

0 

172 

48 

0 

0 

3,  500 

3,  550 

547 

410 

410 

285 

285 

161 

36 

0 

0 

0 

177 

52 

0 

0 

3,  550 

3,  600 

557 

420 

420 

295 

295 

170 

45 

0 

0 

0 

182 

57 

0 

0 

3.600 

3,  650 

568 

430 

429 

304 

304 

179 

55 

0 

0 

0 

186 

62 

0 

0 

3,650 

3,  700 

578 

441 

438 

314 

314 

189 

64 

0 

0 

0 

191 

66 

0 

0 

3,  700 

3,  750 

588 

451 

448 

323 

323 

198 

73 

0 

0 

0 

196 

71 

0 

0 

3,  750 

3,800 

598 

461 

457 

332 

332 

207 

83 

0 

0 

0 

200 

76 

0 

0 

3,  800 

3,850 

609 

471 

466 

342 

342 

217 

92 

0 

0 

0 

205 

80 

0 

0 

3,  850 

3.900 

619 

482 

476 

351 

351 

226 

101 

0 

0 

0 

210 

85 

0 

0 

3,  900 

3.  950 

629 

492 

485 

360 

360 

236 

111 

0 

0 

0 

215 

90 

0 

0 

3,  950 

4.  000 

640 

502 

495 

370 

370 

245 

120 

0 

0 

0 

219 

94 

0 

0 

4,  000 

4.  050 

650 

513 

504 

379 

379 

254 

129 

5 

0 

0 

224 

99 

0 

0 

4,  050 

4. 100 

660 

523 

513 

388 

388 

264 

139 

14 

0 

0 

229 

104 

0 

0 

4.  100 

4,  150 

671 

533 

523 

398 

398 

273 

148 

23 

0 

0 

233 

108 

0 

0 

4,150 

4,  20C 

681 

544 

532 

407 

407 

282 

158 

33 

0 

0 

238 

113 

0 

0 

4.  200 

4.  250 

691 

554 

541 

417 

417 

292 

167 

42 

0 

0 

243 

118 

0 

0 

4,  250 

4,  300 

701 

564 

551 

427 

426 

301 

176 

51 

0 

0 

247 

122 

0 

0 

4.  300 

4.  350 

712 

574 

560 

437 

435 

310 

186 

61 

0 

0 

252 

127 

2 

0 

4.350 

4,  40C 

722 

585 

569 

447 

445 

320 

195 

70 

0 

0 

257 

132 

7 

0 

4,  400 

4,  450 

732 

595 

579 

458 

454 

329 

204 

80 

0 

0 

261 

137 

12 

0 

4,  450 

4,500 

743 

605 

588 

468 

463 

339 

214 

89 

0 

0 

266 

141 

16 

0 

4,  500 

4,  550 

753 

616 

597 

478 

473 

348 

223 

98 

0 

0 

271 

146 

21 

0 

4,  550 

4,  600 

763 

626 

607 

489 

482 

357 

232 

108 

0 

0 

275 

151 

26 

0 

4,  600 

4,  650 

774 

636 

616 

499 

491 

367 

242 

117 

0 

0 

280 

155 

30 

0 

4,  650 

4,  700 

784 

647 

626 

509 

501 

376 

251 

126 

2 

0 

285 

160 

35 

0 

4,  700 

4,  750 

794 

657 

635 

520 

510 

385 

261 

136 

11 

0 

289 

165 

40 

0 

4,  750 

4,800 

804 

667 

644 

530 

519 

395 

270 

145 

20 

0 

294 

169 

44 

0 

4,  800 

4,  850 

815 

677 

654 

540 

529 

404 

279 

154 

30 

0 

299 

174 

49 

0 

4,  850 

4,  900 

825 

688 

663 

550 

538 

413 

289 

164 

39 

0 

303 

179 

54 

0 

4,  900 

4,  950 

835 

698 

672 

561 

548 

423 

298 

173 

48 

0 

308 

183 

59 

0 

4,  950 

5,000 

846 

708 

682 

671 

667 

432 

307 

183 

58 

0 

14 


“Table  II 

“Taxable  years  beginning  after  August  31,  1951 


If  adjusted 
gross  in¬ 
come  is — 

And  the  num¬ 
ber  of  exemp¬ 
tions  is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

1 

2 

3 

5 

6 

7 

8  or 
more 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

And 
tax¬ 
payer 
is  single 
or 

married 
tiling 
sepa- 
ra  tely 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 

tax¬ 

payer 

is  single 
or 

married 

tiling 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

tiled 

And 
tax¬ 
payer 
is  single 

or 

married 

tiling 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 

is 

tiled 

4 

The  income 
and  defense 
tax  shall  be — 

The  income  and  defense  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2,  350 

$338 

$338 

$203 

$203 

$203 

$68 

$68 

$68 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2,  350 

2,  375 

343 

343 

208 

208 

208 

73 

73 

73 

c 

c 

c 

0 

0 

700 

725 

9 

0 

0 

0 

2,  375 

2,  400 

348 

348 

213 

213 

213 

78 

78 

78 

c 

c 

c 

c 

0 

725 

750 

14 

0 

0 

0 

2,  400 

2,425 

354 

354 

219 

219 

219 

84 

84 

84 

c 

c 

0 

0 

0 

750 

775 

19 

0 

0 

0 

2, 425 

2,450 

359 

359 

224 

224 

224 

89 

89 

89 

c 

c 

c 

0 

0 

775 

800 

24 

0 

0 

0 

2,  450 

2,  475 

364 

364 

229 

229 

229 

94 

94 

94 

c 

c 

0 

0 

0 

800 

825 

30 

0 

0 

0 

2,475 

2,  500 

369 

369 

234 

234 

234 

99 

99 

99 

c 

c 

0 

0 

0 

825 

850 

35 

0 

0 

0 

2,500 

2,  525 

374 

374 

239 

239 

239 

104 

104 

104 

c 

(1 

0 

0 

0 

850 

875 

40 

0 

0 

0 

2, 525 

2,  550 

379 

379 

244 

244 

244 

109 

109 

109 

0 

0 

0 

0 

0 

875 

900 

45 

0 

0 

0 

2,  550 

2,  575 

384 

384 

249 

249 

249 

114 

114 

114 

0 

c 

0 

0 

0 

900 

925 

50 

0 

0 

0 

2,575 

2,  600 

389 

389 

254 

254 

254 

119 

119 

119 

0 

c 

0 

0 

0 

925 

950 

55 

0 

0 

0 

2,600 

2,  625 

394 

394 

259 

259 

259 

124 

124 

124 

c 

0 

0 

0 

0 

950 

975 

60 

0 

0 

0 

2,625 

2,  650 

399 

399 

264 

264 

264 

129 

129 

129 

c 

c 

c 

0 

0 

975 

1,000 

65 

0 

0 

0 

2,  650 

2,675 

404 

404 

269 

269 

269 

134 

134 

134 

0 

0 

0 

0 

0 

1,000 

1,025 

70 

0 

0 

0 

2,  675 

2,700 

409 

409 

274 

274 

274 

139 

139 

139 

4 

0 

0 

0 

0 

1,025 

1,050 

75 

0 

0 

0 

2,  700 

2,  725 

414 

414 

279 

279 

279 

144 

144 

144 

9 

0 

0 

0 

0 

1,050 

1,075 

80 

0 

0 

0 

2,725 

2,  750 

419 

419 

284 

284 

284 

149 

149 

149 

14 

0 

0 

0 

0 

1,  075 

1,  100 

85 

0 

0 

0 

2,  750 

2,  775 

424 

424 

289 

289 

289 

154 

154 

154 

19 

0 

0 

0 

0 

1.  100 

1, 125 

90 

0 

0 

0 

2,  775 

2,800 

429 

429 

294 

294 

294 

159 

159 

159 

24 

0 

0 

0 

0 

1, 125 

1.150 

95 

0 

0 

0 

2,800 

2,  825 

435 

435 

300 

300 

300 

165 

165 

165 

30 

0 

0 

0 

0 

1, 150 

1,  175 

100 

0 

0 

0 

2,  825 

2,850 

440 

440 

305 

305 

305 

170 

170 

170 

35 

0 

0 

0 

0 

1,  175 

1,200 

105 

0 

0 

0 

2,850 

2,  875 

445 

445 

310 

310 

310 

175 

175 

175 

40 

0 

0 

0 

0 

1,  200 

1,225 

111 

0 

0 

0 

2,  875 

2,  900 

450 

450 

315 

315 

315 

180 

180 

180 

45 

0 

0 

0 

0 

1,225 

1,  250 

116 

0 

0 

0 

2,  900 

2,  925 

455 

455 

320 

320 

320 

185 

185 

185 

50 

0 

0 

0 

0 

1,250 

1,275 

121 

0 

0 

0 

2,  925 

2,  950 

461 

400 

325 

325 

325 

190 

190 

190 

55 

0 

0 

0 

0 

1,275 

1,300 

126 

0 

0 

0 

2,950 

2, 975 

466 

466 

330 

330 

330 

195 

195 

195 

60 

0 

0 

0 

0 

1,300 

1,325 

131 

0 

0 

0 

2,  975 

3,  000 

472 

471 

335 

335 

335 

200 

200 

200 

65 

0 

0 

0 

0 

1,  325 

1,350 

136 

1 

0 

0 

3,000 

3,050 

480 

479 

343 

343 

343 

208 

208 

208 

73 

0 

0 

0 

0 

1,350 

1,375 

141 

6 

0 

0 

3,  050 

3,100 

491 

490 

353 

353 

353 

218 

218 

218 

83 

0 

0 

0 

0 

1,375 

1,400 

146 

11 

0 

0 

3, 100 

3,150 

503 

500 

363 

363 

363 

228 

228 

228 

93 

0 

0 

0 

0 

1,400 

1,425 

151 

16 

0 

0 

3,150 

3,  200 

514 

511 

373 

373 

373 

238 

238 

238 

103 

0 

0 

0 

0 

1,425 

1,450 

156 

21 

0 

0 

3,200 

3,  250 

525 

621 

383 

383 

383 

248 

248 

248 

113 

0 

0 

0 

0 

1,450 

1,475 

161 

26 

0 

0 

3,  250 

3,  300 

536 

532 

393 

393 

393 

258 

258 

258 

123 

0 

0 

0 

0 

1,475 

1,500 

166 

31 

0 

0 

3,300 

3,  350 

547 

543 

403 

403 

403 

268 

268 

268 

133 

0 

0 

0 

0 

1,  500 

1,525 

171 

36 

0 

0 

3,350 

3,  400 

558 

553 

413 

413 

413 

278 

278 

278 

143 

8 

0 

0 

0 

1,525 

1,550 

176 

41 

0 

0 

3,  400 

3,450 

569 

564 

424 

424 

424 

289 

289 

289 

154 

19 

0 

0 

0 

1,550 

1,575 

181 

46 

0 

0 

3,  450 

3,500 

581 

575 

434 

434 

434 

299 

299 

299 

164 

29 

0 

0 

0 

1,575 

1,600 

186 

51 

0 

0 

3,500 

3,  550 

592 

585 

444 

444 

444 

309 

309 

309 

174 

39 

0 

0 

0 

1,600 

1,625 

192 

57 

0 

0 

3,  550 

3,  600 

603 

596 

454 

454 

454 

319 

319 

319 

184 

49 

0 

0 

0 

1,625 

1,650 

197 

62 

0 

0 

3,600 

3,  650 

614 

607 

465 

465 

464 

329 

329 

329 

194 

59 

0 

0 

0 

1,650 

1,675 

202 

67 

0 

0 

3, 650 

3,  700 

625 

617 

477 

475 

474 

339 

339 

339 

204 

69 

0 

0 

0 

1,675 

1,700 

207 

72 

0 

0 

3,  700 

3,  750 

636 

628 

488 

486 

484 

349 

349 

349 

214 

79 

0 

0 

0 

1,700 

1,725 

212 

77 

0 

0 

3,  750 

3,800 

647 

638 

499 

497 

494 

359 

359 

359 

224 

89 

0 

0 

0 

1,725 

1,750 

217 

82 

0 

0 

3,800 

3,850 

659 

649 

510 

507 

505 

370 

370 

370 

235 

100 

0 

0 

0 

1,750 

1,775 

222 

87 

0 

0 

3,850 

3,900 

670 

660 

521 

518 

515 

380 

380 

380 

245 

110 

0 

0 

0 

1,775 

1,800 

227 

92 

0 

0 

3,900 

3. 950 

681 

670 

532 

529 

525 

390 

390 

390 

255 

120 

0 

0 

0 

1,800 

1,825 

232 

97 

0 

0 

3,950 

4,000 

692 

681 

543 

539 

535 

400 

400 

400 

265 

130 

0 

0 

0 

1,825 

1,850 

237 

102 

0 

0 

4,000 

4,  050 

703 

692 

555 

550 

545 

410 

410 

410 

275 

140 

5 

0 

0 

1,  850 

1,875 

242 

107 

0 

0 

4,050 

4*100 

714 

702 

566 

560 

555 

420 

420 

420 

285 

150 

15 

0 

0 

1,875 

1,900 

247 

112 

0 

0 

4,100 

4,  150 

725 

713 

577 

571 

565 

430 

430 

430 

295 

160 

25 

0 

0 

1,900 

1,925 

252 

117 

0 

0 

4, 150 

4,  200 

736 

723 

588 

582 

-  575 

440 

440 

440 

305 

170 

35 

0 

0 

1,925 

1,950 

257 

122 

0 

0 

4,200 

4,  250 

748 

734 

599 

592 

586 

451 

451 

451 

316 

181 

46 

0 

0 

1,950 

1,975 

262 

127 

0 

0 

4,  250 

4,  300 

759 

745 

610 

603 

596 

462 

461 

461 

326 

191 

56 

0 

0 

1,975 

2,000 

267 

132 

0 

0 

4,  300 

4,  350, 

770 

755 

621 

614 

606 

473 

472 

471 

336 

201 

66 

0 

0 

2,000 

2,  025 

273 

138 

3 

0 

4,  350 

4,  400 

781 

766 

633 

624 

616 

484 

482 

481 

346 

211 

76 

0 

0 

2,025 

2,050 

278 

143 

8 

0 

4,400 

4,  450 

792 

777 

644 

635 

626 

495 

493 

491 

356 

221 

86 

0 

0 

2,  050 

2,  075 

283 

148 

13 

0 

4,  450 

4.  500 

803 

787 

655 

645 

636 

506 

504 

501 

366 

231 

96 

0 

0 

2,075 

2,100 

288 

153 

18 

0 

4,  500 

4,  550 

814 

798 

666 

656 

646 

517 

514 

511 

376 

241 

106 

0 

0 

2, 100 

2,125 

293 

158 

23 

0 

4,  550 

4,  600 

826 

809 

677 

667 

656 

529 

525 

521 

38G 

251 

116 

0 

0 

2, 125 

2, 150 

298 

163 

28 

0 

4,  600 

4,  650 

837 

819 

688 

677 

667 

540 

536 

532 

397 

262 

127 

0 

0 

2,150 

2,175 

303 

168 

33 

0 

4,  650 

4,  700 

848 

830 

699 

688 

677 

551 

546 

542 

407 

272 

137 

2 

0 

2,175 

2,200 

308 

173 

38 

0 

4,  700 

4,  750 

859 

840 

710 

699 

687 

562 

557 

552 

417 

282 

147 

12 

0 

2,  200 

2,  225 

313 

178 

43 

0 

4,  750 

4,  800 

870 

851 

722 

709 

697 

573 

568 

562 

427 

292 

157 

22 

0 

2,  225 

2,  250 

318 

183 

48 

0 

4,800 

4,  850 

881 

862 

733 

720 

707 

584 

578 

572 

437 

302 

167 

32 

0 

2,  250 

2,  275 

323 

188 

53 

0 

4,  850 

4,  900 

892 

872 

744 

731 

717 

595 

589 

582 

447 

312 

177 

42 

0 

2,  275 

2,300 

328 

193 

58 

0 

4,  900 

4,  950 

904 

883 

755 

741 

727 

607 

599 

592 

457 

322 

187 

52 

0 

2,300 

2,325 

333 

198 

63 

0 

4,  950 

5,000 

915 

894 

766 

752 

737 

618 

610 

602 

467 

332 

197 

62 

0 

15 


1  SEC.  103.  COMPUTATION  OF  TAX  IN  CASE  OF  CERTAIN 

2  JOINT  RETURNS. 

3  If  a  joint  return  of  a  husband  and  wife  is  filed  under 

4  the  provisions  of  section  51  (b)  (3)  of  the  Internal  Revenue 

5  Code  in  a  case  where  the  husband  and  wife  have  different 

6  taxable  years  because  of  the  death  of  either  spouse,  and  the 

7  taxable  year  of  the  surviving  spouse  covered  by  such  joint 

8  return  began  before  September  1,  1951,  and  ended  after 

9  August  31,  1951,  the  amendments  made  by  this  part  shall 

10  be  applicable  in  respect  of  such  joint  return  as  if  the  tax- 

11  able  years  of  both  spouses  covered  by  the  joint  return 

12  ended  on  the  date  of  the  closing  of  the  surviving  spous-e’s 

13  taxable  year. 

14  SEC.  104.  EFFECTIVE  DATE  OF  PART  I. 

15  Except  as  provided  in  section  103,  the  amendments 

16  made  by  this  part  shall  be  applicable  only  with  respect  to 

17  taxable  years  ending  after  August  31,  1951.  Eor  treat- 

18  ment  of  taxable  years  (other  than  the  calendar  year  1951) 

19  beginning  before  September  1,  1951,  and  ending  after 

20  August  31,  1951,  see  section  131. 
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PART  II— CORPORATION  INCOME  TAXES 
SEC.  121.  INCREASE  IN  RATE  OF  CORPORATION  NORMAL 
TAX. 

(a)  Amendment  of  Section  13. — Subsections  (a) 
and  (b)  of  section  13  (relating  to  normal  tax  on  corpora¬ 
tions  )  are  hereby  amended  to  read  as  follows: 

“  (a)  Definitions. — For  the  purposes  of  this  chapter — 
“  ( 1 )  Adjusted  net  income. — The  term  ‘adjusted 
net  income’  means  the  net  income  minus  the  credit  pro¬ 
vided  in  section  26  (a),  relating  to  interest  on  certain 
obligations  of  the  United  States  and  Government 
corporations. 

“  (2)  Normal-tax  net  income. — The  term  ‘nor¬ 
mal-tax  net  income’  means  the  adjusted  net  income 
minus  the  sum  of  the  following  credits : 

“(A)  The  credit  for  dividends  received  pro¬ 
vided  in  section  26  ( b )  ; 

“(B)  In  the  case  of  a  public  utility,  tlie  credit 
for  dividends  paid  on  its  preferred  stock  provided 
in  section  26  (h)  ;  and 

“(C)  In  the  case  of  a  western  hemisphere 
trade  corporation  (as  defined  in  section  109),  the 
credit  provided  in  section  26  (i). 

“(b)  Imposition  of  Tax— There  shall  be  levied, 
collected,  and  paid  for  each  taxable  year  upon  the  normal- 
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tax  net  income  of  every  corporation  (except  a  corporation 
subject  to  a  tax  imposed  by  section  231  (a) ,  supplement 
Gr,  or  supplement  Q)  a  tax  of  30  per  centum  of  the  normal- 
tax  net  income.” 

(b)  Maximum  Tax. — Section  430  (a)  (1)  (relat¬ 
ing  to  the  limitation  on  the  rate  of  the  excess  profits  tax)  is 
hereby  amended  by  striking  out  “62  per  centum”  and  insert¬ 
ing  in  lieu  thereof  “70  per  centum”. 

(c)  Mutual  Insurance  Companies  Other  Than 
Life  or  Marine. — 

(1)  Section  207  (a)  (1)  (relating  to  normal  tax 
and  surtax  on  mutual  insurance  companies,  other  than 
life  or  marine)  is  hereby  amended  by  striking  out  sub- 
paragraphs  (A)  and  (B)  and  inserting  in  lieu  thereof 
the  following: 

“(A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000,  whichever  is  the  lesser; 

plus 

“(B)  Surtax. — A  surtax  of  22  per  centum 
of  the  corporation  surtax  net  income  in  excess  of 
$25,000.” 

(2)  Section  207  (a)  (3)  (relating  to  a  normal 

H.  R.  4473 - 2 
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tax  and  surtax  on  interinsurers  and  reciprocal  under¬ 
writers)  is  hereby  amended  by  striking  out  subpara¬ 
graphs  (A)  and  (B)  and  inserting  in  heu  thereof  the 
following : 

“(A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser;  plus 

“(B)  Surtax. — A  surtax  of  22  per  centum  of 
the  corp oration  surtax  net  income  in  excess  of 
$25,000,  or  33  per  centum  of  the  amount  by  which 
the  corporation  surtax  net  income  exceeds  $50,000, 
whichever  is  the  lesser.” 

(d)  Regulated  Investment  Companies. — Section 
362  (b)  (relating  to  tax  on  regulated  investment  com¬ 
panies)  is  hereby  amended  by  striking  out  paragraphs  (3) 
and  (4)  and  inserting  in  lieu  thereof  the  following: 

“  (3)  There  shall  he  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  net  income  a 
tax  equal  to  30  per  centum  of  the  amount  thereof. 

“  (4)  There  shall  he  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  surtax  net 
income  a  tax  equal  to  22  per  centum  of  the  amount 
thereof  in  excess  of  $25,000.” 
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(e)  Business  Income  of  Certain  Section  101 

Organizations. — Section  421  (a)  (1)  (relating  to  im¬ 

position  of  tax  on  business  income  of  certain  section  101 
organizations)  is  hereby  amended  by  striking  out  “25  per 
centum”  and  inserting  in  lieu  thereof  “30  per  centum”. 

(f)  Technical  Amendments. — 

(1)  Repeal  of  section  14. — Section  14  (relat¬ 
ing  to  normal  tax  on  special  classes  of  corporations  in  the 
case  of  taxable  years  beginning  before  July  1,  1950) 
is  hereby  repealed. 

(2)  Amendment  of  section  i 5. —Section  15 
(relating  to  surtax  on  corporations)  is  hereby  amended 
to  read  as  follows : 

“SEC.  15.  SURTAX  ON  CORPORATIONS. 

“(a)  Corporation  Surtax  Net  Income. — For  the 
purposes  of  this  chapter,  the  term  ‘corporation  surtax  net 
income’  means  the  net  income  minus  the  sum  of  the  follow¬ 
ing  credits : 

“  ( 1 )  The  credit  for  dividends  received  provided  in 
section  26  (b )  ; 

“(2)  In  the  case  of  a  public  utility,  the  credit  for 
dividends  paid  on  its  preferred  stock  provided  in  section 
26  (h)  ; 

“(3)  In  the  case  of  a  western  hemisphere  trade 
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corporation  (as  defined  in  section  109),  the  credit  pro¬ 
vided  in  section  26  (i) . 

“  (b)  Imposition  of  Tax. — There  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon  the  corporation 
surtax  net  income  of  every  corporation  ( except  a  corporation 
subject  to  a  tax  imposed  by  section  231  (a) ,  supplement  G, 
or  supplement  Q)  a  surtax  of  22  per  centum  of  the  amount 
of  the  corporation  surtax  net  income  in  excess  of  the  surtax 
exemption  provided  in  section  26  (j) 

SEC.  122.  CREDITS  OF  CORPORATIONS. 

(a)  Dividends  Deceived  Credit. — Paragraphs  (1) 
and  (2)  of  section  26  (b)  (relating  to  credit  for  dividends 
received)  are  hereby  amended  to  read  as  follows : 

“  (1)  In  general. — 85  per  centum  of  the  amount 
received  as  dividends  (other  than  dividends  described 
in  paragraph  (2)  on  the  preferred  stock  of  a  public 
utility)  from  a  domestic  corporation  which  is  subject  to 
taxation  under  this  chapter;  and 

“  (2)  Certain  preferred  stock. — 62  per  centum 
of  the  amount  received  as  dividends  on  the  preferred 
stock  of  a  public  utility  which  is  subject  to  taxation  under 
this  chapter.” 

(b)  Credit  for  Dividends  Paid  on  Certain  Pre¬ 
ferred  Stock. — The  first  sentence  of  section  26  (h)  (1) 
(relating  to  amount  of  credit  for  dividends  paid  on  certain 
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1  preferred  stock)  is  hereby  amended  to  read  as  follows:  “In 

2  the  case  of  a  public  utility,  an  amount  equal  to  27  per 

3  centum  of  the  lesser  of  (A)  the  amount  of  dividends  paid 

4  during  the  taxable  year  on  its  preferred  stock  or  (B)  the 

5  adjusted  net  income  for  such  taxable  year  minus  the  credit 

6  for  dividends  received  provided  in  subsection  (b)  for  such 

7  year.” 

8  (c)  Western  Hemisphere  Trade  Corporations. — 

9  Section  26  (i)  (relating  to  credit  of  a  western  hemisphere 

10  trade  corporation)  is  hereby  amended  to  read  as  follows: 

11  “(i)  Western  Hemisphere  Trade  Corporations. — 

12  In  the  case  of  a  western  hemisphere  trade  corporation  (as 

13  defined  in  section  109) ,  an  amount  equal  to  27  per  centum 

14  of  its  normal-tax  net  income  computed  without  regard  to  the 

15  credit  provided  in  this  subsection.” 

16  SEC.  123.  SURTAX  EXEMPTIONS  AND  CERTAIN  CREDITS 

17  OF  RELATED  CORPORATIONS. 

18  (a)  Limitation  on  Surtax  Exemption  in  the 

19  Case  of  Belated  Corporations. — Section  26  (relating 

20  to  credits  of  corporations)  is  hereby  amended  by  adding  at 

21  the  end  thereof  the  following  new  subsection : 

22  “(j)  Surtax  Exemption. — 

“(1)  In  general. — Except  in  the  case  of  a  cor¬ 
poration  to  which  paragraph  (2)  is  applicable  for  the 
taxable  year,  a  surtax  exemption  of  $25,000. 
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“(2)  Related  corporations. — In  the  case  of  a 
corporation  which  on  December  31  of  any  year  is  a 
member  of  a  controlled  group  as  defined  in  paragraph 
( 3 ) ,  a  surtax  exemption,  for  the  taxable  year  which 
includes  such  date,  in  an  amount  equal  to  $25,000 
divided  by  the  number  of  corporations  in  such  group  at 
the  close  of  such  date.  In  lieu  of  such  exemption,  a 
surtax  exemption  of  $25,000  for  the  controlled  group 
may  be  divided  (in  any  manner)  by  the  corporations 
which  at  the  close  of  such  date  are  members  of  such 
group  by  making  and  filing  with  the  Secretary  a  consent 
setting  forth  the  portion  of  the  $25,000  which  will 
be  taken  by  each  member  as  its  surtax  exemption  for 
its  taxable  year  which  includes  such  date.  The  consent 
shall  be  made  and  filed  at  such  time  and  in  such  manner 
as  the  Secretary  by  regulations  may  prescribe.  If  a 
member  of  a  controlled  group  has  a  taxable  year  which 
does  not  include  December  31,  the  surtax  exemption  for 
such  member  for  such  taxable  year  shall  be  an  amount 
equal  to  $25,000  divided  by  the  number  of  corporations 
in  such  group  at  the  close  of  such  taxable  year. 

“  ( 3 )  Definition  of  controlled  group. — For 
the  purposes  of  paragraph  (2),  a  ‘controlled  group’ 
means : 

“(A)  Any  group  of  one  or  more  chains  of 
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corporations  connected  through  ownership  with  a 
common  parent  corporation  if — 

“  (i)  stock  possessing  at  least  95  per 
centum  of  the  voting  power  of  all  classes  of 
stock  of  each  of  the  corporations  (except  the 
common  parent  corporation)  is  owned  directly 
by  one  or  more  of  the  other  corporations;  and 
“  (ii)  the  common  parent  corporation  owns 
directly  stock  possessing  at  least  95  per  centum 
of  the  voting  power  of  all  classes  of  stock  of  at 
least  one  of  the  other  corporations,  excluding, 
in  computing  such  voting  power,  stock  held  by 
such  other  corporations. 

“(B)  Any  group  of  two  or  more  corporations 
if  at  least  95  per  centum  of  the  voting  power  of  all 
classes  of  stock  of  each  of  the  corporations  is  owned, 
directly  or  indirectly,  by  or  for  one  individual,  or  is 
owned,  directly  or  indirectly,  by  or  for  not  more 
than  five  individuals  each  of  whom  owns  substan¬ 
tially  the  same  proportion  of  the  voting  power  in 
any  one  of  such  corporations  as  he  owns  in  each  of 
the  other  corporations.  For  the  purposes  of  this 
subparagraph — 

“  (i)  an  individual  shall  be  considered  as 
owning  substantially  the  same  proportion  of  the 
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voting  power  in  any  two  corporations  if,  and 
only  if,  he  could  own  the  same  proportion  of  the 
voting  power  in  each  by  increasing  by  not  more 
than  10  per  centum  his  voting  power  in  one  of 
the  corporations  and  decreasing  by  not  more 
than  10  per  centum  his  voting  power  in  the 
other  corporation; 

“(ii)  stock  owned,  directly  or  indirectly, 
by  or  for  a  corporation,  partnership,  estate, 
or  trust,  shall  be  considered  as  being  owned 
proportionately  by  or  for  its  shareholders,  part¬ 
ners,  or  beneficiaries; 

“(iii)  an  individual  shall  be  considered  as 
owning  the  stock  owned,  directly  or  indirectly, 
by  or  for  his  spouse; 

“  (iv)  if  an  individual  owns  more  than  50 
per  centum  of  the  voting  power  in  any  corpora¬ 
tion  (including  the  voting  power  of  the  stock 
owned  by  him  upon  the  application  of  clauses 
(ii)  and  (iii)),  such  individual  shall  be  con¬ 
sidered  as  owning  the  stock  owned  in  such  cor¬ 
poration,  directly  or  indirectly,  by  or  for  his 
ancestors  and  lineal  decedents; 

“  (v)  stock  constructively  owned  by  a  per¬ 
son  by  reason  of  the  application  of  clause  (ii) 
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shall,  for  the  purpose  of  applying  clause  (ii), 
(iii) ,  or  (iv) ,  be  treated  as  actually  owned  by 
such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of 
clause  (iii)  or  (iv)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying 
either  such  clause  in  order  to  make  another  the 
constructive  owner  of  such  stock;  and 

“  (vi)  if  stock  may  be  treated  as  construc¬ 
tively  owned  by  two  or  more  individuals,  such 
stock  shall,  in  any  computation  to  determine 
the  proportionate  voting  power  of  such  individ¬ 
uals,  be  treated  in  such  computation  as  construc¬ 
tively  owned  by  the  individual  whose  construc¬ 
tive  ownership  of  such  stock  results  in  the 
corporation  being  a  member  of  a  controlled 
group. 

If  a  group  of  corporations  described  in  subparagraph 
(B)  includes  a  common  parent  corporation  included  in 
a  group  described  in  subparagraph  (A),  then  each 
member  of  the  group  described  in  subparagraph  (A)  of 
which  the  common  parent  corporation  is  a  member  shall 
be  a  member  of  the  group  described  in  subparagraph 
(B).  For  the  purposes  of  this  paragraph,  treasury 
stock  shall  not  be  considered  to  be  voting  stock.” 
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(b)  Insurance  Companies— Section  201  (g)  (re¬ 
lating  to  credits  under  section  26  allowed  life  insurance  com¬ 
panies)  and  section  204  (f)  (relating  to  credits  imder  sec¬ 
tion  26  allowed  to  insurance  companies  other  than  life  or 
mutual)  are  each  amended  by  adding  at  the  end  thereof 
the  following  new  sentence:  “In  computing  the  surtax  im¬ 
posed  by  this  section,  in  the  manner  provided  in  section 
15  (b),  the  surtax  exemption  provided  in  section  26  (j) 
shall  be  allowed.” 

(c)  Minimum  Excess  Profits  Credit. — The  last 
sentence  of  section  431  (relating  to  definition  of  adjusted 
excess  profits  net  income)  is  hereby  amended  to  read  as 
follows:  “If  such  sum  is  less  than  its  surtax  exemption 
provided  in  section  26  (j)  for  the  taxable  year,  such  sum 
shall  be  increased  to  the  amount  of  its  surtax  exemption 
for  such  year.” 

SEC.  124.  COMPUTATION  OF  ALTERNATIVE  CAPITAL  GAINS 
TAX. 

(a)  Alternative  Tax— Section  117  (c)  (1)  (relat¬ 
ing  to  alternative  tax  on  corporations)  is  hereby  amended 
by  striking  out  the  second  paragraph  and  inserting  in  lieu 
thereof  the  following: 
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“(A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  the  amount  of 
such  excess,  at  the  rates  and  in  the  manner  as  if 
this  subsection  had  not  been  enacted. 

“(B)  There  shall  then  he  ascertained  an 
amount  equal  to  25  per  centum  of  such  excess. 
In  the  case  of  taxable  years  to  which  the  defense 
tax  provided  in  section  16  (c)  is  applicable,  such 
amount  shall  be  increased  by  the  percentage  speci¬ 
fied  in  such  section.  v 

“(C)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B) 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  ending  after  August  31,  1951. 

SEC.  125.  EFFECTIVE  DATE. 

Except  as  provided  in  section  124,  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respect  to 
taxable  years  beginning  after  December  31,  1950.  Eor 
treatment  of  taxable  years  beginning  in  1950  and  ending 
in  1951,  see  part  III  of  this  title. 
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PART  III— FISCAL  YEAR  TAXPAYERS 
SEC.  131.  FISCAL  YEAR  TAXPAYERS. 

(a)  Amendment  of  Section  108. — Section  108  is 
hereby  amended  by  striking  out  paragraph  (2)  of  sub¬ 
section  (f)  and  inserting  in  lieu  thereof  the  following : 

“  (2)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  25  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable  year  after 
June  30,  1950,  and  before  January  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus  (if  the 
taxable  year  ends  in  1951) 

“  (3)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  30  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

In  computing  for  the  purposes  of  paragraph  ( 2 )  the  normal- 
tax  net  income  and  the  corporation  surtax  net  income,  the 
credits  provided  in  section  26  applicable  to  taxable  years 
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beginning  on  July  1,  1950,  shall  be  allowed  in  the  manner 
and  to  the  extent  provided  in  sections  13  and  15 
applicable  to  years  beginning  on  such  date,  except  that 
such  credits  shall  be  applied  without  regard  to  the  amend¬ 
ments  made  to  section  26  by  title  II  of  the  Excess  Profits 
Tax  Act  of  1950.  In  computing  for  the  purposes  of  para¬ 
graph  (3)  the  normal-tax  net  income  and  the  corporation 
surtax  net  income,  the  credits  provided  in  section  26  appli- 
cable  to  taxable  years  beginning  on  January  1,  1951,  shall 
be  allowed  in  the  manner  and  to  the  extent  provided  in  sec¬ 
tions  13  and  15  applicable  to  years  beginning  on  such  date. 

“  (g)  Taxable  Years  of  Corporations  Beginning 
After  June  30,  1950,  and  Before  1951,  and  Ending 
in  1951. — In  the  case  of  a  taxable  year  of  a  corporation 
beginning  after  June  30,  1950,  and  before  January  1,  1951, 
and  ending  after  December  31,  1950,  the  tax  imposed  by 
sections  13  and  15  shall  be  an  amount  equal  to  the  sum  of — 
“  ( 1 )  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable 
to  such  taxable  year,  which  the  number  of  days  in  such 
taxable  year  prior  to  January  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable  to 
years  beginning  on  January  1,  1951,  as  if  such  pro- 
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visions  were  applicable  to  such  taxable  year,  which  the 
number  of  days  in  such  taxable  year  after  December 
31,  1950,  bears  to  the  total  number  of  days  in  such 
taxable  year.  Dor  the  purposes  of  this  paragraph  a 
surtax  exemption  of  $25,000  shall  be  allowed  in  lieu 
of  the  exemption  provided  in  section  26  (j) . 

y 

“(h)  Certain  Taxable  Years  of  Individuals 
Beginning  Before  September  1,  1951,  and  Ending 
After  August  31,  1951. — In  the  case  of  a  taxable  year 
(other  than  one  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951)  of  a  taxpayer,  other  than  a  corpora¬ 
tion,  beginning  before  September  1,  1951,  and  ending  after 
August  31,  1951,  the  tax  imposed  by  sections  11  and  12, 
section  400,  or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“  ( 1 )  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  taxable  years  beginning  on  October  1, 
1950,  which  the  number  of  calendar  months  in  such 
taxable  year  prior  to  September  1,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year, 
plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  years  beginning  on  September  1, 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


31 


1951,  as  if  such  provisions  (other  than  the  provisions 
relating  to  head  of  household)  were  applicable  to  such 
taxable  year,  which  the  number  of  calendar  months 
in  such  taxable  year  after  August  31,  1951,  bears  to 
the  total  number  of  calendar  months  in  such  taxable 
year. 

For  the  purposes  of  this  subsection,  a  calendar  month  only 
part  of  which  falls  within  the  taxable  year  (A)  shall  be 
disregarded  if  less  than  15  days  of  such  month  are  included 
in  such  taxable  year,  and  (B)  shall  be  included  as  a  calendar 
month  within  the  taxable  year  if  more  than  14  days  of  such 
month  fall  within  the  taxable  year.  This  subsection  shall 
not  apply  in  the  case  of  a  trust  described  in  section  421 
(b)  (2)  if  the  taxable  year  of  such  trust  began  before 
January  1,  1951.” 

(b)  Computation  of  Excess  Profits  Tax— Sub¬ 
section  (b)  of  section  430  (relating  to  computation  of  ex¬ 
cess  profits  tax  in  the  case  of  certain  taxable  years )  is  hereby 
amended  to  read  as  follows : 

“(b)  Certain  Taxable  Years  Beginning  Before 
1951.— 

“  ( 1 )  Taxable  years  ending  before  January 
l,  1951. — In  the  case  of  a  taxable  year  beginning  be¬ 
fore  July  1,  1950,  and  ending  after  June  30,  1950,  and 
before  January  1,  1951,  the  tax  imposed  by  subsection 
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(a)  shall  be  an  amount  equal  to  that  portion  of  a  tenta¬ 
tive  tax,  computed  under  the  provisions  of  subsection 
(a)  applicable  to  taxable  years  ending  on  December  31, 
1950,  which  the  number  of  days  in  such  taxable  year 
after  June  30,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

“(2)  Taxable  yeaks  ending  aftee  decembee 
31,  1950. — In  the  case  of  a  taxable  year  beginning 
before  January  1,  1951,  and  ending  after  December  31, 
1950,  the  tax  imposed  by  subsection  (a)  shall  be  an 
amount  equal  to  the  sum  of — 

“(A)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  subsection  (a)  ap¬ 
plicable  to  taxable  years  ending  on  December  31, 

1950,  which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  January  1, 

1951,  bears  to  the  total  number  of  days  in  such 
taxable  year,  plus 

“(B)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  subsection  (a)  applicable 
to  taxable  years  beginning  on  January  1,  1951, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.” 
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(c)  Technical  Amendments .— 

(1)  Section  108  (e)  (2)  is  hereby  amended  by 
inserting  after  “section  400,”  the  following:  “applica¬ 
ble  to  years  beginning  on  October  1,  1950,”. 

(2)  Section  108  (g)  is  hereby  amended  by  strik¬ 
ing  out  “(g)  ”  and  inserting  in  lieu  thereof  “  (i) 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 
PART  I— WITHHOLDING  OF  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES 
SEC.  201.  COLLECTION  OF  INCOME  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES. 
Subtitle  B  of  the  Internal  Revenue  Code  is  hereby 
amended  by  inserting  before  chapter  7  the  following  new 
chapter : 

“CHAPTER  6— COLLECTION  OF  INCOME  TAX  AT 
SOURCE  ON  DIVIDENDS,  INTEREST,  AND  ROY¬ 
ALTIES 

“Subchapter  A — Dividends  and  Interest 
“SEC.  1200.  DEFINITIONS. 

“As  used  in  this  chapter — 

“(a)  Dividend. — The  term  ‘dividend’  means — 

“(a  any  distribution  by  a  corporation  which  is  a 
dividend  as  defined  in  section  115  (a)  ;  and 
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“  (2)  a  payment  made  by  a  stockbroker  to  any  per¬ 
son  as  a  substitute  for  a  dividend  (as  defined  in  section 
115  (a)  )  upon  wliich  a  tax  is  required  to  be  deducted 
and  withheld  under  this  subchapter.  ‘ 

“(b)  Interest. — The  term  ‘interest’  means — 

“(1)  interest  on  all  bonds,  debentures,  notes,  cer¬ 
tificates,  or  other  evidences  of  indebtedness,  issued  by 
any  corporation,  with  interest  coupons  or  in  registered 
form; 

“(2)  interest  on  deposits  with  stockbrokers; 

“(3)  interest  on  amounts  held  by  an  insurance 
company  under  an  agreement  to  pay  interest  thereon; 

and 

“  (4)  interest  on  the  overpayment  of  any  internal 
revenue  tax,  except  income  or  excess  profits  taxes  im¬ 
posed  upon  corporations. 

“SEC.  1201.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“  (a)  Requirement  of  Withholding. — Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  dividend 
or  interest  shall  deduct  and  withhold  upon  such  dividend  or 
interest  a  tax  equal  to  20  per  centum  of  the  amount  thereof. 
If  the  withholding  agent  is  unable  to  determine  the  person 
to  whom  the  dividend  or  interest  is  payable,  such  tax  shall 
be  deducted  and  withheld  at  the  time  payment  thereof  would 
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be  made  if  such  person  were  known.  For  certain  exemptions 
from  withholding,  see  section  1202. 

“(b)  Withholding  Where  Amount  of  Dividend 
is  Unknown. — If  the  withholding  agent  is  unable  to  deter¬ 
mine  the  portion  of  a  distribution  which  is  a  dividend,  the 
tax  required  to  be  deducted  and  withheld  under  this  sub- 
chapter  shall  be  computed  on  the  entire  amount  of  the 
distribution. 

“(c)  Indemnification  of  Withholding  Agent  — 
A  withholding  agent  shall  not  be  liable,  except  as  provided 
in  section  1203,  to  any  person  for  the  amount  of  any  tax 
required  to  be  deducted  and  withheld  under  this  subchapter. 

“  (d)  Credit  for  Tax  Withheld— For  credit,  against 
the  income  tax  of  the  recipient  of  the  income,  of  amounts 
required  to  be  deducted  and  withheld  under  this  subchapter, 
see  section  35. 

“SEC.  1202.  EXEMPTIONS  FROM  WITHHOLDING. 

“The  provisions  of  this  chapter  shall  not  apply  to: 
“(a)  A  dividend  paid  in  the  stock  or  rights  to  acquire 
the  stock  of  the  distributing  corporation,  whether  or  not  the 
recipient  of  such  stock  or  rights  had  an  option  to  be  paid 
in  money,  or  other  property,  in  lieu  of  such  stock  or  rights. 

“(b)  Distributions  (other  than  capital  gain  dividends 
described  in  section  362  (b)  (7)  )  to  shareholders  which 
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are  treated  under  chapter  1  as  amounts  received  upon  the 
sale  or  exchange  of  property,  or  distributions  with  respect 
to  which  gain  or  loss  is  not  recognized  under  chapter  1  to 
the  shareholders. 

“  (c)  Any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  under  the  provisions  of  section 
112  (c)  (2)  (relating  to  certain  distributions  made  in  pur¬ 
suance  of  a  plan  of  reorganization) ,  section  115  (g)  (relat¬ 
ing  to  redemptions  of  stock),  or  section  371  (e)  (2)  (re¬ 
lating  to  certain  distributions  pursuant  to  the  order  of  the 
Securities  and  Exchange  Commission) . 

“(d)  A  dividend  paid  by  a  Federal  reserve  bank,  Fed¬ 
eral  land  bank,  Federal  home  loan  bank,  Central  Bank  for 
Cooperatives,  or  Bank  for  Cooperatives. 

“(e)  Any  interest  which,  irrespective  of  the  person  to 
whom  payable,  is  wholly  exempt  from  the  tax  imposed  by 
chapter  1. 

“(f)  Dividends  or  interest  paid  by  a  corporation  to 
another  corporation  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  return 
under  chapter  1  for  the  preceding  taxable  year  of  the  payor 
corporation. 

“  (g)  Dividends  or  interest  paid  by  a  corporation  to  one 
or  more  (1)  governments,  (2)  political  subdivisions  thereof, 
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(3)  international  organizations,  or  (4)  wholly  owned  in¬ 
strumentalities  or  agencies  of  the  foregoing,  if  the  entire 
class  of  stock  in  respect  of  which  such  dividend  is  paid,  or  the 
entire  class  of  obligations  in  respect  of  which  such  interest 
is  paid,  is  owned  by  one  or  more  of  such  governments,  suit- 
divisions,  organizations,  instrumentalities,  or  agencies. 

“  (h)  Interest  on  equipment  trust  certificates. 

“  (i)  Dividends  or  interest  paid  by  a  foreign  corpora¬ 
tion,  a  nonresident  alien  individual,  any  partnership  not  en¬ 
gaged  in  trade  or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens,  or  by 
an  international  organization. 

“(j)  (1)  Any  payment  of  a  dividend  or  interest  (ex¬ 
cept-  coupon  bond  interest)  to  (A)  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States, 
(B)  a  nonresident  alien  individual,  (C)  any  partnership 
not  engaged  in  trade  or  business  within  the  United  States 
and  composed  in  whole  or  in  part  of  nonresident  aliens,  or 
(D)  any  foreign  government  or  international  organization. 

“  (2)  Any  payment  of  coupon  bond  interest  to  a  person 
described  in  paragraph  (1)  of  this  subsection,  but  only  if  a 
certificate  filed  (in  such  form  and  manner,  and  at  such  time, 
as  the  Secretary  may  by  regulations  prescribe)  with  the 
withholding  agent  discloses  that  the  recipient  of  such  pay- 
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ment  is  a  person  described  in  paragraph  ( 1 ) . 

“  (k)  Any  payment  upon  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section  143 
(a)  (relating  to  tax-free  covenant  bonds,  etc.)  determined 
without  regard  to  the  provisions  of  paragraph  (2)  of  such 
section. 

“(1)  Interest  on  an  obligation  of  a  corporation,  issued 
on  or  after  January  1,  1934,  and  before  January  1,  1951, 
containing  a  contract  or  provision  by  which  the  obligor 
agrees  to  pay  the  interest  without  deduction  for  any  tax 
which  the  obligor  may  be  required  to  pay  thereon  or  to  re¬ 
tain  therefrom  under  any  law  of  the  United  States. 

“  (m)  Dividends  paid  pursuant  to  the  terms  of  a  lease 
of  property  entered  into  prior  to  January  1,  1951,  if  under 
such  lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  dividends  without  deduction  for  any  tax  which 
any  law  of  the  United  States  might  require  to  he  deducted 
and  withheld  upon  the  payment  of  dividends. 

“(n)  Amounts  (whether  or  not  designated  as  divi¬ 
dends)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative  bank, 
homestead  association,  credit  union,  or  any  similar  organiza¬ 
tion,  in  respect  of  withdrawable  or  repurchaseable  shares, 
investment  certificates,  or  deposits. 
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“SEC.  1203.  RETURNS  AND  PAYMENT. 

“  (a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe,  by  making  a  return  of  the  total  amount 
of  dividends  and  interest  with  respect  to  which  tax  is 
required  to  be  deducted  and  withheld  by  such  person  under 
this  subchapter  for  such  period  and  paying  a  tax,  for  which 
such  person  shall  be  liable,  in  an  amount  equal  to  20  per 
centum  of  such  total. 

“  (b)  Adjustment  oe  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  due  for  any  period  under  subsection 
(a)  is  paid  with  respect  to  such  period,  proper  adjustments 
with  respect  to  the  tax  shall  be  made,  without  interest,  in 
such  manner  and  at  such  times  as  may  be  prescribed  by 
regulations  made  under  this  subchapter. 

“SEC.  1204.  CREDIT  FOR  REGULATED  INVESTMENT  COM¬ 
PANIES  AND  PERSONAL  HOLDING  COMPANIES. 

“In  the  case  of  any  withholding  agent  which  is  a  regu¬ 
lated  investment  company  as  defined  in  section  361  or  a 
personal  holding  company  as  defined  in  section  501,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  dividends  and  interest  received 
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by  it  during1  a  taxable  year  shall  be  allowed,  under  regula¬ 
tions  prescribed  by  the  Secretary,  as  a  credit  against  (but 
not  in  excess  of)  the  tax  for  which  such  withholding  agent 
is  liable  under  section  1203  (a)  in  respect  of  dividends  and 
interest  paid  by  it  during  such  year.  For  the  purposes  of 
this  section  a  dividend  shall  be  considered  as  having  been 
paid  within  a  taxable  year  (1)  in  the  case  of  a  regulated 
investment  company,  if  treated  as  paid  during  such  taxable 
year  under  section  362  (b)  (8),  or  (2)  in  the  case  of  a 
personal  holding  company,  if  claimed  under  section  504  (c) , 
in  computing  undistributed  subchapter  A  net  income,  in  the 
return  for  such  year. 

“Subchapter  B — Royalties 
“SEC.  1220.  DEFINITION  OF  ROYALTY. 

“As  used  in  this  chapter,  the  term  'royalty’  means — 
“(a)  any  rent  or  royalty  in  respect  of  mines,  oil 
and  gas  wells,  and  other  natural  deposits,  including  any 
delay  rental  and  any  minimum  royalty,  whether  or  not 
measured  by  production  or  by  a  share  of  gross  or  net 
income  therefrom,  and  any  payment  representing  a 
share  of  the  gross  or  net  income  derived  from  the  ex¬ 
traction  and  sale  of  any  natural  deposit,  but  only  if 
the  recipient  of  such  rent,  royalty,  or  payment  is  not 
personally  obligated  to  pay  a  proportionate  share  of 
development  or  operating  expenses.  For  the  pur- 
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poses  of  this  chapter,  if  a  royalty,  as  defined  in 
the  preceding  sentence,  is  paid  in  kind,  such  payment 
shall  not  constitute  payment  of  a  royalty,  but  if  the 
mineral,  oil,  gas,  or  other  natural  deposit  so  received  in 
kind  is  sold  by  or  on  behalf  of  the  recipient  to  the  pro¬ 
ducer  or  under  a  division  order,  the  purchaser  shall  be 
considered  as  making  payment  of  the  royalty  in  an 
amount  equal  to  the  purchase  price ; 

“  (b)  any  payment,  however  designated,  made  by 
a  corporation  for  the  privilege  of  using  any  patent,  pend¬ 
ing  application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  including  any  pay¬ 
ments  made  by  an  assignee  or  an  exclusive  licensee 
thereof,  if  measured  by  the  use  of  a  patent,  pending 
application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  or  if  payable  over 
a  period  substantially  coterminous  with  the  period  of 
the  payor’s  right  to  use  such  property,  but  not  including 
any  payments  in  respect  of  copyrights  made  to  an  or¬ 
ganization  to  which  subsection  (c)  is  applicable;  and 
“(c)  any  payment  made  by  an  organization  to 
its  members  in  respect  of  the  use  of  their  copyrights,  if 
such  organization  is  authorized  to  license  the  use  of  such 
copyrights  and  has  control  of  the  receipt,  allocation,  and 
distribution  of  the  payments  made  for  such  use. 
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“SEC.  1221.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“(a)  Requirement  of  Withholding— Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  royalty 
shall  deduct  and  withhold  upon  such  royalty  a  tax  equal  to 
20  per  centum  of  the  amount  thereof.  If  the  withholding 
agent  is  unable  to  determine  the  person  to  whom  the  royalty 
is  payable,  such  tax  shall  be  deducted  and  withheld  at  the 
time  payment  thereof  would  be  made  if  such  person  were 
known.  For  certain  exemptions  from  withholding  see  sec¬ 
tion  1222. 

“(b)  Tax  Paid  by  Recipient— If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  subchapter,  fails 
to  deduct  and  withhold  the  tax  under  this  subchapter,  and 
thereafter  the  tax  against  which  such  tax  may  be  credited  is 
paid,  the  tax  so  required  to  be  deducted  and  withheld  shall 
not  be  collected  from  the  withholding  agent,  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 

“(c)  Liability  for  Tax.— The  withholding  agent 
shall  be  liable  for  the  payment  of  the  tax  required  to  be 
deducted  and  withheld  under  this  subchapter,  and  shall  not 
be  liable  to  any  person  for  the  amount  of  any  such  payment. 
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“(d)  Refunds  and  Credits  — 

“(1)  Withholding  agent— Where  there  has 
been  an  overpayment  of  tax  under  this  subchapter, 
refund  or  credit  shall  be  made  to  the  withholding  agent 
only  to  the  extent  that  the  amount  of  such  overpayment 
was  not  deducted  and  withheld  under  this  subchapter 
by  the  withholding  agent. 

“(2)  Recipient. — For  credit,  against  the  income 
tax  of  the  recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  subchapter,  see  section  35. 
“SEC.  1222.  EXEMPTIONS  FROM  WITHHOLDING. 

“The  provisions  of  this  chapter  shall  not  apply  to — 
“(a)  Royalties  paid  to  a  corporation  or  to  a  govern¬ 
ment  or  political  subdivision  thereof. 

“(h)  Royalties  paid  by  a  foreign  corporation,  a  non¬ 
resident  alien  individual,  a  partnership  not  engaged  in  trade 
or  business  within  the  United  States  and  composed  in  whole 
or  in  part  of  nonresident  aliens,  or  an  international  organi¬ 
zation. 

“(c)  Royalties  paid  to  (1)  a  nonresident  alien  indi¬ 
vidual,  (2)  a  partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in  whole  or  in  part 
of  nonresident  aliens,  or  (3)  an  international  organization, 
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“SEC.  1223.  RETURNS  AND  PAYMENT. 

“  (a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe. 

“(b)  Adjustment  of  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  imposed  by  this  subchapter  is  paid 
with  respect  to  any  payment  of  royalties,  proper  adjustments, 
with  respect  both  to  the  tax  and  the  amount  to  be  deducted, 
shall  be  made,  without  interest,  in  such  manner  and  at  such 
times  as  may  be  prescribed  by  regulations  made  under  this 
subchapter. 

“SEC.  1224.  RECEIPTS. 

“(a)  Requirement. — Every  person  required  under 
this  subchapter  to  deduct  and  withhold  tax  on  a  royalty, 
shall,  not  later  than  January  31  of  the  year  succeeding  the 
calendar  year  in  which  the  royalty  is  paid,  furnish  to  the 
payee  of  the  royalty  a  written  statement  showing  the  amount 
of  the  royalties  paid  to  such  payee  during  such  calendar 
year,  and  the  amount  of  tax  deducted  and  withheld  under 
this  subchapter  in  respect  of  such  royalties. 

“(b)  Statements  To  Constitute  Information 
Returns. — The  statements  required  to  be  furnished  by  this 
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section  in  respect  of  any  royalty  shall  be  furnished  at  such 
other  times,  shall  contain  such  other  information,  and  shall 
be  in  such  form  as  the  Secretary  may  by  regulations  pre¬ 
scribe.  A  duplicate  of  such  statement  if  made  and  filed  in 
accordance  with  regulations  prescribed  by  the  Secretary  shall 
constitute  the  return  required  to  be  made  in  respect  of  such 
royalties  under  section  147. 

“(c)  Extension  of  Time— The  Secretary,  under 
regulations  prescribed  by  him,  may  grant  to  any  person  a 
reasonable  extension  of  time  (not  in  excess  of  30  days)  with 
respect  to  the  statements  required  to  be  furnished  by  such 
person  under  this  section. 

“SEC.  1225.  PENALTIES. 

“  (a)  Criminal  Penalty. — In  lieu  of  any  other  pen¬ 
alty  provided  by  law  (except  the  penalty  provided  by  sub¬ 
section  (b)  of  this  section),  any  person  required  under  the 
provisions  of  section  1224  to  furnish  a  statement  who  will¬ 
fully  furnishes  a  false  or  fraudulent  statement,  or  who  will¬ 
fully  fails  to  furnish  a  statement  in  the  manner,  at  the  time, 
and  showing  the  information  required  under  section  1224, 
or  regulations  prescribed  thereunder,  shall  for  each  such 
offense,  upon  conviction  thereof,  be  fined  not  more  than 
$1,000,  or  imprisoned  for  not  more  than  one  year,  or  both. 

“(b)  Civil  Penalty. — In  addition  to  the  penalty  pro- 
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1  vided  by  subsection  (a)  of  this  section,  any  person  required 

2  under  the  provisions  of  section  1224  to  furnish  a  statement 

3  who  willfully  furnishes  a  false  or  fraudulent  statement,  or 

4  who  willfully  fails  to  furnish  a  statement  in  the  manner,  at 

5  the  time,  and  showing  the  information  required  under  section 

6  1224,  or  regulations  prescribed  thereunder,  shall  for  each  such 
Z  offense  be  subject  to  a  civil  penalty  of  not  more  than  $50. 
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“Subchapter  C — General  Provisions 
“SEC.  1230.  DEFINITIONS. 

“As  used  in  this  chapter — 

“  (a)  Taxable  Yeae. — The  term  Taxable  year’  shall 
have  the  same  meaning  as  when  used  in  chapter  1. 

“(b)  Person. — The  term  ‘person’  includes  any  gov¬ 
ernment  or  political  subdivision,  or  agency  or  instrumentality 
thereof. 

“(c)  Nonresident  Alien. — The  term  ‘nonresident 
alien  individual’  includes  an  alien  resident  of  Puerto  Pico. 
“SEC.  1231.  NONDEDUCTIBILITY  OF  TAX  IN  COMPUTING 
NET  INCOME. 

“Any  tax  deducted  and  withheld  under  this  chapter  shall 
not  be  allowed  as  a  deduction  in  computing  net  income  for 
the  purpose  of  any  tax  on  income  imposed  by  Act  of 
Congress. 

“SEC.  1232.  RETURN  AND  PAYMENT  BY  GOVERNMENTAL 
PAYOR. 

“If  the  person  referred  to  in  section  1203  (a)  or  1223 
(a)  is  the  United  States,  or  a  State,  Territory,  or  political 
subdivision  thereof,  or  the  District  of  Columbia,  or  any 
agency  or  instrumentality  of  any  one  or  more  of  the  fore- 
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going,  the  return  and  payment  required  by  such  sections 
shall  be  made  by  any  officer  or  employee  of  the  United 
States,  or  of  such  State,  Territory,  or  political  subdivision, 
or  of  the  District  of  Columbia,  or  of  such  agency  or  instru¬ 
mentality,  as  the  case  may  be,  having  control  of  the  payment 
of  the  dividend,  interest,  or  royalty,  or  appropriately  desig¬ 
nated  for  that  purpose. 

“SEC.  1233.  TAX-EXEMPT  ORGANIZATIONS— REFUND. 

“In  the  case  of  a  person  which  is  exempt  from  the  tax 
imposed  by  chapter  1,  if  the  amount  required  to  be  deducted 
and  withheld  as  tax  under  this  chapter  with  respect  to 
dividends  and  interest  received  by  it  during  any  calendar 
quarter,  and  the  amount  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  royalties  received  by  it  during 
such  calendar  quarter,  exceed  the  credit  claimed  by  and 
allowed  to  such  person  under  section  1637  for  such  quarter, 
the  excess  shall  be  immediately  refunded  or  credited  to  such 
person  as  an  overpayment  of  the  tax  imposed  by  this  chap¬ 
ter,  but  only  if  claim  therefor  is  filed  (or,  if  no  claim  is 
filed,  if  credit  or  refund  is  made)  after  the  close  of  such 
calendar  quarter  and  on  or  before  March  15  of  the  fourth 
calendar  year  beginning  after  the  close  of  such  calendar 
quarter.  No  interest  shall  be  allowed  or  paid  with  respect 
to  any  such  refund  or  credit  for  any  period  prior  to  the  date 
on  which  claim  for  such  refund  or  credit  is  filed  or  prior  to 
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March  16  of  the  calendar  year  succeeding  the  close  of  the 
calendar  quarter  in  respect  of  which  such  refund  or  credit 
is  claimed,  whichever  date  is  the  later. 

“SEC.  1234.  FAILURE  TO  FILE  RETURNS. 

‘‘In  case  of  a  failure  to  make  and  file  any  return  re¬ 
quired  under  this  chapter  within  the  time  prescribed  by 
law  or  prescribed  by  the  Secretary  in  pursuance  of  law, 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause 
and  not  to  willful  neglect,  the  addition  to  the  tax  or  taxes 
required  to  be  shown  on  such  return  shall  not  be  less  than  $5. 
“SEC.  1235.  OTHER  LAWS  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700,  and  the 
provisions  of- section  3661,  shall,  insofar  as  applicable  and 
not  inconsistent  with  the  provisions  of  this  chapter,  be  ap¬ 
plicable  with  respect  to  the  tax  under  this  chapter.” 

SEC.  202.  CREDIT  FOR  TAX  WITHHELD. 

Section  35  (relating  to  credit  against  income  tax)  is 
hereby  amended  as  follows: 

( 1 )  by  striking  from  the  heading  thereof  the  words 
“ON  WAGES”; 

(2)  by  inserting  at  the  beginning  of  the  first  para¬ 
graph  thereof  the  following  heading:  “  (a)  Credit  for 
Tax  Withheld  ox  Wages. — and 
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(3)  by  inserting  at  the  end  thereof  the  following 
new  subsection: 

“(b)  Credit  for  Tax  Withheld  ox  Dividends,  In¬ 
terest,  and  Royalties. — Under  regulations  prescribed  by 
the  Secretary — 

“  ( 1 )  In  general. — The  amount  required  to  be 
deducted  and  withheld  as  tax  under  chapter  6  upon  any 
payment  of  a  dividend  or  interest,  and  the  amount  de¬ 
ducted  and  withheld  as  tax  under  such  chapter  upon 
any  payment  of  a  royalty,  shall  be  allowed  as  a  credit, 
to  the  recipient  of  the  income,  against  the  tax  imposed 
by  this  chapter  for  the  taxable  year  in  which  the  divi¬ 
dend,  interest,  or  royalty  is  received. 

“(2)  Partnerships,  trusts,  and  estates. — If 
the  recipient  of  the  dividend,  interest,  or  royalty  is  a 
partnership  or  a  common  trust  fund,  then  the  credit 
shall  not  be  allowed  to  such  recipient,  but  the  members 
of  the  partnership,  or  the  participants  in  the  common 
trust  fund,  as  the  case  may  be,  shall  be  allowed  their 
proportionate  share  of  such  credit.  If  the  recipient  is 
an  estate  or  trust,  and  if  any  legatee,  heir,  or  beneficiary 
subject  to  the  tax  imposed  by  this  chapter  is  required 
to  include  a  portion  of  such  dividend,  interest,  or  royalty 
in  computing  his  net  income,  such  legatee,  heir,  or 
beneficiary  shall  be  allowed  such  portion  of  the  credit 
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as  is  properly  allocable  to  him  on  the  basis  of  the  in¬ 
come  allocable  to  him  under  section  162  for  the  tax¬ 
able  year  of  the  estate  or  trust,  and  such  portion  of  the 
credit  shall  not  be  allowed  to  the  estate  or  trust. 

“(3)  Regulated  investment  companies  and 
personal  holding  companies. — In  the  case  of  a  regu¬ 
lated  investment  company  or  a  personal  holding  com¬ 
pany,  the  credit  provided  in  paragraph  (1)  shall  be 
reduced  by  the  amount  of  credit  allowed  such  company 
under  section  1204. 

“  (4)  Tax  exempt  organizations— The  credit 
provided  by  this  subsection  shall  not  be  allowed  to  any 
recipient  which  is  exempt  from  income  tax.  For  credit 
against  the  liability  of  such  a  recipient  in  respect  of  the 
employment  taxes  imposed  by  subchapter  A  and  sub¬ 
chapter  D  of  chapter  9,  see  section  1637.  For  refund 
under  chapter  6  in  the  case  of  such  a  recipient,  see 
section  1233.” 

SEC.  203.  CREDITS  IN  CASE  OF  ORGANIZATIONS  EXEMPT 
FROM  TAX. 

Subchapter  E  of  chapter  9  (relating  to  employment  taxes) 


is  hereby  amended  by  adding  after  section  1636  the  following 
new  section: 
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“SEC.  1637.  SPECIAL  CREDIT  IN  CASE  OF  ORGANIZATIONS 
EXEMPT  FROM  INCOME  TAX. 

“In  the  case  of  any  person  (including  any  government 
or  political  subdivision,  agency,  or  instrumentality  thereof) 
which  is  exempt  from  the  tax  imposed  by  chapter  1,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
chapter  6  with  respect  to  dividends  and  interest  received 
by  it  during  any  calendar  quarter,  and  the  amount  deducted 
and  withheld  as  tax  under  such  chapter  with  respect  to 
royalties  received  by  it  during  such  calendar  quarter,  shall 
be  allowed,  under  regulations  prescribed  by  the  Secretary, 
as  a  credit  against  (but  not  in  excess  of)  the  amount  shown 
on  the  return  of  such  person  as  its  liability  (after  the  adjust¬ 
ments,  if  any,  provided  for  in  sections  1401  (c)  and  1411) 
for  such  quarter  in  respect  of  the  taxes  imposed  by  sub- 
chapter  A  and  subchapter  D  of  this  chapter.  Such  credit 
shall  be  allowed  only  if  claim  therefor  is  made,  in  accord¬ 
ance  with  such  regulations,  at  the  time  of  the  filing  of  the 
return  under  subchapter  A  and  subchapter  D  for  such  quarter. 
For  refund  under  chapter  6,  see  section  1233.” 

SEC.  204.  TECHNICAL  AMENDMENTS. 

(a)  Tax  Computed  by  Collector, — Section  51  (f) 
(relating  to  tax  computed  by  collector)  is  hereby  amended 
to  read  as  follows: 

“(f)  Tax  Computed  by  Collector, — 
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“  ( 1 )  Return  requirements— An  individual  en¬ 
titled  to  elect  to  pay  the  tax  imposed  by  supplement  T 
whose  gross  income  is  less  than  $5,000  and  is  entirely 
from  one  or  more  of  the  following  sources:  wages  as 
defined  in  section  1621  (a) ,  or  dividends  (other  than 
a  capital  gain  dividend  as  defined  in  section  362  (b) 

( 7 )  )  or  interest  on  which  tax  is  required  to  be  deducted 
and  withheld  under  chapter  6,  shall  at  his  election  be 
relieved,  by  using  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection,  from  show¬ 
ing  on  the  return  the  tax  imposed  by  this  chapter.  In 
such  case  the  tax  shall  be  computed  by  the  collector. 

“(2)  Result  of  computation. — After  the  col¬ 
lector  has  computed  the  tax,  he  shall  mail  to  the  tax¬ 
payer  a  notice  stating  the  amount  determined  by  the 
collector  as  payable  and  making  demand  therefor. 

“  (3)  Regulations. — The  Secretary  shall  prescribe 
regulations  for  carrying  out  this  subsection,  and  such 
regulations  may  provide  for  the  application  of  the  rules 
of  this  subsection  to  cases  where  the  gross  income  in¬ 
cludes  items  other  than  those  enumerated  in  paragraph 
( 1 )  if  the  gross  income  from  such  other  sources  is  not 
more  than  $200,  and  to  cases  where  the  gross  income  is 
$5,000  or  more  but  not  more  than  $5,200.  Such  regu¬ 
lations  shall  provide  for  the  application  of  this  sub- 
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section  in  the  case  of  husband  and  wife,  including  pro¬ 
visions  determining  when  a  joint  return  under  this 
subsection  may  be  permitted  or  required  and  what  con¬ 
stitutes  a  joint  return,  whether  the  liability  shall  be  joint 
and  several,  and  whether  one  spouse  may  make  return 
under  this  subsection  and  the  other  without  regard  to 
this  subsection. 

“(4)  Method  of  election. — The  election  to 
have  the  benefits  of  this  subsection  shall  be  made  by 
making  return  on  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection.  An  elec¬ 
tion  so  made  shall  constitute  an  election  to  pay  the  tax 
imposed  by  supplement  T.” 

(b)  Requirement  of  Declaration  of  Estimated 
Tax. — Section  58  (a)  (relating  to  declaration  of  estimated 
tax)  is  hereby  amended  to  read  as  follows: 

“(a)  Requirement  of  Declaration. — Every  in¬ 
dividual  (other  than  an  estate  or  trust  and  other  than  a 
nonresident  alien  with  respect  to  whose  wages,  as  defined 
in  section  1621  (a),  withholding  under  subchapter  D  of 
chapter  9  is  not  made  applicable,  but  including  every  alien 
individual  who  is  a  resident  of  Puerto  Rico  during  the  entire 
taxable  year)  shall,  at  the  time  prescribed  in  subsection  (d) , 
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make  a  declaration  of  his  estimated  tax  for  the  taxable 
year  if — 

“(1)  bis  gross  income  from  wages  (as  defined  in 
section  1621)  and  from  dividends,  interest,  and  royal¬ 
ties,  as  defined  in  chapter  6,  upon  which  a  tax  is  required 
to  be  deducted  and  withheld  under  such  chapter,  can 
reasonably  be  expected  to  exceed  the  sum  of  $4,500 
plus  $600  with  respect  to  each  exemption  provided  in 
section  25  (b)  ;  or 

“(2)  his  gross  income  from  sources  other  than 
wages  (as  defined  in  section  1621)  and  other  than 
dividends,  interest,  and  royalties,  as  defined  in  chapter  6, 
upon  which  a  tax  is  required  to  be  deducted  and  with¬ 
held  under  such  chapter,  can  reasonably  be  expected  to 
exceed  $100  for  the  taxable  year  and  his  gross  income 
to  be  $600  or  more.” 

(c)  Credit  Under  Section  143. — Section  143  (relat¬ 
ing  to  withholding  of  tax  at  source)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new  subsection: 

“(i)  Credit  for  Tax  Withheld  at  Source  — 
Where  any  person  is  required  to  deduct  and  withhold  a  tax 
under  subsection  (b)  on  an  amount  on  which  a  tax  was  re¬ 
quired  to  be  deducted  and  withheld  under  subchapter  A  of 
chapter  6,  or  on  an  amount  on  which  a  tax  was  deducted  and 
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withheld  under  subchapter  B  of  such  chapter,  such  person 
shall  deduct  and  withhold  only  the  excess  of — 

“  ( 1 )  the  amount  which  would  he  required  to  be 
deducted  and  withheld  under  subsection  (b)  but  for  the 
application  of  chapter  6,  over 

“  (2)  the  amount  required  to  be  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable.” 

(d)  Credit  Under  Section  144. — Section  144  (relat¬ 
ing  to  payment  of  corporation  income  tax  at  source)  is 
hereby  amended  by  striking  out  the  period  at  the  end 
thereof  and  adding  in  lieu  thereof  the  following:  Pro¬ 

vided  further,  That,  where  any  person  is  required  under 
this  section  to  deduct  and  withhold  a  tax  on  an  amount 
on  which  a  tax  was  required  to  be  deducted  and  withheld 
under  subchapter  A  of  chapter  6,  or  on  an  amount  on  which 
a  tax  was  deducted  and  withheld  under  subchapter  B  of 
such  chapter,  such  person  shall  deduct  and  withhold  only 
the  excess  of — 

“  ( 1 )  the  amount  which  would  be  required  to  be 
deducted  and  withheld  under  this  section  but  for  the 
application  of  chapter  6,  over 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


57 


“  (2)  the  amount  required  to  be  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable.” 

(e)  Information  at  Source. — Subsections  (a)  and 
(b)  of  section  147  (relating  to  information  at  source)  are 
hereby  amended  to  read  as  follows : 

“(a)  Payments,  of  Rent,  Salaries,  Interest, 
Etc. — All  persons,  in  whatever  capacity  acting,  including 
lessees  or  mortgagors  of  real  or  personal  property,  fidu¬ 
ciaries,  and  employers,  making  payment  to  another  person, 
of — 

“(1)  rent,  salaries,  wages,  premiums,  annuities, 
compensations,  remunerations,  emoluments,  or  other 
fixed  or  determinable  gains,  profits,  and  income  (other 
than  payments  described  in  section  148  (a)  or  149) ,  of 
$600  or  more  in  any  taxable  year,  or 

“(2)  interest,  upon  which  tax  is  required  to  be 
deducted  and  withheld  under  chapter  6,  of  $300  or  more 
in  any  taxable  year,  or 

“  (3)  interest,  upon  which  tax  is  not  required  to  be 
deducted  and  withheld  under  chapter  6,  of  $100  or  more 
in  any  taxable  year, 
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or,  in  the  case  of  such  payments  made  by  the  United  States, 
the  officers  or  employees  of  the  United  States  having  infor¬ 
mation  as  to  such  payments  and  required  to  make  returns 
in  regard  thereto  by  the  regulations  hereinafter  provided  for, 
shall  render  a  true  and  accurate  return  to  the  Secretary, 
under  such  regulations  and  in  such  form  and  manner  and  to 
such  extent  as  may  be  prescribed  by  him,  setting  forth  the 
amount  of  such  gains,  profits,  and  income,  and  the  name  and 
address  of  the  recipient  of  such  payment. 

“(b)  Returns  Regardless  of  Amount  of  Pay¬ 
ment. — Such  returns  may  be  required,  regardless  of 
amounts,  (1)  in  the  case  of  payments  of  interest,  and  (2) 
in  the  case  of  collections  of  items  (not  payable  in  the  United 
States)  of  interest  upon  the  bonds  of  foreign  countries  and 
interest  upon  the  bonds  of  and  dividends  from  foreign 
corporations  by  persons  undertaking  as  a  matter  of  business 
or  for  profit  the  collection  of  foreign  payments  of  such 
interest  or  dividends  by  means  of  coupons,  checks,  or  bills 
of  exchange.  This  subsection  shall  not  apply  to  payments 
of  interest  (other  than  coupon  bond  interest)  upon  which 
tax  is  required  to  be  deducted  and  withheld  under  chapter  6.” 

(f)  Information  by  Corporations.— Section  148 
(a)  (relating  to  information  by  corporations  in  the  case  of 
dividend  payments)  is  hereby  amended  by  inserting  a 
comma  in  lieu  of  the  period  at  the  end  thereof  and  adding 
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the  following:  “except  that  if  the  amount  of  dividends  paid 
to  any  shareholder  during  a  calendar  year  is  less  than  $300 
and  tax  is  required  to  he  deducted  and  withheld  under  chap¬ 
ter  6  upon  the  entire  amount  of  such  dividends,  no  such 
return  shall  he  required  with  respect  to  such  shareholder  for 
such  calendar  year.” 

(g)  Clerical  Amendment. — Section  169  (b)  (re¬ 
lating  to  taxation  of  common  trust  funds)  is  hereby  amended 
by  striking  out  “or  chapter  6”  and  by  striking  out  “chapters” 
and  inserting  in  lieu  thereof  “chapter”. 

(h)  Amount  of  Credit  Considered  as  Payment. — 
Section  322  (a)  (2)  (relating  to  refunds  and  credits)  is 
hereby  amended  to  read  as  follows : 

“(2)  Treatment  of  credits. — The  amount  of 
the  credit  provided  in  section  35  against  the  tax  for  any 
taxable  year  shall,  to  the  extent  thereof,  be  considered 
as  payment  of  the  tax  for  such  year,  whether  or  not  the 
withholding  agent  has  paid  to  the  collector  the  amount 
of  the  tax  deducted  and  withheld  at  the  source  under 
subchapter  D  of  chapter  9  or  subchapter  B  of  chapter  6 
or  the  amount  of  tax  required  to  be  deducted  and  with¬ 
held  at  source  under  subchapter  A  of  chapter  6.” 

(i)  Special  Period  of  Limitations  for  Small 
Refunds  on  Tax  Withheld  at  Source— Section  322 
(b)  (relating  to  statute  of  limitations  on  filing  claim  for 
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credit  or  refund)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  (7)  Special  period  of  limitations  with  re¬ 
spect  TO  CERTAIN  OVERPAYMENTS  RESULTING  FROM 
TAX  WITHHELD  ON  DIVIDENDS,  INTEREST,  OR  ROYAL¬ 
TIES. — In  the  case  of  an  individual  filing  a  claim  for 
credit  or  refund  of  an  overpayment  for  a  taxable  year 
for  which  he  was  not  required  under  section  51  (a)  to 
make  a  return,  if  the  overpayment  is  attributable  to  the 
credit  allowed  under  section  35  for  tax  required  to  be 
deducted  and  withheld  under  subchapter  A  of  chapter  6 
(relating  to  tax  withheld  at  source  on  dividends  and 
interest)  or  for  tax  deducted  and  withheld  under  sub¬ 
chapter  B  of  such  chapter  (relating  to  tax  withheld  at 
source  on  royalties)  ,  in  lieu  of  the  period  of  limitation 
prescribed  in  paragraph  ( 1 ) ,  the  period  shall  be  seven 
years  from  the  date  prescribed  by  law  for  filing  a  return 
for  the  taxable  year  with  respect  to  which  the  claim  is 

made.  In  such  a  case,  the  amount  of  credit  or  refund 

* 

may  exceed  the  portion  of  the  tax  paid  within  the  period 
prescribed  in  paragraph  ( 2 ) ,  to  the  extent  of  the 
amount  of  the  overpayment  attributable  to  such  credit 
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allowed  under  section  35,  or  to  the  extent  of  $2,  which¬ 
ever  is  the  lesser.” 

(j)  Presumptions  as  to  Date  of  Payment. — Sec¬ 
tion  322  (e)  (relating  to  presumption  as  to  date  of  pay¬ 
ment)  is  hereby  amended  to  read  as  follows: 

“  (e)  Presumptions  as  to  Date  of  Payment. — For 
the  purpose  of  this  section — 

“  ( 1 )  any  amount  allowable  as  a  credit  under  sec¬ 
tion  32  (relating  to  credit  for  tax  withheld  at  source  on 
tax-free  covenant  bonds  and  on  payments  to  nonresi¬ 
dent  aliens  and  foreign  corporations)  or  under  section 
35  (relating  to  credit  for  tax  withheld  at  source  on 
wages,  dividends,  interest,  and  royalties)  shall,  in  re¬ 
spect  of  the  person  entitled  to  such  credit,  be  deemed 
to  have  been  paid  by  him  on  the  last  day  prescribed 
by  law  (determined  without  regard  to  any  extension  of 
time  granted  the  taxpayer)  for  the  filing  of  the  return 
for  his  taxable  year  with  respect  to  which  such  amount 
is  allowable  as  a  credit;  and 

“(2)  any  amount  paid  as  estimated  tax  for  any 
taxable  year  shall  be  deemed  to  have  been  paid  on  the 
last  day  prescribed  by  law  (determined  without  regard 
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to  any  extension  of  time  granted  tlie  taxpayer)  for  the 
filing  of  the  return  for  such  taxable  year.” 

(k)  Interest  on  Overpayments. — Section  3771  (f) 
is  hereby  amended  to  read  as  follows : 

“  (f)  Tax  Withheld  at  Source  and  Estimated 
Tax.— 

“  ( 1 )  Claims  filed  under  special  period  of 
limitations  PROVIDED  IN  SECTION  3  22  (b)  (7)- — If 
credit  or  refund  of  the  overpayment  would  be  barred 
under  section  322  (b)  except  for  paragraph  (7)  thereof, 
no  interest  shall  be  allowed  or  paid  with  respect  to  the 
overpayment  for  any  period  ending  prior  to  the  expira¬ 
tion  of  six  months  after  the  date  on  which  the  claim 
was  filed. 

“  (2)  Cross  reference.— For  date  of  payment  in 
respect  of  estimated  tax  and  tax  withheld  at  source,  see 
section  322  (e).” 

(l)  Definition  of  Withholding  Agent. — Section 
3797  (a)  (16)  is  hereby  amended  by  striking  out  “143  or 
144”,  and  by  inserting  in  lieu  thereof  “143,  144,  1201,  or 
1221”. 

(m)  Effective  Date. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  be  applicable  to  taxable  years 
beginning  after  December  31,  1951. 
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PART  II— INCREASE  IN  WITHHOLDING  OF  TAX 
AT  SOURCE  ON  WAGES 
SEC.  221.  PERCENTAGE  METHOD  OF  WITHHOLDING. 

Section  1622  (a)  (relating  to  percentage  method  of 
withholding)  is  hereby  amended  by  striking  out  “18  per 
centum”  and  inserting  in  lieu  thereof  “20  per  centum”. 

SEC.  222.  WAGE  BRACKET  WITHHOLDING. 

The  tables  contained  in  section  1622  (c)  (1)  (relating 
to  wage  bracket  withholding)  are  hereby  amended  to  read 
as  follows: 
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“If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is — 
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“If  the  payroll  period  with  respect  to  an  employee  is  biweekly 
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7.90 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 _ 

$42... 

8.30 

3. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42 _ 

$44 _ 

8.70 

3.  50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

$46 _ 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 _ 

$48 _ 

9.50 

4. 30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50... 

9.90 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50 _ 

$52 _ 

10. 30 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52... 

$54.. 

10.  70 

5.  50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$54 _ 

$56 _ 

11. 10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$56.... 

$58  .. 

11.  50 

6. 40 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$58 _ 

$60 _ 

11.90 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$60.... 

$62... 

12.  40 

7.20 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

$62 _ 

$64 _ 

12.  80 

7.60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$64.... 

$66.. 

13.  20 

8.  00 

2.80 

0 

0 

0 

0 

0 

0 

0 

0 

$66 _ 

$68 _ 

13.  60 

8.  40 

3.20 

0 

0 

0 

0 

0 

0 

0 

0 

$68 _ 

$70 _ 

14.00 

8.  80 

3.  60 

0 

0 

0 

0 

0 

0 

0 

0 

$70.... 

$72.... 

14.  40 

9.  20 

4.00 

0 

0 

0 

0 

0 

0 

0 

0 

$72... 

$74.. 

14.  80 

9.60 

4.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$74 _ 

$76 _ 

15.  20 

10.00 

4.80 

0 

0 

0 

0 

0 

0 

0 

0 

$76 _ 

$78 _ 

15.60 

10.  40 

5.20 

0 

0 

0 

0 

0 

0 

0 

0 

$78____ 

$80... 

16.  00 

10.80 

5.60 

.40 

0 

0 

0 

0 

0 

0 

0 

$80 _ 

$82 _ 

16. 40 

11.  20 

6.  00 

.80 

0 

0 

0 

0 

0 

0 

0 

$82.___ 

$84. _. 

16.  80 

11.60 

6.  40 

1.20 

0 

0 

0 

0 

0 

0 

0 

$84 _ 

$86 _ 

17.  20 

12.  00 

6. 80 

1.  60 

0 

0 

0 

0 

0 

0 

0 

$86.... 

$88.. 

17.  60 

12. 40 

7.20 

2.  00 

0 

0 

0 

0 

0 

0 

0 

$88 _ 

$90 _ 

18.  00 

12.80 

7.60 

2.40 

0 

0 

0 

0 

0 

0 

0 

$90 _ 

$92 _ 

18.  40 

13.  20 

8.00 

2.90 

0 

0 

0 

0 

0 

0 

0 

$92 _ 

$94 _ 

18.  80 

13.  60 

8.  40 

3. 30 

0 

0 

0 

0 

0 

0 

0 

$94... . 

$96.. 

19.  20 

14.  00 

8.90 

3.70 

0 

0 

0 

0 

0 

0 

0 

$96 _ 

$98 _ 

19.  60 

14.  50 

9.  30 

4. 10 

0 

0 

0 

0 

0 

0 

0 

$98... 

$100. 

20.  00 

14.  90 

9.  70 

4.50 

0 

0 

0 

0 

0 

0 

0 

$100 _ 

$102 _ 

20.50 

15.  30 

10. 10 

4.  90 

0 

0 

0 

0 

0 

0 

0 

$102.. 

$104. 

20.  90 

15.70 

10.  50 

5. 30 

.  10 

0 

0 

0 

0 

0 

0 

$104 _ 

$106 _ 

21. 30 

16. 10 

10.90 

5.70 

.50 

0 

0 

0 

0 

0 

0 

$106... 

$108 

21.  70 

16.  50 

11.30 

6. 10 

.90 

0 

0 

0 

0 

0 

0 

$108 _ 

$110 _ 

22. 10 

16. 90 

11.70 

6. 50 

1.30 

0 

0 

0 

0 

0 

0 

$110 _ 

$112 _ 

22.50 

17. 30 

12. 10 

6. 90 

1.70 

0 

0 

0 

0 

0 

0 

$112. . 

$114 _ 

22.  90 

17.70 

12.  50 

7.30 

2.10 

0 

0 

0 

0 

0 

0 

$114 _ 

$116 _ 

23.30 

18. 10 

12.  90 

7.70 

2.50 

0 

0 

0 

0 

0 

0 

$116 _ 

$118 _ 

23.  70 

18.  50 

13.  30 

8. 10 

2. 90 

0 

0 

0 

0 

0 

0 

$118 _ 

$120 _ 

24. 10 

18.90 

13. 70 

8.50 

3.30 

0 

0 

0 

0 

0 

0 

$120 _ 

$124 _ 

24.  70 

19.50 

14.30 

9. 10 

3. 90 

0 

0 

0 

0 

0 

0 

$124 _ 

$128 _ 

25. 50 

20.30 

15.10 

9.  90 

4.  70 

0 

0 

0 

0 

0 

0 

$128 

$132  . 

26.30 

21.10 

15.  90 

10. 70 

5.60 

.40 

0 

0 

0 

0 

0 

$132 _ 

$136 _ 

27.10 

21. 90 

16. 80 

11.60 

6.40 

1.20 

0 

0 

0 

0 

0 

$136 _ 

$140 _ 

27. 90 

22. 80 

17.60 

12. 40 

7.20 

2. 00 

0 

0 

0 

0 

0 

$140 _ 

$144 _ 

28.  80 

23.60 

18.40 

13.20 

8.00 

2. 80 

0 

0 

0 

0 

0 

$144 _ 

$148 _ 

29. 60 

24.40 

19.20 

14. 00 

8.  80 

3.60 

0 

0 

0 

0 

0 

$148 _ 

$152 _ 

30.  40 

25.  20 

20.  00 

14.  80 

9.60 

4.40 

0 

0 

0 

0 

0 

$152 _ 

$156 _ 

31.20 

26.00 

20.80 

15.60 

10.40 

5.20 

0 

0 

0 

0 

0 

$156 _ 

$160 _ 

32. 00 

26.  80 

21.60 

16.40 

11.20 

6.00 

.80 

0 

0 

0 

0 

$160 _ 

$164 _ 

32.  80 

27.  60 

22.40 

17.  20 

12.00 

6. 80 

1.70 

0 

0 

0 

0 

$164 _ 

$168 _ 

33.60 

28.  40 

23.20 

18.00 

12.80 

7. 70 

2.50 

0 

0 

0 

0 

$168 _ 

$172 _ 

34.40 

29.  20 

24.00 

18. 80 

13.70 

8.50 

3.30 

0 

0 

0 

0 

$172 _ 

$176 _ 

35.20 

30.  00 

24.  90 

19.  70 

14.50 

9.30 

4. 10 

0 

0 

0 

0 

$176 _ 

$180 _ 

36.00 

30.  90 

25.70 

20. 50 

15.  30 

10. 10 

4. 90 

0 

0 

0 

0 

$180 _ 

$184 _ 

36. 90 

31.70 

26.  50 

21.30 

16. 10 

10.  90 

5.  70 

.50 

0 

0 

0 

$184 _ 

$188 _ 

37.70 

32.50 

27.30 

22.10 

16.  90 

11.70 

6.  50 

1.30 

0 

0 

0 

$188 _ 

$192 _ 

38.  50 

33.30 

28.10 

22.  90 

17.70 

12.  50 

7. 30 

2. 10 

0 

0 

0 

$192 _ 

$196 _ 

39.30 

34. 10 

28.  90 

23.70 

18.  50 

13.30 

8. 10 

2.90 

0 

0 

0 

$196 _ 

$200 _ 

40.10 

34. 90 

29.  70 

24. 50 

19. 30 

14.10 

8. 90 

3.70 

0 

0 

0 

$200 . . 

$210 _ 

41.50 

36. 30 

31.10 

25.90 

20.  70 

15.60 

10. 40 

5.20 

0 

0 

0 

$210 _ 

$220 _ 

43.50 

38.30 

33.  20 

28. 00 

22.  80 

17.60 

12. 40 

7.20 

2.  00 

0 

0 

$220 . 

$230 _ 

45. 60 

40. 40 

35.20 

30. 00 

24.  80 

19.60 

14. 40 

9.20 

4.00 

0 

0 

$230.. . 

$240 _ 

47.60 

42.  40 

37.20 

32. 00 

26.80 

21.60 

16.40 

11.20 

6.00 

.90 

0 

$240 _ 

$250 _ 

49.60 

44.40 

39.20 

34. 00 

28.  80 

23.70 

18.  50 

13.30 

8. 10 

2. 90 

0 

$250 _ 

$260 _ 

51.60 

46.  40 

41.30 

36. 10 

30.  90 

25.70 

20.50 

15.30 

10. 10 

4. 90 

0 

$260 _ 

$270  _ 

53.70 

48.50 

43.30 

38. 10 

32. 90 

27.  70 

22.50 

17.30 

12. 10 

6. 90 

1.70 

$270 . . 

$280 _ 

55. 70 

50.50 

45. 30 

40. 10 

34.  90 

29.70 

24.  50 

19.30 

14.10 

9. 00 

3.80 

$280. . 

$290 _ 

57.70 

52.50 

47.30 

42. 10 

36.  90 

31.80 

26.60 

21.40 

16.20 

11.00 

5.  80 

$290 _ 

$300.. . 

59. 70 

54.50 

49.40 

44.20 

39.00 

33.80 

28.60 

23.40 

18.20 

13.00 

7. 80 

$300 _ 

$320 _ 

62.80 

57.60 

52.  40 

47.  20 

42. 00 

36.80 

31.60 

26.40 

21.20 

16. 00 

10.90 

$320. . 

$340 _ 

66.80 

61.60 

56.  40 

51.  20 

46. 10 

40.  90 

35.70 

30.  50 

25.30 

20. 10 

14. 90 

$340.. . 

$360 _ 

70. 90 

65.  70 

60.  50 

55.30 

50.10 

44.90 

39.  70 

34.  50 

29. 30 

24. 10 

19.00 

$360 _ 

$380 _ 

74. 90 

69.  70 

64.  50 

59.  30 

54.20 

49.00 

43.80 

38.60 

33.40 

28.20 

23.00 

$380 _ 

$400 _ 

79.00 

73. 80 

68.60 

63.40 

58.20 

53.00 

47.80 

42.  60 

37. 40 

32.20 

27. 10 

$400  and  over . 

20  percent  of  the  excess  over  $400  plus — 

81.00 

75.80 

70. 60 

65. 40 

60. 20 

55.00 

49.80 

44.70 

39. 50 

34.30 

29. 10 

H.  It.  4473 - 5 
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“If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is 


At  least 

But  less 
than 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 . 

$28 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$28  _ 

$30 _ 

$5.90 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30 

$32 . 

6.  30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$32 _ 

$34 . 

6.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$34 _ 

$36._ . 

7.10 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36  .  _ 

$38 . 

7.50 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38 . 

$40 _ 

7.  90 

2.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 _ 

$42 . . 

8.  30 

2.70 

-0 

0 

0 

0 

0 

0 

0 

0 

0 

$42.. . 

$44. . . 

8.70 

3. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

$46.. . 

9. 10 

3. 50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 

$48... 

9.  50 

3.  90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50 _ 

9.  90 

4.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50 . 

$52 _ 

10.  30 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52 _ 

$54 . 

10.70 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$54 _ 

$56 _ 

11. 10 

5.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$56 . . 

$58... . 

11.50 

5.90 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$58 _ 

$60 _ 

11.90 

6.  30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

$60 _ 

$62 . . 

12.  40 

6.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

$62 . . 

$64. . 

12.  80 

7.10 

1.  50 

0 

0 

0 

0 

0 

0 

0 

0 

$64 _ 

$66 . 

13.  20 

7.  50- 

1. 90 

0 

0 

0 

0 

0 

0 

0 

0 

$66 . 

$68 . . 

13.  60 

7. 90 

2.30 

0 

0 

0 

0 

0 

0 

0 

0 

$68 . . 

$70. . . 

14.00 

8.  30 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

$70 . 

$72 . . 

14.40 

8.80 

3. 10 

0 

0 

0 

0 

0 

0 

0 

0 

$72 . 

$74 . 

14.  80 

9.20 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

$74. . . 

$76. . . 

15.  20 

9.60 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

$76 _ 

$78 _ 

15.60 

10.00 

4.  30 

0 

0 

0 

0 

0 

0 

0 

0 

$78 _ 

$80 . 

16.00 

10. 40 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

$80 _ 

$82 _ 

16.  40 

10.80 

5. 20 

0 

0 

0 

0 

0 

0 

0 

0 

$82 _ 

$84 _ 

16. 80 

11. 20 

5.60 

0 

0 

0 

0 

0 

0 

0 

0 

$84 _ 

$86. . . 

17.  20 

11.  60 

6.00 

.30 

0 

0 

0 

0 

0 

0 

0 

$86. . 

$88 _ 

17.60 

12.00 

6. 40 

.70 

0 

0 

0 

0 

0 

0 

0 

$88. . . 

$90 _ 

18.00 

12.40 

6.  80 

1.10 

0 

0 

0 

0 

0 

0 

0 

$90 _ 

$92... . 

18.  40 

12.80 

7.20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$92 . . 

$94 _ 

18.  80 

13.20 

7.60 

2.00 

0 

0 

0 

0 

0 

0 

0 

$94... . 

$96 . . 

19.20 

13.  60 

8.00 

2.40 

0 

0 

0 

0 

0 

0 

0 

$96 . . 

$98 . 

19.60 

14.00 

8.  40 

2.80 

0 

0 

0 

0 

0 

0 

0 

$98 _ 

$100  _ 

20.00 

14. 40 

8.  80 

3.  20 

0 

0 

0 

o 

0 

0 

0 

$100.... 

$102 . 

20.  50 

14. 80 

9.  20 

3.  60 

0 

0 

o 

o 

0 

0 

0 

$102 _ 

$104 _ 

20.  90 

15.  20 

9.  60 

4.00 

0 

•o 

0 

o 

0 

0 

0 

$104 _ 

$106 . . 

21.30 

15.60 

10.00 

4.  40 

0 

0 

0 

0 

0 

0 

0 

$106. . . 

$108 _ 

21.  70 

16.00 

10.40 

4.80 

0 

0 

0 

0 

0 

0 

0 

$108 _ 

$110  . . 

22. 10 

16.  40 

10.80 

5.20 

0 

0 

0 

0 

0 

0 

0 

$110 . . 

$112 _ 

22.  50 

16. 90 

11.20 

5.60 

0 

0 

0 

0 

0 

0 

0 

$112 _ 

$114 _ 

22. 90 

17.  30 

11.60 

6.00 

.40 

0 

0 

0 

0 

0 

0 

$114 . 

$116 _ 

23. 30 

17.  70 

12.00 

6. 40 

.80 

0 

0 

0 

0 

0 

0 

$116 _ 

$118 _ 

23.  70 

18.10 

12. 40 

6. 80 

1.20 

0 

0 

0 

0 

0 

0 

$118 _ 

$120 _ 

24. 10 

18.50 

12.80 

7.20 

1.60 

0 

0 

0 

0 

0 

0 

$120 _ 

$124 _ 

24.70 

19. 10 

13.  50 

7.80 

2.20 

0 

0 

0 

0 

0 

0 

$124 _ 

$128  .... 

25.  50 

19.90 

14.  30 

8.60 

3.  00 

0 

0 

0 

0 

0 

0 

$128 _ 

$132 _ 

26. 30 

20.  70 

15.10 

9.50 

3.  80 

0 

0 

0 

0 

0 

0 

$132 _ 

$136 

27. 10 

21.50 

15.  90 

10. 30 

4.  60 

0 

0 

0 

0 

0 

0 

$136 . . 

$140 _ 

27. 90 

22. 30 

16.  70 

11. 10 

5.40 

0 

0 

0 

0 

0 

0 

$140 . . 

$144 _ 

28.80 

23. 10 

17.50 

11. 90 

6. 30 

.60 

0 

0 

0 

0 

0 

$144. . . 

$148 _ 

29.60 

23.90 

18. 30 

12.  70 

7.10 

1.40 

0 

0 

0 

0 

0 

$148 _ 

$152 _ 

30.  40 

24.80 

19. 10 

13.50 

7.90 

2. 30 

0 

0 

0 

0 

0 

$152 _ 

$156 _ 

31.20 

25.60 

19.90 

14.30 

8. 70 

3. 10 

0 

0 

0 

0 

0 

$156 _ 

$160 _ 

32.00 

26.  40 

20..70 

15. 10 

9.50 

3.90 

0 

0 

0 

0 

0 

$160 _ 

$164 _ 

32.80 

27.  20 

21.60 

15.  90 

10. 30 

4.70 

0 

0 

0 

0 

0 

$164 _ 

$168 _ 

33. 60 

28.  00 

22. 40 

16.  70 

11. 10 

5.50 

0 

0 

0 

0 

0 

$168 _ 

$172 _ 

34. 40 

28.80 

23.  20 

17.60 

11.90 

6. 30 

.70 

0 

0 

0 

0 

$172 . 

$176 

35.  20 

29.60 

24.  00 

18.  40 

12.  70 

7. 10 

1.  50 

o 

0 

0 

0 

$176 . . 

$180 _ 

36.00 

30. 40 

24.80 

19.20 

13.50 

7.90 

2. 30 

0 

0 

0 

6 

$180 _ 

$184 _ 

36. 90 

31.20 

25.60 

20.  00 

14.40 

8.  70 

3. 10 

0 

0 

0 

0 

$184 _ 

$188 _ 

37.70 

32.00 

26. 40 

20.  80 

15.  20 

9.50 

3. 90 

0 

0 

0 

0 

$188 _ 

$192 _ 

38.50 

32.90 

27.20 

21.  60 

16.00 

10. 40 

4.70 

0 

0 

0 

0 

$192 . . 

$196 _ 

39. 30 

33.70 

28.00 

22.  40 

16.80 

11.20 

5.  50 

0 

0 

0 

0 

$196 _ 

$200 _ 

40.10 

34.50 

28.  80 

23.20 

17.60 

12.  00 

6. 30 

.70 

0 

0 

0 

$200 . . 

$210 _ 

41.  50 

35.  90 

30.30 

24.60 

19.00 

13.  40 

7.80 

2. 10 

0 

0 

0 

$210 _ 

$220 

43.50 

37.  90 

32.30 

26.  70 

21.00 

15. 40 

9. 80 

4.20 

0 

0 

0 

$220 _ 

$230  . 

45.  60 

39.  90 

34.  30 

28.  70 

23. 10 

17.  40 

11.  80 

6.  20 

.60 

0 

0 

$230 _ 

$240 _ 

47.  60 

42.  00 

36.30 

30. 70 

25.10 

19.  50 

13.80 

8.20 

2.60 

0 

0 

$240 _ 

$250 _ 

49.60 

44.00 

38.40 

32. 70 

27. 10 

21.50 

15.  90 

10. 20 

4.60 

0 

0 

$250 _ 

$260 _ 

51.60 

46.  00 

40.  40 

34.80 

29. 10 

23.  50 

17.90 

12.30 

6.60 

1.00 

0 

$260 _ 

$270 _ 

53.70 

48.00 

42.  40 

36.80 

31.  20 

25.50 

19.90 

14.30 

8. 70 

3.00 

0 

$270. . 

$280. . . 

55.  70 

50.  10 

44.  40 

38.80 

33.20 

27.  60 

21.90 

16.  30 

10.  70 

5. 10 

0 

$280 _ 

$290 _ 

57.70 

52. 10 

46.  50 

40. 80 

35.20 

29.  60 

24.  00 

18. 30 

12.  70 

7. 10 

1.50 

$290 _ 

$300 _ 

59.  70 

54. 10 

48.  50 

42. 90 

37.20 

31.60 

26.00 

20. 40 

14.70 

9. 10 

3.50 

$300 _ 

$320 

62. 80 

57.  20 

51.  50 

45.  90 

40.  30 

34.70 

29. 00 

23.  40 

17  80 

12  20 

6  50 

$320 _ 

$340 

66.  80 

61.  20 

55.  60 

50.  00 

44.  30 

38.  70 

33. 10 

27  50 

21  80 

16  20 

10  60 

$340 _ 

$360 

70. 90 

65. 30 

59.  60 

54.  00 

48.  40 

42. 80 

37. 10 

31  50 

25  90 

20  30 

14  60 

$360. . 

$380 _ 

74. 90 

69. 30 

63.70 

58. 10 

52.  40 

46.80 

41.20 

35.60 

29.  90 

24.30 

18.  70 

$380 _ 

$400. . . 

79.00 

73.40 

67.  70 

62. 10 

66.  50 

50.90 

45.20 

39.60 

34.  00 

28.40 

22.  70 

$400. . 

$420 _ 

83.00 

77.  40 

71.80 

66.20 

60.50 

54.  90 

49.  30 

43.70 

38.  00 

32.40 

26.80 

$420 _ 

$440 _ 

87. 10 

81.50 

75.  80 

70.20 

64.  60 

59.  00 

53.  30 

47.  70 

42. 10 

36. 50 

30. 80 

$440 . 

$460 

91. 10 

85.  50 

79.  90 

74. 30 

68. 60 

63.  00 

57  40 

51  80 

46  10 

40  50 

34  90 

$460 . 

$480 . 

95.  20 

89.  60 

83.  90 

78. 30 

72. 70 

67. 10 

61  40 

55  80 

50  20 

44  60 

38  90 

$480 . 

$500 . 

99. 20 

93.60 

88. 00 

82.40 

76.70 

71.10 

65.60 

59!  90 

64. 20 

48!  60 

43!  00 

$600  and  over. 


20  percent  of  the  excess  over  $500  plus — 


101. 30 

95. 60 

90.00 

84.40 

78.80 

73. 10 

67. 50 

61.90 

66. 30 

60. 60 

45. 00 


67 

“If  the  payroll  period  with  respect  to  an  employee  is  monthly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least 

But  less 

more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0  . . 

$56 . - 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$56 _ 

$60 _ 

$11*70 

.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$60 _ 

$64 _ 

12.60 

1.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$64  _ 

$68--- 

13.  40 

2. 10 

0 

0 

0 

0 

0 

0 

0 

o 

o 

$68 _ 

$72 _ 

14.20 

2.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$72... . 

$76 . 

15.00 

3. 70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$76 _ 

$80 _ 

15.80 

4.  50 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$80 _ 

$84 _ 

16.60 

5.40 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$84  _ 

$88 _ 

17.  40 

6.  20 

0 

0 

0 

0 

0 

0 

0 

o 

o 

$88  _ 

$92--. 

18.  20 

7. 00 

0 

0 

0 

0 

0 

o 

o 

o 

o 

$92 _ 

$96--. 

19.00 

7.80 

0 

0 

0 

0 

0 

o 

0 

0 

o 

$96. - . 

$100 _ 

19.80 

8.60 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$100 _ 

$104 _ 

20.  70 

9.  40 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$104. . 

$108. . 

21.50 

10.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$108 . 

$112 _ 

22.  30 

11.00 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$112  . 

$116 _ 

23. 10 

11.  80 

.60 

0 

0 

0 

0 

0 

0 

0 

o 

$116  _ 

$120  -- 

23.  90 

12.  60 

1.40 

0 

0 

0 

0 

0 

o 

o 

o 

$120  _ 

$124 _ 

24.70 

13.  50 

2.20 

0 

0 

0 

0 

0 

0 

0 

o 

$124 _ 

$128 _ 

25.50 

14.  30 

3.00 

0 

0 

0 

0 

0 

0 

0 

0 

$128 _ 

$132 _ 

26.  30 

15. 10 

3.80 

0 

0 

0 

0 

0 

0 

0 

0 

$132  . 

$136 _ 

27. 10 

15.  90 

4.60 

0 

0 

0 

0 

0 

0 

0 

0 

$136 _ 

$140 _ 

27.90 

16.  70 

5.40 

0 

0 

0 

0 

0 

0 

0 

0 

$140 _ 

$144 _ 

28.80 

17.  50 

6.30 

0 

0 

0 

0 

0 

0 

0 

0 

$144 _ 

$148 _ 

29.60 

18.  30 

7. 10 

0 

0 

0 

0 

0 

0 

0 

0 

$148 _ 

$152 _ 

30.40 

19. 10 

7.90 

0 

0 

0 

0 

0 

0 

0 

0 

$152 _ 

$156 _ 

31.  20 

19.90 

8.70 

0 

0 

0 

0 

0 

0 

0 

0 

$156 _ 

$160 _ 

32.00 

20. 70 

9.  50 

0 

0 

0 

0 

0 

0 

0 

0 

$160 . 

$164 . . 

32.80 

21.60 

10.30 

0 

0 

0 

0 

0 

0 

0 

0 

$164 _ 

$168 _ 

33.  60 

22.  40 

11. 10 

0 

0 

0 

0 

0 

0 

0 

0 

$168 _ 

$172 . . 

34.40 

23.20 

11.90 

.70 

0 

0 

0 

0 

0 

0 

0 

$172  _ 

$176 _ 

35.  20 

24.  00 

12.70 

1.50 

0 

0 

0 

0 

0 

0 

0 

$176 _ 

$180 _ 

36.00 

24.80 

13. 50 

2.30 

0 

0 

0 

0 

0 

0 

0 

$180  _ 

$184 _ 

36.90 

25.  60 

14.  40 

3. 10 

0 

0 

0 

0 

0 

0 

0 

$184  _ 

$188 _ 

37.  70 

26.  40 

15.  20 

3.90 

0 

0 

0 

0 

0 

0 

0 

$188 _ 

$192 _ 

38.50 

27.20 

16.  00 

4.70 

0 

0 

0 

0 

0 

0 

0 

$192  _ 

$196 _ 

39.  30 

28.00 

16.  80 

5.50 

0 

0 

0 

0 

0 

0 

0 

$196 _ 

$200  _ 

40. 10 

28.  80 

17.60 

6.30 

0 

0 

0 

0 

0 

0 

0 

$200  _ 

$204  _ 

40. 90 

29.  70 

18.  40 

7.  20 

0 

0 

0 

0 

0 

0 

0 

$204  _ 

$208  _ 

41.70 

30.  50 

19.  20 

8.00 

0 

0 

0 

0 

0 

0 

0 

$208 _ 

$212. . 

42.50 

31.  30 

20.00 

8.80 

0 

0 

0 

0 

0 

0 

0 

$212 _ 

$216 _ 

43.30 

32. 10 

20.80 

9.60 

0 

0 

0 

0 

0 

0 

0 

$216 _ 

$220 _ 

44.  10 

32.  90 

21.  60 

10.40 

0 

0 

0 

0 

0 

0 

0 

$220 _ 

$224 _ 

45.  00 

33.70 

22.50 

11.20 

0 

0 

0 

0 

0 

0 

0 

$224  _ 

$228  _ 

45.  80 

34.  50 

23.30 

12.00 

.80 

0 

0 

0 

0 

0 

0 

$228.. . 

$232  _ 

46.60 

35.  30 

24. 10 

12. 80 

1.60 

0 

0 

0 

0 

0 

0 

$232  _ 

$236 _ 

47.  40 

36. 10 

24.90 

13.  60 

2.  40 

0 

0 

0 

0 

0 

0 

$236 _ 

$240 _ 

48.20 

36.90 

25.70 

14.40 

3.  20 

0 

0 

0 

0 

0 

0 

$240  _ 

$248 _ 

49.  40 

38.  20 

26.  90 

15.  70 

4.40 

0 

0 

0 

0 

0 

0 

$248  . 

$256- . 

51.00 

39.80 

28.  50 

17.  30 

6.  00 

0 

0 

0 

0 

0 

0 

$256. . 

$264. . - 

52.  70 

41.40 

30.  20 

18.  90 

7.  70 

0 

0 

0 

0 

0 

0 

$264 _ 

$272 _ 

54.  30 

43.00 

31.80 

20.50 

9. 30 

0 

0 

0 

0 

0 

0 

$272 . 

$280 _ 

55.  90 

44.60 

33.  40 

22. 10 

10.  90 

0 

0 

0 

0 

0 

0 

$280. . 

$288 _ 

57.50 

46. 30 

35.00 

23. 80 

12.  50 

1.30 

0 

0 

0 

0 

0 

$288 _ 

$296 . 

59.10 

47. 90 

36.  60 

25.  40 

14.10 

2.  90 

0 

0 

0 

0 

0 

$296 . 

$304 _ 

60.80 

49.50 

38. 30 

27.00 

15.80 

4.50 

0 

0 

0 

0 

0 

$304 _ 

$312 _ 

62.40 

51. 10 

39.  90 

28.  60 

17.  40 

6. 10 

0 

0 

0 

0 

0 

$312 _ 

$320 _ 

64.00 

52.  70 

41.50 

30.  20 

19.00 

7.70 

0 

0 

0 

0 

0 

$320 _ 

$328 . . 

65.60 

54.  40 

43.10 

31.90 

20.60 

9.40 

0 

0 

0 

0 

0 

$328 _ 

$336 _ 

67.  20 

56.  00 

44.  70 

33.  50 

22.20 

11.00 

0 

0 

0 

0 

0 

$336. . . 

$344 _ 

68.  90 

57.  60 

46.  40 

35.10 

23.  90 

12.60 

1.40 

0 

0 

0 

0 

$344 _ 

$352 _ 

70. 50 

59.20 

48.00 

36.  70 

25. 50 

14.  20 

3.  00 

0 

0 

0 

0 

$352 _ 

$360 _ 

72. 10 

60. 80 

49.60 

38.  30 

27. 10 

15.  80 

4.60 

0 

0 

0 

0 

$360 _ 

$368 _ 

73.  70 

62.  50 

51.20 

40.00 

28.70 

17.50 

6.20 

0 

0 

0 

0 

$368. . . 

$376 _ 

75.  30 

64.10 

52.80 

41.60 

30.30 

19.10 

7.  80 

0 

0 

0 

0 

$376 _ 

$384 _ 

77.00 

65.70 

54.  50 

43.20 

32.  00 

20.  70 

9.  50 

0 

0 

0 

0 

$384.. . 

$392 _ 

78.60 

67.  30 

56.10 

44. 80 

33.  60 

22. 30 

11.10 

0 

0 

0 

0 

$392 . 

$400 _ 

80.20 

68.  90 

57.  70 

46.  40 

35.20 

23.  90 

12.  70 

1.40 

0 

0 

0 

$400 _ 

$420 _ 

83.00 

71.80 

60.50 

49.  30 

38.00 

26. 80 

15.  50 

4.  30 

0 

0 

0 

$420  . . 

$440 _ 

87. 10 

75.  80 

64.60 

53. 30 

42. 10 

30.80 

19.60 

8.  30 

0 

0 

0 

$440. . 

$460 _ 

91.10 

79.90 

68.  60 

57.  40 

46.10 

34.90 

23.  60 

12.  40 

1.10 

0 

0 

$460 . 

$480 . 

95.20 

83.90 

72.70 

61.40 

50.20 

38. 90 

27.70 

16.  40 

5. 20 

0 

0 

$480 . 

$500 _ 

99.  20 

88.00 

76.70 

65. 50 

54.20 

43.00 

31.70 

20.50 

9.  20 

0 

0 

$500 _ 

$520 _ 

103.  30 

92.00 

80.  80 

69.  50 

58.  30 

47.00 

35. 80 

24.  50 

13.  30 

2.00 

0 

$520  _ 

$540 _ 

107.  30 

96. 10 

84. 80 

73.60 

62.  30 

51.10 

39. 80 

28.60 

17.  30 

6.10 

0 

$540 _ 

$560 _ 

111.  40 

100. 10 

88. 90 

77.60 

66.40 

55. 10 

43.  90 

32.60 

21.40 

10.10 

0 

$560 _ 

$580 _ 

115. 40 

104.  20 

92.  90 

81.  70 

70.40 

59.  20 

47.  90 

36.70 

25.40 

14.  20 

2.90 

$580 . . 

$600 . 

119.  50 

108.  20 

97.00 

85.70 

74.50 

63.  20 

52.00 

40.70 

29.  50 

18.20 

7.00 

$600 _ 

$640. . . 

125.  60 

114.  30 

103. 10 

91.80 

80.60 

69.  30 

58.10 

46.80 

35.60 

24.  30 

13.10 

$640 _ 

$680 _ 

133.  70 

122.  40 

111.20 

99.  90 

88.  70 

77.40 

66.20 

54.90 

43.70 

32. 40 

21.20 

$680 _ 

$720 _ 

141.80 

130.  50 

119.  30 

108. 00 

96. 80 

85.  50 

74.  30 

63.00 

51.80 

40.  50 

29. 30 

$720 . 

$760 _ 

149. 90 

138. 60 

127.  40 

116. 10 

104.  90 

93.60 

82.40 

71.10 

59.90 

48.60 

37. 40 

$760 . 

$800 _ 

158.  00 

146.  70 

135.  50 

124.  20 

113.  00 

101.  70 

90.  50 

79.20 

68.00 

56.  70 

45.50 

$800 . 

$840 . 

166. 10 

154. 80 

143.  60 

132. 30 

121. 10 

109.  80 

98.  60 

87.  30 

76.10 

64.  80 

53.60 

$840 _ 

$880 _ 

174.  20 

162.  90 

151.  70 

140.  40 

129.  20 

117.  90 

106.  70 

95.  40 

84.  20 

72.90 

61.70 

$880 . 

$920 _ 

182. 30 

171.00 

159.  80 

148.  50 

137. 30 

126.  00 

114. 80 

103.  50 

92. 30 

81.00 

69. 80 

$920 . . 

$960 _ 

190. 40 

179. 10 

167.  90 

156.60 

145.  40 

134. 10 

122.  90 

111.  60 

100.  40 

89. 10 

77.90 

$960.. . 

$1,000 . 

198.  50 

187.  20 

176.00 

164.  70 

,153.  50 

142.  20 

131.  00 

119.  70 

108.  50 

97.20 

86.00 

$1,000  and  over _ 

20  percent  of  the  excess  over  $1,000  plus 

202.  50 

191. 30 

180.00 

168. 80 

157. 50 

146.  30 

135. 00 

123. 80 

112.  50 

101.  30 

90.00 


“If  the  payroll  period  with  respect  to  an  employee  is  a  daily 
payroll  period  or  a  miscellaneous  payroll  period 


And  the  wages  di¬ 
vided  by  the  num¬ 
ber  of  days  in  such 
period  are — 

And  the  number  of  withholding  exemptions  claimed  is- 

0 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

At  least 

than 

the  number  of  days  in  such  period — 

$0 _ 

$2.00 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00 _ 

$2.25 _ 

$0.  45 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25..  _ 

$2.50  .. 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50 _ 

$2.75. . 

.55 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75 _ 

$3.00 _ 

.60 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00  _ 

$3.25 _ 

.65 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 . . 

$3.50 _ 

.70 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.50 _ 

$3.75 _ 

.75 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75... 

$4.00 _ 

.80 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00 _ 

$4.25 _ 

.85 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 _ 

$4.50 _ 

.90 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 _ 

$4.75 _ 

.95 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$4.75 _ 

$5.00 _ 

1.00 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 _ 

$5.25 _ 

1.05 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 _ 

$5.50 _ 

1.10 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 _ 

$5.75 _ 

1. 15 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5.75 _ 

$6.00 _ 

1.20 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.00 _ 

$6.25 _ 

1.25 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.25 _ 

$6.50 _ 

1.30 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$6.50 _ 

$6.75 _ 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$6.75 _ 

$7.00 _ 

1.40 

1.00 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

$7.00 _ 

$7.25 _ 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.25 _ 

$7.50 _ 

1.50 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7.50 _ 

$7.75 _ 

1.55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

0 

0 

$7.75 _ 

$8.00 _ 

1.60 

1.20 

.85 

.50 

.10 

0 

0 

0 

0 

0 

0 

$8.00 _ 

$8.25 _ 

1.65 

1.30 

.90 

.55 

.15 

0 

0 

0 

0 

0 

0 

$8.25 _ 

$8.50 _ 

1.70 

1.35 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.50 _ 

$8.75 _ 

1.75 

1.40 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$8.75 _ 

$9.00 _ 

1.80 

1.45 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.00 _ 

$9.25 _ 

1.85 

1.50 

1.10 

.75 

.35 

0 

0 

0 

0 

0 

0 

$9.25 _ 

$9.50 _ 

1.90 

1.55 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9.50  . 

$9.75... 

1.95 

1.00 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

o 

$9.75 _ 

$10.00 _ 

2.  00 

1.65 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

2. 10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

$10.50 . 

$11.00 _ 

2.  20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

$11.00 _ 

$11.50 _ 

2.30 

1.90 

1.  55 

1. 15 

.80 

.45 

.05 

0 

0 

0 

0 

$11.50 _ 

$12.00... 

2.  40 

2.00 

1.65 

1.25 

.90 

.55 

.15 

0 

0 

0 

0 

$12.00  .... 

$12.50 _ 

2.  50 

2.10 

1.75 

1.35 

1.00 

.65 

25 

0 

0 

0 

0 

$12.50 _ 

$13.00--. 

2.  60 

2.20 

1. 85 

1.45 

1.10 

.75 

.35 

0 

0 

0 

0 

$13.00 _ 

$13.50 _ 

2.  70 

2.  30 

1.95 

1.  55 

1.20 

.85 

.45 

.  10 

0 

0 

0 

$13.50 _ 

$14.00 _ 

2. 80 

2.  40 

2. 05 

1.65 

1. 30 

.95 

.55 

.20 

0 

0 

0 

$14.00 _ 

$14.50 _ 

2.90 

2.50 

2.15 

1.80 

1.40 

1.05 

.65 

.30 

0 

0 

0 

$14.50 _ 

$15.00 _ 

3.  00 

2.60 

2.  25 

1.90 

1.50 

1.15 

.75 

.40 

.05 

0 

0 

$15.00 _ 

$15.50 . 

3.10 

2.70 

2.35 

2. 00 

1.60 

1.25 

.85 

.50 

.15 

0 

o 

$15.50 _ 

$16.00... 

3.20 

2.80 

2.45 

2. 10 

1.70 

1.35 

.95 

.60 

.25 

0 

o 

$16.00 _ 

$16.50.. 

3. 30 

2.90 

2.  55 

2.  20 

1.80 

1.45 

1.05 

.70 

.35 

o 

0 

$16.50-_. 

$17.00 

3.  40 

3. 00 

2.  65 

2. 30 

1.90 

1.  55 

1.15 

.80 

.45 

.05 

o 

$17.00 _ 

$17.50 _ 

3. 50 

3.10 

2.75 

2.  40 

2. 00 

1.65 

1.25 

.90 

.55 

.15 

0 

$17.50 _ 

$18.00 _ 

3.  60 

3.  20 

2. 85 

2.50 

2.10 

1.75 

1.40 

1.00 

.65 

.25 

0 

$18.00 _ 

$18.50 _ 

3.70 

3. 35 

2. 95 

2.  60 

2.  20 

1. 85 

1.50 

1.10 

.75 

.35 

0 

$18.50 _ 

$19.00  ... 

3. 80 

3.45 

3.  05 

2.  70 

2.  30 

1. 95 

1.60 

1.20 

.85 

.45 

.  10 

$19.00 _ 

$19.50 . 

3.90 

3.  55 

3.15 

2.  80 

2. 40 

2. 05 

1.70 

1.30 

.95 

.55 

.20 

$19.50 _ 

$20.00 

4.00 

3.  65 

3. 25 

2.90 

2.  50 

2.15 

1.80 

1.40 

1.05 

.65 

.30 

$20.00 _ 

$21.00 _ 

4.15 

3. 80 

3.  40 

3. 05 

2.65 

2.30 

1.95 

1.55 

1.20 

.80 

.45 

$21.00 _ 

$22.00 _ 

4. 35 

4. 00 

3.60 

3.  25 

2.  85 

2.  50 

2. 15 

1.75 

1.40 

1.00 

.65 

$22.00 _ 

$23.00 _ 

4.55 

4. 20 

3.  80 

3. 45 

3. 10 

2.70 

2.  35 

1.95 

1.60 

1.25 

.85 

$23.00 _ 

$24.00 _ 

4.  75 

4.  40 

4. 00 

3. 65 

3. 30 

2.  90 

2.  55 

2.15 

1.80 

1.45 

1.05 

$24.00. 

$25.00 _ 

4.  95 

4.  60 

4.  20 

3.85 

3.  50 

3. 10 

2.  75 

2. 35 

2. 00 

1.65 

1.25 

$25.00.  .. 

$26.00  . 

5.15 

4.  80 

4.  40 

4.  05 

3.  70 

3. 30 

2.  95 

2.  55 

2. 20 

1.85 

1.45 

$26.00 _ 

$27.00  . 

5.35 

5.  00 

4.  65 

4.  25 

3.  90 

3.  50 

3. 15 

2.  80 

2.40 

2. 05 

1.65 

$27.00 _ 

$28.00 _ 

5.  55 

5.  20 

4.  85 

4.  45 

4. 10 

3. 70 

3.35 

3. 00 

2. 60 

2.  25 

1.85 

$28.00 _ 

$29.00 _ 

5.75 

5.  40 

5. 05 

4.65 

4. 30 

3. 90 

3.  55 

3. 20 

2. 80 

2.45 

2.  05 

$29.00 _ 

$30.00 _ 

5.95 

5. 60 

5.25 

4.  85 

4.  50 

4. 10 

3.  75 

3.  40 

3.00 

2.65 

2.30 

$30  and  over...  ...  .. 

20  percent  of  the  excess  over  $30  plus — 

6. 10 

5. 70 

5. 35 

4. 95 

4. 60 

4.25 

( 

3.85  | 

3.  50 

3. 10 

2.75 

2. 40” 
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SEC.  223.  ADDITIONAL  WITHHOLDING  OF  TAX  ON  WAGES 
UPON  AGREEMENT  BY  EMPLOYER  AND  EM¬ 
PLOYEE. 

Section  1622  (relating  to  income  tax  collected  at  source 
on  wages)  is  hereby  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“(k)  Additional  Withholding. — The  Secretary  is 
authorized  by  regulations  to  provide,  under  such  conditions 
and  to  such  extent  as  he  deems  proper,  for  withholding  in 
addition  to  that  otherwise  required  under  this  section  in  cases 
in  which  the  employer  and  the  employee  agree  (in  such 
form  as  the  Secretary  may  by  regulations  prescribe)  to  such 
additional  withholding.  Such  additional  withholding  shall 
for  all  purposes  be  considered  tax  required  to  be  deducted 
and  withheld  under  this  subchapter.” 

SEC.  224.  EFFECTIVE  DATE. 

The  amendments  made  by  this  part  shall  he  applicable 
only  with  respect  to  wages  paid  on  or  after  September  1, 
1951. 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 


SEC.  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF  HOUSE¬ 
HOLD. 


(a)  Surtax  in  Case  of  Head  of  Household. — Sec¬ 
tion  12  (c)  is  hereby  amended  to  read  as  follows: 

“(c)  Head  of  Household. — 

“  ( 1 )  Rates  of  surtax. — In  the  case  of  taxable 
years  beginning  after  August  31,  1951,  there  shall  be 
levied,  collected,  and  paid  for  each  taxable  year  upon 
the  surtax  net  income  of  every  individual  who  is  the 
head  of  a  household  the  surtax  shown  in  the  following 
table : 


If  the  surtax  net  income  is : 

Not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000_ 

Over  $12,000  but  not  over  $14,000- 

Over  $14,000  but  not  over  $16,000_ 

Over  $16,000  but  not  over  $18, 000- 

Over  $18,000  but  not  over  $20,000_ 

Over  $20,000  but  not  over  $22,0()0_ 

Over  $22,000  but  not  over  $24,000- 

Over  $24,000  but  not  over  $26,000_ 


The  surtax  shall  be : 

17%  of  the  surtax  net  income. 

$340,  plus  18%  of  excess  over 

$2,000. 

$700,  plus  21%  of  excess  over 
$4,000. 

$1,120,  plus  23%  of  excess  over 

$6,000. 

$1,580,  plus  27%  of  excess  over 

$8,000. 

$2,120,  plus  29%  of  excess  over 

$10,000. 

$2,700,  plus  33%  of  excess  over 

$12,000. 

$3,360,  plus  36%  of  excess  over 
$14,000. 

$4,080,  plus  39%  of  excess  over 
$16,000. 

$4,860,  plus  40%  of  excess  over 
$18,000. 

$5,660,  plus  44%  of  excess  over 

$20,000. 

$6,540,  plus  46%  of  excess  over 

$22,000. 

$7,460,  plus  48%  of  excess  over 
$24,000. 
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If  the  surtax  net  income  is: 

Over  $26,000  but  not  over  $28, 000- 

Over  $28,000  but  not  over  $32,000_ 
Over  $32,000  but  not  over  $36,000- 
Over  $36,000  but  not  over  $40, 000- 
Over  $40,000  but  not  over  $44,000- 
Over  $44,000  but  not  over  $50,000- 
Over  $50,000  but  not  over  $60,000_ 
Over  $60,000  but  not  over  $70,000 _ 
Over  $70,000  but  not  over  $80,000_ 
Over  $80,000  but  not  over  $90,000_ 


The  surtax  shall  be: 

$8,420,  plus  49%  of  excess  over 
$26,000. 

$9,400,  plus  52%  of  excess  over 
$28,000. 

$11,480,  plus  54%  of  excess  over 
$32,000. 

$13,640,  plus  57%  of  excess  over 
$36,000. 

$15,920,  plus  60%  of  excess  over 
$40,000. 

$18,320,  plus  62%  of  excess  over 
$44,000. 

$22,040,  plus  65%  of  excess  over 
$50,000. 

$28,540,  plus  68%  of  excess  over 
$60,000. 

$35,340,  plus  71%  of  excess  over 
$70,000. 

$42,440,  plus  74%  of  excess  over 
$80,000. 


Over  $90,000 

but 

not 

over 

$49,840,  plus  76%  of  excess  over 

$100,000. 

$90,000. 

Over  $100,000 

but 

not 

over 

$57,440,  plus  79%  of  excess  over 

$120,000. 

$100,000. 

Over  $120,000 

but 

not 

over 

$73,240,  plus  81%  of  excess  over 

$150,000. 

$120,000. 

Over  $150,000 

but 

not 

over 

$97,540,  plus  83%  of  excess  over 

$160,000. 

$150,000. 

Over  $160,000 

but 

not 

over 

$105,840,  plus  84%  of  excess  over 

$180,000. 

$160,000. 

Over  $180,000 

but 

not 

over 

$122,640,  plus  85%  of  excess  over 

$200,000. 

$180,000. 

Over  $200,000 

but 

not 

over 

$139,640,  plus  87%  of  excess  over 

$300,000. 

$200,000. 

Over  $300,000 

$226,640,  plus  88%  of  excess  over 

$300,000. 


In  the  case  of  the  head  of  a  household  whose  surtax 
net  income  for  the  taxable  year  is  over  $90,000,  this 
paragraph  shall  not  apply  if  the  defense  tax  provided  in 
section  16  is  applicable  to  such  taxable  year.  For  per¬ 
centage  increase  in  the  amount  of  tax  imposed  by  this 
subsection,  see  section  16. 

“(2)  Surtax  net  income  over  $90,ooo.— In 
the  case  of  a  taxable  year  beginning  after  August  31, 
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1951,  to  which  the  defense  tax  provided  in  section  16 
is  applicable,  if  the  surtax  net  income  for  the  taxable 
year  of  an  individual  who  is  the  head  of  a  household 
is  over  $90,000,  there  shall  be  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 

If  the  surtax  net  income  is:  The  surtax  shall  be: 

Over  $90,000  but  not  over  $49,840,  plus  75%  of  excess  over 

$100,000.  $90,000. 

Over  $100,000  but  not  over  $57,340,  plus  76%  of  excess  over 

$120,000.  .$100,000. 

Over  $120,000  but  not  over  $72,540,  plus  78%  of  excess  over 

$140,000.  $120,000. 

Over  $140,000  but  not  over  $88,140,  plus  80%  of  excess  over 

$160,000.  $140,000. 

Over  $160,000 _  $104,140,  plus  81%  of  excess  over 

$160,000. 

“  (3)  Definition  of  head  of  household. — For 
the  purposes  of  this  chapter,  an  individual  shall  be 
considered  a  head  of  a  household  if,  and  only  if,  such 

individual  is  not  married  at  the  close  of  his  taxable  vear 

«/ 

and  maintains  as  his  home  a  household  which  constitutes 
for  such  taxable  year  the  principal  place  of  abode,  as  a 
member  of  such  household,  of: 

“(A)  A  son  or  daughter  (including  a  stepson 
or  stepdaughter)  of  the  taxpayer,  or  a  descendant 
of  such  son  or  daughter,  but  if  such  son,  daughter, 
or  descendant  is  married  at  the  close  of  the  tax¬ 
payer’s  taxable  year,  only  if  the  taxpayer  is  en- 
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titled  to  an  exemption  for  the  taxable  year  for  such 
person  under  section  25  (b)  ;  or 

“(B)  Any  other  person  who  is  a  dependent 
of  the  taxpayer,  if  the  taxpayer  is  entitled  to  an 
exemption  for  the  taxable  year  for  such  person 
under  section  25  (b) . 

An  individual  shall  be  considered  as  maintaining  a  house¬ 
hold  only  if  over  half  of  the  cost  of  maintaining  the 
household  during  the  taxable  year  is  furnished  by  such 
individual. 

“(4)  Determination  of  status. — For  the  pur¬ 
poses  of  this  subsection — 

“  (A)  a  legally  adopted  child  of  a  person  shall 
be  considered  a  child  of  such  person  by  blood; 

“(B)  an  individual  who  is  legally  separated 
from  his  spouse  under  a  decree  of  divorce  or  of 
separate  maintenance  shall  not  be  considered  as 
married ; 

“(0)  a  taxpayer  shall  be  considered  as  not 
married  at  the  close  of  his  taxable  year  if  at  any 
time  during  the  taxable  year  his  spouse  is  a  non¬ 
resident  alien;  and 

“(D)  a  taxpayer  shall  be  considered  as  married 
at  the  close  of  his  taxable  year  if  his  spouse  (other 
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than  a  spouse  described  in  subparagraph  (C)  )  died 
during  the  taxable  year. 

“(5)  Nonresident  alien. — For  the  purposes  of 
this  chapter  a  taxpayer  shall  in  no  case  be  considered 
a  head  of  a  household  if  at  any  time  during  the  taxable 
year  he  is  a  nonresident  alien.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  August  31,  1951. 

SEC.  302.  EXPENDITURES  IN  THE  DEVELOPMENT  OF 
MINES. 

(a)  Deduction  of  Expenditures. — Section  23  (a) 
(1)  (relating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

“(D)  Development  of  mines. — Expendi¬ 
tures  paid  or  incurred  after  December  31,  1950,  in 
the  development  of  a  mine  or  other  natural  deposit 
(other  than  an  oil  or  gas  well) ,  to  the  extent  paid 
or  incurred  after  the  existence  of  ores  or  minerals 
in  commercially  marketable  quantities  has  been 
disclosed,  shall  be  deductible,  on  a  ratable  basis,  as 
the  units  of  produced  ores  or  minerals  benefited  by 
such  expenditures  are  sold.  Such  expenditures,  and 
the  adjustments  to  basis  provided  in  section  113 
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(b)  (1)  (J),  shall  not  be  taken  into  account  in 
determining  the  adjusted  basis  of  the  property  for 
the  purpose  of  computing  depletion  under  section 
114.  This  subparagraph  shall  not  apply  to  expend¬ 
itures  for  the  acquisition  or  improvement  of  prop¬ 
erty  of  a  character  which  is  subject  to  the  allowance 
for  depreciation  provided  in  section  23  (1) .  For 
purposes  of  this  subparagraph,  allowances  for  de¬ 
preciation  shall  be  considered  as  expenditures.” 

(b)  Adjusted  Basis  foe  Deteemining  Gain  oe 
Loss  Upon  Sale  oe  Exchange— Section  113  (b)  (1) 
(relating  to  adjusted  basis  of  property)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  subparagraph : 

“(j)  for  amounts  allowed  as  deductions  under 
section  23  (a)  (1)  (D)  (relating  to  certain  ex¬ 

penditures  in  the  development  of  mines)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer’s  taxes  under  this 
chapter,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable  year  and  prior 
years.” 

(c)  Technical  Amendment— Section  24  (a)  (2) 
(relating  to  items  not  deductible)  is  hereby  amended  by 
adding  after  the  word  “estate”  the  following:  “,  except 
expenditures  for  the  development  of  mines  or  deposits 
deductible  under  section  23  (a)  (1)  (D)”. 
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(cl)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950. 

SEC.  303.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAXPAYER’S 
RESIDENCE. 

(a)  Nonrecognition  of  Gain  in  Certain  Cases. — 
Section  112  (relating  to  recognition  of  gain  or  loss)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

■“  (n)  Gain  From  Sale  or  Exchange  of  Resi¬ 
dence. — 

“(1)  Nonrecognition  of  gain.— If  property 
(hereinafter  in  this  subsection  called  ‘old  residence’) 
used  by  the  taxpayer  as  his  principal  residence  is  sold 
by  him  and,  within  a  period  beginning  one  year  prior 
to  the  date  of  such  sale  and  ending  one  year  after  such 
date,  property  (hereinafter  in  this  subsection  called  ‘new 
residence’)  is  purchased  and  used  by  the  taxpayer  as 
his  principal  residence,  gain  (if  any)  from  such  sale 
shall  be  recognized  only  to  the  extent  that  the  taxpayer’s 
selling  price  of  the  old  residence  exceeds  the  taxpayer’s 
cost  of  purchasing  the  new  residence. 

“  (2)  Rules  for  application  of  subsection. — 
For  the  purposes  of  this  subsection: 

“(A)  An  exchange  by  the  taxpayer  of  his 
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residence  for  other  property  shall  be  considered  as 
a  sale  of  such  residence,  and  the  acquisition  of  a 
residence  upon  the  exchange  of  property  shall  be 
considered  as  a  purchase  of  such  residence. 

“(B)  If  the  taxpayer's  residence  (as  a  result 
of  its  destruction  in  whole  or  in  part,  theft,  or 
seizure)  is  compulsorily  or  involuntarily  converted 
into  property  or  into  money,  such  destruction,  theft, 
or  seizure  shall  be  considered  as  a  sale  of  the  resi¬ 
dence;  and  if  the  residence  is  so  converted  into 
property  which  is  used  by  the  taxpayer  as  his  resi¬ 
dence,  such  conversion  shall  be  considered  as  a 
purchase  of  such  property  by  the  taxpayer. 

“(C)  In  the  case  of  an  exchange  or  conversion 
described  in  subparagraph  (A)  or  (B),  in  deter¬ 
mining  the  extent  to  which  the  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchas¬ 
ing  the  new  residence,  the  amount  realized  by  the 
taxpayer  upon  such  exchange  or  conversion  shall  be 
considered  the  selling  price  of  the  old  residence. 

“(D)  A  residence  any  part  of  which  was  con¬ 
structed  or  reconstructed  by  the  taxpayer  shall  be 
considered  as  purchased  by  the  taxpayer.  In  de¬ 
termining  the  taxpayer’s  cost  of  purchasing  a  resi¬ 
dence,  there  shall  be  included  only  so  much  of  his 
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cost  as  is  attributable  to  the  acquisition,  construc¬ 
tion,  reconstruction,  and  improvements  made  which 
are  properly  chargeable  to  capital  account,  during 
the  period  specified  in  paragraph  ( 1 ) . 

“(E)  If  a  residence  is  pm-chased  by  the  tax¬ 
payer  prior  to  the  date  of  his  sale  of  the  old  resi¬ 
dence,  the  purchased  residence  shall  not  be 
treated  as  his  new  residence  if  sold  or  otherwise 
disposed  of  by  him  prior  to  the  date  of  the  sale  of 
the  old  residence. 

“(F)  If  the  taxpayer,  during  the  period  de¬ 
scribed  in  paragraph  ( 1 ) ,  purchases  more  than  one 
residence  which  is  used  by  him  as  his  principal 
residence  at  some  time  within  one  year  after  the  date 
of  the  sale  of  the  old  residence,  only  the  last  of  such 
residences  so  used  by  him  after  the  date  of  such 
sale  shall  constitute  the  new  residence.  If  within 
the  one  year  referred  to  in  the  preceding  sentence 
property  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  destroyed,  stolen,  seized,  requisitioned,  or 
condemned,  or  is  sold  or  exchanged  under  threat 
or  imminence  thereof,  then  for  the  purposes  of 
the  preceding  sentence  such  one  year  shall  be  con- 
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sidered  as  ending  with  the  date  of  such  destruction, 
theft,  seizure,  requisition,  condemnation,  sale,  or 
exchange. 

“(3)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  applicable  with  respect  to  the 
sale  of  the  taxpayer’s  residence  if  within  one  year  prior 
to  the  date  of  such  sale  the  taxpayer  sold  at  a  gain  other 
property  used  by  him  as  his  principal  residence,  and  any 
part  of  such  gain  was  not  recognized  by  reason  of  the 
provisions  of  paragraph  ( 1 ) .  For  the  purposes  of  this 
paragraph,  the  destruction,  theft,  seizure,  requisition,  or 
condemnation  of  property  or  the  sale  or  exchange  of 
property  under  threat  or  imminence  thereof,  shall  not  be 
considered  as  a  sale  of  such  property. 

“  (4)  Basis  of  new  residence. — Where  the  pur¬ 
chase  of  a  new  residence  results,  under  paragraph  ( 1 ) , 
in  the  nonrecognition  of  gain  upon  the  sale  of  an  old 
residence,  in  determining  the  adjusted  basis  of  the  new 
residence  as  of  any  time  following  the  sale  of  the  old 
residence,  the  adjustments  to  basis  shall  include  a  reduc¬ 
tion  by  an  amount  equal  to  the  amount  of  the  gain  not 
so  recognized  upon  the  sale  of  the  old  residence.  For 
this  purpose,  the  amount  of  the  gain  not  so  recognized 
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upon  the  sale  of  the  old  residence  includes  only  so  much  > 
of  such  gain  as  is  not  recognized  by  reason  of  the  cost, 
up  to  such  time,  of  purchasing  the  new  residence. 

“(5)  Tenant-stockholder  in  a  cooperative 
apartment  corporation. — For  the  purposes  of  this 
subsection,  section  113  (b)  (1)  (K) ,  and  section  117 
(h)  (7),  references  to  property  used  by  the  taxpayer 
as  his  principal  residence,  and  references  to  the  residence 
of  a  taxpayer,  shall  include  stock  held  by  a  tenant- 
stockholder  (as  defined  in  section  23  (z)  (2)  )  in  a 
cooperative  apartment  (as  defined  in  such  section)  if — 
“(A)  in  the  case  of  stock  sold,  the  apartment 
which  the  taxpayer  was  entitled  to  occupy  as  such 
stockholder  was  used  by  him  as  his  principal  resi¬ 
dence,  and 

“ (B)  in  the  case  of  stock  purchased,  the  tax¬ 
payer  used  as  his  principal  residence  the  apartment 
which  he  was  entitled  to  occupy  as  such  stockholder. 
“(6)  Husband  and  wife. — If  the  taxpayer  and 
his  spouse,  in  accordance  with  regulations  which  shall 
be  prescribed  by  the  Secretary  pursuant  to  this  para¬ 
graph,  consent  to  the  application  of  subparagraph  (B) 
of  this  paragraph,  then — 

“  (A)  for  the  purposes  of  this  subsection,  the 
words  Taxpayer’s  selling  price  of  the  old  residence’ 
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shall  mean  the  selling  price  (of  the  taxpayer,  or 
of  the  taxpayer  and  his  spouse)  of  the  old  residence, 
and  the  words  ‘taxpayer’s  cost  of  purchasing  the 
new  residence’  shall  mean  the  cost  (to  the  tax¬ 
payer,  his  spouse,  or  both)  of  purchasing  the  new 
residence  (whether  held  by  the  taxpayer,  his  spouse, 
or  the  taxpayer  and  his  spouse)  ;  and 

“(B)  so  much  of  the  gain  upon  the  sale  of  the 
old  residence  as  is  not  recognized  solely  by  reason 
of  this  paragraph,  and  so  much  of  the  adjustment 
under  paragraph  (4)  to  the  basis  of  the  new  resi¬ 
dence  as  results  solely  from  this  paragraph,  shall 
be  allocated  between  the  taxpayer  and  his  spouse  as 
provided  in  such  regulations. 

This  paragraph  shall  apply  only  if  the  old  residence  and 
the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  their  principal  residence.  In  case  the  tax¬ 
payer  and  his  spouse  do  not  consent  to  the  application 
of  subparagraph  (B)  of  this  paragraph,  then  the  recog¬ 
nition  of  gain  upon  the  sale  of  the  old  residence  shall  be 
determined  under  this  subsection  without  regard  to  the 
rules  provided  in  this  paragraph. 

“(7)  Statute  op  limitations. — If  the  taxpayer 
H.  R.  4473 - 6 
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during  a  taxable  year  sells  at  a  gain  property  used  by 
him  as  his  principal  residence,  then — 

“(A)  the  statutory  period  for  the  assessment 
of  any  deficiency  attributable  to  any  part  of  such 
gain  shall  not  expire  prior  to  the  expiration  of  three 
years  from  the  date  the  Secretary  is  notified  by  the 
taxpayer  (in  such  manner  as  the  Secretary  may  by 
regulations  prescribe)  of — 

“  (i)  the  taxpayer’s  cost  of  purchasing  the 
new  residence  which  the  taxpayer  claims  re¬ 
sults  in  nonrecognition  of  any  part  of  such  gain, 
“  (ii)  the  taxpayer’s  intention  not  to  pur¬ 
chase  a  new  residence  within  the  period  speci¬ 
fied  in  paragraph  ( 1 ) ,  or 

“  (iii)  a  failure  to  make  such  purchase 
within  such  period;  and 

“  (B)  such  deficiency  may  be  assessed  prior  to 
the  expiration  of  such  three-year  period  notwith¬ 
standing  the  provisions  of  any  other  law  or  rule  of 
law  which  would  otherwise  prevent  such  assess¬ 
ment.” 

(b)  Technical  Amendments. — 

a)  Section  112  (f)  (relating  to  involuntary  con¬ 
versions)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  subsection  shall  not  apply, 
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in  the  case  of  property  used  by  the  taxpayer  as  his 
principal  residence,  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  the  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 
imminence  thereof,  occurred  after  December  31,  1950/’ 

(2)  Section  113  (a)  (9)  (relating  to  basis  of 
property  acquired  as  a  result  of  involuntary  conversions) 
is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “This  paragraph  shall  not  apply  in  respect 
of  property  acquired  as  a  result  of  a  compulsory  or 
involuntary  conversion  of  property  used  by  the  taxpayer 
as  his  principal  residence  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  such  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 
imminence  thereof,  occurred  after  December  31,  1950*” 

(3)  Section  113  (b)  (1)  (relating  to,  adjusted 
basis  of  property)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 

“  (K)  in  the  case  of  a  residence  the  acquisition 
of  which  resulted,  under  the  provisions  of  section 
112  (n) ,  in  the  nonrecognition  of  any  part  of  the 
gain  realized  upon  the  sale,  exchange,  or  involun¬ 
tary  conversion  of  another  residence,  to  the  extent 
provided  in  section  112  (n)  (4) 

(4)  Section  117  (h)  (relating  to  determination  of 
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holding  period)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

“  ( 7 )  In  determining  the  period  for  which  the  tax¬ 
payer  has  held  a  residence,  the  acquisition  of  which 
resulted  under  section  112  (n)  in  the  nonrecognition  of 
any  part  of  the  gain  realized  on  the  sale,  exchange,  or 
involuntary  conversion  of  another  residence,  there  shall 
be  included  the  period  for  which  such  other  residence 
had  been  held  as  of  the  date  of  such  sale,  exchange,  or 
involuntary  conversion.” 

(5)  Section  276  (relating  to  period  of  limitation 
upon  assessment  and  collection)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following: 

“(e)  Gain  Upon  Sale  oe  Exchange  of  Resi¬ 
dence. — In  the  case  of  a  deficiency  described  in  section 
112  (n)  (7) ,  such  deficiency  may  be  assessed  at  any  time 
prior  to  the  expiration  of  the  time  therein  provided.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950,  but  the  provisions  of  section  112  (n) 
(1)  and  (6)  of  the  Internal  Revenue  Code  shall  apply  only 
with  respect  to  residences  sold  (within  the  meaning  of  such 
section)  after  such  date. 
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SEC.  304.  PERCENTAGE  DEPLETION. 

(a)  Allowance  of  Percentage  Depletion. — So 
much  of  paragraph  (4)  of  section  114  (b)  as  precedes  the 
last  sentence  of  subparagraph  (A)  is  hereby  amended  to 
read  as  follows: 

“(4)  Percentage  depletion  for  coal  and 

METAL  MINES  AND  FOR  CERTAIN  OTHER  MINES  AND 
NATURAL  MINERAL  DEPOSITS. — 

“(A)  In  general. — The  allowance  for  deple¬ 
tion  under  section  23  (m)  in  the  case  of  the  follow¬ 
ing  mines  and  other  natural  deposits  shall  be — 

“  (i)  in  the  case  of  asbestos,  sand,  gravel, 
stone  (including  pumice,  scoria,  and  slate) , 
brick  and  tile  clay,  shale,  oyster  shell,  clam 
shell,  granite,  and  marble,  5  per  centum, 

“  (ii)  in  the  case  of  coal,  10  per  centum, 
“  (iii)  in  the  case  of  metal  mines,  bauxite, 
fluorspar,  flake  graphite,  vermiculite,  beryl, 
feldspar,  mica,  talc  (including  pyrophillite) , 
lepidolite,  spodumene,  barite,  ball  and  sagger 
clay,  china  clay,  phosphate  rock,  rock  asphalt, 
trona,  bentonite,  gilsonite,  thenardite  (includ¬ 
ing  thenardite  from  brines  or  mixtures  of 
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brine),  potash,  borax,  fuller’s  earth,  tripoli,  re¬ 
fractory  and  fire  clay,  quartzite,  perlite,  diato- 
maceous  earth,  metallurgical  grade  limestone, 
and  chemical  grade  limestone,  15  per  centum, 
and 

“  (iv)  in  the  case  of  sulfur,  23  per  centum, 
of  the  gross  income  from  the  property  during  the 
taxable  year,  excluding  from  such  gross  income  an 
amount  equal  to  any  rents  or  royalties  paid  or 
incurred  by  the  taxpayer  in  respect  of  the  property.” 

(b)  Technical  Amendment. — So  much  of  para¬ 
graph  (2)  of  section  114  (b)  as  precedes  “discovered  by 
the  taxpayer  after  February  28,  1913”  is  hereby  amended 
to  read  as  follows : 

“(2)  Discovery  value  in  the  case  of 
mines. — In  the  case  of  mines  (except  mines  in  respect 
of  which  percentage  depletion  is  allowable  under  para¬ 
graph  (4)  of  this  subsection)”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  305.  CAPITAL  GAINS  AND  LOSSES. 

(a)  Treatment  of  Long-Term  Capital  Gains  and 
Losses.— 

(1)  Amendment  of  section  2  3 . — Section  23  (re- 
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lating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(cc)  Long-Term  Capital  Gains— In  the  case  of 
a  taxpayer  other  than  a  corporation,  the  deduction  for  long¬ 
term  capital  gains  provided  in  section  117  (b) 

(2)  Amendment  of  section  117  (b). — Section 
117  (b)  (relating  to  treatment  of  long-term  capital  gains 
and  losses)  is  hereby  amended  to  read  as  follows: 

“(b)  Deduction  From  Gross  Income— In  the  case 
of  a  taxpayer  other  than  a  corporation,  if  for  any  taxable 
year  the  net  long-term  capital  gain  exceeds  the  net  short¬ 
term  capital  loss,  50  per  centum  of  the  amount  of  such 

excess  shall  be  a  deduction  from  gross  income.  In  the  case 

• 

of  an  estate  or  trust,  the  deduction  shall  be  computed  by 
excluding  the  portion  (if  any) ,  of  the  gains  for  the  taxable 
year  from  sales  or  exchanges  of  capital  assets,  which,  under 
section  162  (b)  or  (c),  is  includible  by  the  income  bene¬ 
ficiaries  as  gain  derived  from  the  sale  or  exchange  of  capital 
assets.” 

(b)  Alternative  Tax. — Section  117  (c)  (2)  (re¬ 
lating  to  alternative  tax)  is  hereby  amended  to  read  as 
follows : 

“  (2)  Other  taxpayers. — If  for  any  taxable  year 
the  net  long-term  capital  gain  of  any  taxpayer  (other 


1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


88 


than  a  corporation)  exceeds  the  net  short-term  capital 
loss,  there  shall  be  levied,  collected,  and  paid,  in  lieu 
of  the  tax  imposed  by  sections  11  and  12  (or,  in  the 
case  of  certain  tax-exempt  trusts,  in  lieu  of  the  tax 
imposed  by  section  421),  a  tax  determined  as  follows, 
if  and  only  if  such  tax  is  less  than  the  tax  imposed  by 
such  section: 

“(A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  an  amount  equal 
to  50  per  centum  of  such  excess,  at  the  rates  and 
in  the  manner  as  if  this  subsection  had  not  been 
enacted. 

“  (B)  There  shall  then  be  ascertained  an  amount 
equal  to  25  per  centum  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term 
capital  loss.  In  the  case  of  taxable  years  to  which 
the  defense  tax  provided  in  section  16  (c)  is  appli¬ 
cable,  such  amount  shall  be  increased  by  the  per¬ 
centage  specified  in  such  section. 

“(C)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B).” 

(c)  Technical  Amendments. — 

(l)  Amendment  of  section  22  (n). — Section  22 
(n)  (relating  to  the  definition  of  adjusted  gross  income) 
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is  hereby  amended  by  striking  out  the  word  “and”  at 
the  end  of  paragraph  (5),  by  striking  out  the  period 
at  the  end  of  paragraph  ( 6 )  and  inserting  in  lieu  thereof 
and”,  and  by  inserting  after  paragraph  (6)  the  fol¬ 
lowing  new  paragraph: 

“  (7)  Long-term  capital  gains —The  deduction 
allowed  by  section  23  (cc) .” 

(2)  Amendment  of  section  117  (a). — Paragraphs 
(2)  and  (4)  of  section  117  (a)  (relating  to  definitions 
of  short-term  capital  gain  and  long-term  capital  gain) 
are  each  hereby  amended  by  striking  out  “net  income” 
and  inserting  in  lieu  thereof  “gross  income”. 

(3)  Amendment  of  section  117  (j). — Section 

117  (j)  (2)  (A)  (relating  to  gains  and  losses  from 

involuntary  conversion  and  from  the  sale  or  exchange 
of  certain  property  used  in  the  trade  or  business)  is 
hereby  amended  to  read  as  follows: 

“(A)  In  determining  under  this  paragraph 
whether  gains  exceed  losses,  the  gains  described 
therein  shall  be  included  only  if  and  to  the  extent 
taken  into  account  in  computing  gross  income  and 
the  losses  described  therein  shall  be  included  only 
if  and  to  the  extent  taken  into  account  in  computing 
net  income,  except  that  subsection  (d)  shall  not 
apply.” 
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(4)  Amendment  of  section  122  (d)  (4). — Section 
122  (d)  (4)  (relating  to  computation  of  net  operating 
loss  deduction)  is  hereby  amended  to  read  as  follows: 

“  (4)  The  amount  deductible  on  account  of  losses 
from  sales  or  exchanges  of  capital  assets  shall  not  exceed 
the  amount  includible  on  accoimt  of  gains  from  such 
sales  or  exchanges.  The  deduction  provided  in  section 
23  (cc)  shall  not  be  allowed.” 

(5)  Amendment  of  section  162  (a). — Section 
162  (a)  (relating  to  computation  of  net  income  of 
estates  and  trusts)  is  hereby  amended  by  striking  out 
the  semicolon  and  inserting  in  lieu  thereof  a  period  and 
the  following:  “Where  any  amount  of  the  income  so 
paid  or  set  aside  is  attributable  to  gain  from  the  sale 
or  exchange  of  capital  assets  held  for  more  than  six 
months,  proper  adjustment  of  the  deduction  otherwise 
allowable  under  this  subsection  shall  be  made  for  any 
deduction  allowable  to  the  trust  under  section  23  (cc) .” 
(d)  Effective  Date. — The  amendments  made  by  this 

section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  the  enactment  of  this  Act. 
In  determining  under  section  117  (e)  of  the  Internal  Rev¬ 
enue  Code  the  amount  of  the  carryover  to  a  taxable  year 
beginning  on  or  after  such  date,  of  the  capital  loss  for  a 
taxable  year  beginning  before  such  date,  such  amendments 
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shall  not  affect  the  computation  of  the  amount  of  the  net 
capital  loss  or  of  the  net  capital  gain  for  any  taxable  year 
beginning  before  such  date. 

SEC.  306.  SALES  OF  LIVESTOCK. 

Effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950,  section  117  (j)  (1)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  sentence: 
“Such  term  also  includes  livestock  held  by  the  taxpayer  for 
draft,  breeding,  or  dairy  purposes  for  12  months  or  more.” 
SEC.  307.  TAX  TREATMENT  OF  COAL  ROYALTIES. 

(a)  Definition  of  Property  Used  in  the  Trade  or 
Business. — Section  117  (j)  (1)  (relating  to  the  definition 
of  property  used  in  the  trade  or  business)  is  hereby  amended 
by  adding  after  the  word  “timber”  in  the  second  sentence 
thereof  the  following:  “or  coal”. 

(b)  Gain  or  Loss  Upon  Certain  Disposals  of 
Timber  or  Coal. — Section  117  (k)  (2)  (relating  to  the 
disposal  of  timber)  is  hereby  amended  to  read  as  follows: 

“(2)  In  the  case  of  the  disposal  of  timber  or  coal 
(held  for  more  than  6  months  prior  to  such  disposal) 
by  the  owner  thereof  under  any  form  or  type  of  contract 
by  virtue  of  which  the  owner  retains  an  economic  interest 
in  such  timber  or  coal,  the  difference  between  the  amount 
received  for  such  timber  or  coal  and  the  adjusted  deple¬ 
tion  basis  thereof  shall  be  considered  as  though  it  were 
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a  gain  or  loss,  as  the  case  may  be,  upon  the  sale  of  such 
timber  or  coal.  Such  owner  shall  not  be  entitled  to  the 
allowance  for  percentage  depletion  provided  for  in  sec¬ 
tion  114  (b)  (4)  with  respect  to  such  coal.  In  the 

case  of  coal,  this  paragraph  shall  not  apply  if  such  owner 
is  personally  obligated  to  pay  a  share  of  the  cost  of 
mining  operations.” 

(c)  Clerical  Amendment. — The  heading  to  section 
117  (k)  (relating  to  the  gain  or  loss  upon  the  cutting  of 
timber)  is  hereby  amended  to  read  as  follows:  “(k)  Gain 
OR  Loss  IN  THE  CASE  OF  TIMBER  OR  COAL. — 

(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
ending  after  December  31,  1950  (whether  the  disposal  of 
the  coal  occurred  on,  before,  or  after  such  date),  but  shall 
apply  only  with  respect  to  amounts  received  or  accrued  after 
such  date. 

SEC.  308.  COLLAPSIBLE  CORPORATIONS. 

(a)  Definitions  with  Respect  to  Collapsible  Corpora¬ 
tions. — Section  117  (m)  (2)  (relating  to  definitions  with 
respect  to  collapsible  corporations)  is  hereby  amended  to 
read  as  follows : 

“(2)  Definitions.— 

“(A)  For  the  purposes  of  this  subsection,  the 
term  ‘collapsible  corporation’  means  a  corporation 
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formed  or  availed  of  principally  for  the  manufacture, 
construction,  or  production  of  property,  for  the  pur¬ 
chase  of  property  which  (in  the  hands  of  the  cor¬ 
poration)  is  property  described  in  subsection  (a) 
(1)  (A) ,  or  for  the  holding  of  stock  in  a  corpora¬ 
tion  so  formed  or  availed  of,  with  a  view  to — 

“(i)  the  sale  or  exchange  of  stock  by  its 
shareholders  (whether  in  liquidation  or  other¬ 
wise)  ,  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  manufac¬ 
turing,  constructing,  producing,  or  purchasing 
the  property  of  a  substantial  part  of  the  net  in¬ 
come  to  be  derived  from  such  property,  and 
“  (ii)  the  realization  by  such  shareholders 
of  gain  attributable  to  such  property. 

“(B)  For  the  purposes  of  subparagraph  (A), 
a  corporation  shall  be  deemed  to  have  manufac¬ 
tured,  constructed,  produced,  or  purchased  property, 
if— 

“(i)  it  engaged  in  the  manufacture,  con¬ 
struction,  or  production  of  such  property  to  any 
extent, 

“(ii)  it  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  such  property  in  the  hands  of  a  per- 
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son  who  manufactured,  constructed,  produced, 
or  purchased  the  property,  or 

“  (iii)  it  holds  property  having  a  basis 
determined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  property  manufactured,  constructed, 
produced,  or  purchased  by  the  corporation.” 

(b)  Limitations  on  Application  of  Section  117 
(m) . — Subparagraphs  (A),  (B),  and  (C)  of  section  117 
(m)  (3)  (relating  to  the  limitations  on  the  application  of 
section  117  (m)  )  are  hereby  amended  to  read  as  follows: 

“  (A)  this  subsection  shall  not  apply  unless,  at 
any  time  after  the  commencement  of  the  manufac¬ 
ture,  construction,  or  production  of  the  property,  or 
at  the  time  of  the  purchase  of  the  property  described 
in  subsection  (a)  (1)  (A)  or  at  any  time  there¬ 
after,  such  shareholder  (i)  owned  (or  was  con¬ 
sidered  as  owning)  more  than  10  per  centum 
in  value  of  the  outstanding  stock  of  the  corporation, 
or  (ii)  owned  stock  which  was  considered  as  owned 
at  such  time  by  another  shareholder  who  then  owned 
(or  was  considered  as  owning)  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  the 
corporation ; 
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“(B)  this  subsection  shall  not  apply  to  the 
gain  recognized  during  a  taxable  year  unless  more 
than  70  per  centum  of  such  gain  is  attributable  to 
the  property  so  manufactured,  constructed,  pro¬ 
duced,  or  purchased;  and 
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“(0)  this  subsection  shall  not  apply  to  gain 
realized  after  the  expiration  of  three  years  following 
the  completion  of  such  manufacture,  construction, 
production,  or  purchase.” 
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(c)  Effective  Date. — The  amendment  made  by  this 


11  section  shall  be  applicable  to  taxable  years  beginning  after 

12  December  31,  1950.  The  determination  of  the  tax  treat- 

13  ment  of  gains  realized  in  taxable  years  beginning  prior  to 

14  January  1,  1951,  shall  he  made  as  if  this  section  had  not 

15  been  enacted  and  without  inferences  drawn  from  the  fact 

16  that  the  amendment  to  section  117  (m)  made  by  this  sec- 

17  tion  is  not  expressly  made  applicable  to  gains  realized  in 

18  taxable  years  beginning  prior  to  such  date  and  without 

19  inferences  drawn  from  the  limitations  contained  in  section 

20  117  (m) ,  as  amended  by  this  section. 

21  SEC.  309.  DEALERS  IN  SECURITIES— CAPITAL  GAINS  AND 

22  ORDINARY  LOSSES. 

23  Effective  with  respect  to  sales  or  exchanges  made  after 

24  the  expiration  of  the  thirtieth  day  after  the  date  of  the  enact- 
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ment  of  this  Act,  section  117  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“  (n)  Dealers  in  Securities. — 

“  ( 1 )  Capital  gains. — Gain  by  a  dealer  in  securi¬ 
ties  from  the  sale  or  exchange  of  any  security  shall  in  no 
event  be  considered  as  gain  from  the  sale  or  exchange 
of  a  capital  asset  unless — 

“(A)  the  security  was,  prior  to  the  expiration 
of  the  thirtieth  day  after  the  date  of  its  acquisition  or 
after  the  date  of  the  enactment  of  the  Revenue  Act 
of  1951  (whichever  is  the  later),  clearly  identified 
in  the  dealer’s  records  as  a  security  held  for  invest¬ 
ment;  and 

“(B)  the  security  was  not,  at  any  time  after 
the  expiration  of  such  thirtieth  day,  held  by  such 
dealer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business. 

“(2)  Ordinary  losses. — Loss  by  a  dealer  in  se¬ 
curities  from  the  sale  or  exchange  of  any  security  shall 
in  no  event  he  considered  as  loss  from  the  sale  or  ex¬ 
change  of  property  which  is  not  a  capital  asset  if  at  any 
time  after  the  thirtieth  day  following  the  date  of  the 
enactment  of  the  Revenue  Act  of  1951  the  security  was 
clearly  identified  in  the  dealer’s  records  as  a  security 
held  for  investment. 
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“  (3)  Definition  of  security. — For  the  purposes 
of  this  subsection  the  term  ‘security’  means  any  share 
of  stock  in  any  corporation,  certificate  of  stock  or  in¬ 
terest  in  any  corporation,  note,  bond,  debenture,  or  evi¬ 
dence  of  indebtedness,  or  any  evidence  of  an  interest 
in  or  right  to  subscribe  to  or  purchase  any  of  the 
foregoing.” 

% 

SEC.  310.  TREATMENT  OF  GAIN  ON  SALES  OF  CERTAIN 
PROPERTY  BETWEEN  SPOUSES  AND  BETWEEN 
AN  INDIVIDUAL  AND  A  CONTROLLED  CORPORA- 
TION. 

(a)  Disallowance  of  Capital  Gain  Treatment.— 
Section  117  (relating  to  capital  gains  and  losses)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(o)  Gain  From  Sale  of  Certain  Property  Be¬ 
tween  Spouses  or  Between  an  Individual  and  a 
Controlled  Corporation.— 

“  ( 1 )  Treatment  of  gain  as  ordinary  in¬ 
come. — In  the  case  of  a  sale  or  exchange,  directly  or 
indirectly,  of  property  described  in  paragraph  (2)  — 
“(A)  between  a  husband  and  wife;  or 
“(B)  between  an  individual  and  a  corporation 
more  than  50  per  centum  in  value  of  the  outstand- 
H.  R.  4473 - 7 
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ing  stock  of  which  is  owned,  directly  or  indirectly, 
by  or  for  such  individual, 

any  gain  recognized  to  the  transferor  from  the  sale  or 
exchange  of  such  property  shall  he  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  subsection  (j). 
“  (2)  Subsection  applicable  only  to  sales  or 

EXCHANGES  OF  DEPRECIABLE  PROPERTY. — This  subsec- 
tion  shall  apply  only  in  the  case  of  a  sale  or  exchange  of 
property  by  a  transferor  which  in  the  hands  of  the  trans¬ 
feree  is  property  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  23  (1) . 

“(3)  Stock  ownership— Tor  the  purposes  of 
determining,  in  applying  paragraph  ( 1 )  ( B ) ,  the 

ownership  of  stock — 

“  (A)  stock  owned,  directly  or  indirectly,  by  or 
for  a  corporation,  partnership,  estate,  or  trust,  shall 
he  considered  as  being  owned  proportionately  by  or 
for  its  shareholders,  partners,  or  beneficiaries ; 

“(B)  an  individual  shall  be  considered  as  own¬ 
ing  the  stock  owned,  directly  or  indirectly,  by  or  for 
his  spouse; 

“(0)  if  an  individual  owns  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  a  cor¬ 
poration  (including  stock  considered  as  owmed  by 
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him  under  subparagraphs  (A)  and  (B)),  such 
individual  shall  be  considered  as  owning  the  stock 
owned  in  such  corporation,  directly  or  indirectly, 
by  or  for  his  brothers  and  sisters  (whether  by  the 
whole  or  the  half  blood),  ancestors,  and  lineal 
descendants ; 

“(D)  stock  constructively  owned  by  a  person 
by  reason  of  the  application  of  subparagraph  (A) 
shall,  for  the  purpose  of  applying  subparagraph 
(A),  (B),  or  (C),  be  treated  as  actually  owned 
by  such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of  sub- 
paragraph  (B)  or  (C)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying  either 
such  subparagraph  in  order  to  make  another  the 
constructive  owner  of  such  stock.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  with  respect  to  taxable  years 
ending  after  April  30,  1951,  but  shall  apply  only  with 
respect  to  sales  or  exchanges  made  after  May  3,  1951. 

SEC.  311.  LIFE  INSURANCE  COMPANIES. 

(a)  Deserve  and  Other  Policy  Liability  Credit 
for  1951. — So  much  of  section  202  (b)  (2)  (relating  to 
definition  of  reserve  and  other  policy  liability  credit)  as 
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precedes  subparagraph  (A)  thereof  is  hereby  amended  to 
read  as  follows: 

“  (2)  Special  rule  for  1949,  1950,  and  1951. — 
In  the  case  of  the  taxes  imposed  for  a  taxable  year 
beginning  in  1949,  1950,  or  1951,  the  figure  to  be  used 
for  such  year  shall  be  computed  as  provided  in  paragraph 
(1)  except  that — ”. 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  to  taxable  years  beginning 
in  1951. 

SEC.  312.  TAX  TREATMENT  OF  CERTAIN  INVESTMENT  COM¬ 
PANIES. 

(a)  Inclusion  of  Certain  Registered  Manage¬ 
ment  Companies  in  the  Definition  of  Regulated 
Investment  Company. — Section  361  (relating  to  defini¬ 
tion  of  regulated  investment  companies)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“(c)  Certain  Investment  Companies. — If  the 
Securities  and  Exchange  Commission  determines  in  accord¬ 
ance  with  regulations  issued  by  it,  and  certifies  to  the  Secre¬ 
tary  not  more  than  60  days  prior  to  the  close  of  the  taxable 
year  of  a  registered  management  company,  that  such  invest¬ 
ment  company  is  principally  engaged  in  the  furnishing  of 
capital  to  other  corporations  which  are  principally  engaged 
in  the  development  or  exploitation  of  inventions,  tech- 
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nological  developments,  new  processes,  or  products  not 
previously  generally  available,  such  investment  company 
may,  in  the  computation  of  50  per  centum  of  the  value  of 
its  assets  under  subparagraph  (A)  of  subsection  (b)  (3) 

for  any  quarter  of  such  taxable  year,  include  with  respect 
to  any  issuer  securities  which  constitute  more  than  10  per 
centum  of  the  outstanding  voting  securities  of  such  issuer  if 
the  investment  company  has  not  continuously  held  any 
security  of  such  issuer  (or  of  any  predecessor  company 
of  such  issuer  as  determined  under  regulations  prescribed 
by  the  Secretary)  for  10  or  more  years  preceding  such 
quarter  of  such  taxable  year.  The  provisions  of  this  sub¬ 
section  shall  not  apply  at  the  close  of  any  quarter  of  a  tax¬ 
able  year  to  an  investment  company  if  at  the  close  of  such 
quarter  more  than  25  per  centum  of  the  value  of  its  total 
assets  is  represented  by  securities  of  issuers  with  respect 
to  each  of  which  the  investment  company  holds  more  than 
10  per  centum  of  the  outstanding  voting  securities  of  such 
issuer  and  in  respect  of  each  of  which  or  any  predecessor 
thereof  the  investment  company  has  continuously  held  any 
security  for  10  or  more  years  preceding  such  quarter  unless 
the  value  of  its  total  assets  so  represented  is  reduced  to 
25  per  centum  or  less  within  30  days  after  the  close  of  such 
quarter.  The  terms  used  in  this  subsection  shall  have  the 
same  meaning  as  in  subsection  (b)  (3)  of  this  section.  For 
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1  the  purposes  of- this  subsection,  a  corporation  shall  be  con- 

2  sidered  to  be  principally  engaged  in  the  development  or 

3  exploitation  of  inventions,  technological  improvements,  new 

4  processes,  or  products  not  previously  generally  available,  for 

5  at  least  10  years  after  the  date  of  the  first  acquisition  of  any 

6  security  in  such  corporation  or  any  predecessor  thereof  by 

7  such  investment  company  if  at  the  date  of  such  acquisition 

8  the  corporation  or  its  predecessor  was  principally  so  en- 

9  gaged.  For  the  purposes  of  the  certification  hereunder,  the 

10  Securities  and  Exchange  Commission  shall  have  authority  to 

11  issue  such  rules,  regulations  and  orders,  and  to  conduct  such 

12  investigations  and  hearings,  either  public  or  private,  as  it 

13  may  deem  appropriate.” 

14  (b)  Technical  Amendment.  Section  361  (b)  (3) 

15  (A)  is  hereby  amended  by  inserting  after  “the  total  assets 

16  of  the  taxpayer  and”  the  following:  “,  except  and  to  the 

17  extent  provided  in  subsection  (c) ,”. 

18  (c)  Effective  Date. — The  amendments  made  by  this 

19  section  shaT  be  applicable  only  with  respect  to  taxable  years 

20  beginning  after  December  31,  1950. 

21  SEC.  313.  FAMILY  PARTNERSHIPS. 

22  (a)  Definition  of  Partner, — Section  3797  (a)  (2) 

23  is  hereby  amended  by  adding  at  the  end  thereof  the  follow- 

24  ing:  “A  person  shall  be  recognized  as  a  partner  for  income 

25  tax  purposes  if  he  owns  a  capital  interest  in  a  partnership  in 
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1  which  capital  is  a  material  income-producing  factor,  whether 

2  or  not  such  interest  was  derived  by  purchase  or  gift  from 

3  any  other  person.” 

4  (h)  Allocation  of  Partnership  Income. — Sup- 

5  plement  F  of  chapter  1  is  hereby  amended  by  adding  at 

6  the  end  thereof  the  following  new  section : 

1  “SEC.  191.  FAMILY  PARTNERSHIPS. 

8  “In  the  case  of  any  partnership  interest  created  by 

9  gift,  the  distributive  share  of  the  donee  under  the  partner- 
19  ship  agreement  shall  be  includible  in  his  gross  income,  except 

11  to  the  extent  that  such  share  is  determined  without  allow- 

12  ance  of  reasonable  compensation  for  services  rendered  to 

18  the  partnership  by  the  donor,  and  except  to  the  extent  that 

14  the  portion  of  such  share  attributable  to  donated  capital  is 

15  proportionately  greater  than  the  share  of  the  donor  attribut- 

19  able  to  the  donor’s  capital.  The  distributive  share  of  a  part¬ 
is  ner  in  the  earnings  of  the  partnership  shall  not  be  dimin- 

18  ished  because  of  absence  due  to  military  service.  For  the 

19  purpose  of  this  section,  an  interest  purchased  by  one  mem- 
29  ber  of  a  family  from  another  shall  be  considered  to  be  created 

21  by  gift  from  the  seller,  and  the  fair  market  value  of  the  pur- 

22  chased  interest  shall  be  considered  to  be  donated  capital. 
22  The  ‘family’  of  any  individual  shall  include  only  his  spouse, 

24  ancestors,  and  lineal  descendants,  and  any  trust  for  the 

25  primary  benefit  of  such  persons.” 
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1  (c)  Effective  Date. — The  amendments  made  by  this 

2  section  shall  be  applicable  with  respect  to  taxable  years 

3  beginning'  after  December  31,  1950.  The  determination 

4  as  to  whether  a  person  shall  be  recognized  as  a  partner  for 

5  income  tax  purposes  for  any  taxable  year  beginning  before 

6  January  1,  1951  shall  be  made  as  if  this  section  had  not 

7  been  enacted  and  without  inferences  drawn  from  the  fact 

8  that  this  section  is  not  expressly  made  applicable  with 

9  respect  to  taxable  years  beginning  before  January  1,  1951. 

10  TITLE  IV— EXCISE  TAXES 

11  Part  I — Tax  on  Admissions  and  Cabarets 

12  SEC.  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS. 

13  Section  1700  (a)  (1)  (relating  to  tax  on  single  or 

14  season  tickets)  is  hereby  amended  by  striking  out  the 

15  second  and  fourth  sentences  thereof. 

16  SEC.  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX. 

17  (a)  Reinstatement  of  Prewar  Exemptions. — 
13  Notwithstanding  section  541  (b)  of  the  Revenue  Act  of 
19  1941,  the  provisions  of  section  1701  (relating  to  exemptions 
29  from  the  admissions  tax)  shall  apply  to  amounts  paid  on 

21  or  after  the  effective  date  specified  in  section  403  of  this 

22  Act  for  admissions  on  or  after  such  date. 

23  (b)  Amendment  of  Section  1701  (a). — Section 
2!  1701  (a)  (relating  to  religious,  educational,  or  charitable 
25  entertainments)  is  hereby  amended  to  read  as  follows : 
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“(a)  Religious,  Educational,  or  Charitable 
Entertainments,  Etc. — 

“  ( 1 )  In  general. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  any  admissions  all  the  proceeds  of  which 
inure — 

“(A)  exclusively  to  the  benefit  of  religious, 
educational,  or  charitable  institutions,  societies,  or 
organizations,  societies  for  the  prevention  of  cruelty 
to  children  or  animals,  or  societies  or  organizations 
conducted  for  the  sole  purpose  of  maintaining  sym¬ 
phony  orchestras  and  receiving  substantial  support 
from  voluntary  contributions  or  of  maintaining  a 
cooperative  or  community  center  moving-picture 
theatre — if  no  part  of  the  net  earnings  thereof  inures 
to  the  benefit  of  any  private  stockholder  or  indi¬ 
vidual; 

“(B)  exclusively  to  the  benefit  of  National 
Guard  organizations,  Reserve  Officers’  associations 
or  organizations,  posts  or  organizations  of  war  vet¬ 
erans,  or  auxiliary  units  or  societies  of  any  such  posts 
or  organizations,  if  such  posts,  organizations,  units, 
or  societies  are  organized  in  the  United  States  or  any 
of  its  possessions,  and  if  no  part  of  their  net  earn¬ 
ings  inures  to  the  benefit  of  any  private  stockholder 
or  individual;  or 
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“(C)  exclusively  to  the  benefit  of  a  police  or 
fire  department  of  any  city,  town,  village,  or  other 
municipality,  or  exclusively  to  a  fund  for  the  sole 
benefit  of  members  of  such  a  police  or  fire  depart¬ 
ment  or  the  dependents  or  heirs  of  such  members. 
“(2)  Nonexempt  admissions. — The  exemption 
provided  under  paragraph  (1)  shall  not  apply  in  the 
case  of  admissions  to  (A)  any  athletic  game  or  exhibi¬ 
tion  unless  the  proceeds  inure  exclusively  to  the  benefit 
of  an  elementary  or  secondary  school,  (B)  wrestling 
matches,  prize  fights,  or  boxing,  sparring,  or  other  pugi¬ 
listic  matches  or  exhibitions,  or  (C)  carnivals,  rodeos,  or 
circuses  in  which  any  professional  performer  or  operator 
participates  for  compensation.” 

(c)  Admissions  to  Municipal  Swimming  Pools, 
Etc. — Section  1701  is  hereby  amended  by  striking  out  the 
period  at  the  end  of  subsection  (c)  and  inserting  in  lieu 
thereof  “;  or”  and  by  adding  at  the  end  of  such  section  the 
following  new  subsection: 

“(d)  Municipal  Swimming  Pools,  Etc.— Any  ad¬ 
missions  to  swimming  pools,  bathing  beaches,  skating  rinks, 
or  other  places  providing  facilities  for  physical  exercise,  op¬ 
erated  by  any  State  or  political  subdivision  thereof  or  by  the 
United  States  or  any  agency  or  instrumentality  thereof — if 
the  proceeds  therefrom  inure  exclusively  to  the  benefit  of 
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the  State,  political  subdivision,  United  States,  agency,  or 
instrumentality.  For  the  purposes  of  this  subsection  the 
term  ‘State’  includes  Alaska,  Hawaii,  and  the  District  of 
Columbia.” 

SEC.  403.  EFFECTIVE  DATE  OF  AMENDMENTS  RELATING 
TO  ADMISSIONS. 

The  amendments  made  by  sections  401  and  402  shall 
be  applicable  with  respect  to  amounts  paid  on  or  after  the 
first  day  of  the  first  month  which  begins  more  than  ten 
days  after  the  date  of  the  enactment  of  this  Act  for  admis¬ 
sions  on  or  after  such  date. 

SEC.  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

(a)  Ballrooms  and  Dance  Halls.— Section  1700 
(e)  (1)  (relating  to  tax  on  cabarets,  roof  gardens,  etc.)  is 
hereby  amended  by  inserting  after  the  second  sentence 
thereof  the  following  new  sentence:  “In  no  case  shall  such 
term  include  any  ballroom,  dance  hall,  or  other  similar  place 
where  the  serving  or  selling  of  food,  refreshment,  or  mer¬ 
chandise  is  merely  incidental,  unless  such  place  would  be 
considered,  without  the  application  of  the  preceding  sentence, 
as  a  ‘roof  garden,  cabaret,  or  other  similar  place’.” 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  only  with  respect  to 
periods  after  10  antemeridian  on  the  first  day  of  the  first 
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month  which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

Part  II — Tax  on  Cigarettes 
SEC.  421.  TAX  ON  CIGARETTES. 

(a)  Increase  in  Rate. — Section  2000  (c)  (2) 

(tax  on  cigarettes)  is  hereby  amended  by  striking  out 
“$3.50”  and  inserting  in  lieu  thereof  “$4”. 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  Act. 

SEC.  422.  FLOOR  STOCKS  TAX  ON  CIGARETTES. 

Section  2000  (relating  to  tax  on  tobacco,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(f)  1951  Floor  Stocks  Tax  — 

“(1)  Tax. — Upon  cigarettes  subject  to  tax  under 
this  section  weighing  not  more  than  three  pounds  per 
thousand,  which  on  the  effective  date  of  section  421 
of  the  Revenue  Act  of  1951  are  held  by  any  person 
for  sale,  there  shall  be  levied,  assessed,  collected,  and 
paid  a  floor  stocks  tax  at  a  rate  equal  to  the  increase 
in  rate  of  tax  made  applicable  to  such  cigarettes  by  the 
Revenue  Act  of  1951. 

“(2)  Returns. — Every  person  required  by  this 
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subsection  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  month  next  following  the  month  in  which 
section  421  (a)  of  the  Revenue  Act  of  1951  takes  effect, 
under  such  regulations  as  the  Secretary  shall  prescribe, 
make  a  return  and  pay  such  tax,  except  that  in  the  case 
of  such  cigarettes  held  by  manufacturers  and  importers, 
the  Secretary  may  collect  the  tax  with  respect  to  such 
cigarettes  by  means  of  stamps  rather  than  return,  and 
in  such  case  may  make  an  assessment  against  such  manu¬ 
facturer  or  importer  having  cigarette  tax  stamps  on 
hand  on  the  effective  date  of  such  section  for  the  differ¬ 
ence  between  the  amount  paid  for  such  stamps  and  the 
increased  rate  imposed  by  such  section. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  section  2000,  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

Part  III — Retailers’  Excise  Taxes 
SEC.  431.  TAX  ON  LIGHTERS. 

Section  2400  (relating  to  retailers’  excise  tax  on  jewelry, 
etc.)  is  hereby  amended  by  striking  out  in  the  first  sentence 
thereof  the  words  “and  binoculars.”  and  inserting  in  lieu 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


110 


thereof  the  following:  “binoculars;  and  mechanical  lighters 
for  cigarettes,  cigars,  or  pipes.” 

SEC.  432.  RETAILERS’  EXCISE  TAX  ON  TOILET  PREPARA¬ 
TIONS. 

(a)  Baby  Oils,  Etc. — Section  2402  (a)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “The  tax  imposed  by  this  subsection  shall  not  apply 
to  lotion,  oil,  powder,  or  other  article  intended  to  be  used  or 
applied  only  in  the  care  of  babies.” 

(b)  Sales  to  Barber  Shops,  Etc. — Section  2402 
(b )  is  hereby  amended  to  read  as  follows : 

“(b)  Beauty  Parlors,  Etc. — Eor  the  purposes  of 
subsection  (a) ,  the  sale  of  any  article  described  in  such  sub¬ 
section  to  any  person  operating  a  barbershop,  beauty  parlor, 
or  similar  establishment  for  use  in  the  operation  thereof,  or 
for  resale,  shall  not  be  considered  as  a  sale  at  retail.  The 
resale  of  such  article  at  retail  by  such  person  shall  be  subject 
to  the  provisions  of  subsection  (a) .” 

SEC.  433.  EFFECTIVE  DATE  OF  PART  III. 

The  amendments  made  by  this  part  shall  apply  only 
to  articles  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the  enact¬ 
ment  of  this  Act. 
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Part  IV — Diesel  Fuel 

SEC.  441.  DIESEL  FUEL  USED  IN  HIGHWAY  VEHICLES. 

(a)  Imposition  of  Tax. — The  Internal  Revenue  Code 
is  hereby  amended  by  adding  after  chapter  19  the  following 
new  chapter: 

“CHAPTER  20— DIESEL  FUEL 
“SEC.  2450.  TAX  ON  DIESEL  FUEL. 

“There  is  hereby  imposed  a  tax  of  2  cents  a  gallon  upon 
any  liquid  (other  than  any  product  taxable  under  section 
3412)  — 

“  ( 1 )  sold  by  any  person  to  an  owner,  lessee,  or 
other  operator  of  a  diesel-powered  highway  vehicle,  for 
use  as  a  fuel  in  such  vehicle,  or 

“(2)  used  by  any  person  as  a  fuel  in  a  diesel- 
powered  highway  vehicle  unless  there  was  a  taxable  sale 
of  such  liquid  under  clause  ( 1 ) . 

“SEC.  2451.  RETURNS  AND  PAYMENT. 

“(a)  Requirement. — Every  person  liable  for  tax 
under  this  chapter  shall  make  returns  and  pay  the  taxes  due  to 
the  collector  for  the  district  in  which  is  located  his  principal 
place  of  business,  or  if  he  has  no  principal  place  of  business 
in  the  United  States,  then  to  the  collector  at  Baltimore, 
Maryland.  Such  returns  shall  contain  such  information  and 
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be  made  at  such  times  and  in  such  manner  as  the  Secretary 
may  by  regulations  prescribe. 

“(b)  Interest. — The  tax  shall,  without  assessment  or 
notice,  be  due  and  payable  to  the  collector  at  the  time  pre¬ 
scribed  for  filing  the  return.  If  the  tax  is  not  paid  when 
due,  there  shall  be  added  as  part  of  the  tax  interest  at  the 
rate  of  6  per  centum  per  annum  from  the  time  when  the 
tax  became  due  until  paid. 

“SEC.  2452.  CREDITS  AND  REFUNDS. 

“  (a)  Non-Taxable  Use  or  Sale  by  Vendee. — A 
credit  against  tax  under  this  chapter,  or  a  refund,  may  be 
allowed  or  made  to  a  person  in  the  amount  of  tax  paid  by 
him  under  this  chapter  with  respect  to  his  sale  of  any  liquid 
to  a  vendee  for  use  as  fuel  in  a  diesel-powered  highway 
vehicle,  if  such  person  establishes,  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary,  that — 

“  ( 1 )  the  vendee  used  such  liquid  otherwise  than 
as  fuel  in  such  a  vehicle  or  resold  such  liquid,  and 

“(2)  such  person  has  repaid  or  agreed  to  repay 
the  amount  of  such  tax  to  such  vendee,  or  has  obtained 
the  consent  of  the  vendee  to  the  allowance  of  the  credit 
or  refund. 

No  interest  shall  be  allowed  with  respect  to  any  amount  of 
tax  credited  or  refunded  under  the  provisions  of  this  sub¬ 
section. 
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“(b)  Proof  Required  in  Case  of  Certain  Over¬ 
payments. — No  overpayment  of  tax  under  this  chapter 
shall  he  credited  or  refunded  (otherwise  than  under  sub¬ 
section  (a)  )  in  pursuance  of  a  court  decision  or  otherwise, 
unless  the  person  who  paid  the  tax  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  (1)  that 
he  has  not  included  the  tax  in  the  price  of  the  article  with 
respect  to  which  it  was  imposed,  or  collected  the  amount 
of  tax  from  the  vendee,  or  ( 2 )  that  he  has  repaid  the  amount 
of  the  tax  to  the  ultimate  purchaser  of  the  article,  or  files 
with  the  Secretary  written  consent  of  such  ultimate  pur¬ 
chaser  to  the  allowance  of  the  credit  or  refund. 

“SEC.  2453.  TAX-FREE  SALES. 

“Under  regulations  prescribed  by  the  Secretary,  no  tax 
under  this  chapter  shall  be  imposed  with  respect  to  the 
sale  of  any  liquid  for  the  exclusive  use  of  any  State,  Terri¬ 
tory  of  the  United  States,  or  any  political  subdivision  of  the 
foregoing,  or  the  District  of  Columbia,  or  with  respect  to 
the  use  by  any  of  the  foregoing  of  any  liquid  as  fuel  in  a 
diesel-powered  highway  vehicle. 

“SEC.  2454.  APPLICABILITY  OF  ADMINISTRATIVE  PROVI¬ 
SIONS. 

“All  provisions  of  law  (including  penalties)  applicable 
in  respect  of  the  taxes  imposed  by  section  2700  shall,  inso- 
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far  as  applicable  and  not  inconsistent  with  this  chapter,  be 
applicable  in  respect  of  the  taxes  imposed  by  this  chapter. 
“SEC.  2455.  RULES  AND  REGULATIONS. 

“The  Secretary  shall  prescribe  and  publish  all  needful  rules 
and  regulations  for  the  enforcement  of  this  chapter.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  ten  days  after  the  date  of 
the  enactment  of  this  Act. 

Part  V — Liquor 

SEC.  451.  INCREASE  IN  TAX  ON  DISTILLED  SPIRITS  FROM 
$9  TO  $10.50  PER  GALLON. 

(a)  Distilled  Spirits  Generally. — Section  2800 
(a)  (1)  is  hereby  amended  by  striking  out  “$6”  and  in¬ 
serting  in  lieu  thereof  “$10.50”. 

(b)  Imported  Perfumes  Containing  Distilled 

Spirits. — Section  2800  (a)  (3)  is  hereby  amended  by 

striking  out  “$6”  and  inserting  in  lieu  thereof  “$10.50”. 

(c)  Eloor  Stocks  Tax. — Section  2800  is  amended 
by  inserting  at  the  end  thereof  the  following  new  subsection : 

“  (1)  1951  Floor  Stocks  Tax. — 

“(1)^Tax. — Upon  all  distilled  spirits  upon  which 
the  internal  revenue  tax  imposed  by  law  has  been  paid, 
and  which  on  the  effective  date  of  section  451  (a)  of 
the  Revenue  Act  of  1951,  are  held  and  intended  for  sale 
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or  for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  levied,  assessed,  col¬ 
lected,  and  paid  a  floor  stocks  tax  of  $1.50  on  each  proof- 
gallon,  and  a  proportionate  tax  at  a  like  rate  on  all  frac¬ 
tional  parts  of  such  proof-gallon. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by 
paragraph  (1)  to  pay  any  floor  stocks  tax  shall,  on  or 
before  the  end  of  the  thirtieth  day  following  the  effective 
date  of  section  451  (a)  of  the  Revenue  Act  of  1951 
make  a  return  and  shall,  on  or  before  the  first  day  of 
the  third  month  following  such  effective  date,  pay  such 
tax.  Payment  of  the  tax  shown  to  be  due  may  be  ex¬ 
tended  to  a  date  not  later  than  the  first  day  of  the  tenth 
month  following  the  effective  date  of  such  section  upon 
the  filing  of  a  bond  for  payment  thereof  in  such  form 
and  amount  and  with  such  surety  or  sureties  as  the 
Secretary  may  prescribe. 

“(3)  Laws  applicable.— All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  internal 
revenue  taxes  on  distilled  spirits  shall,  insofar  as  appli¬ 
cable  and  not  inconsistent  with  this  subsection,  he  appli¬ 
cable  in  respect  of  the  floor  stocks  tax  imposed  here¬ 
under.  For  the  purposes  of  this  subsection  the  term 
‘distilled  spirits’  shall  include  products  produced  in  such 
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maimer  that  the  person  producing  them  is  a  rectifier 
within  the  meaning  of  section  3254  (g) 

SEC.  452.  WINES. 

(a)  Increase  in  Rate  op  Tax. — 

(1)  Still  wines. — So  much  of  section  3030  (a) 
(1)  (A)  (tax  on  still  wines,  etc.)  as  precedes  the  sec¬ 
ond  sentence  thereof  is  hereby  amended  to  read  as 
follows : 

“  (A)  Imposition. — Upon  all  still  wines,  in¬ 
cluding  vermouth,  and  all  artificial  or  imitation 
wines  or  compounds  sold  as  still  wine,  produced  in 
or  imported  into  the  United  States  on  or  after  the 
effective  date  of  section  452  (a)  of  the  Revenue 
Act  of  1951,  or  which  on  such  date  were  on  any 
winery  premises  or  other  bonded  premises  or  in 
transit  thereto  or  at  any  custom  house,  there  shall 
be  levied,  collected,  and  paid  taxes  at  rates  as  fol¬ 
lows,  when  sold,  or  removed  for  consumption  or 
sale: 

“On  wines  containing  not  more  than  14  per 
centum  of  absolute  alcohol,  17  cents  per  wine- 
gallon,  the  per  centum  of  alcohol  under  this  section 
to  be  reckoned  by  volume  and  not  by  weight; 
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“On  wines  containing  more  than  14  per  centum 
and  not  exceeding  21  per  centum  of  absolute  alco¬ 
hol,  67  cents  per  wine-gallon; 

“On  wines  containing  more  than  21  per  centum 
and  not  exceeding  24  per  centum  of  absolute  alcohol, 
$2.25  per  wine-gallon; 

“All  such  wines  containing  more  than  24  per 
centum  of  absolute  alcohol  by  volume  shall  be  classed 
as  distilled  spirits  and  shall  pay  tax  accordingly.” 

(2)  Sparkling  wines,  liqueurs,  and  cor¬ 
dials. — Section  3030  (a)  (2)  (tax  on  sparkling  wines, 
liqueurs,  and  cordials)  is  hereby  amended  as  follows: 

(A)  By  striking  out  “after  June  30,  1940,  or 
which  on  July  1,  1940”  and  inserting  in  lieu  thereof 
“on  or  after  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951,  or  which  on  such  date”; 

(B)  By  striking  out  “10  cents”  and  inserting 
in  lieu  thereof  “17  cents”;  and 

(O)  By  striking  out  “5  cents”  each  place  it 
occurs  and  inserting  in  lieu  thereof  “12  cents”. 

(b)  Floor,  Stocks. — Subchapter  F  of  chapter  26  is 
hereby  amended  by  inserting  at  the  end  thereof  the  following 
new  section: 
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“SEC.  3195.  1951  FLOOR  STOCKS  TAX  ON  WINES. 

“(a)  Upon  all  wines  upon  which  the  internal  revenue 
tax  imposed  by  law  has  been  paid,  and  which  on  the  effective 
date  of  section  452  (a)  of  the  Revenue  Act  of  1951  are  held 
and  intended  for  sale  or  for  use  in  the  manufacture  or  pro¬ 
duction  of  an  article  intended  for  sale,  there  shall  be  levied, 
assessed,  collected,  and  paid  a  floor  stocks  tax  at  rates  equal 
to  the  increases  in  rates  of  tax  made  applicable  to  such  articles 
by  section  452  (a)  of  the  Revenue  Act  of  1951. 

“(b)  Returns. — Under  such  regulations  as  the  Secre¬ 
tary  shall  prescribe,  every  person  required  by  subsection  (a) 
to  pay  any  floor  stocks  tax  shall,  on  or  before  the  end  of  the 
thirtieth  day  following  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951  make  a  return  and  shall,  on  or 
before  the  first  day  of  the  third  month  following  such  effec¬ 
tive  date,  pay  such  tax.  Payment  of  the  tax  shown  to  be  due 
may  be  extended  to  a  date  not  later  than  the  first  day  of  the 
tenth  month  following  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(c)  Laws  Applicable. — All  provisions  of  law,  in¬ 
cluding  penalties,  applicable  in  respect  of  the  taxes  imposed 
by  section  3030  (a)  shall,  insofar  as  applicable  and  not  in- 
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1  consistent  with  this  section,  be  applicable  with  respect  to  the 

2  floor  stocks  tax  imposed  by  subsection  (a) 

3  SEC.  453.  FERMENTED  MALT  LIQUOR. 

4  (a)  Increase  in  Tax  on  Fermented  Malt  Liquors 

5  From  $8  to  $9  per  Barrel. — Section  3150  (a)  (tax 

6  on  fermented  malt  liquors)  is  hereby  amended  (1)  by  strik- 

7  ing  out  “$7”  and  inserting  in  lieu  thereof  “$9”,  and  (2) 

8  by  striking  out  the  second  sentence  thereof. 

9  (b)  Floor  Stocks  Tax. — Section  3150  is  hereby 

10  amended  by  inserting  at  the  end  thereof  the  following  new 

11  subsection : 

12  “(g)  1951  Floor  Stocks  Tax. — 
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“  (1)  Tax. — Upon  all  fermented  malt  liquors  upon 
which  the  internal  revenue  tax  imposed  by  law  has  been 
paid,  and  which  on  the  effective  date  of  section  453  (a) 
of  the  Revenue  Act  of  1951  are  held  by  any  person  and 
intended  for  sale  there  shall  be  levied,  assessed,  collected, 
and  paid  a  floor  stocks  tax  at  a  rate  of  $1  per  barrel  of 
31  gallons. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by  para¬ 
graph  ( 1 )  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  thirtieth  day  following  the  effective  date 
of  section  453  (a)  of  the  Revenue  Act  of  1951  make  a. 
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return  and  shall,  on  or  before  the  first  day  of  the  third 
month  following  such  effective  date,  pay  such  tax.  Pay¬ 
ment  of  the  tax  shown  to  be  due  may  be  extended  to  a 
date  not  later  than  the  first  day  of  the  tenth  month 
following  the  effective  date  of  section  453  (a)  of  the 
Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(3)  Laws  Applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  subsection  (a)  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

SEC.  454.  CLERICAL  AMENDMENT. 


The  table  contained  in  section  1650  (relating  to  the  war 
tax  rates  of  certain  miscellaneous  taxes)  is  hereby  amended 


by  striking  out  the  following: 


“2800  (a)  (1).... 
2800  (a)  (3) _ 

3030  (a)  (1) . 


3030  (a)  (2) 


3150. 


Distilled  Spirits _ 

Imported  Perfumes  Containing 
Distilled  Spirits. 

Still  Wines: 

(1)  Not  over  14%  of  Alcohol-. 

(2)  Over  14%  and  not  over 
21%  of  Alcohol. 

(3)  Over  21%  and  not  over 
24%  of  Alcohol. 

Sparkling  Wines,  Liqueurs,  and 
Cordials: 

(1)  Champagne  or  Sparkling 
Wine. 

(2)  Artificially  Carbonated 
Wine. 

(3)  Liqueurs,  Cordials,  Etc... 

Fermented  Malt  Liquors _ 


$6  per  gallon. 
$6  per  gallon. 


10  cents  per  gallon. 
40  cents  per  gallon. 

$1  per  gallon _ 


10  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

$7  per  barrel _ 


$9  per  gallon. 
$9  per  gallon. 


15  cents  per  gallon. 
60  cents  per  gallon. 

$2  per  gallon. 


15  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

$8  per  barrel.” 
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SEC.  455.  EFFECTIVE  DATE  OF  PART  V. 

The  amendments  made  by  this  part  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  this  Act. 

Part  VI — Occupational  Taxes 
SEC.  461.  DEALERS  IN  LIQUORS. 

(a)  Wholesale  Dealers  in  Liquors. — Section 
3250  (a)  (1)  (relating  to  occupational  tax  on  wholesale 
dealers  in  liquors)  is  herein  amended  by  striking  out  “$110” 
and  inserting  in  lieu  thereof  “$200”. 

(b)  Retail  Dealers  in  Liquors. — Section  3250 
(b)  (1)  (relating  to  occupational  tax  on  retail  dealers  in 
liquors)  is  hereby  amended  by  striking  out  “$27.50”  and 
inserting  in  lieu  thereof  “$50”. 

(c)  Wholesale  Dealers  in  Malt  Liquors. — Sec¬ 
tion  3250  (d)  (1)  (relating  to  tax  on  wholesale  dealers  in 
malt  liquors)  is  hereby  amended  by  striking  out  “$55”  and 
inserting  in  lieu  thereof  “$100”. 

SEC.  462.  DRAWBACK  IN  THE  CASE  OF  DISTILLED  SPIRITS 
USED  IN  THE  MANUFACTURE  OF  CERTAIN  NON- 
BEVERAGE  PRODUCTS. 

(a)  Drawback. — Section  3250  (1)  (5)  (relating  to 
manufacture  of  certain  nonbeverage  products)  is  hereby 
amended  by  striking  out  “$3.75”  and  inserting  in  lieu 
thereof  “$9.50”. 
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(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act,  and  on  which  the  internal  revenue  tax  was  paid 
at  the  rate  of  $10.50  specified  in  section  2800  (a)  (1)  or 
at  a  rate  equivalent  to  such  rate. 

(c)  Technical  Amendment. — Section  309  (c)  of  the 
Kevenue  Act  of  1943  is  hereby  amended  by  adding  at  the 
end  thereof  the  following:  “Subsection  (b)  shall  not  be 
applicable  in  any  case  in  which  drawback  is  allowed  at  the 
rate  of  $9.50  under  section  3250  (1)  (5)  of  the  Internal 
Kevenue  Code,  as  amended  by  the  Kevenue  Act  of  1951.” 
SEC.  463.  TAX  ON  COIN-OPERATED  GAMING  DEVICES. 

Section  3267  (a)  (tax  on  coin-operated  gaming  de¬ 
vices)  is  hereby  amended  by  striking  out  “$150”  wherever 
appearing  therein  and  inserting  in  lieu  thereof  “$250”. 

SEC.  464.  TAX  ON  BOWLING  ALLEYS  AND  BILLIARD  AND 
POOL  TABLES. 

(a)  Increase  in  Kate. — Section  3268  (relating  to 
rate  of  tax)  is  hereby  amended  by  striking  out  “$10”  and 
inserting  in  lieu  thereof  “$25”. 
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(b)  Clerical  Amendment— The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  mis¬ 
cellaneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 

“3268 . |  Billiard  and  Pool  Tables;  and  i  $10  per  year  per  table;  I  $20  per  year  per  table;  $20 

I  Bowling  Alleys.  |  $10  per  year  per  alley.  I  per  year  per  alley.” 

SEC.  465.  EFFECTIVE  DATE  OF  PART  VI. 

The  amendments  made  by  sections  461,  463,  and  464 
shall  take  effect  on  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act.  In  the  case  of  the  year  beginning  July  1,  1951, 
where  the  trade  or  business  on  which  the  tax  is  imposed 
was  commenced  prior  to  the  first  day  of  the  month  specified 
in  the  preceding  sentence,  the  increase  in  tax  resulting  from 
such  amendments  shall  be  reckoned  proportionately  from 
the  first  day  of  such  month  to  and  including  the  thirtieth 
day  of  June  following  and  shall  be  due  on,  and  payable  on 
or  before,  the  last  day  of  the  month  specified  in  the  preced¬ 
ing  sentence. 

Part  VII — Wagering 
SEC.  471.  WAGERING  TAXES. 

(a)  Imposition  of  Taxes. — Subtitle  B  (relating  to 
miscellaneous  taxes)  is  hereby  amended  by  inserting  after 
chapter  27  the  following  new  chapter: 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


124 


“CHAPTER  27A— WAGERING  TAXES 
“Subchapter  A — Tax  on  Wagers 
“SEC.  3285.  TAX. 

“  (a)  Wagers. — There  shall  be  imposed  on  wagers,  as 
defined  in  subsection  (b),  an  excise  tax  equal  to  10  per 
centum  of  the  amount  thereof. 

“  (b)  Definitions. — For  the  purposes  of  this  chapter — 
“(1)  The  term  ‘wager’  means  (A)  any  wager 
with  respect  to  a  sports  event  or  a  contest  placed  with  a 
person  engaged  in  the  business  of  accepting  such  wagers, 
(B)  any  wager  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest,  if  such  pool  is  conducted 
for  profit,  and  (C)  any  wager  placed  in  a  lottery  con¬ 
ducted  for  profit. 

“  (2)  The  term  ‘lottery’  includes  the  numbers  game, 
policy,  and  similar  types  of  wagering.  The  term  does 
not  include  (A)  any  game  of  a  type  in  which  usually 
(i)  the  wagers  are  placed,  (ii)  the  winners  are  deter¬ 
mined,  and  (iii)  the  distribution  of  prizes  or  other 
property  is  made,  in  the  presence  of  all  persons  placing 
wagers  in  such  game,  and  (B)  any  drawing  conducted 
by  an  organization  exempt  from  tax  under  section  101,  if 
no  part  of  the  net  proceeds  derived  from  such  drawing 
inures  to  the  benefit  of  any  private  shareholder  or 
individual. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


125 


“  (c)  Amount  op  Wager. — In  determining  the  amount 
of  any  wager  for  the  purposes  of  this  subchapter,  all  charges 
incident  to  the  placing  of  such  wager  shall  be  included; 
except  that  if  the  taxpayer  establishes,  hi  accordance  with 
regulations  prescribed  by  the  Secretary,  that  an  amount 
equal  to  the  tax  imposed  by  this  subchapter  has  been  col¬ 
lected  as  a  separate  charge  from  the  person  placing  such 
wager,  the  amount  so  collected  shall  be  excluded. 

“  (d)  Persons  Liable  for  Tax— Each  person  who  is 
engaged  in  the  business  of  accepting  wagers  shall  be  liable 
for  and  shall  pay  the  tax  under  this  subchapter  on  all  wagers 
placed  with  him.  Each  person  who  conducts  any  wagering 
pool  or  lottery  shall  be  liable  for  and  shall  pay  the  tax  under 
this  subchapter  on  all  wagers  placed  in  such  pool  or  lottery. 

“(e)  Exclusions  From  Tax. — No  tax  shall  be  im¬ 
posed  by  this  subchapter  (1)  on  any  wager  placed  with, 
or  on  any  wager  placed  in  a  wagering  pool  conducted  by,  a 
parimutuel  wagering  enterprise  licensed  under  State  law, 
and  ( 2 )  on  any  wager  placed  in  a  coin-operated  device  with 
respect  to  which  an  occupational  tax  is  imposed  by  section 
3267. 

“(f)  Territorial  Extent. — The  tax  imposed  by  this 
subchapter  shall  apply  only  to  wagers  (1)  accepted  in  the 
United  States,  or  (2)  placed  by  a  person  who  is  in  the 
United  States  (A)  with  a  person  who  is  a  citizen  or  resident 
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1  of  the  United  States,  or  (B)  in  a  wagering  pool  or  lottery 

2  conducted  by  a  person  who  is  a  citizen  or  resident  of  the 

3  United  States. 

4  “SEC.  3286.  CREDITS  AND  REFUNDS. 

5  “  (a)  No  overpayment  of  tax  under  this  subchapter  shall 

6  be  credited  or  refunded  (otherwise  than  under  subsection 

7  (b)  ) ,  in  pursuance  of  a  court  decision  or  otherwise,  unless 

8  the  person  who  paid  the  tax  establishes,  in  accordance  with 

9  regulations  prescribed  by  the  Secretary,  (1)  that  he  has 

10  not  collected  (whether  as  a  separate  charge  or  otherwise) 

11  the  amount  of  the  tax  from  the  person  who  placed  the  wager 

12  on  which  the  tax  was  imposed,  or  (2)  that  he  has  repaid  the 
18  amount  of  the  tax  to  the  person  who  placed  such  wager, 

14  or  unless  he  liles  with  the  Secretary  written  consent  of  the 

15  person  who  placed  such  wager  to  the  allowance  of  the  credit 

16  or  the  making  of  the  refund.  In  the  case  of  any  laid-off 

17  wager,  no  overpayment  of  tax  under  this  subchapter  shall 

18  be  so  credited  or  refunded  to  the  person  with  whom  such 

19  laid-off  wager  was  placed  unless  he  establishes,  in  accord- 

20  ance  with  regulations  prescribed  by  the  Secretary,  that  the 

21  provisions  of  the  preceding  sentence  have  been  complied 

22  with  both  with  respect  to  the  person  who  placed  the  laid-off 

23  wager  with  him  and  with  respect  to  the  person  who  placed 

24  the  original  wager. 

“(b)  Where  any  taxpayer  lays  off  part  or  all  of  a  wager 
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with  another  person  who  is  liable  for  tax  under  this  sub- 
chapter  on  the  amount  so  laid  off,  a  credit  against  the  tax 
imposed  by  this  subchapter  shall  be  allowed,  or  a  refund 
shall  be  made  to,  the  taxpayer  laying  off  such  amount.  Such 
credit  or  refund  shall  be  in  an  amount  which  bears  the  same 
ratio  to  the  amount  of  tax  which  such  taxpayer  paid  under 
this  subchapter  on  the  original  wager  as  the  amount  so  laid 
off  bears  to  the  amount  of  the  original  wager.  Credit  or 
refund  under  this  subsection  shall  be  allowed  or  made  only 
in  accordance  with  regulations  prescribed  by  the  Secretary; 
and  no  interest  shall  be  allowed  with  respect  to  any  amount 
so  credited  or  refunded. 

“SEC.  3287.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

0. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700  shall, 
insofar  as  applicable  and  not  inconsistent  with  the  provisions 
of  this  subchapter,  be  applicable  with  respect  to  the  tax 
imposed  by  this  subchapter.  In  addition  to  all  other  records 
required  pursuant  to  section  2709,  each  person  liable  for  tax 
under  this  subchapter  shall  keep  a  daily  record  showing  the 
gross  amount  of  all  wagers  on  which  he  is  so  liable. 

“Subchapter  B — Occupational  Tax 
“SEC.  3290.  TAX. 

“A  special  tax  of  $50  per  year  shall  be  paid  by  each 
person  who  is  liable  for  tax  under  subchapter  A  or  who  is  en- 
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gaged  in  receiving  wagers  for  or  on  behalf  of  any  person 
so  liable. 

“SEC.  3291.  REGISTRATION. 

“  (a)  Each  person  required  to  pay  a  special  tax  under 
this  subchapter  shall  register  with  the  collector  of  the 
district — 

“  ( 1 )  his  name  and  place  of  residence ; 

“  (2)  if  he  is  liable  for  tax  under  subchapter  A,  each 
place  of  business  where  the  activity  which  makes  him  so 
liable  is  carried  on,  and  the  name  and  place  of  resi¬ 
dence  of  each  person  who  is  engaged  in  receiving  wagers 
for  him  or  on  his  behalf ;  and 

“  (3)  if  he  is  engaged  in  receiving  wagers  for  or  on 
% 

behalf  of  any  person  liable  for  tax  under  subchapter 
A,  the  name  and  place  of  residence  of  each  such  person. 
“(b)  Where  subsection  (a)  requires  the  name  and 
place  of  residence  of  a  firm  or  company  to  be  registered, 
the  names  and  places  of  residence  of  the  several  persons 
constituting  the  firm  or  company  shall  be  registered. 

“(c)  In  accordance  with  regulations  prescribed  by  the 
Secretary,  the  collector  may  require  from  time  to  time  such 
supplemental  information  from  any  person  required  to  regis¬ 
ter  under  this  section  as  may  be  needful  to  the  enforcement 
of  this  chapter. 
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“SEC.  3292.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“Sections  3271,  3273  (a) ,  3275,  3276,  3277,  3279,  and 
3280  shall  extend  to  and  apply  to  the  special  tax  imposed 
by  this  subchapter  and  to  the  persons  upon  whom  it  is 
imposed,  and  for  that  purpose  any  activity  which  makes  a 
person  liable  for  special  tax  under  this  subchapter  shall  be 
considered  to  be  a  business  or  occupation  described  in  chap¬ 
ter  27.  No  other  provision  of  subchapter  B  of  chapter  27 
shall  so  extend  or  apply. 

“SEC.  3293.  POSTING. 

“Every  person  liable  for  special  tax  under  this  sub¬ 
chapter  shall  place  and  keep  conspicuously  in  his  principal 
place  of  business  the  stamp  denoting  the  payment  of  such 
special  tax;  except  that  if  he  has  no  such  place  of  business, 
he  shall  keep  such  stamp  on  his  person,  and  exhibit  it,  upon 
request,  to  any  officer  or  employee  of  the  Bureau  of  Internal 
Revenue. 

“SEC.  3294.  PENALTIES. 

“(a)  Failure  to  Pay  Tax. — Any  person  who  does 
any  act  which  makes  him  liable  for  special  tax  under  this 
subchapter,  without  having  paid  such  tax,  shall,  besides  be¬ 
ing  liable  to  the  payment  of  the  tax,  be  fined  not  less  than 
$1,000  and  not  more  than  $5,000. 


H.  R.  4473 - 9 
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“  (b)  Failure  to  Post  or  Exhibit  Stamp— Any 
person  who,  through  negligence,  fails  to  comply  with  section 
3293,  shall  he  liable  to  a  penalty  of  $50,  and  the  cost  of 
prosecution.  Any  person  who,  through  willful  neglect  or 
refusal,  fails  to  comply  with  section  3293,  shall  be  liable  to  a 
penalty  of  $100,  and  the  cost  of  prosecution. 

“  (c)  Willful  Violations. — The  penalties  prescribed 
by  section  2707  with  respect  to  the  tax  imposed  by  section 
2700  shall  apply  with  respect  to  the  tax  imposed  by  this 
subchapter. 

“Subchapter  C — Miscellaneous  Provisions 
“SEC.  3297.  APPLICABILITY  OF  FEDERAL  AND  STATE  LAWS. 

“The  payment  of  any  tax  imposed  by  this  chapter  with 
respect  to  any  activity  shall  not  exempt  any  person  from  any 
penalty  provided  by  a  law  of  the  United  States  or  of  any 
State  for  engaging  in  the  same  activity,  nor  shall  the  payment 
of  any  such  tax  prohibit  any  State  from  placing  a  tax  on  the 
same  activity  for  State  or  other  purposes. 

“SEC.  3298.  INSPECTION  OF  BOOKS. 

“Notwithstanding  section  3631,  the  books  of  account  of 
my  person  liable  for  tax  under  this  chapter  may  be  examined 
and  inspected  as  frequently  as  may  be  needful  to  the  en¬ 
forcement  of  this  chapter.” 

(b)  Technical  Amendment.— Section '  3310  (f) 

(relating  to  discretion  allowed  the  Commissioner  with  re- 
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spect  to  returns  and  payment  of  tax)  is  hereby  amended  by 
inserting  after  “subchapter  A  of  chapter  25/’  the  following: 
“subchapter  A  of  chapter  27A,”. 

SEC.  472.  EFFECTIVE  DATE  OF  PART  VII. 

The  tax  imposed  by  subchapter  A  of  chapter  27A,  as 
added  by  section  471,  shall  apply  only  with  respect  to 
wagers  placed  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment 
of  this  Act.  No  tax  shall  be  payable  under  subchapter  B  of 
chapter  27A,  as  added  by  section  471,  with  respect  to  any 
period  prior  to  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  enactment  of  this  Act. 

Part  VIII — Manufacturers’  Excise  Taxes 
SEC.  481.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR  ACCES¬ 
SORIES. 

(a)  Increase  in  Tax  on  Trucks.— Section  3403 
(a)  (tax  on  trucks,  busses,  etc.)  is  hereby  amended  by 
striking  out  “5  per  centum”  and  inserting  in  lieu  thereof 
“8  per  centum”. 

(b)  Increase  in  Tax  on  Passenger  Automobiles 
and  Motorcycles. — Section  3403  (b)  (tax  on  automo¬ 
bile  chassis  and  bodies,  etc.)  is  hereby  amended  to  read  as 
follows : 

“(b)  Other  Chassis  and  Bodies,  etc. — 

“  ( 1 )  Other  automobile  chassis  and  bodies,  chassis 
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and  bodies  for  trailers  and  semi-trailers  (other  than 
house  trailers)  suitable  for  use  in  connection  with  pas¬ 
senger  automobiles,  and  motorcycles  (including  in  each 
case  parts  or  accessories  therefor  sold  on  or  in  connection 
therewith  or  with  the  sale  thereof) ,  except  tractors,  10 
per  centum. 

“  (2)  Chassis  and  bodies  for  house  trailers  (includ¬ 
ing  in  each  case  parts  or  accessories  therefor  sold  on  or 
in  connection  therewith  or  with  the  sale  thereof) ,  7 
per  centum. 

A  sale  of  an  automobile,  trailer,  or  semi-trailer  shall,  for 
the  purposes  of  this  subsection,  be  considered  to  be  a  sale  of 
the  chassis  and  of  the  body.” 

(c)  Increase  in  Tax  on  Parts  or  Accessories.— 
Section  3403  (c)  (tax  on  parts  or  accessories  for  automo¬ 
biles,  etc.)  is  hereby  amended  by  striking  out  “5  per  centum” 
and  inserting  in  lieu  thereof  “8  per  centum”. 

(d)  Rebuilt  Parts  or  Accessories— Section  3403 
(c)  (tax  on  parts  or  accessories)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  determining 
the  sale  price  of  a  rebuilt  automobile  part  or  accessory  there 
shall  be  excluded  from  the  price,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  value  of  a  like  part  or 
accessory  accepted  in  exchange.” 

(e)  Technical  Amendment.— Section  3403  (e) 
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(relating  to  certain  credits  against  the  tax  imposed  by  section 
3403)  is  hereby  amended  by  striking  out  “in  the  case  of  an 
article  taxable  under  subsection  (a),  5  per  centum,  and  in 
the  case  of  an  article  taxable  under  subsection  (b),  7  per 
centum”  and  inserting  in  beu  thereof  “in  the  case  of  an  article 
taxable  under  subsection  (a) ,  8  per  centum,  in  the  case  of 
an  article  taxable  under  subsection  (b)  (1) ,  10  per  centum, 
and  in  the  case  of  an  article  taxable  under  subsection  (b) 
(2) ,  7  per  centum”. 

(f)  Parts  or  Accessories  for  Farm  Equip¬ 
ment. — Section  3443  (a)  (3)  (A)  is  hereby  amended 

by  striking  out  the  period  at  the  end  of  clause  (v)  and  in¬ 
serting  in  Heu  thereof  a  semicolon,  and  by  inserting  after 
clause  (v)  the  fobowing: 

“  (vi)  in  the  case  of  articles  taxable  under 
section  3403  (c)  (other  than  spark  plugs, 
storage  batteries,  leaf  springs,  coils,  timers,  and 
tire  chains ) ,  used  or  resold  for  use  as  repair 
or  replacement  parts  or  accessories  for  farm 
equipment  (other  than  equipment  taxable 
under  subsection  (a)  or  (b)  of  section 
3403) 

(g)  Effective  Date  of  Subsection  (f). — The 
amendment  made  by  subsection  (f)  sbab  be  effective  with 
respect  to  articles  purchased  (by  the  user  thereof)  on  or 
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after  the  first  day  of  the  first  month  which  begins  more 
than  ten  days  after  the  date  of  the  enactment  of  this  Act. 

(h)  Removal  of  Tax  on  Tires  for  Toys,  Etc  — 
Paragraph  (1)  of  section  3400  (a)  (relating  to  tax  on 
tires)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “The  tax  imposed  by  this  paragraph  shall  not 
apply  to  (A)  tires  which  are  not  more  than  20  inches  in 
diameter  and  not  more  than  one  and  three-fourths  inches 
in  cross-section,  if  such  tires  are  of  all-rubber  construction 
(whether  hollow  center  or  solid)  without  fabric  or  metal 
reinforcement,  or  (B)  tires  of  extruded  tiring  with  internal 
wire  fastening  agent.” 

SEC.  482.  NAVIGATION  RECEIVERS  SOLD  TO  THE  UNITED 
STATES. 

(a)  Exemption  on  Sales  to  United  States  of 
Certain  Radio  Sets. — Section  3404  (a)  (relating  to  man¬ 
ufacturers’  excise  tax  on  radio  receiving  sets,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “No  tax  shall  be  imposed  under  this  subsection  with 
respect  to  the  sale  to  the  United  States  for  its  exclusive  use 
of  a  communication,  detection,  or  navigation  receiver  of  the 
type  used  in  commercial,  military,  or  marine  installations.” 

(b)  Tax-Free  Sales  of  Radio  Parts.— Section  3404 
(b)  (relating  to  manufacturers’  excise  tax  on  component 
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parts  of  radio  receiving  sets,  etc. )  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  sentence:  “Under 
regulations  prescribed  by  the  Secretary,  no  tax  shall  be  im¬ 
posed  under  this  subsection  with  respect  to  the  sale  of  any 
article  for  use  by  the  vendee  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  communication, 
detection,  or  navigation  receivers  of  the  type  used  in  com- 
mercial,  military,  or  marine  installations  if  such  receivers 
are  to  be  sold  by  the  vendee  to  the  United  States  for  its 
exclusive  use.  If  any  article  sold  tax-free  to  such  vendee 
is  not  so  used  by  him,  or  being  so  used  the  receiver  is  not  so 
sold,  the  vendee  shall  be  considered  as  the  manufacturer  or 
producer  of  such  article.” 

(c)  Refund  in  Case  of  Use  of  Parts.— Section 
3443  (a)  (1)  (relating  to  credits  and  refunds)  is  hereby 
amended  to  read  as  follows : 

“  ( 1 )  to  a  manufacturer  or  producer,  in  the  amount 
of  any  tax  under  this  chapter  which  has  been  paid 
with  respect  to  the  sale  of — 

“(A)  any  article  ( other  than  a  tire,  inner  tube, 
or  automobile  radio  or  television  receiving  set  tax¬ 
able  under  section  3404)  purchased  by  him  and 
used  by  him  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  an  article 
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with  respect  to  which  tax  under  this  chapter  has 
been  paid,  or  which  has  been  sold  free  of  tax  by 
virtue  of  section  3442,  relating  to  tax-free  sales; 

“(B)  any  article  described  in  section  3404  (b) 
purchased  by  him  and  used  by  him  as  material  in 
the  manufacture  or  production  of,  or  as  a  com¬ 
ponent  part  of,  communication,  detection,  or  navi¬ 
gation  receivers  of  the  type  used  in  commercial, 
military,  or  marine  installations  if  such  receivers 
have  been  sold  by  him  to  the  United  States  for  its 
exclusive  use.” 

(d)  Refund  in  Case  of  Resale  to  United 
States. — Section  3443  (a)  (3)  (A)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following: 

“(vii)  in  the  case  of  a  communication, 
detection,  or  navigation  receiver  of  the  type 
used  in  commercial,  military,  or  marine  installa¬ 
tions,  resold  to  the  United  States  for  its  ex¬ 
clusive  use.” 

(e)  Use  by  Manufacturer  of  Taxable  Parts. — 
Section  3444  (b)  (relating  to  tax  on  use  by  manufacturer  of 
taxable  articles)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  section  shall  not  apply  with 
respect  to  the  use  by  the  manufacturer,  producer,  or  importer 
of  articles  described  in  section  3404  (b)  if  such  articles  are 
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used  by  him  as  material  in  the  manufacture  or  production  of, 
or  as  a  component  part  of,  communication,  detection,  or 
navigation  receivers  of  the  type  used  in  commercial,  military, 
or  marine  installations  if  such  receivers  are  to  he  sold  to  the 
United  States  for  its  exclusive  use.” 

(f)  Effect  we  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  take  effect  as  provided  in 
section  489.  The  amendments  made  by  subsections  (c)  and 
(e)  shall  be  applicable  with  respect  to  articles  used  in 
receivers  sold  to  the  United  States  on  or  after  the  first  day  of 
the  first  month  which  begins  more  than  ten  days  after  the 
date  of  the  enactment  of  this  Act,  and  the  amendment  made 
by  subsection  (d)  shall  be  applicable  with  respect  to 
articles  resold  to  the  United  States  on  or  after  such 
first  day. 

SEC.  483.  REPEAL  OF  TAX  ON  CERTAIN  SPORTING  GOODS; 

INCREASE  IN  TAX  ON  REMAINING  SPORTING 
GOODS. 

Section  3406  (a)  (1)  (relating  to  manufacturers’  ex¬ 
cise  tax  on  sporting  goods)  is  hereby  amended  to  read  as 
follows : 

“  ( 1 )  Sporting  Goods. — Badminton  nets ;  badminton 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
badminton  racket  frames  (measuring  22  inches  over-all  or 
more  in  length)  ;  badminton  racket  string;  badminton  shuttle- 
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cocks;  badminton  standards;  baseballs;  baseball  bats  (meas¬ 
uring  26  inches  or  more  in  length)  ;  baseball  body  protectors 
and  shin  guards;  baseball  gloves  and  mitts;  baseball  masks; 
billiard  and  pool  tables  (measuring  45  inches  over-all  or 
more  in  length)  ;  billiard  and  pool  balls  and  cues  for  such 
tables;  bowling  balls  and  pins;  clay  pigeons  and  traps  for 
throwing  clay  pigeons;  croquet  balls  and  mallets;  curling 
stones ;  deck  tennis  rings,  nets,  and  posts ;  fishing  rods,  creels, 
reels,  and  artificial  lures,  baits,  and  flies;  golf  bags  (measur¬ 
ing  26  inches  or  more  in  length)  ;  golf  balls;  golf  clubs 
(measuring  30  inches  or  more  in  length)  ;  polo  balls;  polo 
mallets;  skis;  ski  poles;  snow  shoes;  squash  balls;  squash 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
squash  racket  frames  (measuring  22  inches  over-all  or  more 
in  length)  ;  squash  racket  string;  table  tennis  tables,  balls, 
nets,  and  paddles;  tennis  balls;  tennis  nets;  tennis  rackets 
(measuring  22  inches  over-all  or  more  in  length)  ;  tennis 
racket  frames  (measuring  22  inches  over-all  or  more  in 
length)  ;  tennis  racket  string;  15  per  centum.” 

SEC.  484.  ADDITION  OF  CERTAIN  ITEMS  TO  THE  TAX  ON 
ELECTRIC,  GAS,  AND  OIL  APPLIANCES;  RE¬ 
MOVAL  OF  TAX  ON  ELECTRIC  HEATING  PADS. 

Section  3406  (a)  (3)  (relating  to  manufacturers’ 

excise  tax  on  electric,  gas,  and  oil  appliances)  is  hereby 
amended  (1)  by  striking  out  “electric  heating  pads  and 
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blankets”  and  inserting  in  lien  thereof  “electric  blankets, 
sheets,  and  spreads”,  and  (2)  by  inserting  after  “juicers;” 
the  following:  “and  the  following  appliances  of  the  house¬ 
hold  type:  electric  belt-driven  fans;  electric  or  gas 
clothes  driers ;  electric  door  chimes ;  electric  dehumidi¬ 
fiers;  electric  dishwashers;  electric  floor  polishers  and 
waxers;  electric  food  choppers  and  grinders;  electric  hedge 
trimmers ;  electric  ice  cream  freezers ;  electric  mangles ; 
electric  motion  or  still  picture  projectors;  electric  pants 
pressers;  electric  shavers;  and  power  lawn  mowers;”. 

SEC.  485.  ADJUSTMENTS  OF  TAX  RATES  ON  PHOTOGRAPHIC 
APPARATUS  AND  FILM;  REPEAL  OF  TAX  ON 
CERTAIN  ITEMS. 

(a)  Items  Subject  to  Tax.— Section  3406  (a)  (4) 
(relating  to  the  manufacturers’  excise  tax  on  photographic 
apparatus)  is  hereby  amended  to  read  as  follows: 

“(4)  Photographic  Apparatus.— Cameras  and 
camera  lenses,  and  unexposed  photographic  film  in  rolls 
(including  motion  picture  film) ,  20  per  centum.  The 
tax  imposed  under  this  paragraph  shall  not  apply  to 
X-ray  cameras,  to  cameras  weighing  more  than  four 
pounds  exclusive  of  lens  and  accessories,  to  still  camera 
lenses  having  a  focal  length  of  more  than  one  hundred 
and  twenty  millimeters,  to  motion  picture  camera  lenses 
having  a  focal  length  of  more  than  thirty  millimeters,  to 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


140 


X-ray  film,  to  film  more  than  one  hundred  and  fifty 
feet  in  length,  or  to  film  more  than  twenty-five  feet 
in  length  and  more  than  thirty  millimeters  in  width. 
Any  person  who  acquires  unexposed  photographic  film 
not  subject  to  tax  under  this  paragraph  and  sells  such 
unexposed  film  in  form  and  dimensions  subject  to  tax 
hereunder  (or  in  connection  with  a  sale  cuts  such  film 
to  form  and  dimensions  subject  to  tax  hereunder)  shall 
for  the  purposes  of  this  subsection  be  considered  the 
manufacturer  of  the  film  so  sold  by  him.” 

(b)  Floor  Stocks  Refunds  on  Bulbs. — 

(1)  With  respect  to  any  photo-flash  or  other  bulb 
upon  which  the  tax  imposed  under  section  3406  (a) 
(4)  of  the  Internal  Revenue  Code  has  been  paid,  and 
which  on  the  effective  date  specified  in  section  489  of 
this  Act  is  held  by  any  person  and  intended  for  sale,  or 
for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  he  credited  or  refunded  to 
the  manufacturer  or  producer  of  such  bulb  (without 
interest) ,  subject  to  such  regulations  as  may  he  pre¬ 
scribed  by  the  Secretary,  an  amount  equal  to  so  much 
of  the  tax  so  paid  as  has  been  paid  by  such  manufacturer 
or  producer  to  such  person  as  reimbursement  for  the 
elimination  on  such  effective  date  of  the  tax  on  such  bulb, 
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if  claim  for  such  credit  or  refund  is  filed  with  the  Secre¬ 
tary  prior  to  the  expiration  of  three  months  after  such 
effective  date.  No  credit  or  refund  shall  be  allowable 
under  this  paragraph  for  any  bulb  held  by  any  person 
for  sale  which  was  purchased  by  such  person  as  a  com¬ 
ponent  part  of  any  other  article. 

(2)  No  person  shall  be  entitled  to  credit  or  refund 
under  paragraph  ( 1 )  unless  he  has  in  his  possession  such 
evidence  of  the  inventories  with  respect  to  which  he  has 

i 

made  the  reimbursements  described  in  paragraph  ( 1 )  as 
the  regulations  under  paragraph  (1)  shall  prescribe. 

(3)  All  provisions  of  law,  including  penalties,  ap¬ 

plicable  with  respect  to  the  tax  imposed  under  section 
3406  (a)  (4)  of  the  Internal  Revenue  Code  shall, 

insofar  as  applicable  and  not  inconsistent  with  this  sub¬ 
section,  be  applicable  in  respect  of  the  credits  and  refunds 
provided  for  in  this  subsection  to  the  same  extent  as  if 
such  credits,  or  refunds  constituted  credits  or  refunds  of 
such  taxes. 

SEC.  486.  IMPOSITION  OF  TAX  ON  MECHANICAL  PENCILS 
AND  FOUNTAIN  AND  BALL  POINT  PENS. 

Chapter  29  (relating  to  manufacturers’  excise  and  im¬ 
port  taxes)  is  hereby  amended  by  adding  after  section  3407 
the  following  new  section: 
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“SEC.  3408.  TAX  ON  MECHANICAL  PENCILS  AND  FOUNTAIN 
AND  BALL  POINT  PENS. 

“  (a)  Imposition  of  Tax. — There  shall  be  imposed 
on  the  following  articles,  sold  by  the  manufacturer,  producer, 
or  importer,  a  tax  equal  to  20  per  centum  of  the  price  for 
which  so  sold:  Mechanical  pencils,  fountain  pens,  and  ball 
point  pens. 

“(b)  Exemption  if  Article  Taxable  as  Jew- 
eley. — 'No  tax  shall  be  imposed  under  this  section  on  any 
article  taxable  under  section  2400  (relating  to  jewelry  tax) .” 
SEC.  487.  REPEAL  OF  TAX  ON  ELECTRICAL  ENERGY. 

(a)  Repeal  of  Tax. — Section  3411  (relating  to  tax 
on  electrical  energy  for  domestic  or  commercial  consump¬ 
tion),  and  sections  3441  (d),  3444  (b),  and  3447  (c) 
(related  provisions),  are  hereby  repealed. 

(b)  Effective  Date. — 

( 1 )  Except  as  provided  in  paragraph  (2 ) ,  the 
provisions  of  subsection  (a)  shall  apply  to  electrical 
energy  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

(2)  In  the  case  of  electrical  energy  sold  which  is 
billed  to  the  customer  for  a  period  beginning  before  the 
effective  date  specified  in  paragraph  (1)  and  ending 
on  or  after  such  date,  the  provisions  of  subsection  (a) 
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shall  apply  to  that  portion  of  the  amount  hilled  for  the 
electrical  energy  sold  during  such  period  which  the  num¬ 
ber  of  days  in  such  period  on  and  after  such  effective  date 
hears  to  the  total  number  of  days  in  such  period.  This 
section  shall  not  apply  to  electrical  energy  sold  before 
such  effective  date  for  which  a  bill  was  rendered  prior 
to  such  date. 

SEC.  488.  TAX  ON  GASOLINE. 

(a)  Increase  in  Rate— Section  3412  (a)  is  hereby 
amended  by  striking  out  “T§-  cents”  and  inserting  in  lieu 
thereof  “2  cents”. 

(b)  Floor  Stocks  Tax.— Section  3412  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 

j 

subsection : 

“  (f)  1951  Floor  Stocks  Tax. — On  gasoline  subject  to 
tax  under  this  section  which,  on  the  effective  date  of  section 
488  (a)  of  the  Revenue  Act  of  1951,  is  held  and  intended 
for  sale,  there  shall  be  levied,  assessed,  collected,  and  paid 
a  floor  stocks  tax  at  the  rate  of  cent  per  gallon.  The  tax 
shall  not  apply  to  gasoline  in  retail  stocks  held  at  the  place 
where  intended  to  be  sold  at  retail,  nor  to  gasoline  held  for 
sale  by  the  manufacturer,  producer,  or  importer  thereof.” 
SEC.  489.  EFFECTIVE  DATE  OF  PART  VIII. 

Except  as  otherwise  expressly  provided  in  this  part, 
the  amendments  made  by  this  part  shall  take  effect  on  the 
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first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  Act. 

Part  IX — Miscellaneous  Excise  Tax  Amendments 


SEC.  491.  REDUCTION  OF  TAX  ON  TELEGRAPH  DISPATCHES. 


(a)  Reduction  of  Tax. — The  first  sentence  of  section 
3465  (a)  (1)  (B)  is  hereby  amended  to  read  as  follows: 
“On  the  amount  paid  within  the  United  States  for  each 
telegraph,  cable,  or  radio  dispatch  or  message  a  tax  equal 
to  20  per  centum  of  the  amount  so  paid,  except  that  in  the 
case  of  each  international  telegraph,  cable,  or  radio  dispatch 
or  message  the  rate  shall  be  10  per  centum.” 

(b)  Clerical  Amendment.— The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  miscel¬ 
laneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 


“3465  (a)  (1)  (B)  (in¬ 
sofar  as  it  relates  to 
domestic  telegraph, 
cable,  and  radio  dis¬ 
patches). 


Domestic  Telegraph,  Cable,  or 
Radio  Dispatches. 


15  per  centum 


25  per  centum.” 


(c)  Effective  Date. — Subject  to  the  provisions  of 
subsection  (d),  the  amendments  made  by  this  section  shall 
apply  with  respect  to  amounts  paid  on  or  after  the  rate  reduc¬ 
tion  date  (as  defined  in  subsection  (e)  )  for  services  rendered 
on  or  after  such  date. 

(d)  Amounts  Paid  Pursuant  to  Bills  Ren¬ 
dered. — The  amendments  made  by  this  section  shall  not 
apply  with  respect  to  amounts  paid  pursuant  to  bills  rendered 
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prior  to  the  rate  reduction  date.  In  the  case  of  amounts  paid 
pursuant  to  bills  rendered  on  or  after  the  rate  reduction  date 
for  services  for  which  no  previous  bill  was  rendered,  the 
amendments  made  by  this  section  shall  apply  except  with 
respect  to  such  services  as  were  rendered  more  than  2 
months  before  such  date.  In  the  case  of  services  rendered 
more  than  2  months  before  such  date  the  provisions  of 
sections  1650  and  3465  of  the  Internal  Revenue  Code  in 
effect  at  the  time  such  services  were  rendered  shall  be 
applicable  to  the  amounts  paid  for  such  services. 

(e)  Rate  Reduction  Date. — For  the  purposes  of  this 
section  the  term  “rate  reduction  date”  means  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act. 

SEC.  492.  EXEMPTION  OF  FISHING  TRIPS  FROM  TAX  ON 
TRANSPORTATION. 

(a)  Exemption. — Section  3469  (b)  (relating  to 

exemption  of  certain  trips  from  the  tax  on  transportation  of 
persons)  is  hereby  amended  by  striking  out  “or  to  amounts” 
and  inserting  in  lieu  thereof  “to  amounts”,  and  by  inserting 
after  the  words  “one  month  or  less”  the  following  “,  or  to 
amounts  paid  for  transportation  by  boat  for  the  purpose  of 
fishing  from  such  boat”. 

(b)  Effective  Date. — The  amendment  made  by  sub- 

H.  R.  4473 - 10 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


146 


section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act  for  transportation  on 
or  after  such  first  day. 

SEC.  493.  TRANSPORTATION  OF  OIL  BY  WATER. 

(a)  Imposition  of  Tax.— Chapter  30  (relating  to 
transportation  and  communications  taxes)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subchapter: 

“SUBCHAPTER  F— TRANSPORTATION  OF  OIL  BY 

WATER 

“SEC.  3476.  TRANSPORTATION  OF  OIL  BY  WATER. 

“  (a)  Tax. — There  shall  be  imposed  upon  all  transporta¬ 
tion  (other  than  transportation  taxable  under  section  3475) 
of  crude  petroleum  and  liquid  products  thereof  by  water, 
from  one  point  in  the  United  States  to  another,  a  tax  equal  to 
3  per  centum  of  the  fair  charge  for  such  transportation. 

“(b)  Fair  Charge  Defined— For  the  purposes  of 
this  section,  the  fair  charge  for  transportation  shall  be  com¬ 
puted  on — 

“  ( 1 )  the  basis  of  the  charge  for  such  transportation 
made  by  persons  performing  like  transportation  for  hire, 
as  determined  by  the  Secretary,  or 

“(2)  if  no  such  charge  exists,  then  on  the  basis 
of  a  reasonable  charge  for  such  transportation,  as  deter¬ 
mined  by  the  Secretary, 
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“  (c)  Exemption  From  Tax. — The  tax  imposed  by 
this  section  shall  not  apply  to — 

“(1)  transportation  within  the  premises  of  a  pro¬ 
ducing  property,  refinery,  bulk  plant,  terminal,  or  gaso¬ 
line  plant; 

“(2)  transportation  in  a  vessel  of  a  product  to  be 
used  (without  unloading)  as  fuel  supplies,  ship’s  stores, 
sea  stores,  or  legitimate  equipment,  on  such  vessel; 

“  (3)  transportation  by  and  for  the  exclusive  use  of 
the  Government  of  the  United  States,  or  by  and  for  the 
exclusive  use  of  any  State,  Territory,  or  political  subdi¬ 
vision  thereof,  or  the  District  of  Columbia;  or 

“(4)  products  transported  by  an  individual  for  his 
personal  use  and  not  for  business  purposes. 

“(d)  Retuen  and  Payment  of  Tax. — The  tax  im¬ 
posed  by  this  section  shall  be  paid  by  the  person  furnishing 
the  transportation  subject  to  the  tax.  Every  person  liable  for 
the  tax  imposed  under  this  section  shall  make  returns  and  pay 
such  taxes  to  the  collector  for  the  district  in  which  is  located 
his  principal  place  of  business  or,  if  he  has  no  principal  place 
of  business  in  the  United  States,  then  to  the  collector  at 
Baltimore,  Maryland.  Such  returns  shall  contain  such  infor¬ 
mation  and  be  made  at  such  times  and  in  such  manner  as  the 
Secretary  by  regulations  may  prescribe.” 

(b)  Technical  Amendment —Section  3475  (a) 
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(relating  to  tax  on  transportation  of  property)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
sentence:  “In  the  case  of  transportation  of  crude  petroleum 
and  liquid  products  thereof  by  water  from  one  point  in  the 
United  States  to  another,  if  (other  than  in  the  case  of  an 
arm’s  length  transaction)  the  amount  paid  for  such  trans¬ 
portation  is  less  than  the  fair  charge  therefor  (as  defined  in 
section  3476  (b)  )  the  tax  imposed  by  section  3476,  and  not 
the  tax  imposed  by  this  section,  shall  apply  with  respect  to 
such  transportation.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  transportation 
which  begins  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

SEC.  494.  ARTICLES  FROM  FOREIGN  TRADE  ZONES. 

(a)  Imported  Articles— Upon  all  articles  specified 
in  section  2000  (c)  (2),  2800  (a),  3030  (a),  or  3150 
(a)  of  the  Internal  Revenue  Code  on  which  the  internal 
revenue  taxes  imposed  by  law  have  been  determined, 
pursuant  to  section  3  of  the  Act  of  June  18,  1934,  as 
amended  (U.  S.  C.,  title  19,  sec.  81c) ,  prior  to  the 
effective  date  of  the  rates  of  tax  imposed  on  such 
articles  by  this  Act,  and  which  on  or  after  such  effective 
date  are  brought  from  foreign  trade  zones  into  customs 
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territory  of  the  United  States,  there  shall  he  levied,  assessed, 
collected,  and  paid  on  such  articles,  in  addition  to  the  tax 
so  determined,  an  additional  tax  at  rates  equal  to  the  in¬ 
creases  in  rates  of  tax  made  applicable  to  such  articles  by 
this  Act.  The  tax  imposed  by  this  subsection  shall  be  col¬ 
lected,  paid,  and  accounted  for  at  the  same  time  and  in  the 
same  manner  as  tax  on  such  article  is  collected,  paid,  and 
accounted  for  when  brought  from  the  foreign  trade  zone 
into  the  customs  territory. 

(b)  Previously  Taxpaid  Articles. — Upon  all  tax- 
paid  articles  specified  in  section  2000  (c)  (2),  2800  (a), 
3030  (a),  or  3150  (a)  of  the  Internal  Revenue  Cede 
which  have  been  taken  into  foreign  trade  zones  from 
the  customs  territory  of  the  United  States  and  placed 
under  the  supervision  of  the  collector  of  customs,  pur¬ 
suant  to  the  second  proviso  of  section  3  of  the  Act 
of  June  18,  1934,  as  amended  (IT.  S.  C.,  title  19,  sec. 
81c) ,  prior  to  the  effective  date  of  the  rates  of  tax  imposed 
on  such  articles  by  this  Act,  and  which  on  or  after  such 
effective  date  are  (without  loss  of  identity)  returned  from 
foreign  trade  zones  to  customs  territory  of  the  United  States, 
there  shall  be  levied,  assessed,  collected,  and  paid  on  such 
articles  an  additional  tax  at  rates  equal  to  the  increases  in 
rates  of  tax  made  applicable  to  such  articles  by  this  Act. 
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The  tax  imposed  by  this  subsection  on  any  article  shall  be 
collected,  paid,  and  accounted  for  at  the  same  time  and  in 
the  same  manner  as  if  such  article  had  been  taken  into  the 
foreign  trade  zone  free  of  tax. 

TITLE  V— MISCELLANEOUS  PROVISIONS 
AND  AMENDMENTS 

SEC.  501.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS  FROM 
INCOME  TAX  FOR  PRIOR  TAXABLE  YEARS. 

Section  302  of  the  Revenue  Act  of  1950  (relating  to 
exemption  of  certain  organizations  for  past  years)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“  (dj  Profits  Inuring  to  the  Benefit  of  Certain 
Educational  Organizations. — For  any  taxable  year 
beginning  prior  to  January  1,  1951,  an  organization  operated 
for  the  primary  purpose  of  carrying  on  a  trade  or  business 
for  profit,  no  part  of  the  net  earnings  of  which  inures  to  the 
benefit  of  any  private  shareholder  or  individual  and  all  of  the 
net  earnings  of  which  inure  to  the  benefit  of  an  educational 
organization  which  normally  maintains  a  regular  faculty  and 
curriculum  and  normally  has  a  regularly  organized  body  of 
pupils  or  students  in  attendance  at  the  place  where  its  educa¬ 
tional  activities  are  regularly  carried  on,  shall  not  be  denied 
exemption  from  taxation  imder  section  101  of  the  Internal 
Revenue  Code  on  the  ground  that  it  is  carrying  on  a  trade  or 
business  for  profit.” 
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SEC.  502.  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME. 

(a)  Percentage  of  Average  Base  Period  Net 
Income  Taken  Into  Account. — 

(1)  In  general. — Paragraph  (1)  (A),  and 

paragraph  (2),  of  section  435  (a)  (relating  to  excess 
profits  credit  based  on  income)  are  each  amended  by 
striking  out  “85  per  centum”  and  inserting  in  lieu 
thereof  “75  per  centum”. 

(2)  Taxable  years  beginning  before  January 

1,  1951,  AND  ENDING  AFTER  DECEMBER  31,  1950. — 
Section  435  (a)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(4)  Taxable  years  beginning  in  1950  and 
ending  in  1951. — In  the  case  of  a  taxable  year  be¬ 
ginning  before  January  1,  1951,  and  ending  after 
December  31,  1950,  there  shall  be  used,  for  the  pur¬ 
poses  of  paragraph  (1)  (A)  and  paragraph  (2) ,  in 

lieu  of  85  per  centum  of  the  average  base  period  net 
income,  an  amount  equal  to  the  sum  of — 

“(A)  that  portion  of  an  amount  equal  to  85 
per  centum  of  the  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  prior 

....  '  i! 

to  January  1,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year,  plus 

“(B)  that  portion  of  an  amount  equal  to  75 
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per  centum  of  the  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  hears  to  the  total  number  of 
days  in  such  taxable  year.” 

(b)  Effective  DxYte. — The  amendments  made  by  sub¬ 
section  (a)  shall  he  applicable  only  with  respect  to  taxable 
3rears  ending  after  December  31,  1950. 

SEC.  503.  ESTATE  AND  GIFT  TAX  TREATMENT  OF  UNITED 
STATES  BONDS  HELD  BY  CERTAIN  NONRESI¬ 
DENT  ALIENS. 

(a)  Estate  Tax. — Effective  with  respect  to  estates  of 
decedents  dying  after  Eebruary  10,  1939,  section  861  (re¬ 
lating  to  the  computation  of  the  net  estate  of  a  decedent 
nonresident  not  a  citizen  of  the  United  States)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(c)  United  States  Bonds.— Eor  the  purposes  of 
subsection  (a),  the  value  of  the  gross  estate  (determined 
as  provided  in  section  811)  of  a  decedent  who  was  not 
engaged  in  business  in  the  United  States  at  the  time  of  his 
death — 

“  ( 1 )  shall  not  include  obligations  issued  by  the 

United  States  prior  to  March  1,  1941;  and 

“  (2)  shall  include  obligations  issued  by  the  United 

States  on  or  after  March  1,  1941,  but  only  if  the  dece- 
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dent  died  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1951.” 

(b)  Gift  Tax. — Effective  with  respect  to  gifts  made 
after  the  date  of  enactment  of  this  Act,  section  1000  (h) 
(relating  to  application  of  gift  tax)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  the  case  of  such 
a  nonresident  who  is  not  engaged  in  business  in  the  United 
States  at  the  time  of  a  transfer  of  obligations  issued  by  the 
United  States,  the  tax  shall  apply  in  respect  of  any  such 
obligations  only  if  issued  on  or  after  March  1,  1941.” 

SEC.  504.  REORGANIZATION  PLAN  NUMBERED  26  OF  1950. 

The  provisions  of  Reorganization  Plan  Numbered  26 
of  1950  shall  he  applicable  to  all  functions  vested  by  this 
Act  in  any  officer,  employee,  or  agency  of  the  Department 
of  the  Treasury. 
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Mr.  Doughton,  from  the  Committee  on  Ways  and  Means,  submitted 

the  following 

REPORT 

[To  accompany  H.  R.  4473] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.  R.  4473)  to  provide  revenue,  and  for  other  purposes,  having 
considered  the  same,  report  favorably  thereon  without  amendment 
and  recommend  that  the  bill  do  pass. 

I.  GENERAL  STATEMENT 

The  military  action  in  Korea,  coupled  with  the  general  threat 
to  world  peace,  has  made  it  necessary  to  provide  extraordinary 
increases  in  revenues  to  meet  essential  national  defense  expenditures. 
Since  the  outbreak  of  hostilities,  the  Committee  on  Ways  and  Means 
has  been  almost  continuously  engaged  in  the  development  of  a 
balanced  tax  program  to  meet  this  objective.  This  bill  represents 
the  third  step  in  this  program.  The  first  step  was  the  Revenue  Act 
of  1950  enacted  September  23,  1950.  The  second  step  was  the 
Excess  Profits  Tax  Act  of  1950  enacted  January  3,  1951. 

The  result  of  these  three  steps  will  be  to  add  to  the  Federal  revenues 
$17  billion  at  calendar  year  1951  levels  and  in  a  full  year  of  operation. 
Of  this  amount  $6.1  billion  was  obtained  under  the  Revenue  Act  of 
1950;  $3.9  billion  under  the  Excess  Profits  Tax  Act  of  1950;  and  an 
additional  $7.2  billion  is  estimated  to  be  provided  under  this  bill. 
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The  following  is  a  breakdown  of  the  increases  imposed  under  the 


various  acts: 

The  Revenue  Act  of  1950—  [In  millions] 

Individuals _ $3,438 

Corporations _  2,  290 

Excises _  73 

Other _  300 


Total _ _  6,  101 


The  Excess  Profits  Tax  Act  of  1950 — Corporate  income  and  excess-profits 
taxes _  3,  850 


The  committee  bill — 

Individuals _ _  2,847 

Corporations _ 2,  855 

Excises _ _ 1,  252 

Other _ _ _  245 


Total _  7,  199 


The  effect  of  these  three  steps  is  to  increase  the  over-all  tax  revenue 
from  individuals  by  31.4  percent  over  the  amount  which  would  have 
been  due  under  the  law  in  effect  prior  to  hostilities  in  Korea.  Cor¬ 
poration  taxes  have  been  increased  under  these  three  steps  by  57.9 
percent.  Excises  have  been  increased  by  15.6  percent. 

The  committee  opened  public  hearings  on  this  bill  on  February  5  and 
the  hearings  were  not  closed  until  April  2.  The  committee  has  bene  in 
continuous  executive  session  since  that  time. 

This  bill  is  estimated  to  increase  tax  liabilities  by  $7.2  billion  in  a 
full  year’s  operation.  This  is  the  largest  amount  of  additional  money 
collected  from  a  tax  bill  in  the  history  of  this  country.  It  is  antici¬ 
pated  that  this  bill,  with  the  revenues  already  provided  under  existing 
law,  will  result  in  collections  in  the  fiscal  year  1952,  of  $66.3  billion. 

Changes  are  provided  by  your  committee’s  bill  in  all  of  the  major 
tax  areas.  Individual  income  taxes  are  raised  by  12j4  percent  effective 
September  1,  1951,  and  heads  of  households  are  given  half  the  benefits 
of  income  splitting  for  future  years.  The  income-tax  rate  on  corpora¬ 
tions  is  raised  by  5  percentage  points,  the  excess  profits  credit  is 
lowered  to  include  only  75  percent  of  1946-49  earnings,  and  the  over¬ 
all  ceiling  is  increased  to  70  percent.  The  major  changes  in  the  excise 
taxes  provide  increases  in  the  taxes  on  alcoholic  beverages,  tobacco, 
gasoline,  and  automobiles,  and  impose  a  new  tax  on  wagering.  Among 
the  structural  changes  the  most  important  are  those  providing  for  the 
withholding  on  dividends  and  certain  interest  and  royalty  payments. 

II.  REVENUE  ESTIMATES 

Table  1  shows  the  estimated  increase  in  tax  liabilities  under  the 
committee  bill  in  a  full  year  of  operation  and  also  the  effect  of  the 
bill  on  collections  in  the  fiscal  year  1952.  Both  the  increase  in  liabili¬ 
ties  and  the  increase  in  collections  in  the  fiscal  year  1952  are  shown 
by  major  revenue  sources. 

Although  it  is  estimated  that  the  bill  will  increase  tax  liabilities  by 
approximately  $7,200  million,  collections  in  the  fiscal  year  1952  are 
expected  to  be  increased  by  $5,429  million  both  because  the  changes 
will  not  be  fully  effective  in  the  fiscal  year  1952  and  because  collections 
tend  to  lag  behind  the  incurring  of  liabilities. 
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The  increase  in  excise  tax  collections  in  the  fiscal  3rear  1952  assumes 
that  the  changes  in  these  taxes  become  effective  as  of  September  1, 
1951,  the  same  date  as  is  provided  in  the  bill  for  increased  withholding 
from  individuals. 

Table  12  appearing  on  page  62  summarizes  the  major  provisions  of 
this  bill  and  indicates  their  effect  on  tax  liabilities. 

Table  1. — Estimated  increase  in  tax  liabilities  under  the  committee  bill  in  a  full  year 
of  operation  and  the  effect  of  the  bill  on  collections  in  the  fiscal  year  1952 


[In  millions] 


Increase  in  a  full 
year  of  operation 

Increase  in  collec¬ 
tions  in  the  fiscal 
year  1952 

Individual  income  tax _  _  _  _ 

$2, 847 
i  2. 855 
1, 252 
245 

$1,  947 
i  1,  740 
3  1,037 
3  705 

Corporate  income  and  excess  profits  tax _ 

Excise  taxes _  _ 

Structural  changes _ _ _  _ _ 

Total.  _  ...  _ 

7,199 

5,429 

1  Net  increase  after  allowing  for  reduction  in  individual  income  taxes  due  to  lower  dividends. 

2  Assumes  that  excise  tax  changes  will  become  effective  Sept.  1,  1951. 

3  This  larger  amount  is  due  primarily  to  the  acceleration  of  collections  on  withholding  on  dividends. 


III.  CHANGES  IN  THE  INDIVIDUAL  INCOME  TAX 

The  committee  bill  provides  for  a  special  “defense  tax,”  a  12%J 
percent  increase  in  the  existing  tax.  This  tax  applies  not  only  to  the 
tax  on  ordinary  income,  but  also  to  the  tax  on  capital  gains.  This 
change,  in  effect,  is  made  as  of  September  1,  1951,  the  date  when  the 
increased  withholding  becomes  effective.  Heads  of  households  are 
given  approximately  one-half  the  benefits  of  income  splitting  now 
enjoyed  by  married  persons.  For  calendar  year  taxpayers  this  latter 
change  is  effective  beginning  with  1952. 

It  is  estimated  that  in  a  full  year  of  operation  these  changes  will 
increase  collections  by  $2,847  million.  It  is  anticipated  that  the 
rate  change  alone  would  increase  revenues  by  $2,903  million,  of  which 
$49  million  is  attributable  to  the  12%-percent  increase  in  the  alterna¬ 
tive  rate  on  capital  gains.  However,  $56  million  will  be  lost  by  ex¬ 
tending  one-lialf  of  the  benefits  of  income  splitting  to  heads  of  house¬ 
holds. 

Since  in  effect  the  defense  tax  does  not  go  into  operation  until 
September  1  and  the  head-of-houseliold  provision  for  most  taxpayers 
will  not  be  operative  until  January  1,  1952,  collections  in  the  fiscal 
year  1952,  ending  June  30,  1952,  will  not  fully  reflect  the  changes  made 
in  this  bill.  Therefore,  fiscal  year  1952  collections  are  expected  to  be 
increased  by  only  about  68  percent  of  the  $2,847  million  or  by  $1,947 
million. 

A.  Defense  Tax 

1.  Description 

For  taxable  years  beginning  after  August  31,  1951,  the  bill  increases 
the  total  normal  tax  and  surtax  by  12%  percent.  The  alternative 
capital-gains  tax  of  25  percent  is  also  increased  by  12%  percent.  In 
addition  the  effective  rate  limitation,  or  the  maximum  combined 
normal  tax,  surtax  and  defense  tax  on  total  net  income,  is  raised 
from  87  to  90  percent. 
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For  the  calendar  year  1951  a  4-percent  defense  tax  is  provided  for 
normal  tax,  surtax,  and  the  alternative  tax  on  net  long-term  capital 
gains,  which  approximates  one-third  of  the  12%-percent  defense-tax 
increase  provided  for  future  years.  This  is  roughly  the  equivalent 
of  making  the  full  12%-percent  increase  effective  September  1,  1951. 
The  bill  also  raises  the  maximum  effective  rate  limitation  for  1951 
from  87  percent  to  88  percent,  or  by  one-third  of  the  increase  provided 
for  future  years. 

To  prevent  the  application  of  unusually  high  bracket  rates  for  tax¬ 
able  years  beginning  after  August  31,  1951,  while  the  defense  tax  is 
in  effect,  the  top  surtax  bracket  rate  is  to  be  81  percent  on  surtax 
net  incomes  1  of  $80,000  and  over.  Combining  this  surtax  with  the 
3-percent  normal  tax  and  the  defense  tax  means  a  top-bracket  rate  of 
94.5  percent  on  surtax  net  incomes  in  excess  of  $80,000  as  contrasted 
to  the  91-percent  rate  on  surtax  net  incomes  in  excess  of  $200,000 
under  present  law.  However,  the  present  law  surtax  rates,  applying 
to  surtax  net  income  above  $80,000,  remain  in  the  code  since  they  may 
be  used  again  after  the  defense  tax  is  removed. 

Because,  for  1952  and  subsequent  years,  the  surtax  rate  schedule  in 
present  law  is  in  effect  "cut  off”  at  the  total  rate  of  94.5  percent, 
reached  at  an  income  level  of  $80,000,  it  is  necessary  to  provide  a 
special  surtax  table  for  the  upper  part  of  the  rate  schedule  for  the 
calendar  year  1951  in  order  to  give  individuals  with  incomes  in  this 
area  about  one-third  of  the  tax  increase  they  will  receive  for  future 
years. 

For  individuals  with  fiscal  years  beginning  before  and  ending  after 
September  1,  1951,  the  tax  is  to  be  prorated  between  the  computations 
based  on  the  present  law  rates  and  on  rates  including  the  12%-percent 
increase,  according  to  the  number  of  months  before  and  after  Septem¬ 
ber  1,  1951. 

New  withholding  tables  are  provided  to  reflect  the  increased  taxes 
and  provide  for  witliholding  at  approximately  20  percent  as  contrasted 
to  the  18  percent  provided  by  present  law.  Similar  adjustments  are 
made  for  the  percentage  method  of  withholding.  A  withholding  rate 
of  approximately  20  percent  collects  the  full  amount  ordinarily  due 
on  the  beginning  rate  of  22.5  percent  after  allowance  for  the  standard 
deduction. 

2.  Effect  on  the  rate  structure 

The  marginal  rates,  or  the  rate  of  tax  applying  to  the  top  dollar 
of  income,  including  the  defense  tax  provided  by  this  bill  for  1952 
and  subsequent  years,  are  shown  in  table  2,  which  compares  these 
rates  with  those  under  present  law.  Under  the  defense  tax  the  rates 
will  range  from  22.5  percent  in  the  bottom  bracket  to  94.5  percent 
at  the  top.  The  22.5  percent  represents  a  2.5  percentage-point 
increase  over  present  law. 

For  married  couples  the  top  marginal  rate  of  94.5  percent  under  the 
defense  tax  applies  to  surtax  net  incomes  in  excess  of  $160,000.  The 
marginal  rates  applying  to  income  in  excess  of  $160,000  for  married 
couples  under  present  law  range  from  89  percent  to  91  percent.  For 
single  individuals  the  top  marginal  rate  under  the  defense  tax  is  the 
same  as  that  for  married  couples,  94.5  percent,  but  it  applies  at  the 
surtax  net  income  level  of  $80,000.  The  present  law,  in  the  case  of 


'Income  after  deductions  and  exemptions. 
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single  individuals,  applies  marginal  rates  of  84  percent  to  91  per6ent 
on  incomes  at,  and  in  excess  of,  this  level.  The  income  splitting  pro¬ 
vision  of  the  Revenue  Act  of  1948  accounts  for  the  fact  that  the  94.5 
percent  rate  is  reached  at  a  surtax  net  income  level  of  $80,000  in  the 
case  of  single  individuals,  but  not  until  $160,000  in  the  case  of  married 
couples.  _ 

Table  2. — Marginal  individual  income  tax  rates  under  present  law,  and  the  com¬ 
mittee  bill  for  calendar  year  1952,  by  selected  surtax  net  income  levels 


Selected  surtax  net  income  levels  (in  thousands) 1 


Single  persons 


Present 

law 


Committee 

bill 


Percent 


Percent 


$0  to$2 _ 

$2  to  $4 _ 

$4  to  $6 _ 

$0  to  $8 . 

$8  to  $10___. 
$10  to  $12... 
$14  to  $16... 
$20  to  $22. .. 
$26  to  $28-.. 
$32  to  $36-,. 
$40  to  $44... 
$50  to  $52... 
$60  to  $64... 
$70  to  $76... 
$80  to  $88... 
$90  to  $100. . 
$100  to  $120. 
$150  to  $160. 
$200  to  $300. 
Over  $400.. 


20 

22 

26 

30 

34 

38 

47 

56 

62 

65 

69 

75 

78 

81 

84 

87 

89 

90 

91 


22.50  \ 

24.75  J 

29.25  \ 

33.75  J 

38.25  \ 

42.75  J 
52.88 
63.00 
69.  75 

73. 13 
77. 63 
84. 38 
87.  75 

91.13 


94.50 


Married  persons 


Present 

Committee 

law 

bill 

Percent 

Percent 

20 

22.50 

22 

24. 75 

26 

29.25 

30 

33.  75 

38 

42.  75 

43 

48.  38 

50 

56.25 

5(5 

63.  00 

59 

66. 38 

62 

69.  75 

65 

73.13 

69 

77. 63 

72 

81.00 

75 

84. 38 

81 

91.13 

89 

91 

}  04. 50 

1  Income  after  business  and  personal  deductions  and  exemptions. 

The  12}£-pcrcent  increase  when  added  to  the  25-percent  alternative 
tax  on  net  long-term  capital  gains  of  individuals  increases  the  total 
tax  on  such  gains  to  28.125  percent. 

Table  3  shows  the  effective,  or  average,  rates  of  tax  for  selected  net 
income  levels  under  the  new  defense  tax  for  calendar  year  1952  and 
subsequent  years  and  compares  these  rates  with  those  under  present 
law.  This  effective  rate  table  differs  in  two  important  respects  from 
the  marginal  rates  previously  shown:  (1)  The  effective  rates  show  the 
cumulative  rate  on  all  income  up  to  any  specific  income  level  and 
therefore  represent  the  average  rates  at  which  the  entire  income  is 
taxed,  and  (2)  they  are  based  on  net  income  before  exemptions  and 
therefore  show  the  effect  of  exemptions  on  the  actual  tax  rate  paid. 
On  the  same  basis  as  the  effective  rates,  table  4  shows  the  amount  of 
tax  paid  at  selected  net  income  levels  under  the  new  defense  tax  for 
calendar  year  1952  and  subsequent  years,  and  compares  these  taxes 
with  those  under  present  law. 
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Table  3. — Comparison  of  effective  individual  income  tax  rates  under  the  committee 

bill  and  present  law 

A.  SINGLE  PERSON,  NO  DEPENDENTS 


Selected  net  income  levels  1 * 3 

Present 

law 

Commit¬ 
tee  bill 

Selected  net  income  levels  1 

Present 

law 

Commit¬ 
tee  bill 

$800  _ _ 

Percent 

5.0 

Percent 

5.6 

$15,000 . . . - 

Percent 

29.7 

Percent 

33.4 

$1,000  _ 

8.0 

9.0 

$20,000 _ 

34.7 

39.1 

$1,500  _ 

12.0 

13.5 

$25,000. . . . . 

39.2 

44.1 

$2  000  --  -  --- 

14.0 

15.8 

$50,000 _ 

62.8 

59.4 

$3  000  -  . -  - 

16.3 

18.3 

$100,000 _ _ _ 

66.8 

74.8 

$5  000  --  _ 

18.9 

21.2 

$500,000 _ _ _ 

86.9 

s  90.0 

$8  000 

22.3 

25.0 

$1,000,000 _ _ _ 

3  87.0 

3  90.0 

$10,000 _ 

24.4 

27.4 

B.  MARRIED  COUPLE,  NO  DEPENDENTS 


$1,500  _  - . . 

4.0 

4.5 

$20,000 _ 

24.4 

27.4 

$2,000  _ 

8.0 

9.0 

$25,000 _ _ _  _ 

26.  9 

30. 3 

$3,000  _ 

12.0 

13.  5 

$50,000 _ _ _ 

39.2 

44. 1 

$5’000  _ 

15.2 

17. 1 

$100,000 _ 

52.8 

59.4 

$8,000  _ 

17.7 

19.9 

$500,000 _ 

80.7 

86.  6 

$10.000 _ 

18.9 

21.2 

$1,000,000 _ _ _ 

85.9 

3  90.0 

$15,000 _ 

21.7 

24.5 

C.  MARRIED  COUPLE,  2  DEPENDENTS 


$3,000  _ _ 

4.0 

4.  5 

$25,000 _ 

25. 1 

28.2 

$5,000.  _ 

10.4 

11.  7 

$50,000. 

37.8 

42.5 

58.4 

$8,000 . . . 

14.4 

16.2 

$100,000  _ 

51.  9 

$10,000 _ 

15.9 

17.9 

$500,000  -- 

80.  5 

86.4 
3  90.0 

$15,000 _ _ _ 

19.3 

21.8 

$1,000,000 _ 

85.7 

$20,000 _ _ 

22.3 

25. 1 

1  Income  after  deductions  but  before  exemptions. 

*  Maximum  effective  rate  limitation  90  percent. 

3  Maximum  effective  rate  limitation  87  percent. 
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Table  4. — Comparison  of  individual  income  tax  burdens  under  the  committee’s  bill 

with  those  under  present  law 

A.  SINGLE  PERSON,  NO  DEPENDENTS 


Selected  net  income  levels  1 2 3 

Amount  of  tax 

Increase  in  tax  liability 
of  committee  bill 
over  present  law 

Present 

law 

Committee 

bill 

Amount 

Percent 

$800 _ _ _ 

$40 

$45 

$5 

12.5 

$1,000 _ _ _ _ ... _ 

80 

90 

10 

12.5 

$1,500. _ _ 

180 

203 

23 

12.6 

$2,000 _ 

280 

315 

35 

12.6 

$.1,000. _ _ _ _ 

488 

549 

61 

12.5 

$5,000 _ _ _ _ _ 

944 

1,062 

118 

12.5 

$8,000.. _ _ _ _ 

1,780 

2,  003 

223 

12.5 

$10,000 _ _ _ 

2,  430 

2,741 

305 

12.5 

$15,000 _ _ 

4,  448 

5,  004 

556 

12.5 

$20,000 _ _ _ 

0,  942 

7,  810 

868 

12.5 

$25,000 . . . . . . . 

9,  796 

11,021 

1,225 

12.5 

$50.000 _ _ _ _ _ 

26,  388 

29,  687 

3,  299 

12.5 

$100,000.... _ _ 

66,  798 

74, 831 

8,033 

12.0 

$500,000 _ _ _ 

429,  274 

2  450, 000 

20,  726 

4.8 

$1,000,000 . . . . . . 

3  870,  000 

2  900,  000 

30, 000 

3.4 

B.  MARRIED  COUPLE,  NO  DEPENDENTS 


$1,500  _  _  - 

$60 

$68 

$8 

12.5 

$u,000  _ _  _  -- 

100 

ISO 

20 

12.  5 

$::^ooo  .  _ _ _ 

360 

405 

45 

12.  5 

$5,000  ..  _ 

760 

855 

95 

12.  5 

$8^000  _ 

1,416 

1,593 

2.  121 

177 

12.  5 

$10,000 _ 

1,888 

236 

12.  5 

$153)00  .  _ 

3,260 

3,  668 

408 

12.  5 

$20’000  _ _ _  .. 

4, 872 
6,724 
19,  592 
52,  776 

5!  481 

609 

12.  5 

$25,000  . . . 

7,565 
22, 041 
59, 373 

841 

12.5 

$50’000  _ _ _ 

2, 449 

6,  597 

12.  5 

$100,000  _ _ _ _ 

12.5 

$500^000 _ 

403, 548 
858,  548 

433',  161 

2  900, 000 

29,  613 

7.3 

$1,000,000 _ 

4b  452 

4.8 

C.  MARRIED  COUPLE 

,  2  DEPENDENTS 

$3,000 _ _ 

$120 

520 

$135 

585 

$15 

65 

12.5 

$5n00 _ _ _ _ _ 

12.5 

$8,000. . .  . 

1, 152 
1,592 

1,296 

1,  791 
3,  263 

5,  022 
7,052 

144 

12.5 

$10,000  . . . . . 

199 

12.5 

$15,000 _ _ _ 

2,  900 
4,464 

363 

12.5 

$20,000 _ _ _ _  .. 

558 

12.5 

$25,000 _ _ _ _ _ 

6;  26S 
18, 884 
51.  912 

784 

12.5 

$50,000 _  _ _ _ 

21,  245 
58,  401 
432.  027 

2  900, 000 

2,361 

6, 489 
29,  571 
42,  544 

12.5 

$100,000 . . . . 

12.5 

$500 j 000  . . . . . 

402,  456 

7.3 

$1,000,000 _ 

857, 456 

5.0 

1  Income  after  deductions  hut  before  exemptions. 

2  Maximum  effective  rate  limitation  of  90  percent. 

3  Maximum  effective  rate  limitation  of  87  percent. 
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Although  the  peak  marginal  tax  rate  of  94.5  percent  is  reached  at 
a  surtax  net  income  level  of  $80,000  for  a  single  person,  and  $160,000 
for  a  married  person  under  the  defense  tax,  the  peak  effective  rate  of 
90  percent  is  not  reached  until  the  net  income  level  of  $437,100  for  a 
single  person  with  no  dependents,  or  until  $874,200  for  a  married 
couple. 

Reasons  jor  the  rate  increases  selected 

The  12K-percent  flat  across-the-board  increase  was  selected  as  the 
form  of  increase,  since  it  is  not  intended  that  this  increase  will  be  per¬ 
manent,  and  therefore,  it  was  desired  to  provide  an  increase  which 
would  not  become  an  integral  part  of  the  rate  structure.  Since  the 
defense  tax  computation  is  entirely  separate  from  the  ordinary  tax 
computation  and  represents  a  simple  percentage  increase  in  the  tax 
otherwise  payable,  it  is  believed  that  it  best  meets  these  requirements 
of  a  temporary  tax  increase. 

The  12%-percent  increase  is  also  extended  by  the  bill  to  long-term 
capital  gains  computed  under  the  alternative  tax.  This  was  deemed 
appropriate  since  individuals  in  the  lower  income  brackets  include  net 
long-term  capital  gains  in  the  regular  individual  income  tax  base  so 
that  the  tax  on  their  net  long-term  capital  gains  is  automatically  in¬ 
creased  by  the  12^-percent  increase  in  normal  tax  and  surtax.  Your 
committee  believed  that  not  to  make  a  similar  adjustment  in  the 
alternative  rate  would  be  discriminatory. 

B.  Head-of-Household  Provision 

1.  Description 

The  bill  provides  a  new  surtax  table  applicable,  for  taxable  years 
beginning  after  August  31,  1951,  to  persons  who  qualify  as  a  “head 
of  household.”  Thus  for  a  calendar-year  taxpayer  the  provision  will 
not  become  effective  until  1952.  The  new  surtax  table  is  constructed 
to  give  heads  of  households  approximately  one-half  of  the  benefits  of 
income  splitting.  The  brackets  and  rates  are  adjusted  so  that  it  is 
unnecessary  for  persons  using  this  table  to  divide  their  income  by  two 
and  then  multiply  the  tax  by  two  as  is  presently  required  of  married 
persons  filing  joint  returns,  who  receive  the  full  benefit  of  income 
splitting. 

A  head  of  household,  for  purposes  of  obtaining  the  benefits  of  this 
special  provision,  is  defined  as  an  individual  who  is  not  married  and 
who  maintains  a  household  in  which  lives — 

(1)  One  of  his  children  (including  a  stepchild  or  adopted  child) 
or  one  of  their  descendants  (who  if  married  must  still  be  a  depend¬ 
ent  of  the  taxpayer  and  not  file  a  joint  return),  or 

(2)  Any  person  (not  filing  a  joint  return  with  a  spouse),  who 
has  a  gross  income  2  of  less  than  $500,  more  than  half  of  whose 
support  is  supplied  by  the  taxpayer  and  who  bears  one  of  the 
following  relationships  to  the  taxpayer: 

(a)  A  brother  or  sister  or  stepbrother  or  stepsister, 

C b )  A  parent  or  one  of  their  ancestors, 

(c)  A  stepparent, 

( d )  A  nephew  or  niece, 


2,Income  before  business  deductions, {personal  deductions,  and  exemptions. 
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(. e )  An  uncle  or  aunt,  or 

(f)  A  son-in-law,  daughter-in-law,  father-in-law,  mother- 
in-law,  sister-in-law,  or  brother-in-law. 

A  taxpayer  is  considered  as  maintaining  a  household  only  if  during 
the  year  he  furnishes  more  than  half  the  maintenance  costs  of  such 
household.  Moreover,  the  individual  who  makes  it  possible  for  the 
taxpayer  to  gain  the  benefits  of  the  head-of-household  status  must 
actually  live  in  the  taxpayer’s  household  unless  he  is  temporarily  ab¬ 
sent,  for  example,  attending  school  or  for  reasons  of  health.  Under 
this  definition  it  is  immaterial  how  much  gross  income  an  unmarried 
child  or  grandchild  living  with  the  taxpayer  may  have. 

2.  Effect  on  the  rate  structure 

The  marginal  rates,  or  the  rate  of  tax  applying  to  the  top  dollar  of 
income,  provided  by  this  bill  for  heads  of  households  in  1952  and 
subsequent  years  are  shown  in  table  5,  which  compares  these  rates 
with  those  under  the  bill  for  a  single  person  and  a  married  couple 
filing  a  joint  return. 


Table  5. — Comparison  of  individual  income  tax  marginal  rates  for  a  head  of  house¬ 
hold  under  the  hill  with  those  under  the  bill  for  a  single  person  and  a  married 
couple,  for  1952  and  subsequent  years 


Surtax  net  income  (in  thousands) 

Head  of 
household 1 

Single  in¬ 
dividual 

Married 
couple  filing 
returns 

$0to$2  . . . . . . 

Percent 

22.5 

Percent 

22.5 

Percent 

$2  to  $4 _ 

23.6 

24.8 

}  22.5 

$4  to  $6  . . . . - .  . 

27.0 

29.3 

}  24.8 

$6  to  $8 _ _ _ _ 

29.3 

33.8 

$8  to  $10  _ _ _ _ _ 

33.8 

38.3 

}  29.3 

$10  to  $12  _ _ _ 

36.  0 

42.8 

$12  to  $14 _ 

40.5 

48.4 

}  33.8 

$14  to  $16  _ _ - . . 

43.  9 

52.9 

$16  to  $18 _ _ _ 

47.3 

56.3 

}  38.3 

$18  to  $20 _ _ _ 

48.4 

59.6 

$20  to  $22 _ _ - . . 

52.9 

63.0 

}  66. 4{ 

}  42.8 

$22  to  $24 _  _ 

55.1 

$24  to  $26 _ _ _ _ _ _ 

67.4 

}  48.4 

$26  to  $28 _ _ _  _  -- 

58.5 

}  69. 8{ 

$28  to  $32  _  _ _ 

61.9 

52.  9 

$32  to  $36 _ _ _ _ 

64.1 

}  67. 5{ 

}  73-X{ 

56.3 

$36  to  $38  _ _ _ 

$38  to  $40 _ 

}  77. 6{ 

|  59. 6 

$40  to  $44  _ _ 

70.9 

63.0 

$44  to  $50  .  _ _ _ _ 

73.1 

}  76.5 

81.0 
84. 4{ 

$50  to  $52 _ _ _  ..  . . . . . 

J  66. 4 

$52  to  $60  _  _  -  _ ... 

j  69.8 

$60  to  $64 _ _ _ _ _ _ 

}  79.9 

87. 8{ 

$64  to  $70  _ _ _ _ _ 

}  73.1 

$70  to  $76  _ _ _ _ _ _ 

}  83.3 

91.  l{ 

$76  to  $80  _ _ _ _ _ _ _ 

}  77.6 

$80  to  $88 . . . . .  ...  . . 

}  86. 6{ 

$88  to  $90  _ _ _ _ _ 

}  81.0 

$90  to  $100  _  _  _ 

87.8 

$100  to  $120 . . . . 

88.9 

i  94. 5( 

84.4 

$120  to  $140 _ _ _ _ 

91.1 

87.8 

$140  to  $160  _ _ _ _ _ 

93.4 

91. 1 

$160  and  over _ 

. 94. 5 

94.5 

1  Excppt  in  a  few  cases  the  marginal  rates  for  heads  of  households  are  within  about  a  half  of  1  percentage 
point  of  being  exactly  halfway  between  those  applying  to  single  persons  and  married  couples.  This  minor 
variation  is  due  to  rounding.  The  exceptions  referred  to  occur  in  the  surtax  net  income  brackets  of  $36,000 
to  $40,000,  $50,000  to  $52,000,  $60,000  to  $64,000,  $70,000  to  $80,000,  and  $88,000  to  $90,000.  In  these  brackets 
the  marginal  rates  of  heads  of  households  vary  by  as  much  as  about  1  percentage  point  from  the  midpoints 
between  those  for  single  persons  and  those  for  married  couples.  These  variations,  however,  are  not  sig¬ 
nificant  since  in  large  measure  they  offset  each  other.  They  are  due  to  combinations  of  income  brackets 
made  to  simplify  the  rate  schedule  for  heads  of  households. 
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Table  6  shows  the  effective,  or  average,  rate  of  tax  for  selected 
income  levels  under  the  rates  imposed  by  this  bill  for  heads  of  house¬ 
holds  with  one  dependent,  for  single  individuals  with  one  dependent, 
and  for  married  couples.  Table  7  shows  the  amount  of  tax  paid  at 
selected  income  levels  for  these  three  classes  of  taxpayers  under  the 
rates  provided  by  the  bill  and  the  differences  in  the  tax  benefits 
provided  for  married  couples  and  heads  of  households.  The  last 
column  in  this  table  indicates  that  heads  of  households  are  provided 
about  50  percent  of  the  benefits  of  income  splitting. 


Table  6. — Comparison  of  the  effective  individual  income  tax  rates  for  heads  of 
households  under  the  bill  with  those  for  single  persons  with  1  dependent  and  for 
married  couples  under  the  bill,  for  1952  and  subsequent  years 


Selected  net  income  levels  1 2 

Head  of 
household 
with  1 
dependent 

Single 
individual 
with  1 
dependent 

Married 
couple 
filing  a  joint 
return 

Percent 

4.5 

Percent 

4.5 

Percent 

4.5 

9.0 

9.0 

9.0 

$3  000  _  _ _ _ 

13.5 

13.5 

13.5 

$5’000  -  -  _  _  _ 

17.5 

17.9 

17. 1 

$8’ooo  _  _ _ _ 

21.  2 

22.5 

19.  9 

$10  000  -  _  _ 

23.2 

25. 1 

21.  2 

$15  000  _ 

27.8 

31.3 

24.5 

$2ojo66  _ _ _ 

32.3 

37.3 

27.4 

$25  666  _ 

36.4 

42.5 

30.3 

$50  000  _  _ _ 

51.2 

58.4 

44. 1 

$I66,6oo  _ _ _ 

66.8 

74.3 

59.4 

$500’000  _ _ - 

88.5 

2  90.  0 

86.6 

$1,000,000 _ 

2  90.0 

2  90.0 

2  90.0 

1  Income  after  deductions  but  before  exemptions. 

2  Maximum  effective  rate  limitation  of  90  percent. 


Table  7. — Comparison  of  individual  income  tax  burdens  for  heads  of  households 
under  the  bill  with  those  for  single  persons  with  1  dependent  and  for  married  couples 
under  the  bill,  for  1952  and  subsequent  years 


Selected  net  income  levels  1 

Amount  of  tax 

Amount  of  tax  differ¬ 
ence  between  single 
person  with  1  de¬ 
pendent  and — 

Percent  tax 
difference 
of  head  of 
household 
is  of  that 
of  married 
couple 

Head  of 
household 
with  1  de¬ 
pendent 

Single 
individual 
with  1  ex¬ 
emption 

Married 
couple  fil¬ 
ing  a  joint 
return 

Head  of 
household 

Married 

couple 

$1,500 _ 

$68 

$68 

$68 

$2,000 _ _ __ 

180 

180 

180 

$3,000 _  __  _ 

405 

405 

405 

$5,000 _ 

875 

896 

855 

$21 

$41 

51.2 

$8,000 _ 

1,697 

1,800 

1,  593 

103 

207 

49.8 

$10,000 _ 

2,318 

2,  511 

2,124 

193 

387 

49.9 

$15,000. _ _ 

4.172 

4,696 

3,  668 

524 

1,028 

51.0 

$20,000... _ _ 

6,  462 

7,  452 

5,  481 

990 

1, 971 

50.2 

$25,000 . . . 

9,  092 

10,  622 

7,  565 

1,  530 

3,  057 

50.0 

$50.000 . . . . . 

25,  605 

29,  201 

22,041 

3,  596 

7, 160 

50.2 

$100,000 _ 

66, 830 

74,  264 

59, 373 

7,434 

14, 891 

49.9 

$500.000 _ 

442,  724 

2  450,  000 

433, 161 

7,  276 

16,  839 

43.2 

$1,000,000 _ 

2  900,  000 

2  900,  000 

2  900,  000 

1  Income  after  deductions  but.  before  exemptions. 

2  Maximum  effective  rate  limitation  of  90  percent. 
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3.  Reasons  for  adopting  the  head-of  -household  provision 

It  is  believed  that  taxpayers,  not  having  spouses  but  nevertheless 
required  to  maintain  a  household  for  the  benefit  of  other  individuals, 
are  in  a  somewhat  similar  position  to  married  couples  who,  because 
they  may  share  their  income,  are  treated  under  present  law  sub¬ 
stantially  as  if  they  were  two  single  individuals  each  with  half  of 
the  total  income  of  the  couple.  The  income  of  a  head  of  household 
who  must  maintain  a  home  for  a  child,  for  example,  is  likely  to  be 
shared  with  the  child  to  the  extent  necessary  to  maintain  the  home, 
and  raise  and  educate  the  child.  This,  it  is  believed,  justifies  the 
extension  of  some  of  the  benefits  of  income  splitting.  The  hardship 
appears  particularly  severe  in  the  case  of  the  individual  with  children 
to  raise  who,  upon  the  death  of  his  spouse,  finds  himself  in  the  position 
not  only  of  being  denied  the  spouse’s  aid  in  raising  the  children,  but 
under  present  law  also  may  find  his  tax  load  heavier. 

However,  it  was  not  deemed  appropriate  to  give  a  head  of  household 
the  full  benefits  of  income  splitting  because  it  appears  unlikely  that 
there  is  as  much  sharing  of  income  in  these  cases  as  between  spouses. 
In  the  case  of  savings,  for  example,  it  appears  unlikely  that  this  income 
will  be  shared  by  a  widow  or  widower  with  his  child  to  the  same  extent 
as  in  the  case  of  spouses.  As  a  result  only  one-half  of  the  benefits  of 
income  splitting  are  granted  to  heads  of  households. 

In  defining  the  relationship  to  the  taxpayer  of  an  individual  who 
enables  the  taxpayer  to  claim  the  liead-of-household  status,  the 
relationships  provided  in  section  25  (b)  (3)  of  the  code  for  claiming 
a  dependency  credit  have  been  followed.  In  all  cases  except  those 
in  which  unmarried  children,  stepchildren,  and  their  descendants 
share  the  household  the  taxpayer  must  supply  over  half  of  the  support 
of  the  individual  and  the  individual  must  have  gross  income  of  less 
than  $500.  These  limitations  are  deemed  desirable  to  prevent  abuse 
of  the  head-of-household  status.  However,  they  are  not  believed 
necessary  in  the  close  relationships  existing  in  the  case  of  children, 
stepchildren,  or  their  descendants,  in  view  of  the  requirement  that 
such  individuals  must  live  in  the  same  household  as  the  taxpayer, 
except  for  the  temporary  absences  previously  described,  and  the 
requirement  that  the  taxpayer  must  supply  over  half  the  cost  of 
maintaining  the  household.  However,  these  limitations  are  applied 
where  the  children  or  grandchildren  are  married.  This  will  prevent 
extending  the  benefits  of  a  head  of  household  to  a  parent  while  the 
child  is  himself  obtaining  the  benefits  of  income  splitting  with  his 
spouse. 

C.  Distribution  of  Tax  Burden 

Table  8  shows  the  dollar  and  percentage  distribution  of  the  indi¬ 
vidual  income  tax  under  present  law  and  your  committee’s  bill  and 
the  distribution  of  the  tax  increase  provided  ir*  the  bill  by  adjusted 
gross  income  classes.4  It  also  distributes  by  these  same  classes  the 
number  of  taxable  returns,  the  adjusted  gross  income,  the  value  of 
exemptions,  and  the  normal  tax  and  surtax  net  income.5 

The  table  indicates  that  56  percent  of  the  adjusted  gross  income  is 
earned  by  those  with  incomes  of  $5,000  or  less.  Personal  deductions 
and  exemptions  decrease  the  proportion  of  taxable  income  held  by 

4  Income  after  business  deductions  but  before  personal  deductions  and  exemptions. 

8  Income  after  business  and  personal  deductions  and  exemptions. 

S5221 — 51- - 2 
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such  individuals,  however,  to  45  percent  of  the  total  surtax  net 
income.  Due  to  the  progression  in  the  rate  structure  this  percentage 
is  further  reduced  to  37  percent  when  considering  the  distribution  of 
taxes  under  present  law.  Moreover,  since  the  flat  12%  percent 
across-the-board  increase  accounts  for  the  bulk  of  the  individual  in¬ 
come-tax  changes  made  in  your  committee’s  bill,  this  distribution  of 
the  tax  burden  remains  virtually  unchanged  under  the  bill. 


Table  8. — Estimated  distribution  of  individual  income  tax  returns,  income,  exemp¬ 
tions,  and  tax  liability  under  present  rates  and  under  the  committee  bill  when  fully 
effective 

v  [Money  amounts  in  millions  of  dollars] 


Adjusted  gross  income 
classes 

Total 
number  of 
taxable 
returns 

Adjusted 

gross 

income 

Value  of 
exemp¬ 
tions 

Surtax 

net 

income 

Total 

tax, 

present 
law  1 

Total  tax 
under 
commit¬ 
tee  bill 1 

Tax  in¬ 
crease,  com¬ 
mittee  bill 
over  pres¬ 
ent  law  1 

Under  $1,000 . . 

1,  868, 095 

$1,  556 

$1, 121 

$272 

$54 

$61 

*7 

$1,000  to  $2,000 _ 

6, 991,  074 

10,  875 

5, 436 

4,  209 

842 

947 

105 

$2,000  to  $3,000.  . . . 

10,  908,  014 

27, 275 

12,  918 

11,  226 

2, 245 

2,  526 

281 

$3,000  to  $4,000. . . 

9,  830,  797 

33,  462 

15,  496 

14, 315 

2,  871 

3,  229 

358 

$4,000  to  $5,000. . 

6, 262, 777 

27,  905 

11,  259 

13,  247 

2, 672 

3,002 

330 

Total  under  $5,000 — 

35, 860, 757 

101, 073 

46, 230 

43, 268 

8,684 

9,765 

1,081 

$5,000  to  $10,000. . . 

6, 645,  679 

42,  850 

12, 524 

24, 916 

5, 080 

5, 707 

628 

$10,000  to  $25,000 _ 

1, 342, 865 

19,  470 

2,637 

14, 742 

3,  488 

3,908 

420 

$25,000  to  $50,000. . . 

247, 141 

8,  200 

495 

6,  970 

2,289 

2,  560 

271 

$50,000  to  $100,000 _ 

70,115 

4,  675 

138 

3,966 

1, 862 

2,086 

224 

$100,000  to  $250,000 . . 

18,  276 

2,  559 

35 

1,  966 

1,  276 

1,429 

153 

$250,000  to  $500,000 _ 

1,967 

647 

3 

438 

378 

418 

40 

$500, 010  to  $1,000,000 _ 

479 

316 

1 

185 

192 

209 

17 

$1,000,000  and  over . . 

189 

310 

0 

178 

206 

219 

13 

Total  over  $5,000 _ 

8, 326, 711 

79, 027 

15, 833 

53, 363 

14, 771 

16, 537 

1,766 

Total.. . . 

44, 187, 468 

180, 100 

62, 063 

96,  631 

23, 455 

26,  302 

2,847 

PERCENTAGE  DISTRIBUTIONS 


Under  $1,000 _ 

4.23 

0. 86 

1.81 

0.28 

0.23 

0.23 

0. 25 

$1,000  to  $2,000 _ 

15. 82 

6.04 

8.76 

4.  36 

3.  59 

3.60 

3.69 

$2,000  to  $3,000 _ 

24.  69 

15. 14 

20.81 

11.62 

9.  57 

9.60 

9. 87 

$3,000  to  $4,000 _ 

22.25 

18.  58 

24. 97 

14.81 

12.24 

12.28 

12.57 

$4,000  to  $5,000 _ 

14. 17 

15.  49 

18. 14 

13. 71 

11.39 

11.41 

11.59 

Total  under  $5,000 _ 

81.16 

56.12 

74.49 

44.78 

37.02 

37. 13 

37.  97 

$5,000  to  $10,000 _ 

15.04 

23.79 

20. 18 

25.78 

21.66 

21.  70 

22.06 

$10,000  to  $25,000. _ 

3.04 

10.  81 

4.25 

15.20 

14. 87 

14.86 

14.  75 

$25,000  to  $50,000 _ 

.60 

4.  55 

.80 

7. 21 

9.76 

9.  73 

9.52 

$50,000  to  $100,000 _ 

.16 

2.60 

.22 

4. 10 

7.  94 

7.93 

7. 87 

$100,000  to  $250,000 _ 

.04 

1.42 

.06 

2.  03 

5.  44 

5.  43 

5. 37 

$250,000  to  $500,000 _ 

0 

.36 

0 

.45 

1.  61 

1.  59 

1.40 

$500,000  to  $1,000,000 _ 

0 

.18 

0 

.19 

.82 

.79 

.60 

$1,000,000  and  over _ 

0 

.17 

0 

.18 

.88 

.83 

.46 

Total  over  $5,000  _ 

18. 84 

43.88 

25.  51 

55.22 

62.98 

62. 87 

62.03 

Total. ..  _ 

100.00 

100. 00 

100. 00 

100. 00 

100.  Off 

100.  00 

100.00 

Note. — Figures  are  rounded  and  may  not  add  to  totals. 

1  Includes  normal  tax,  surtax,  and  alternative  tax  on  net  long-term  capital  gains. 

2  Less  than  $500,000. 

1  Less  than  0.005  percent. 
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IV.  GENERAL  CORPORATE  TAX  CHANGES 

This  bill  makes  the  following  changes  in  the  corporate  income  taxes : 

(1)  The  corporate  normal  tax  is  increased  from  25  to  30  percent. 
The  surtax  rate  remains  at  22  percent.  Since  corporations  with 
incomes  of  $25,000  or  less  are  not  subject  to  the  surtax,  their  rate 
is  increased  from  25  to  30  percent.  The  combined  normal  tax  and 
surtax  on  income  in  excess  of  $25,000  is  increased  from  47  to  52 
percent.  Changes  are  also  made  in  the  credits  allowed  to  Western 
Hemisphere  trade  corporations  and  the  credits  based  on  the  dividends 
paid  and  received  on  the  preferred  stock  of  public  utilities,  so  as  not  to 
enlarge  the  tax  differential  provided  them  under  existing  law. 

(2)  The  percentage  of  the  average  base  period  net  income  which 
may  be  used  in  computing  the  credit  based  on  income  for  the  purposes 
of  the  excess-profits  tax  is  reduced  from  85  to  75,  as  originally  proposed 
by  the  Treasury. 

(3)  The  ceiling  rate  which  limits  the  percentage  of  a  taxpayer’s 
excess-profits  net  income  that  can  be  taken  by  the  corporate  normal 
tax,  surtax,  and  excess-profits  tax  combined  is  increased  from  62  to 
70  percent. 

(4)  The  tax  on  the  capital  gains  of  corporations  is  increased  by  the 
12%  percent  defense  tax  to  match  the  change  made  in  the  rate  applied 
to  the  capital  gains  of  individuals.  As  a  result  of  this  action  the 
capital  gains  of  corporations  will  be  subject  to  a  rate  of  28.125  percent 
as  compared  with  25  percent  under  existing  law. 

Table  9  on  page  15  compares,  for  corporations  with  selected  net  in¬ 
comes,  the  combined  corporate  normal  tax  and  surtax  liabilities  and 
effective  rates  under  this  bill  with  those  under  existing  law  and  under 
the  law  prior  to  the  enactment  of  the  Revenue  Act  of  1950.  The  table 
shows  that  hi  each  case  the  combined  rates  will  be  5  percentage  points 
larger  under  the  bill  than  under  existing  law.  The  resulting  increase 
in  tax  liabilities  range  from  20  percent  of  the  tax  due  under  present  law 
to  10.64  percent  in  the  cases  shown,  the  percentage  decreasing  as  the 
income  grows  larger.  A  flat  percentage-point  increase  in  the  tax  rate 
necessarily  produces  an  additional  tax  liability  which  is  a  greater  per¬ 
centage  of  a  small  tax  than  of  a  large  one  when  the  increase  is  applied 
to  a  progressive  tax. 

Table  10  on  page  16  shows  the  combined  corporate  income  and 
excess-profits  tax  liabilities  of  corporations  in  various  income  classes 
under  existing  law  and  under  this  bill.  The  table  indicates  that  of 
the  415,182  corporations  with  taxable  net  income,  292,491,  or  about 
70  percent  of  the  total,  have  incomes  less  than  $25,000.  These  cor¬ 
porations  as  a  group  will  bear  only  3.55  percent  of  the  increase  in  tax 
liabilities  resulting  from  the  increase  in  the  normal  tax  rate,  the  reduc¬ 
tion  in  the  percentage  used  in  computing  the  credit  based  on  income 
under  the  excess-profits  tax  and  the  increase  in  the  ceiling  rate.  The 
45,022  corporations  with  incomes  of  $100,000  and  over,  which  con¬ 
stitute  about  11  percent  of  the  total  number  of  corporations  with 
taxable  net  income,  will  bear  more  than  89  percent  of  the  increase. 

For  corporations  with  fiscal  years  beginning  prior  to  July  1,  1950, 
and  ending  after  December  31,  1950,  the  bill  provides  a  formula  for 
prorating  the  tax  due  under  the  law  prior  to  the  Revenue  Act  of  1950, 
under  existing  law,  and  under  this  bill.  For  corporations  with  fiscal 
years  beginning  after  June  30,  1950,  and  ending  after  December  31, 
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1950,  the  bill  prorates  the  tax  as  computed  under  existing  law  and 
under  this  bill. 

The  increase  in  the  alternative  tax  applied  to  the  capital  gains  of 
corporations  is  fully  effective  with  respect  to  taxable  years  beginning 
after  August  31,  1951.  For  calendar-year  corporations  the  increase 
for  1951  will  be  4  percent  as  in  the  case  of  the  additional  tax  on  the 
capital  gains  of  individuals.  For  corporations  with  fiscal  years  which 
begin  prior  to  September  1,  1951,  and  end  after  that  date,  a  proportion 
of  the  12K-percent  increase  will  apply  to  the  capital  gains  determined 
by  the  number  of  months  in  the  fiscal  year  which  begin  after  August 
31,  1951. 

In  a  full  year’s  operation  the  5-point  increase  in  the  corporate  normal 
tax  rate  and  the  corresponding  5-point  increase  in  the  ceiling  rate  are 
expected  to  increase  the  revenues  by  about  $2,085  million.  The  10- 
point  reduction  in  the  percentage  of  the  average  base  period  net  in¬ 
come  used  in  calculating  the  income  credit  under  the  excess-profits 
tax  plus  the  additional  3-point  increase  in  the  ceiling  rate  are  estimated 
to  yield  about  $732  million  in  a  full  year’s  operation.  The  increase 
in  the  rate  of  the  alternative  tax  applied  to  the  capital  gains  of  cor¬ 
porations  is  expected  to  produce  an  additional  revenue  of  $38  million 
a  year  when  fully  effective.  The  combined  effect  of  these  four  changes 
is  to  increase  corporate  tax  liabilities  by  about  $3,078  million  annually, 
and,  after  taking  into  account  the  effect  on  individual  income  taxes 
of  a  reduction  in  the  dividends  distributed,  the  net  increase  will  be 
$2,855  million.  It  is  estimated  that  in  the  fiscal  year  1952,  collections 
will  be  increased  by  $1,740  million. 

While  these  increases  are  substantial,  it  must  be  borne  in  mind  that 
corporate  profits  are  also  very  large.  In  the  first  quarter  of  the  cal¬ 
endar  year  1951  corporate  profits  before  taxes  were  running  at  the  rate 
of  $51  billion  annually.  This  is  slightly  above  the  very  high  rate 
reached  in  the  fourth  quarter  of  the  calendar  year  1950  and  more 
than  half  again  as  large  as  the  profits  of  the  calendar  year  1948, 
which  were  the  largest  prior  to  1950.  Moreover,  corporate  profits 
after  taxes  in  the  calendar  year  1951,  after  full  allowance  for  this  bill, 
are  expected  to  be  about  $20  billion  as  contrasted  to  corporate  profits 
after  taxes  during  World  War  II  ranging  from  $8.5  billion  to  $10.8 
billion.  Thus,  even  after  considering  the  increases  made  in  corporate 
taxes  by  this  bill,  in  1951  these  profits  will  be  from  about  180  to  230 
percent  of  corporate  profits  after  taxes  during  the  last  war. 

In  addition,  the  adverse  effect  on  incentives  of  the  additional  cor¬ 
porate  taxes  provided  in  this  bill  will  be  reduced  substantially  by  the 
fact  that  the  additional  collections  will  be  made  in  a  period  of  mobiliza¬ 
tion.  The  large  volume,  of  defense  orders  and  the  expanded  flow  of 
consumer  income,  which  results  directly  and  indirectly  from  the  un¬ 
usual  volume  of  Government  expenditures  required  by  the  emergency, 
will  assure  large  and  predictable  markets  for  producers  in  nearly  every 
field  of  business  activity  throughout  the  mobilization  period. 


Table  9. — Comparison  of  corporate  normal  and  surtax  liabilities  and  effective  rates  under  pre-1950  law,  present  law  and  committee  bill 
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Table  10. — Estimated  corporate  income  and  excess-profits  tax  liabilities  under  present 
law  and  under  committee  bill,  calendar  year  1951  1 


Taxable  net  income  classes 

Number 
of  corpo¬ 
rations 

Taxable 

net 

income 

Income  and  excess-profits  tax 
liabilities 

Present 

rates 

Commit¬ 
tee  bill 

Increase 

0  to  $25,000  _ .  _ 

292, 491 
47, 192 
30, 477 
45, 022 

Millions 
$2, 161 
1,566 
2,018 
39,311 

Millions 
$540 
520 
899 
21, 426 

Millions 
$648 
608 
1,027 
24, 142 

Millions 

$108 

88 

128 

2,716 

$25,000  to  $50,000 _ 

$5(f  000  to  $100,000 _ 

Total,  excluding  capital  gains - - - 

415, 182 

45, 056 
1,200 

23,385 

300 

26,425 

338 

3,040 

38 

Total,  including  capital  gains _ _ 

415, 182 

46,256 

23,685 

26, 763 

3,078 

PERCENT  DISTRIBUTION 


0  to  $25,000 _ _ _ 

$25,000  to  $50,000 _ 

$50,000  to  $100,000.... . . . 

$100,000  and  over _ 

Total,  excluding  capital  gains. 


70. 45 

4.80 

2.31 

2. 45 

3.  55 

11.37 

3.47 

2.  22 

2.30 

2. 90 

7. 34 

4.  48 

3.85 

3.89 

4.  21 

10.84 

87.  25 

91.62 

91.36 

89.34 

100. 00 

100. 00 

100. 00 

100. 00 

100.00 

1  Based  upon  a  level  of  profits  before  tax  (Commerce  basis)  of  $48  billion 

V.  STRUCTURAL  CHANGES  IN  THE  INCOME  TAXES 


A.  Withholding  on  Dividends,  Interest,  and  Royalties 


1 .  General  statement 

Part  I  of  title  II  of  this  bill  provides  for  withholding  at  the  rate  of 
20  percent  in  the  case  of  dividends,  certain  interest  (principally 
corporate  bond  interest),  and  royalties.  It  is  estimated  that  this 
action  will  increase  the  revenues  by  $323  million  annually  under  the 
rates  proposed  in  this  bill. 

There  is  to  be  no  withholding  on  interest  on  United  States  savings 
bonds,  postal  savings  certificates  of  deposit,  bank  deposits,  mutual 
savings  bank  deposits,  or  on  amounts  paid  by  savings  and  loan  asso¬ 
ciations,  building  and  loan  associations,  cooperative  banks,  homestead 
associations,  credit  unions  or  any  similar  organization  with  respect  to 
withdrawable  or  repurchasable  shares,  investment  certificates  or  de¬ 
posits,  whether  or  not  the  payments  are  designated  as  interest  or 
dividends. 

Under  existing  law  recipients  of  such  incomes  are  required  to  report 
the  total  amount  received  as  income  on  their  annual  income-tax 
returns.  Withholding  is  required  of  the  payor  only  in  the  case  of 
nonresident  aliens,  but  a  proposed  regulation  would  require  that  infor¬ 
mation  returns  be  filed  by  the  payor  showing  all  dividend  payments, 
regardless  of  their  size,  and  interest  and  royalty  payments  to  any  one 
recipient  in  an  amount  in  excess  of  $600  a  year.  Prior  to  1951 
dividend  payments  were  so  reported  only  when  the  amount  paid  to  a 
single  recipient  was  in  excess  of  $100  a  year,  but  this  limitation  is 
being  eliminated.  Also,  recipients  of  dividends  and  interest  are  now 
required  to  itemize  such  receipts  on  their  income-tax  returns. 

Although  broadened  reporting  requirements  improve  compliance, 
they  cannot  be  as  effective  or  economical  as  a  withholding  system. 
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It  is  impossible  to  match  all  the  information  documents  which  are 
received  by  the  Bureau  of  Internal  Revenue  with  the  corresponding 
income-tax  returns,  principally  because  the  names  and  addresses  on 
the  former  often  do  not  agree  with  the  names  and  addresses  on  the 
latter.  Substantial  administrative  costs  are  involved  in  determining 
the  amounts  of  unreported  income,  in  preparing  deficiency  notices, 
and  in  actually  collecting  the  tax.  Within  the  limits  of  reasonable 
administrative  cost,  the  information  system  cannot  recover  for  the 
Government  more  than  a  small  proportion  of  the  underreported  tax 
on  interest  and  dividends  and  royalties.  Moreover,  the  elimination 
of  the  $100  limit  on  the  reporting  of  dividends  paid  would  mean  a 
large  increase  hi  the  amount  of  work  required  of  the  payor. 

Therefore,  this  committee  has,  included  in  the  present  bill  provision 
for  an  extension  of  the  withholding  system.  This  provision  differs 
from  the  one  contained  in  the  House  version  of  the  1950  tax  bill  in 
that  withholding  is  applied  to  certain  interest  payments  and  royalties 
as  well  as  dividends.  The  rate  is  to  be  20  percent  instead  of  10  percent, 
and  the  mechanism  which  is  to  be  used  in  the  case  of  dividends  ancl 
interest  is  very  much  simpler  than  that  which  would  have  been  applied 
to  dividends  under  the  1950  proposal. 

It  is  estimated  that  for  the  calendar  year  1951  underreporting  may 
amount  to  as  much  as  $1.1  billion  in  the  case  of  dividends,  $1.9  billion 
in  the  case  of  interest,  and  $40  million  in  the  case  of  royalties.  Al¬ 
though  some  of  this  underreporting  represents  deliberate  evasion,  much 
of  it  appears  to  be  the  result  of  forgetfulness,  carelessness  and  a  failure 
to  keep  records,  particularly  on  the  part  of  taxpayers  who  receive 
such  payments  irregularly  and  in  relatively  small  amounts. 

Withholding  will  go  far  to  correct  the  unfair  disadvantage  which 
is  present  under  existing  law  for  those  recipients  of  dividends,  interest, 
and  royalties  who  report  their  receipts  accurately,  as  well  as  for  wage 
and  salary  earners  whose  incomes  are  already  subject  to  withholding. 

Under  this  bill  the  20-percent  withholding  rate  will  be  applied  to 
the  enumerated  types  of  dividends,  interest,  and  royalty  payments 
without  allowance  for  personal  exemptions.  The  payor  will  remit 
to  the  Bureau  of  Internal  Revenue  the  amounts  so  withheld  and  sub¬ 
mit  a  return  showing  the  total  amount  of  dividends,  interest,  and  royal¬ 
ties  with  respect  to  which  tax  is  required  to  be  withheld.  The  return 
and  payment  will  be  made  at  such  time,  for  such  period,  and  in  such 
manner  as  the  Secretary  may  prescribe  by  regulations.  Presumably 
these  arrangements  will  be  similar  to  those  now  used  in  withholding 
on  wages  except  that  hi  the  case  of  dividends  and  interest  the  payor 
will  not  be  required  to  report  to  the  Bureau  of  Internal  Revenue  the 
amount  withheld  for  each  individual  or  to  furnish  withholding  receipts 
to  such  individuals. 

Usually  the  withholding  agent  will  compute  the  amount  due  by 
multiplying  his  total  payments  of  interest  and  dividends  by  20  percent. 

As  in  the  case  of  wages  and  salaries,  the  recipient  of  dividends  and 
interest  will  report  as  income  the  gross  amount  prior  to  withholding. 
He  will  do  this  by  entering  on  his  return  (1)  the  net  amount  of  divi¬ 
dends  and  interest  received  after  withholding,  (2)  the  amount  required 
to  be  withheld  which,  at  a  20-percent  withholding  rate,  would  be 
exactly  one-quarter  of  the  net  amount  received,  and  (3)  the  sum  of  the 
amount  actually  received  and  the  amount  required  to  be  withheld. 
The  latter  is  the  gross  amount  subject  to  tax.  A  credit  against  the 
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tax  due  will  then  be  allowed  equal  to  the  amount  required  to  be 
withheld. 

The  operation  of  this  system  may  be  illustrated  with  the  case  of 
an  individual  stockholder  to  whom  a  corporation  paid  $1,000  of 
dividends  during  the  taxable  year.  At  a  20-percent  withholding  rate, 
the  corporation  will  withhold  $200  from  the  dividend  payments  to  this 
individual,  remitting  the  withheld  taxes  to  the  collector  of  internal 
revenue.  On  his  income  tax  return,  the  individual  will  enter  the  $800 
of  dividends  he  received.  He  will  then  add  to  the  $800  the  $200 
withheld.  This  will  not  require  any  records  or  receipts  but  will  be 
accomplished  by  simply  computing  one-fourth  of  the  amount  received 
and  adding  the' two  together.  The  total  of  $1,000  will  be  included  in 
his  gross  income.  After  computing  his  total  tax  liability  he  will  deduct 
the  amount  already  paid  or  withheld,  including  the  $200  withheld  at 
source  on  dividends,  and  either  pay  the  balance  due  or  apply  for  a 
refund. 

This  system  does  not  involve  the  use  of  the  type  of  withholding 
receipt  exemplified  by  the  Form  W-2  used  in  the  case  of  withholding 
on  wages  and  salaries.  The  plan  is,  therefore,  not  open  to  the  objec¬ 
tion  raised  against  the  1950  proposal,  namely,  that  it  would  increase 
unduly  the  work  of  the  withholding  agents.  As  a  matter  of  fact, 
with  this  system  in  operation  it  would  be  possible  to  reintroduce  a 
limitation  on  the  reporting  of  dividends  paid. 

In  the  case  of  interest  not  subject  to  withholding,  such  as  interest 
on  savings  accounts,  the  committee  deemed  it  necessary  for  enforce^ 
ment  purposes  to  permit  the  Secretary  of  the  Treasury  to  require 
information  returns  for  any  amount  which  he  may,  by  regulation, 
specify.  In  no  event,  will  the  Secretary  be  permitted  to  exempt  from 
this  requirement  interest  payments  (not  subject  to  withholding)  of 
$100  or  more.  In  the  case  of  dividends  subject  to  withholding,  the 
bill  provides  that  an  information  return  will  not  be  required  unless 
the  annual  payment  to  the  individual  is  $300  or  more. 

The  procedure  and  computation  in  the  case  of  interest  withheld  on, 
will  be  the  same  as  for  dividends. 

However,  it  is  not  possible  to  avoid  the  use  of  a  withholding  receipt 
in  the  case  of  royalties  because  the  difficulties  of  the  recipient  in 
determining  which  payments  he  receives  are  withheld  upon,  requires 
that  some  notice  pass  from  the  withholding  agent  to  the  taxpayer, 
informing  him  of  the  fact  and  amount  of  withholding.  For  this  pur¬ 
pose  a  system  of  withholding  receipts  similar  to  the  Form  W-2  will 
be  used.  A  copy  of  the  receipt  will  be  sent  to  the  Bureau  for  matching 
purpose  and  two  copies  will  go  to  the  taxpayer,  one  of  which  will 
accompany  his  income-tax  return. 

In  the  case  of  coupon  bonds  the  owner  will,  on  turning  in  his  interest 
coupon  at  a  bank,  receive  80  percent  of  the  face  amount  of  the  coupon. 
The  bank  will  also  be  paid  80  percent  of  the  face  amount  by  the  payor 
corporation.  The  remaining  20  percent  will  be  remitted  by  the  latter 
to  the  collector  of  internal  revenue. 

The  20-percent  withholding  rate  is  the  equivalent  of  a  22-percent 
first-bracket  rate  after  taking  into  account  the  10-percent  standard 
deduction.  The  first-bracket  rate  under  this  bill  including  the  defense 
tax  will  be  22.5  percent. 

It  is  believed  that  the  proposed  system  of  withholding  will  secure  a 
high  level  of  compliance  throughout  the  income  scale.  For  taxpayers 
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subject  to  the  first-bracket  rate,  approximately  the  full  tax  liability 
will  be  withheld  and  no  incentive  for  underreporting  will  remain. 
For  proper  enforcement  in  the  middle  and  upper  brackets  reliance 
will  have  to  be  continued  on  information  returns  but  the  amount  of 
potential  underreporting  will  be  substantially  reduced. 

To  protect  recipients  of  small  amounts  of  interest,  dividends,  or 
royalties  from  the  loss  of  the  credit  based  on  withholding  due  to  an 
oversight  or  neglect  of  small  receipts  of  these  types,  the  bill  extends  the 
statute  of  limitations  for  the  purpose  of  claiming  such  credit  to  7  years 
in  such  cases  but  limits  the  amount  to  be  refunded,  after  the  running 
of  the  3-year  statute  of  limitations,  to  an  amount  not  in  excess  of 
$2  per  year. 

The  rules  governing  the  use  of  the  Form  1040-A  under  which  the 
tax  is  computed  by  the  collector  are  amended.  Under  existing  law 
this  form  may  be  used  if  the  taxpayer’s  gross  income  is  less  than  $5,000, 
is  made  up  entirely  of  wages,  salaries,  dividends,  and  interest  and 
includes  not  more  than  $100  of  income  not  withheld  upon.  Under 
the  bill,  Form  1040-A  is  available  if  the  gross  income  is  less  than  $5,000 
and  consists  entirely  of  wages,  interest,  and  dividends  to  which  with¬ 
holding  applies. 

2.  Definition  oj  dividends  j or  withholding  purposes 

For  withholding  purposes  dividends  are  defined  so  as  to  include  any 
distribution  by  a  corporation  which  is  a  dividend  as  defined  in  section 
115  (a.)  of  the  Internal  Revenue  Code  as  well  as  payments  in  lieu  of 
dividends  which  arise  out  of  transactions  involving  short  sales.  There 
are,  however,  a  considerable  number  of  cases  in  which  taxes  upon 
payments  in  the  nature  of  dividends  will  not  be  withheld. 

Patronage  dividends  of  cooperatives  will  not  be  withheld  on  unless 
they  are  dividends  within  the  meaning  of  section  115  (a). 

There  will  be  no  withholding  with  respect  to  stock  dividends  or  the 
distribution  of  rights,  since  such  transfers  frequently  do  not  produce 
taxable  income. 

Distributions  to  shareholders  in  connection  with  corporate  reorgan¬ 
izations  and  the  redemption  of  outstanding  stock  are  not  withheld  on. 
Such  distributions  are  frequently  not  taxable;  in  many  other  cases 
they  are  taxed  as  capital  gains.  Generally,  the  complexities  which 
would  result  make  it  undesirable  to  apply  withholding  to  these 
distributions. 

Dividends  paid  by  Federal  Reserve  banks,  Federal  land  banks, 
Federal  Home  Loan  banks,  the  Central  Bank  for  Cooperatives  or  a 
Bank  for  Cooperatives  are  exempt  because  such  dividends  are  re¬ 
ceived  entirely  by  corporations. 

For  similar  reasons  withholding  will  not  apply  to  dividends  paid  by 
a  corporation  which  is  a  member  of  an  affiliated  group  of  corporations 
to  another  member  of  the  group.  However,  this  exemption  is  effec¬ 
tive  only  wdien  the  affiliated  group  filed  a  consolidated  return  for  the 
preceding  taxable  year. 

Dividends  paid  by  a  foreign  corporation  are  exempt  from  withhold¬ 
ing.  In  this  case  it  would  be  inappropriate  or  impracticable  to  require 
the  payor  to  act  as  a  withholding  agent,  and  the  procedure  for  deter¬ 
mination  by  the  taxpayer  of  the  gross  amount  of  the  dividend  would, 
in  some  cases,  be  complicated  by  the  additional  tax  withholding  by 
foreign  governments. 
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Dividends  paid  to  governments,  political  subdivisions,  international 
organizations,  or  wholly  owned  instrumentalities  or  agencies  of  the 
foregoing  will  not  be  subject  to  withholding  provided  the  entire  class  of 
stock  with  respect  to  which  such  dividend  is  paid  is  owned  by  one  or 
more  such  agency.  Here  withholding  would  serve  no  useful  purpose. 

For  the  same  reason  dividends  paid  to  foreign  governments  and 
international  organizations  will  not  be  withheld  upon. 

Dividends  paid  to  an  owner  of  record  who  is  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States,  to  non¬ 
resident  alien  individuals,  or  to  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in  whole  or  in  part 
of  nonresident  aliens  are  not  affected  by  the  new  withholding  provi¬ 
sions.  In  these  cases  withholding  is  provided  under  other  sections  of 
the  Internal  Revenue  Code. 

Withholding  will  not  apply  to  dividends  paid  pursuant  to  the  terms 
of  a  lease  under  which  the  shareholders  of  the  lessor  corporation  are 
more  such  agency.  Here  withholding  would  serve  no  useful  purpose, 
entitled  to  dividends  without  the  deduction  of  any  tax.  However,  in 
order  to  prevent  the  deliberate  establishment  of  such  leases  for  the 
purpose  of  avoiding  withholding,  this  exemption  applies  only  when  the 
lease  was  entered  into  prior  to  January  1,  1951. 

3.  Definition  of  interest  jor  withholding  purposes 

Withholding  will  apply  to  interest  on  all  bonds,  debentures,  notes, 
certificates,  or  other  evidences  of  indebtedness,  issued  by  any  cor¬ 
poration,  with  interest  coupons  or  in  registered  form,  interest  on 
deposits  with  stockbrokers,  amounts  held  by  an  insurance  company 
under  an  agreement  to  pay  interest  thereon  and  interest  on  refunds 
of  the  overpayment  of  any  internal  revenue  tax,  except  income  and 
excess  profits  taxes  imposed  on  corporations. 

There  is  to  be  no  withholding  on  interest  on  United  States  savings 
bonds,  postal  savings  certificates  of  deposit,  bank  deposits,  mutual 
savings  bank  deposits,  or  on  amounts  paid  by  savings  and  loan  asso¬ 
ciations,  building  and  loan  associations,  cooperative  banks,  homestead 
associations,  credit  unions  or  any  similar  organization  with  respect  to 
withdrawable  or  repurchasable  shares,  investment  certificates  or  de¬ 
posits,  whether  or  not  the  payments  are  designated  as  interest  or 
dividends. 

In  order  to  avoid  a  large  amount  of  additional  administrative  work 
and  to  avoid  imposing  the  duties  of  a  withholding  agent  on  a  payor 
who  makes  only  occasional  disbursements,  the  bill  provides  that  the 
payment  of  interest  by  individuals  will  not  be  subject  to  withholding 
and  that  the  only  payments  by  partnerships  or  individuals  which 
will  be  withheld  on  are  those  paid  by  private  banks  or  brokerage 
firms. 

There  will  be  no  withholding  on  interest  paid  on  wholly  tax-exempt 
securities  since  such  withholding  would  serve  no  useful  purpose. 

Interest  paid  on  equipment  trust  certificates  is  also  exempt  since 
securities  of  this  type  are  ordinarily  held  by  corporations. 

Interest  paid  on  corporate  obligations  issued  before  January  1,  1951, 
will  also  be  exempt  from  withholding  if  the  obligor  is  required  by  the 
terms  of  the  contract  to  absorb  the  tax. 
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Jf..  Definition  oj  royalties  jor  withholding  purposes 

For  withholding  purposes  the  term  “royalty”  includes  not  only  rents 
and  royalties  paid  with  respect  to  mines,  oil  or  gas  wells,  and  other 
natural  deposits,  but  also  royalties  of  the  type  paid  for  the  use  of 
patents,  copyrights,  secret  processes  or  formulas,  trade-marks,  and 
trade  brands  if  paid  by  a  corporation.  When  copyrights  are  turned 
over  to  an  organization  which  licenses  their  use,  the  payments  made 
by  such  organizations  to  its  members  will  be  withheld  on  but  there 
will  be  no  withholding  on  the  payments  to  the  organization. 

In  the  case  of  a  mine,  oil  or  gas  well,  or  other  natural  deposit, 
withholding  will  apply  to  delay  rental,  and  any  bonus,  prepaid  or 
minimum  royalty,  and  any  payment  reflecting  a  share  of  the  gross 
or  net  income  derived  from  the  extraction  and  sale  of  any  natural 
deposit  but  only  if  the  recipient  is  not  personally  obligated  to  pay  a 
proportionate  share  of  development  or  operating  expenses.  With¬ 
holding  will  not  depend  on  whether  the  payment  is  measured  by  pro¬ 
duction  or  by  a  share  of  gross  or  net  income  from  the  property. 

Royalties  paid  in  kind  will  not  be  withheld  on  mineral,  oil,  gas, 
or  other  natural  deposits  unless  sold  by  or  on  behalf  of  the  producer 
or  under  a  division  order  in  which  case  the  purchaser  will  be  considered 
as  making  payment  of  the  royalty  in  an  amount  equal  to  the  purchase 
price. 

All  royalties  paid  to  a  corporation  or  to  a  government  or  political 
subdivision  are  specifically  exempt  from  withholding.  In  other  respects 
the  rules  governing  the  application  of  withholding  to  royalty  payments 
are  similar  to  those  described  in  connection  with  dividends  and  interest. 

5.  Special  rules  applying  to  partnerships,  estates,  and  trusts 

Under  this  bill  a  partnership  or  a  common  trust  fund  does  not  ordi¬ 
narily  receive  credit  for  the  tax  withheld  on  dividends,  interest,  or  roy¬ 
alties  received  by  it.  The  credit  is  allowed  instead  to  the  members  of 
the  partnership  or  the  participants  in  the  common  trust  fund  in  propor¬ 
tion  to  their  interests.  It  is  anticipated  that  the  returns  showing  the 
distributive  share  of  the  partners  will  include  the  allocated  amounts 
of  tax  withheld  at  the  source  for  each  partner,  thus  providing  the 
Bureau  with  the  information  necessary  to  check  the  credits  claimed 
on  the  partnership’s  tax  return.  It  is  anticipated  also  that  the  part¬ 
nership  will  supply  the  partner  with  the  information  on  dividends, 
interest,  and  royalties  received  and  the  tax  withheld  necessary  for 
filing  his  tax  return  at  the  same  time  that  it  informs  him  of  his  share 
in  the  income  derived  from  the  organization. 

If  the  entire  income  of  an  estate  or  trust  is  distributed  to  the  bene¬ 
ficiaries,  the  credit  will  be  handled  in  the  same  way  as  in  the  case  of  a 
partnership  or  common  trust  fund.  If,  however,  a  portion  of  the 
income  of  the  estate  or  trust  is  retained  by  it,  the  credit  will  be  divided 
between  the  beneficiaries  and  the  trust  or  estate  in  proportions  which 
reflect  the  allocation  of  the  income  of  the  trust  or  estate. 

6.  Special  rules  governing  regulated  investment  companies  and  persona l 

holding  companies 

Special  provision  must  be  made  for  the  treatment  of  amounts  with¬ 
held  on  dividends,  interest,  and  royalties  paid  to  regulated  investment 
companies  and  personal  holding  companies  because  the  existing  law 
imposes  substantial  penalties  upon  such  corporations  unless  they 
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distribute  their  income  currently.  If  no  special  provision  were  made, 
such  corporations  would  be  required  to  make  distributions  out  of 
capital  in  order  to  prevent  the  application  of  these  penalties,  since  there 
would  not  be  enough  income  left  after  the  withholding  on  their  income 
to  finance  the  disbursements  necessary  to  prevent  the  application  of 
these  penalties  plus  the  withholding  on  the  company’s  disbursements 
to  its  own  stockholders.  Therefore,  it  is  provided  that  regulated 
investment  companies  and  personal  holding  companies  may  count  the 
amounts  withheld  on  dividends,  interest,  and  royalties  received  by 
them  as  credits  against  the  amounts  which  they  themselves  are  re¬ 
quired  to  withhold  from  their  disbursements  to  their  own  shareholders. 

7.  Special  provision  for  tax-exempt  organizations 

Tax-exempt  organizations  also  pose  a  special  problem  since  they 
frequently  rely  heavily  upon  the  income  which  they  receive  as  interest, 
dividends,  and  royalties  to  finance  their  current  operating  costs.  An 
outright  exemption  of  payments  to  such  organizations  would  greatly 
complicate  the  work  of  the  withholding  agent.  It  is  provided,  there¬ 
fore,  that  in  lieu  of  such  an  exemption  these  organizations  will  be 
permitted  to  use  the  amount  withheld  with  respect  to  dividends,  inter¬ 
est,  and  royalties  received  by  them  as  a  credit  against  the  amount  due 
from  such  organization  under  the  income  and  payroll  taxes.  A  claim 
for  this  credit  will  be  made  under  regulations  at  the  time  of  the  filing 
of  the  returns  for  the  purpose  of  these  taxes.  In  addition,  tax-exempt 
organizations  may  claim  refunds  quarterly  for  the  excess  of  the 
amount  withheld  on  dividends,  interest,  and  royalties  received  over  the 
amount  of  the  income  and  payroll  taxes  due.  Such  claims  may  be 
filed  on  a  quarterly  basis  after  the  close  of  the  calendar  quarter  or  be¬ 
fore  March  15  of  the  year  after  the  close  of  the  fourth  quarter.  No 
interest  will  be  allowed  on  refunds  for  any  period  prior  to  the  date  on 
which  the  claim  for  refund  is  filed  or  before  March  16  of  the  calendar 
year  succeeding  the  close  of  the  calendar  quarter  in  respect  of  which 
the  refund  is  claimed,  whichever  date  is  the  later.  These  arrange¬ 
ments  will  reduce  to  a  minimum  the  extent  to  which  tax-exempt 
organizations  will  be  out  of  pocket  on  account  of  the  withholding 
system  applied  to  interest,  dividends,  and  royalties  under  this  bill. 

These  arrangements  also  apply  in  the  case  of  State  and  local  govern¬ 
ments  and  then*  agencies. 

8.  Effective  date 

The  provisions  relating  to  withholding  on  dividends,  royalties,  and 
interest  will  apply  to  amounts  paid  in  1952  and  subsequent  years. 

B.  Life  Insurance  Companies 

In  section  401  of  the  Revenue  Act  of  1950  the  formula  used  for 
computing  the  net  income  of  life  insurance  companies  was  amended, 
the  action  being  effective  only  for  1949  and  1950.  This  action  was 
necessitated  by  the  fact  that  the  formula  set  up  in  the  Revenue  Act 
of  1942  resulted  in  no  tax  being  due  from  any  company  on  its  life- 
insurance  investment  income  for  the  years  1947  and  1948.  The 
substitute  formula  provided  for  1949  and  1950  was  intended  to  be  a 
stopgap  which  would  terminate  the  tax-exempt  status  of  this  type  of 
income  and  permit  the  completion  of  the  study  needed  for  the  develop- 
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ment  of  a  permanent  solution  to  the  problem  of  the  taxation  of  life- 
insurance  companies. 

Considerable  progress  has  been  made  in  this  study  but  it  has  not 
yet  produced  a  definitive  solution.  Although  changes  in  the  yield 
obtained  on  life  insurance  investments  and  in  the  average  rate  of 
interest  paid  on  policyholders’  reserves  have  eliminated  the  tax-free 
status  of  the  industry  under  the  1942  formula,  the  latter  is  generally 
recognized  to  be  defective.  If  no  action  were  taken  at  this  time, 
this  formula  would  apply  in  1951  and  subsequent  years.  To  forestall 
this  eventuality  and  to  provide  additional  time  for  the  completion  of 
the  study  upon  which  this  committee  is  now  engaged,  section  311 
of  this  bill  applies  the  stopgap  formula  to  life  insurance  investment 
income  in  1951. 

It  is  estimated  that  in  1951  the  revenue  under  the  stopgap  formula 
will  exceed  that  which  would  be  obtained  under  the  1942  formula  by 
about  $58  million,  resulting  in  a  total  tax  liability  of  $111  million. 

C.  Surtax  Exemptions  and  Minimum  Excess  Profits  Tax  Credit 

of  Related  Corporations 

Under  existing  law  the  $25,000  corporate  surtax  exemption  and  the 
$25,000  minimum  credit  under  the  excess  profits  tax  are  available  to 
each  member  of  a  group  or  chain  of  related  corporations  even  though 
the  degree  of  their  association  is  sufficiently  great  so  that  they  are 
virtually  a  single  business  enterprise.  This  treatment  confers  an 
unwarranted  tax  advantage  on  businesses  carried  out  by  means  of  a 
series  of  corporations,  rather  than  a  single  corporation,  and  sets  up  an 
incentive  for  the  artificial  splitting  up  of  corporations.  This  effect 
of  the  existing  law  is  difficult  to  reconcile  with  the  fact  that  the  surtax 
exemption  and  the  minimum  credit  were  intended  to  confer  tax 
advantages  on  small  business.  Therefore,  section  123  of  this  bill  re¬ 
duces  to  one  the  number  of  surtax  exemptions  which  may  be  claimed 
by  a  group  of  “related”  corporations  and  limits  the  minimum  excess 
profits  tax  credit  to  a  single  credit  of  $25,000  for  the  entire  group. 

Under  the  bill  the  $25,000  surtax  exemption  and  the  $25,000  mini¬ 
mum  credit  will  be  divided  equally  among  the  related  corporations 
unless  the  latter  elect  another  method  of  apportionment.  Such  an 
election  may  be  made  by  filing  with  the  Secretary  of  the  Treasury  a 
consent  indicating  the  portion  of  the  $25,000  which  will  be  taken  by 
each  of  the  related  corporations  as  its  surtax  exemption  for  the  taxable 
year.  This  election  will  permit  the  related  corporations  to  absorb 
the  full  exemption  and  the  full  minimum  credit  so  long  as  the  group 
has  a  combined  surtax  net  income  of  $25,000. 

A  “related”  group  of  corporations  is  defined  so  as  to  include  one  or 
more  chains  of  corporations  connected  through  ownership  with  a 
common  parent  corporation  when  at  least  95  percent  of  the  voting 
power  of  all  classes  of  stock  of  each  of  the  corporations  (except  the 
common  parent  corporation)  is  owned  directly  by  one  or  more  of  the 
other  corporations,  and  the  common  parent  owns  directly  stock 
possessing  at  least  95  percent  of  the  voting  power  of  all  classes  of 
stock  of  at  least  one  of  the  other  corporations,  excluding,  in  computing 
such  voting  power,  stock  held  by  such  other  corporations.  A  “re¬ 
lated”  group  will  also  exist  if  at  least  95  percent  of  the  voting  power 
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of  all  classes  of  stock  of  each  of  the  corporations  is  owned,  directly  or 
indirectly,  by  or  for  one  individual,  or  if  at  least  95  percent  is  owned, 
directly  or  indirectly,  by  or  for  not  more  than  five  individuals  each  of 
whom  owns  substantially  the  same  proportion  of  the  voting  power  in 
each  of  the  corporations. 

In  determining  the  extent  of  an  individual’s  holdings  of  the  stock 
of  a  corporation  for  this  purpose,  he  will  be  deemed  to  own  stock  held 
directly  or  indirectly  by  or  for  his  spouse,  and  also  that  portion  of  the 
stock  owned  by  a  corporation,  partnership,  estate,  or  trust  in  which  he 
holds  an  interest,  which  reflects  the  extent  of  his  interest  in  such 
corporation,  partnership,  estate,  or  trust.  If  he  and  his  spouse  own 
directly  or  indirectly  more  than  50  percent  of  the  voting  power  of  a 
corporation  he  will  be  considered  to  own  also  the  stock  in  that  cor¬ 
poration  held  directly  or  indirectly  by  his  ancestors  and  lineal 
descendants. 

The  amendment  does  not  apply  to  educational,  charitable,  and 
similar  organizations  which  are  taxable  on  their  unrelated  business 
income  under  supplement  U  of  the  Internal  Revenue  Code. 

While  these  amendments  to  the  surtax  exemption  and  the  minimum 
excess  profits  tax  credit  would  be  desirable  in  any  event,  they  are 
particularly  necessary  at  the  present  time.  The  substantial  revenue 
loss  under  existing  law  is  difficult  to  reconcile  with  the  current  budg¬ 
etary  stringency,  and  this  revenue  loss  might  be  increased  by  the 
deliberate  splitting  up  of  corporations  for  the  purpose  of  realizing 
the  unusual  tax  advantages  which  present  law  permits  in  a  period  of 
high  corporate  tax  rates.  Evidence  has  been  presented  to  this  com¬ 
mittee  which  indicates  that  a  substantially  smaller  incentive  led  in 
some  cases  to  the  artificial  splitting  up  of  business  enterprises  into  a 
large  number  of  individual  corporations  during  World  War  II. 

It  is  estimated  that  when  fully  effective  section  123  of  this  bill  will 
increase  the  revenues  by  about  $55  million  annually. 

Section  123  will  apply  only  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1950. 

D.  Offset  of  Short-  and  Long-Term  Capital  Gains  and  Losses 

Section  305  of  this  bill  amends  the  treatment  of  the  gains  and  losses 
of  individuals  so  as  to  eliminate  a  defect  in  existing  law.  The  latter 
excludes  50  percent  of  a  long-term  capital  gain  or  loss  from  the  com¬ 
putation  of  net  capital  gain,  net  capital  loss  and  net  income,  but 
includes  100  percent  of  a  short-term  capital  loss  in  such  computations. 
As  a  result  a  $1  short-term  loss  can  wipe  out  a  $2  long-term  gain. 

Under  section  305  of  this  bill  long-term  gains  are  included  in  gross 
income  at  100  percent  and  a  deduction  from  gross  income  is  allowed 
equal  to  50  percent  of  the  amount  by  which  the  taxpayer’s  net  long¬ 
term  gain  exceeds  his  net  short-term  loss.  Thus,  if  a  taxpayer  has 
a  net  long-term  gain  of  $1,000  and  a  net  short-term  loss  of  like  amount, 
no  deduction  will  be  allowable.  If  the  net  long-term  gain  is  $2,000 
and  the  net  short-term  loss  is  $1,000,  the  deduction  against  gross  in¬ 
come  will  be  50  percent  of  the  excess  of  $2,000  over  $1,000,  or  $500. 
Hence  the  amount  actually  taxed  as  a  long-term  capital  gain  will  be 
$500.  Under  existing  law  the  short-term  loss  offsets  the  portion  of  the 
long-term  gain  included  in  the  calculation  of  net  income  and  no  tax 
liability  exists. 
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Long-term  losses,  like  long-term  gains,  will  be  taken  into  account  in 
full.  Long-term  losses  will  therefore  offset  short-term  gains  on  a 
dollar-f or -dollar  basis,  just  as  short-term  losses  will  offset  long-term 
gains.  If  long-term  losses  exceed  short-term  gains,  the  unreduced 
excess  will  be  offset  against  other  income  up  to  $1,000.  The  net  loss 
which  is  not  absorbed  in  this  manner  will  be  carried  forward  as  a  short¬ 
term  capital  loss,  whether  arising  out  of  short-  or  long-term  operations. 

Section  305  applies  only  to  taxable  years  beginning  on  or  after  the 
date  of  enactment  of  this  act. 

It  is  estimated  that  when  fully  effective  this  amendment  will  increase 
the  revenues  by  $28  million  annually. 

E.  Collapsible  Corporations 

This  bill  amends  section  117  (m)  of  the  Internal  Revenue  Code 
which  denies  capital-gains  treatment  to  the  sale,  exchange  or  retire¬ 
ment  of  stock  in  a  “collapsible  corporation”  so  as  to  extend  the 
application  of  this  section  to  cases  where  the  corporation  is  used 
as  a  device  for  converting  inventory  profits  into  capital  gains.  Section 
117  (m)  was  added  to  the  Internal  Revenue  Code  by  the  Revenue 
Act  of  1950  to  forestall  the  use  of  the  collapsible  corporation  as 
a  device  for  converting  ordinary  income  into  long-term  capital 
gain.  At  that  time  it  was  believed  that  the  collapsible  corporation 
was  used  principally  in  the  motion  picture  and  building  construction 
industries.  The  reports  on  the  bill  which  became  the  Revenue  Act 
of  1950  illustrated  the  device  by  the  case  of  a  corporation  organized 
for  the  production  of  a  single  motion  picture.  Upon  the  completion 
of  the  film,  but  prior  to  the  realization  by  the  corporation  of  any 
income  therefrom,  the  corporation  would  be  liquidated  and  its  asset 
distributed.  No  tax  would  be  paid  by  the  corporation  because  it  had 
realized  no  income.  The  former  shareholders  would  pay  a  tax  upon 
the  difference  between  their  cost  and  the  fair  market  value  of  then* 
shares  in  the  value  of  the  product  so  distributed.  Prior  to  the 
Revenue  Act  of  1950  this  gain  might  have  been  taxed  as  a  long-term 
capital  gain  with  a  maximum  effective  rate  of  25  percent.  The  col¬ 
lapsible  corporation  was  also  illustrated  with  cases  in  which  a  cor¬ 
poration  set  up  to  construct  a  building  was  liquidated  and  the  rights 
in  the  building  were  sold  by  the  former  stockholders  acting  as  indi¬ 
viduals. 

Because  the  device  of  the  collapsible  corporation  was  believed  to 
be  used  largely  in  these  two  cases,  section  117  (m)  was  drafted  so  as 
to  apply  when  the  corporation  was  “formed  or  availed  of  principally 
for  the  manufacture,  construction  or  production  of  property.” 

It  is  now  understood  that  the  collapsible-corporation  device  was  also 
used  in  an  attempt  to  convert  profits  on  inventory  and  stock  in  trade 
into  capital  gains.  The  procedure  used  was  to  transfer  a  commodity 
to  a  new  or  dormant  corporation,  the  stock  of  which  would  then  be 
sold  to  the  prospective  purchaser  of  the  commodity  who  would  there¬ 
upon  liquidate  the  corporation.  In  this  manner  the  accretion  in  the 
value  of  the  commodity,  which  in  most  of  the  actual  cases  was  whisky, 
would  be  converted  into  a  gain  realized  on  the  sale  of  stock  in  a  cor¬ 
poration,  thus  opening  the  possibility  that  it  would  be  taxed  as  a 
long-term  capital  gain. 
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To  prevent  the  use  of  the  collapsible  corporation  in  cases  of  this 
sort,  section  117  (m)  is  extended  to  corporations  formed  or  availed 
of  principally  for  the  purchase  of  property  which  is  inventory  or 
stock  in  trade  in  the  hands  of  the  corporation. 

This  amendment  applies  to  taxable  years  beginning  after  December 
31,  1950.  The  determination  of  the  tax  treatment  of  gains  realized 
in  taxable  years  beginning  prior  to  January  1,  1951,  will  be  made  as  if 
this  section  had  not  heed  enacted  and  without  inferences  drawn  from 
the  fact  that  the  amendment  made  in  this  hill  is  not  specifically  retro¬ 
active  and  without  inferences  drawn  from  the  limitations  contained  in 
section  117  (m)  as  amended  by  section  308  of  this  bill. 

It  is  estimated  that  in  a  full  year’s  operations  this  provision  will 
increase  the  revenues  by  $5  million. 

F.  Sale  of  Property  to  Controlled  Corporations 

Section  310  of  this  bill  is  intended  to  forestall  the  practice  of  selling 
depreciable  assets  to  controlled  corporations  in  order  to  obtain  the 
substantial  tax  benefits  available  under  existing  law.  This  practice, 
which  is  reported  by  the  Bureau  of  Internal  Revenue  to  be  of  growing 
importance,  may  be  illustrated  as  follows:  Assume  that  a  husband 
and  wife  own  and  operate  a  corporation  engaged  in  retail  trade,  that 
they  also  own  as  individuals  the  building  used  by  this  corporation  and 
that  the  current  value  of  the  building  is  well  in  excess  of  its  adjusted 
basis.  If  the  building  is  sold  to  the  corporation,  a  capital-gains  tax 
will  ordinarily  be  paid,  but  the  building  then  has,  in  the  hands  of  the 
corporation,  an  adjusted  basis  which  is  greater  than  the  basis  in  the 
hands  of  the  individual  shareholders  by  the  amount  of  the  gain  realized 
on  the  sale  to  the  corporation.  The  property  being  depreciable  the 
corporation  will  then  be  able  to  write  off  the  increase  in  the  adjusted 
basis  over  the  remaining  life  of  the  building.  The  resulting  additional 
depreciation  charges  are,  of  course,  an  offset  to  ordinary  income. 
Thus,  in  effect,  the  immediate  payment  of  a  capital-gains  tax  has 
been  substituted  for  the  elimination,  over  a  period  of  years,  of  the 
corporate  income  taxes  on  an  equivalent  amount.  The  substantial 
differential  between  the  capital-gains  rate  and  the  ordinary  rates  makes 
such  a  substitution  highly  advantageous  when  the  sale  may  be 
carried  out  without  loss  of  control  over  the  asset  because  the  corpo¬ 
ration  to  which  the  asset  is  sold  is  controlled  by  the  individuals  who 
make  the  sale. 

Section  310  of  this  bill  eliminates  the  tax  advantage  from  such  trans¬ 
actions  by  denying  capital-gains  treatment  to  the  transferor  with 
respect  to  sales  or  exchanges  of  depreciable  property  between  a 
husband  and  a  wife,  or  between  an  individual  and  a  corporation, 
more  than  half  of  the  outstanding  stock  of  which  is  owned  by  or  for 
him  directly  or  indirectly.  For  the  purpose  of  determining  ownership 
of  stock  an  individual  will  be  considered  as  owning  a  portion  of  the 
stock  held  by  a  corporation,  partnership,  estate  or  trust  which  reflects 
his  interest  as  a  shareholder,  partner  or  beneficiary.  He  will  also  be 
considered  as  owning  stock  owned  directly  or  indirectly  by  or  for 
his  spouse  and  if  he  and  his  spouse  own  more  than  10  percent  of  the 
outstanding  stock  of  a  company  he  will  also  be  considered  as  owning 
stock  held  directly  or  indirectly,  by  or  for  his  brothers  and  sisters, 
ancestors  and  lineal  descendants. 
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Section  310  will  apply  only  to  sales  or  exchanges  made  after  May  3, 
1951,  the  date  on  which  this  committee’s  tentative  decision  on  this 
section  was  announced. 

G.  Dealers  in  Securities 

Under  existing  law,  dealers  in  securities  are  permitted  to  hold  some 
securities  as  a  personal  investment.  Gains  or  losses  on  those  securities 
which  are  held  by  the  taxpayer  in  his  capacity  as  a  dealer  are  treated 
as  ordinary  income.  Capital  gain  or  loss  treatment  is  accorded  the 
results  of  the  transfer  of  securities  which  the  taxpayer  holds  as  an 
investor.  Existing  law  also  permits  the  transfer  of  securities  from 
such  a  taxpayer’s  investment  account  to  his  inventory  account  and 
vice  versa  with  corresponding  changes  in  tax  liabilities.  These  trans¬ 
fers  increase  the  difficulty  of  determining  in  which  portfolio  specific 
securities  were  actually  held,  and  facilitate  the  manipulation  of  the 
taxpayer’s  accounts  so  as  to  obtain  ordinary  loss  treatment  on  secu¬ 
rities  sold  at  a  loss  and  capital-gains  treatment  on  those  sold  at  a 
gain. 

To  forestall  this  practice,  section  309  of  this  bill  provides  that  in  the 
case  of  a  dealer  in  securities  capital-gains  treatment  will  be  available 
only  under  certain  specific  conditions.  The  security  in  question  must 
have  been  clearly  identified  in  the  dealer’s  records  as  “a  security  held 
for  investment”  within  a  period  of  30  days  after  the  date  of  its  acquisi¬ 
tion  or  after  the  date  of  enactment  of  the  Revenue  Act  of  1951,  which¬ 
ever  is  later,  and  must  not  at  any  time  thereafter  have  been  held  by 
the  taxpayer  “primarily  for  sale  to  customers  in  the  ordinary  course 
of  his  trade  or  business.”  Unless  these  terms  are  complied  with,  the 
gain  on  the  sale  of  the  security  will  be  taxed  as  ordinary  income. 

Ordinary  loss  treatment  will  not  apply  where  the  security  sold  was 
at  any  time  after  this  section  becomes  applicable  clearly  identified  in 
the  dealer’s  records  as  “a  security  held  for  investment.” 

Section  309  applies  to  sales  or  exchanges  made  more  than  30  days 
after  the  date  of  enactment  of  this  act. 

H.  Gain  From  Sale  or  Exchange  of  the  Taxpayer’s  Residence 

Section  303  of  this  bill  amends  the  present  provisions  relating  to  a 
gain  on  the  sale  of  a  taxpayer’s  principal  residence  so  as  to  eliminate  a 
hardship  under  existing  law  which  provides  that  when  a  personal  resi¬ 
dence  is  sold  at  a  gain  the  difference  between  its  adjusted  basis  and 
the  sale  price  is  taxed  as  a  capital  gain.  The  hardship  is  accentuated 
when  the  transactions  are  necessitated  by  such  facts  as  an  increase  in 
the  size  of  the  family  or  a  change  in  the  place  of  the  taxpayer’s  employ¬ 
ment.  In  these  situations  the  transaction  partakes  of  the  nature  of 
an  involuntary  conversion.  Cases  of  this  type  are  particularly  numer¬ 
ous  in  periods  of  rapid  change  such  as  mobilization  or  reconversion. 
For  this  reason  the  need  for  remedial  action  at  the  present  time  is 
urgent. 

Section  303  of  this  bill  provides  that  when  the  sale  of  the  taxpayer’s 
principal  residence  is  followed  within  a  period  of  1  year  by  the  purchase 
of  a  substitute,  or  when  the  substitute  is  purchased  within  a  year  prior 
to  the  sale  of  the  taxpayer’s  principal  residence,  gain  shall  be  recognized 
only  to  the  extent  that  the  selling  price  of  the  old  residence  exceeds  the 
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cost  of  the  new  one.  Thus,  if  a  dwelling  purchased  in  1940  for  $10,000 
is  sold  in  1951  for  $15,000,  there  would  ordinarily  be  a  taxable  gain  of 
$5,000  under  existing  law.  Under  this  bill  no  portion  of  the  gain  would 
be  taxable  provided  a  substitute  “principal  residence”  is  purchased 
by  the  taxpayer  within  the  stated  period  of  time  for  a  price  of  $15,000 
or  more.  If  the  replacement  cost  is  less  than  $15,000,  say  $14,000,  the 
amount  taxable  as  gain  will  be  $1,000. 

This  special  treatment  is  not  limited  •  to  the  “involuntary  con¬ 
version”  type  of  case,  where  the  taxpayer  is  forced  to  sell  his  home 
because  the  place  of  his  employment  is  changed.  While  the  need 
for  relief  is  especially  clear  in  such  cases,  an  attempt  to  confine  the 
provision  to  them  would  increase  the  task  of  administration  very 
much. 

The  adjusted  basis  of  the  new  residence  will  be  reduced  by  the 
amount  of  gain  not  recognized  upon  the  sale  of  the  old  residence. 
Thus,  if  the  replacement  is  purchased  for  $19,000,  the  old  residence 
cost  $10,000  and  was  sold  for  $15,000,  the  adjusted  basis  of  the  new 
residence  will  be  $19,000  minus  $5,000,  or  $14,000.  This  is  equal  to 
the  cost  of  the  old  residence  plus  the  additional  funds  invested  at  the 
time  the  new  residence  is  purchased.  If  the  second  residence  had 
been  purchased  for  $14,000,  so  that  $1,000  of  gain  on  the  sale  of  the 
old  residence  would  be  recognized,  its  basis  would  be  $14,000  minus 
$4,000,  or  $10,000. 

For  the  purpose  of  qualifying  a  gain  as  a  long-term  capital  gain  the 
holding  period  of  the  residence  acquired  as  a  replacement  in  a  set  of 
transactions  which  qualify  under  the  terms  of  this  section  of  the  bill 
will  be  the  combined  period  of  ownership  of  the  successive  principal 
residences  of  the  taxpayer. 

Section  303  extends  to  cases  in  which  similar  treatment  is  available 
under  existing  law  under  the  involuntary  conversion  provisions  of 
section  112  (f).  Such  cases  arise  when  a  home  is  destroyed  by  fire  or 
is  lost  by  seizure  or  by  the  exercise  of  the  powers  of  requisition  or 
condemnation  and  the  proceeds  are  invested  in  a  replacement.  In 
such  cases  the  new  provision,  and  not  section  112  (f),  will  apply. 
Generally  this  will  result  in  more  favorable  treatment  for  the  taxpayer 
than  that  available  under  the  involuntary  conversion  provisions.  The 
latter  require  the  tracing  of  the  expenditure  of  the  funds  obtained  as 
a  result  of  the  loss  of  the  previous  residence,  and  substantial  tax  conse¬ 
quences  result  from  such  technicalities  as  a  decision  to  use  the  money 
so  received  to  repay  a  mortgage  on  the  previous  residence  and  to  use 
other  funds  for  the  purchase  of  a  replacement.  Moreover,  no  relief 
is  available  under  the  involuntary  conversion  sections  in  cases  where 
the  replacement  is  acquired  before  the  actual  condemnation  or  requi¬ 
sition  of  the  previous  residence. 

The  taxpayer  is  not  required  to  have  actually  been  occupying  his  old 
residence  on  the  date  of  its  sale.  Relief  will  be  available  even  though 
the  taxpayer  moved  into  his  new  residence  and  rented  the  old  one 
temporarily  before  its  sale.  Similarly,  he  may  obtain  relief  even 
though  he  rents  out  his  new  residence  temporarily  before  occupying  it. 

The  special  treatment  provided  under  this  section  of  the  bill  can  be 
availed  of  only  with  respect  to  one  sale  or  exchange  per  year,  except 
when  the  taxpayer’s  new  residence  is  involuntarily  converted,  in  which 
case  he  will  be  treated  as  though  a  j^ear  had  elapsed  since  the  time  of 
the  previous  sale  of  an  old  residence. 
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Section  303  of  this  bill  applies  to  cases  where  one  residence  is 
exchanged  for  another,  where  a  replacement  residence  is  constructed 
by  the  taxpayer  rather  than  purchased,  and  where  the  replacement  is 
a  residence  which  had  to  be  reconstructed  in  order  to  permit  its  oc¬ 
cupancy  by  the  taxpayer.  However,  in  cases  where  the  replacement 
is  built  or  reconstructed,  only  so  much  of  the  cost  is  counted  as  an  off¬ 
set  against  the  selling  price  of  his  old  residence  as  is  properly  chargeable 
against  capital  account  within  a  period  beginning  1  year  prior  to  date 
of  the  sale  of  the  old  residence  and  ending  1  year  after  such  date. 

The  ownership  of  stock  in  a  cooperative  apartment  corporation  will 
be  treated  as  the  equivalent  of  ownership  of  a  residence,  provided  the 
purchaser  or  seller  of  such  stock  uses  the  apartment  which  it  entitles 
him  to  occupy  as  his  principal  residence. 

Regulations  will  be  issued  under  which  the  taxpayer  and  his  spouse 
acting  singly  or  jointly  may  obtain  the  benefits  of  section  303  even 
though  the  spouse  who  sold  the  old  residence  was  not  the  same  as  the 
one  who  purchased  the  new  one,  or  the  rights  of  the  spouses  in  the  new 
residence  are  not  distributed  in  the  same  manner  as  their  rights  in  the 
old  residence.  These  regulations  will  apply  only  if  the  spouses  consent 
to  their  application  and  both  old  and  new  residence  are  used  by  the 
taxpayer  and  his  spouse  as  their  principal  residence. 

Where  the  taxpayer’s  residence  is  part  of  a  property  also  used  for 
business  purposes,  as  in  the  case  of  an  apartment  over  a  store  building 
or  a  home  on  a  farm,  and  the  entire  property  is  sold,  the  provisions 
of  section  303  will  apply  only  to  that  part  of  the  property  used  as  a 
residence,  including  the  environs  and  outbuildings  relating  to  the 
dwelling  but  not  to  those  relating  to  the  business  operations. 

These  provisions  apply  to  a  trailer  or  houseboat  if  it  is  actually  used 
as  the  taxpayer’s  principal  residence. 

In  order  to  protect  the  Government  in  cases  where  there  is  an 
unreported  taxable  gain  on  the  sale  of  the  taxpayer’s  residence,  either 
because  he  did  not  carry  out  his  intention  to  buy  a  new  residence  or 
because  some  of  the  technical  requirements  were  not  met,  the  period 
for  the  assessment  of  a  deficiency  is  extended  to  3  years  after  the  tax¬ 
payer  has  notified  the  Commissioner  either  that  he  has  purchased 
a  new  residence,  or  that  he  has  not  acquired  or  does  not  intend  to 
acquire  a  new  residence  within  the  prescribed  period  of  time. 

The  benefits  of  section  303  of  this  bill  will  be  applied  to  the  sale  of 
taxpayer’s  principal  residence  made  after  December  31,  1950. 

The  revenue  loss  will  be  about  $112  million  annually. 

I.  Percentage  Depletion 

Under  existing  law  depletion  based  on  cost  is  available  to  all  mining 
industries  and  in  addition  percentage  depletion  is  available  to  oil,  gas,, 
sulfur,  metal  mines,  and  certain  nonmetallic  minerals.  The  allowable- 
rate  of  percentage  depletion  is  5  percent  in  the  case  of  coal,  and  15* 
percent  in  the  case  of  the  other  nonmetallic  minerals  except  sulfur 
which  is  allowed  23  percent. 

The  testimony  received  by  this  committee  both  in  connection  with 
this  bill  and  the  bill  which  became  the  Revenue  Act  of  1950  revealed 
that  in  a  number  of  cases  nonmetallic  minerals  which  are  not  in  the 
enumerated  group  under  existing  law  are  competitive  with  those  re¬ 
ceiving  percentage  depletion,  or  have  just  as  good  a  claim  for  such 


30 


REVENUE  ACT  OF  1951 


treatment  as  the  enumerated  minerals.  The  testimony  also  indicated 
that  the  5-percent  rate  allowed  coal  is  of  little  practical  value,  and 
that  the  coal  mining  industry  is  peculiarly  in  need  of  more  favorable 
tax  treatment  because  of  the  inroads  which  alternative  sources  of 
energy,  particularly  oil  and  gas,  have  made  on  the  potential  markets 
of  coal. 

Section  304  of  this  bill  adds  to  the  list  of  nonmetallic  minerals 
to  which  percentage  depletion  is  available  at  a  15-percent  rate,  borax, 
fuller’s  earth,  tripoli,  refractory  and  fire  clay,  quartzite,  perlite,  dia- 
tomaceous  earth,  and  metallurgical  and  chemical  grade  limestones. 
The  amendment  also  makes  it  clear  that  the  15-percent  rate  applies 
to  thenardite,  whether  or  not  obtained  from  brines,  or  mixtures  of 
brine. 

The  bill  increases  the  percentage  allowed  in  the  case  of  coal  from  5 
to  10  percent,  and  sets  up  a  new  group  of  minerals  to  which  percentage 
depletion  is  available  at  the  rate  of  5  percent.  This  group  consists  of 
sand,  gravel,  stone,  including  pumice,  scoria,  and  slate,  brick  and  tile 
clay,  shale,  oyster  shell,  clam  shell,  granite,  marble  and  asbetsos. 

Most  of  these  changes  would  have  been  made  under  the  House 
version  of  the  bill  which  became  the  Revenue  Act  of  1950  but  they  were 
eliminated  from  the  final  legislation  largely  because  of  the  revenue  loss 
involved.  It  is  apparent,  however,  that  the  need  for  equalization  is 
substantially  greater  now  because  of  the  additional  taxes  imposed 
under  the  legislation  of  1950  and  under  this  bill.  Therefore,  the 
committee  believes  that  the  proposed  extension  of  the  percentage 
depletion  system  is  necessary  in  spite  of  the  revenue  loss  involved. 
The  latter  is  estimated  to  be  about  $67  million  in  a  full  year’s  operation. 

The  amendments  made  by  this  section  of  the  bill  apply  to  taxable 
years  beginning  after  December  31,  1950. 

J.  Expenditures  in  the  Development  of  Mines 

Section  302  of  this  bill  changes  the  treatment  of  development 
expenditures  in  the  case  of  mines  and  other  natural  deposits  except 
oil  and  gas  wells.  Under  existing  law  and  regulations  all  such  ex¬ 
penditures  in  excess  of  net  receipts  from  minerals  sold  are  charged 
to  capital  account  so  long  as,  the  mine  is  in  the  development  stage. 
When  the  mine  has  passed  into  the  production  stage  such  expenditm*es 
are  deductible  in  the  year  in  which  the  ore  or  mineral  benefitting 
from  such  expenditures  is  sold.  The  transition  from  the  develop¬ 
ment  to  the  production  stage  occurs — - 

When  the  major  portion  of  the  mineral  production  is  obtained  from  workings 
other  than  those  opened  for  the  purpose  of  development,  or  when  the  principal 
activity  of  the  mine  becomes  the  production  of  developed  ore  rather  than  the 
development  of  additional  ores  for  mining. 

It  is  possible  for  a  mine  to  move  back  and  forth  between  “develop¬ 
ment”  and  “production”  with  changes  in  the  nature  of  its  operations. 
The  result  in  such  a  case  would  be  that  the  same  type  of  expenditures 
would  be  chargeable  to  capital  account  at  one  time  and  deductible  as 
described  above  at  another. 

When  a  development  cost  is  charged  to  capital  outlay  it  will  be 
recaptured  through  cost  depletion.  However,  if  the  mine  uses  per¬ 
centage  depletion  there  will  be  no  additional  deduction  specifically 
attributable  to  the  capitalized  development  costs.  This  means  that 
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in  such  cases  the  capital  outlays  for  development  during  the  develop¬ 
ment  stage  are,  in  effect,  never  deductible  for  tax  purposes,  except 
where  the  deduction  available  under  cost  depletion  exceeds  that  which 
may  be  made  under  percentage  depletion. 

Witnesses  appearing  at  the  committee’s  public  hearings  on  this 
bill  emphasized  the  serious  tax  consequences  which  result  from  the 
requirement  that  development  costs  must  be  capitalized  if  incurred 
while  the  mine  is  in  the  development  stage.  It  was  emphasized  that 
this  rule  raises  a  serious  obstacle  to  expansion  in  the  mining  industry. 
The  problem  is  particularly  acute  at  the  present  time  because  of  the 
shortage  of  many  essential  minerals  and  the  desirability  of  major 
developments  in  the  case  of  certain  minerals  such  as  iron. 

Section  302  provides  that  expenditures  paid  or  incurred  after 
December  31,  1950,  in  the  development  of  a  mine  or  other  natural 
deposit  will  be  deductible  ratably  over  the  period  during  which  the 
ores  or  minerals  benefited  by  such  expenditures  are  sold.  This  pro¬ 
vision  will  apply  even  though  the  ore  or  minerals  were  produced  in  a 
year  other  than  the  year  of  the  sale.  This  rule  applies  only  when  the 
expenditures  are  made  after  the  existence  of  ores  or  minerals  in  com- 
mei  dally  marketable  quantities  has  been  determined  and  the  develop¬ 
ment  stage  has  begun.  It  is  not  applied  to  oil  or  gas  wells,  where  the 
problem  at  issue  has  been  dealt  with  through  the  optional  deduction 
of  intangible  drilling  and  development  costs  in  the  year  they  are 
incurred. 

Expenditures  made  for  the  purchase  of  depreciable  property  will 
not  be  counted  as  development  expenditures  for  this  purpose  but  the 
depreciation  charges  which  appear  as  the  result  of  the  use  of  such 
property  for  development  purposes  may  qualify  for  such  treatment 
as  development  costs. 

Expenditures  made  for  development  will  continue  to  increase  the 
adjusted  basis  of  the  mine  for  computing  gain  or  loss  as  under  exist¬ 
ing  law.  However,  this  basis  will  then  be  reduced  as  the  deductions 
allowable  under  section  302  occur. 

In  order  to  prevent  duplication  of  tax  benefits,  section  302  provides 
that  such  development  expenditures  will  not  be  taken  into  account 
in  determining  the  adjusted  basis  of  the  property  for  the  purpose  of 
computing  depletion. 

It  is  estimated  that  in  a  full  year’s  operation  this  provision  will 
involve  a  revenue  loss  of  about  $20  million  annually. 

K.  Coal  Royalties 

Section  307  of  this  bill  provides  tax  relief  for  the  recipients  of  coal 
royalties.  Most  leases  on  coal  properties  are  long-term  and  call  for 
royalty  payments  expressed  in  cents  per  ton.  Therefore,  the  lessor 
does  not  receive  the  automatic  adjustment  for  price  changes  which 
occurs  when  a  royalty  is  expressed  as  a  percentage  of  the  value  of 
the  mineral  extracted  from  the  property.  Many  of  the  existing  coal 
leases  are  old  and  the  royalty  payment  called  for  under  them  is  small. 

It  is  reported  also  that  as  a  practical  matter  the  lessor  of  a  coal 
property  is  not  likely  to  benefit  from  percentage  depletion  even  under 
the  new  10-percent  rate  provided  in  this  bill,  although  it  is  anticipated 
that  this  rate  will  be  of  material  benefit  to  the  coal  operators. 
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Section  307  extends  to  the  recipients  of  coal  royalties  the  capital- 
gains  treatment  now  available  to  timber  under  section  117  (k)  (2)  of 
the  Internal  Revenue  Code.  It  is  intended  by  this  provision  that 
coal  royalties  receive  the  same  treatment  as  timber  royalties.  In  the 
case  of  timber  coming  under  this  section,  percentage  depletion  is  not 
allowed,  and  it  also  will  not  be  available  in  the  case  of  these  coal 
royalties. 

Section  307  applies  to  taxable  years  ending  after  December  31,  1950, 
but  only  with  respect  to  amounts  received  or  accrued  after  such  date. 

The  revenue  loss  involved  is  estimated  to  be  about  $10  million 
annually. 

L.  Sales  of  Livestock  Used  for  Breeding,  Dairy  or  Draft 

Purposes 

Section  306  of  the  bill  adds  a  new  sentence  at  the  end  of  section 
117  (j)  (1)  which  defines  property  used  in  the  trade  or  business  as  in¬ 
cluding  “livestock  held  by  the  taxpayer  for  draft,  breeding,  or  dairy 
purposes  for  12  months  or  more.” 

Your  committee  believes  that  the  term  “livestock”  in  this  new 
sentence  should  be  given  a  broad,  rather  than  a  narrow,  interpretation; 
and  that  the  gains  from  sales  of  livestock  should  be  computed  in  accord¬ 
ance  with  the  method  of  livestock  accounting  used  by  the  taxpayer 
and  presently  recognized  by  the  Bureau  of  Internal  Revenue. 

The  revenue  loss  under  this  provision  is  expected  to  be  $15  million 
in  a  full  year  of  operation. 

M.  Family  Partnerships 

Section  312  of  your  committee’s  bill  is  intended  to  harmonize  the 
rules  governing  interests  in  the  so-called  family  partnership  with 
those  generally  applicable  to  other  forms  of  property  or  business.  Two 
principles  governing  attribution  of  income  have  long  been  accepted  as 
basic:  (1)  income  from  property  is  attributable  to  the  owner  of  the 
property;  (2)  income  from  personal  services  is  attributable  to  the  per¬ 
son  rendering  the  services.  There  is  no  reason  for  applying  different 
principles  to  partnership  income.  If  an  individual  makes  a  bona  fide 
gift  of  real  estate,  or  of  a  share  of  corporate  stock,  the  rent  or  dividend 
income  is  taxable  to  the  donee.  Your  committee’s  amendment 
makes  it  clear  that,  however  the  owner  of  a  partnership  interest  may 
have  acquired  such  interest,  the  income  is  taxable  to  the  owner,  if 
he  is  the  real  owner.  If  the  ownership  is  real,  it  does  not  matter  what 
motivated  the  transfer  to  him  or  whether  the  business  benefited  from 
the  entrance  of  the  new  partner. 

Although  there  is  no  basis  under  existing  statutes  for  any  different 
treatment  of  partnership  interests,  some  decisions  in  this  field  have 
ignored  the  principle  that  income  from  property  is  to  be  taxed  to  the 
owner  of  the  property.  Many  court  decisions  since  the  decision  of 
the  Supreme  Court  in  Commissioner  v.  Culbertson  (337  U.  S.  733) 
have  held  invalid  for  tax  purposes  family  partnerships  which  arose 
by  virtue  of  a  gift  of  a  partnership  interest  from  one  member  of  a 
family  to  another,  where  the  donee  performed  no  vital  services  for 
the  partnership.  Some  of  these  cases  apparently  proceed  upon  the 
theory  that  a  partnership  cannot  be  valid  for  tax  purposes  unless 
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the  intrafamily  gift  of  capital  is  motivated  by  a  desire  to  benefit  the 
partnership  business.  Others  seem  to  assume  that  a  gift  of  a  partner¬ 
ship  interest  is  not  complete  because  the  donor  contemplates  the 
continued  participation  in  the  business  of  the  donated  capital.  How¬ 
ever,  the  frequency  with  which  the  Tax  Court,  since  the  Culbertson 
decision,  has  held  invalid  family  partnerships  based  upon  donations 
of  capital,  would  seem  to  indicate  that,  although  the  opinions  often 
refer  to  “intention,”  “business  purpose,”  “reality,”  and  “control,” 
they  have  in  practical  effect  reached  results  which  suggest  that  an 
intrafamily  gift  of  a  partnership  interest,  where  the  donee  performs 
no  substantial  services,  will  not  usually  be  the  basis  of  a  valid  partner¬ 
ship  for  tax  purposes.  We  are  informed  that  the  settlement  of  many 
cases  in  the  field  is  being  held  up  by  the  reliance  of  the  field  offices 
of  the  Bureau  of  Internal  Revenue  upon  some  such  theory.  Whether 
or  not  the  opinion  of  the  Supreme  Court  in  Commissioner  v.  Tower 
-(327  U.  S.  280)  and  the  opinion  of  the  Supreme  Court  in  Commissioner 
v.  Culbertson  (337  U.  S.  733),  which  attempted  to  explain  the  Tower 
decision,  afford  any  justification  for  the  confusion  is  not  material — 
the  confusion  exists. 

The  amendment  leaves  the  Commissioner  and  the  courts  free  to 
inquire  in  any  case  whether  the  donee  or  purchaser  actually  owns  the 
interest  in  the  partnership  which  the  transferor  purports  to  have  given 
or  sold  him.  Cases  will  arise  where  the  gift  or  sale  is  a'  mere  sham. 
Other  cases  will  arise  where  the  transferor  retains  so  many  of  the 
incidents  of  ownership  that  he  will  continue  to  be  recognized  as  a 
substantial  owner  of  the  interest  which  he  purports  to  have  given  away, 
as  was  held  by  the  Supreme  Court  in  an  analogous  trust  situation 
involved  in  the  case  of  Helvering  v.  Clifford  (309  U.  S.  351).  The 
same  standards  apply  in  determining  the  bona  fides  of  alleged  family 
partnerships  as  in  determining  the  bona  fides  of  other  transactions 
between  family  members.  Transactions  between  persons  in  a  close 
family  group,  whether  or  not  involving  partnership  interests,  affoi’d 
much  opportunity  for  deception  and  should  be  subject  to  close  scru¬ 
tiny.  All  the  facts  and  circumstances  at  the  time  of  the  purported 
gift  and  during  the  periods  preceding  and  following  it  may  be  taken 
into  consideration  in  determining  the  bona  fides  or  lack  of  bona  fides 
of  a  purported  gift  or  sale. 

Not  every  restriction  upon  the  complete  and  unfettered  control  by 
the  donee  of  the  property  donated  will  be  indicative  of  sham  in  the 
transaction.  Contractual  restrictions  may  be  of  the  character  inci¬ 
dent  to  the  normal  relationships  among  partners.  Substantial  powers 
may  be  retained  by  the  transferor  as  a  managing  partner  or  in  any 
other  fiduciary  capacity  which,  when  considered  in  the  light  of  all  the 
circumstances,  will  not  indicate  any  lack  of  true  ownership  in  the 
transferee.  In  weighing  the  effect  of  a  retention  of  any  power  upon 
the  bona  fides  of  a  purported  gift  or  sale,  a  power  exercisable  for  the 
benefit  of  others  must  be  distinguished  from  a  power  vested  in  the 
transferor  for  his  own  benefit. 

Since  legislation  is  now  necessary  to  make  clear  the  fundamental 
principle  that,  where  there  is  a  real  transfer  of  ownership,  a  gift  of  a 
family  partnership  interest  is  to  be  respected  for  tax  purposes  without 
regard  to  the  motives  which  actuated  the  transfer,  it  is  considered 
appropriate  at  the  same  time  to  provide  specific  safeguards — whether 
or  not  such  safeguards  may  be  inherent  in  the  general  rule — against 
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the  use  of  the  partnership  device  to  accomplish  the  deflection  of  income 
from  the  real  owner. 

Therefore  the  bill  provides  that  in  the  case  of  any  partnership 
interest  created  by  gift  the  allocation  of  income  according  to  the  terms 
of  the  partnership  agreement  shall  be  controlling  for  income  tax  pur¬ 
poses  except  when  the  shares  are  allocated  without  proper  allowance 
of  reasonable  compensation  for  services  rendered  to  the  partnership 
by  the  donor,  and  except  to  the  extent  that  the  allocation  to  the 
donated  capital  is  proportionately  greater  than  that  attributable  to 
the  donor’s  capital.  In  such  cases  a  reasonable  allowance  will  be 
made  for  the  services  rendered  by  the  partners,  and  the  balance  of 
the  income  will  be  allocated  according  to  the  amount  of  capital  which 
the  several  partners  have  invested.  However,  the  distributive  share 
of  a  partner  in  the  earnings  of  the  partnership  will  not  be  diminished 
because  of  absence  due  to  military  service. 

When  more  than  one  member  of  a  family  is  a  member  of  a  partner¬ 
ship  all  interests  purchased  by  one  member  of  the  family  from  another 
will  be  treated  as  though  the  transfer  were  made  by  gift.  For  this 
purpose  the  family  of  an  individual  includes  his  spouse,  ancestors, 
lineal  descendants,  and  any  trust  for  the  primary  benefit  of  such 
persons. 

Section  313  applies  to  taxable  years  beginning  after  December  31, 
1950.  No  inferences  are  to  be  drawn  from  its  enactment  with  respect 
to  taxable  years  beginning  prior  to  January  1,  1951. 

N.  Venture  Capital  Companies 

Section  312  of  this  bill  will  permit  certain  so-called  venture  capital 
companies  to  qualify  as  regulated  investment  companies.  Under 
Supplement  Q  of  the  Internal  Revenue  Code  regulated  investment 
companies  which  distribute  currently  at  least  90  percent  of  their 
income,  and  meet  certain  other  tests  set  out  in  section  361  (b)  of  the 
code  are  not  taxed  upon  amounts  distributed  to  shareholders.  One 
of  these  tests  is  that  the  company  must  not  invest  more  than  50  per¬ 
cent  of  its  assets  in  companies  in  which  it  holds  more  than  10  percent 
of  the  value  of  the  voting  securities.  This  rule  has  the  effect  of  denying 
special  treatment  to  companies  which  undertake  to  control  the  enter¬ 
prises  in  which  the  bulk  of  their  funds  are  placed.  It  clearly  excludes 
a  holding  company  in  the  ordinary  sense  of  the  word. 

In-the  public  hearings  on  this  bill  it  was  brought  to  the  attention 
of  this  committee  that  the  10-percent  stock-ownership  limitation  con¬ 
stituted  a  serious  impediment  to  the  development  of  so-called  venture 
capital  companies.  These  are  investment  companies  which  are  used 
principally  to  provide  capital  for  other  companies  engaged  in  the 
development  or  exploitation  of  inventions,  technological  improve¬ 
ments,  new  processes  and  products  which  were  not  previously  gen¬ 
erally  available.  In  such  cases  the  investment  company  must  provide 
most  of  the  capital  needed  to  finance  the  venture  and  will  frequently 
hold  more  than  50  percent  of  its  assets  in  stock  representing  more  than 
10  percent  of  the  voting  stock  of  the  operating  companies.  As  a  result 
it  cannot  qualify  under  Supplement  Q  if  it  invests  more  than  50  per¬ 
cent  of  its  assets  in  such  companies.  Unless  this  rule  is  amended,  it 
will  not  be  possible  for  an  investment  company  to  devote  itself  princi- 
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pally  to  the  development  of  such  ventures  and  obtain  the  benefits  of 
Supplement  Q. 

The  venture  capital  company  promises  to  serve  as  an  instrument  for 
directing  an  increasing  portion  of  the  current  savings  of  the  country 
into  the  small,  innovating  ventures  which  are  so  important  for  long-run 
economic  progress.  Therefore,  section  312  of  this  bill  amends  section 
361  of  the  code  so  as  to  permit  venture  capital  companies  to  qualify 
as  regulated  investment  companies.  This  is  accomplished  by  waiving, 
under  certain  conditions,  the  10-percent  limitation  as  to  certain  types 
of  holdings.  To  qualify  for  this  exception  the  investment  company 
must  obtain  a  certification  from  the  Securities  and  Exchange  Com¬ 
mission  which  states  that  the  investment  company  is  a  registered 
management  investment  company  as  defined  in  the  Investment  Com¬ 
pany  Act  of  1940  and  that  its  principal  business  is  the  furnishing  of 
capital  to  companies  principally  engaged  in  the  development  or  ex¬ 
ploitation  of  inventions,  technological  improvements,  new  processes  or 
products  not  previously  generally  available.  This  certification  will  be 
made  under  regulations  to  be  issued  by  the  Securities  and  Exchange 
Commission.  For  the  purposes  of  certification  a  company  in  which 
the  investment  company  has  placed  funds  will  be  deemed  to  be 
principally  engaged  in  one  of  the  specified  types  of  activity  for  a 
period  of  at  least  10  years  after  the  date  on  which  the  investment 
company  first  acquired  the  securities  of  the  operating  company,  pro¬ 
vided  the  operating  company  was  principally  engaged  in  the  specified 
activities  on  the  date  of  such  acquisition. 

To  forestall  the  possibility  that  this  amendment  will  permit  holding 
companies  to  obtain  the  benefits  of  Supplement  Q,  section  312  of  this 
bill  also  provides  that  the  10-percent  rule  shall  not  be  waived  in  the 
case  of  an  investment  company  which,  at  the  close  of  the  taxable  year, 
has  more  than  25  percent  of  its  funds  invested  in  companies,  the  securi¬ 
ties  of  which  it  has  held  for  more  than  10  years. 

^  All  the  other  limitations  on  regulated  investment  companies  now 
imposed  under  Supplement  Q  are  retained. 

Section  312  is  effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950.  The  revenue  effect  of  this  provision  is  small. 

O.  Exemption  of  Educational  “Feeder”  Corporations  for  Prior 

Years 

The  Revenue  Act  of  1950  included  a  series  of  provisions  which, 
under  specified  conditions,  resulted  in  the  imposition  of  taxes  on 
educational,  charitable,  and  certain  other  tax-exempt  organizations, 
foundations,  and  trusts.  Among  these  provisions  was  one  which  for 
1951  and  subsequent  years  specifically  denied  exemption  to  “feeder” 
corporations,  that  is,  corporations  carrying  on  a  trade  or  business  for 
profit  whose  profits  inure  exclusively  to  organizations  exempt  under 
section  101  of  the  code.  With  respect  to  prior  years  the  tax  status  of 
such  corporations  was  then  in  litigation.  With  respect  to  these  years 
the  Revenue  Act  of  1950  provided  that  no  tax  would  be  asserted  for 
years  prior  to  1947  unless  a  deficiency  had  already  been  asserted,  or 
taxes  had  already  been  assessed  or  paid.  In  this  connection  the  House 
conferees  on  the  Revenue  Act  of  1950  stated  that  they  believed  undue 
hardship  would  arise  if  any  of  these  educational  feeder  corporations 
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were  required  to  pay  taxes  on  income  which  had  already  been  spent 
to  carry  on  educational  programs,  and  expressed  the  hope  that  this 
matter  would  be  considered  in  subsequent  legislation,  since  the 
question  was  not  in  conference. 

In  conformance  with  the  views  expressed  by  the  House  conferees 
on  the  Revenue  Act  of  1950,  section  501  of  your  committee’s  bill 
amends  section  302  of  the  Revenue  Act  of  1950  to  provide  that  for 
years  prior  to  1951  exemption  is  not  to  be  denied  feeder  corporations 
if  their  profits  inure  to  a  regularly  established  school,  college,  or 
university. 

This  provision  is  expected  to  have  no  permanent  effect  on  revenues. 

P.  Additional  Withholding  Upon  Agreement  by  Employer  and 

Employee 

Frequently  concern  is  expressed  by  taxpayers  with  income  above 
the  first  surtax  bracket  because  the  entire  amount  of  tax  due  is  not 
withheld  on  their  wages  or  salary.  They  dislike  the  necessity  of  making 
a  payment  with  their  declaration  of  estimated  tax  in  March,  or  the 
necessity  of  making  quarterly  payments.  However,  it  is  not  feasible 
to  establish  a  system  of  general  application  which  will  withhold  the 
total  tax  due  in  all  cases,  because,  as  a  result  of  such  factors  as  vari¬ 
ations  in  deductions  and  income  not  subject  to  withholding,  the  addi¬ 
tional  tax  due  differs  widely  from  case  to  case. 

In  individual  instances,  however,  where  the  taxpayer  can  estimate 
quite  accurately  the  amount  of  the  additional  tax  due  and  the  em¬ 
ployer  finds  the  additional  withholding  is  not  burdensome,  a  voluntary 
system  is  feasible  and  would  be  a  convenience  to  the  taxpayer.  For 
these  reasons  section  223  of  the  bill  amends  section  1622  of  the  code  to 
provide  that  additional  withholding  may  be  authorized  by  regulation 
where  the  employer  and  employee  agree  to  it.  No  additional  revenue 
is  expected  to  be  provided  by  this  provision. 

Q.  United  States  Bonds  Held  by  Nonresident  Aliens 

Section  503  of  this  bill  deals  with  the  status  under  the  estate  and 
gift  taxes  of  obligations  of  the  United  States  Government  owned  by 
nonresident  aliens  not  engaged  in  trade  or  business  in  the  United 
States.  Prior  to  March  1,  1941,  the  transfers  of  such  obligations  were 
exempt  by  regulation  even  though  the  transfer  of  similar  securities 
issued  by  domestic  corporations  was  taxable  when  the  evidence  of  the 
obligation  was  in  the  United  States.  This  exemption  was  based  on  the 
theory  that  an  exemption  from  “all  taxation”  of  such  bonds  when  held 
by  foreign  investors  included  exemption  under  the  estate  and  gift 
taxes. 

On  March  1,  1941,  a  new  regulation  was  issued  which  made  the  taxa¬ 
bility  of  transfers  of  such  securities  under  the  estate  and  gift  taxes 
depend  on  the  same  considerations  which  would  apply  in  the  case  of 
bonds  of  domestic  corporations.  The  new  ruling  was  based  on  the 
theory  that  the  exemption  of  such  Government  securities  from  “all 
taxation”  meant  exemption  from  direct  taxes  only  and  did  not  include 
exemption  from  the  transfer  taxes.  The  new  regulation  applied  only 
to  securities  issued  after  March  1,  1941. 
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This  revised  regulation  was  held  to  be  invalid  in  Jandorfs  Estate  v. 
Comm.  (171  F.  (2d)  464),  a  decision  of  the  Court  of  Appeals,  Second 
Circuit,  dated  December  21,  1948,  and  in  The  Pennsylvania  Company 
v.  United  States,  a  decision  of  the  Court  of  Appeals,  Third  Circuit,  in 
November  1950. 

Section  503  of  this  bill  gives  statutory  sanction  to  the  policy  of  the 
March  1,  1941,  regulation.  The  result  will  be  that  for  estate  and  gift 
tax  purposes  United  States  Government  securities  will  receive  the 
same  treatment  as  other  types  of  domestic  bonds.  This  treatment 
will  also  conform  with  the  policy  of  taxing  the  interest  on  such  Gov¬ 
ernment  bonds  under  the  income  tax  when  received  by  nonresident 
aliens. 

Section  503  will  apply  only  to  obligations  issued  by  the  United 
States  on  or  after  March  1,  1941,  which  are  transferred  in  the  estates 
of  decedents  who  die  after  the  date  of  enactment  of  the  Revenue  Act 
of  1951  or  by  gifts  made  after  such  date. 

The  revenue  effects  of  this  provision  are  minor. 

VI.  EXCISE  TAX  CHANGES 

It  is  estimated  that  at  levels  of  production  anticipated  in  the  fiscal 
year  1952  the  excise  tax  changes  made  by  your  committee’s  bill  when 
fully  effective  will  raise  revenues  by  $1,252  million.  However,  these 
excise  tax  changes  will  not  be  effective  until  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of  enactment  of 
the  bill.  Assuming  that  September  1  is  the  effective  date,  it  is  esti¬ 
mated  that  this  bill  will  increase  excise  tax  revenues  by  $1,037  million 
in  the  fiscal  year  1952  (this  includes  the  floor  stock  taxes  and  the  floor 
stock  refund)  raising  total  receipts  for  1952  from  excises  to  $9,597 
million. 

As  shown  in  table  11  almost  all  of  the  excise  tax  revenue  provided 
by  this  bill  is  raised  from  the  manufacturers’  excises,  the  new  taxes 
on  gambling,  and  the  taxes  on  alcoholic  beverages  and  tobacco.  No 
rate  increases  are  provided  in  the  case  of  the  retail  excises,  the  excises 
on  transportation  and  communication  or  the  admissions  taxes,  because 
the  rates  of  these  taxes  generally  are  already  quite  high.  Not  only 
are  most  of  these  taxes  imposed  at  rates  around  20  percent,  but  also 
they  are  based  on  the  retail  price  or  the  amount  charged  the  consumer, 
which  may  range  up  to  twice  the  manufacturer’s  price.  As  a  result, 
these  rates  now  are  generally  3  to  4  times  as  high  as  most  of  the  manu¬ 
facturers’  excises,  usually  levied  at  a  10  percent  rate  on  the  manu¬ 
facturers’  prices. 

Table  11. — Excise  tax  revenue  raised  by  the  bill  by  major  sources 

[At  estimated  fiscal  year  1952  levels  of  production  and  consumption  but  in  a  full  year  of  operation} 

Additional  revenue 


Type  of  excise  tax  (in  millions) 

Alcoholic  beverages _ $252 

Tobacco  products _  177 

Manufacturer _  447 

Retail _ , _  — 5 

Transportation  and  communication _  —5 

Amusement  and  recreation _  —21 

Gambling _ 407 


Total 


1,  252 
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A.  Alcoholic  Beverages 

The  additional  revenue  it  is  estimated  will  be  derived  from  the  taxes 
on  alcoholic  beverages  in  a  full  year  of  operation  is  distributed  among 
the  various  excises  as  follows: 

[In  millions] 


Distilled  spirits  (including  increased  draw-back) _  $168 

Beer _  68 

Wines _  8 

Occupational  taxes  on  dealers  in  liquor _  8 


Total _ _ _  252 


1.  Distilled  spirits 

Section  451  of  the  bill  increases  the  tax  on  distilled  spirits  imposed 
by  sections  1650  and  2S00  of  the  Internal  Revenue  Code  from  $9  to 
$10.50  per  proof  gallon.  The  increase  of  $1.50  per  proof  gallon 
amounts  to  about  26  cents  a  fifth  on  the  ordinary  type  of  whisky 
bottled  at  about  85  proof.  Under  present  law  the  $9  per  gallon  tax 
on  distilled  spirits  averages  about  40  percent  of  the  retail  price  per 
bottle,  including  tax.  The  tax  imposed  by  the  bill  would  raise  this 
figure  to  about  43  percent.  This  assumes  the  addition  in  full  of  the 
tax  to  current  prices,  but  no  price  mark-up  on  the  tax. 

During  World  War  II  and  the  immediate  postwar  years  consump¬ 
tion  of  distilled  spirits  climbed  almost  continuously  in  spite  of  higher 
liquor  taxes  and  prices,  reaching  a  peak  consumption  in  1946  when 
consumers  purchased  more  than  230  million  wine  gallons  of  distilled 
spirits  for  which  they  spent  $5  billion,  or  3  percent  of  their  total  dis¬ 
posable  income.  High  income  levels  and  the  inability  of  consumers  to 
purchase  scarce  durable  goods  probably  were  the  most  important  fac¬ 
tors  in  accounting  for  this  high  consumption  level.  Although  con¬ 
sumption  of  liquor  declined  during  the  postwar  years,  since  the  out¬ 
break  of  hostilities  in  Korea  it  has  again  been  increasing,  and  the  1950 
consumption  of  190  million  wine  gallons  was  higher  than  in  any  prior 
years  except  1945  and  1946.  The  acceleration  of  the  defense  program 
presents  the  likelihood  that  income  levels  again  will  rise  and  that  con¬ 
sumers  again  will  have  to  cut  down  their  purchases  of  durable  goods. 
Under  these  conditions  your  committee  believes  that  a  $1.50  per  gallon 
increase  in  the  tax  on  distilled  spirits  will  not  seriously  affect  the 
consumption  level  of  liquor. 

From  the  standpoint  of  the  consumer  it  is  not  believed  that  this  tax 
increase  will  prove  to  be  particularly  burdensome,  since  the  limited 
data  available  suggest  that  up  to  income  levels  of  $5,000  this  tax  bears 
about  equally  on  the  various  income  levels. 

Your  committee  carefully  reviewed  the  increase  in  the  tax  on  distilled 
spirits  with  reference  to  the  problem  of  bootlegging.  It  found  that 
even  under  present  tax  rates  there  is  a  substantial  financial  incentive 
to  engage  in  illicit  operations  of  this  type,  which  had  been  held  at  a 
relatively  low  level  only  as  a  result  of  enforcement  measures.  How¬ 
ever,  any  increased  financial  incentive  for  illicit  operations  resulting 
from  the  tax  increase  provided  by  your  committee’s  bill  is  likely  to  be 
more  than  offset  by  a  tightening  of  the  labor  supply  available  for  these 
operations  and  by  higher  incomes  on  the  part  of  consumers,  which  will 
decrease  the  importance  of  the  price  differential  between  tax-paid  and 
non-tax-paid  liquor.  However,  it  was  recognized  that  too  large  an 
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increase  in  the  tax  on  distilled  spirits  might  well  result  in  a  sizable 
increase  in  illicit  operations. 

At  the  present  time,  although  the  general  tax  rate  on  distilled  spirits 
is  $9  a  proof  gallon,  a  draw-back  of  $6  per  proof  gallon  is  provided  for 
distilled  spirits  used  for  medicines,  medicinal  preparations,  food 
products,  flavors,  or  flavoring  extracts  which  are  unfit  for  beverage 
purposes,  leaving  a  net  tax  of  $3  per  proof  gallon  in  such  cases.  Draw¬ 
backs  are  used  rather  than  reducing  the  rate  of  tax,  because  a  lower 
rate  might  result  in  distilled  spirits  being  diverted  to  beverage  pur¬ 
poses  on  which  the  higher  rate  of  tax  should  be  paid.  Using  these 
medicines  and  nonbeverage  food  products  as  a  source  of  revenue, 
however,  appears  to  be  in  contradiction  to  the  policy  generally  fol¬ 
lowed  of  not  imposing  excise  taxes  on  medicines  or  food.  In  part 
this  principle  is  recognized  under  present  law  by  providing  a  draw-back 
of  all  but  $3  of  the  tax  per  proof  gallon.  Your  committee’s  bill 
recognizes  this  principle  in  full  by  increasing  these  draw-backs  so 
that  a  net  tax  of  only  $1  per  proof  gallon,  sufficient  to  cover  adminis¬ 
trative  costs,  is  finally  paid.  With  the  tax  rate  of  $10.50  per  proof 
gallon  this  is  accomplished  in  section  462  of  the  bill  by  providing  in 
section  3250  of  the  code  a  draw-back  of  $9.50  per  proof  gallon. 

It  is  estimated  that  in  a  full  year  of  operation  the  changes  made  in 
the  tax  on  distilled  spirits  by  your  committee’s  bill  will  increase 
revenues  by  $168  million. 

2.  Beer 

Section  453  of  the  bill  increases  the  tax  imposed  on  fermented  malt 
liquor,  or  beer,  by  sections  3150  and  1650  of  the  code  b}^  $1  per  barrel, 
or  from  the  $8  per  barrel  provided  by  present  law  to  $9  per  barrel. 
This  is  an  increase  in  tax  of  12%  percent  as  contrasted  to  an  increase 
of  16%  percent  provided  in  the  case  of  distilled  spirits.  Under  present 
law  the  tax  on  beer  represents  about  15  percent  of  the  average  retail 
price  and  under  your  committee’s  bill  this  is  increased  to  between  16 
and  17  percent.  In  the  case  of  a  12-ounce  bottle  of  beer  the  tax 
increase  provided  by  the  bill  represents  an  increase  of  about  one-third 
of  1  cent. 

The  increase  provided  by  the  bill  for  beer  is  smaller  than  that 
provided  for  distilled  spirits  because  your  committee  believes  that 
beer  to  a  greater  extent  is  consumed  by  the  lower  income  groups  and, 
therefore,  that  an  increase  in  this  tax  generally  is  more  burdensome 
than  the  tax  on  distilled  spirits. 

With  the  present  high  income  and  consumption  levels  it  appears 
probable  that  much,  if  not  all,  of  the  tax  increase  provided  for  beer 
can  be  shifted  by  the  industry  to  the  consumer  without  seriously 
affecting  the  current  level  of  consumption.  Thus,  it  is  not  anticipated 
that  this  tax  increase  will  have  any  important  effect  on  the  industry. 

In  a  full  year  of  operations  it  is  estimated  that  the  $1  per  barrel 
increase  in  the  tax  on  beer  provided  by  your  committee’s  bill  will 
raise  revenues  by  about  $68  million. 

3.  Wines 

Section  452  of  the  bill  amends  sections  3030  and  1650  of  the  code 
to  provide  for  the  same  increase  in  the  tax  on  wines  as  ip  the  case  of 
beer,  namely,  an  increase  of  approximately  12%  percent.  Thus,  in 
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the  case  of  still  wines,  including  vermouth,  the  tax  per  gallon  would 
be — 

(a)  increased  from  15  cents  to  17  cents  where  the  alcoholic 
content  of  the  wine  is  not  more  than  14  percent; 

(b)  increased  from  60  cents  to  67  cents  where  the  alcoholic 
content  of  the  wine  is  over  14  percent  but  not  over  21  percent;  and 

(c)  increased  from  $2  to  $2.25  where  the  alcoholic  content  of 
the  wine  is  over  21  percent  but  not  over  24  percent.1 

In  the  case  of  sparkling  wines,  liqueurs,  and  cordials  the  tax  per  half 
pint  would  be: 

(a)  increased  from  15  cents  to  17  cents  in  the  case  of  champagne 
or  sparkling  vanes ;  and 

(b)  increased  from  10  cents  to  12  cents  in  the  case  of  liqueurs, 
cordials,  and  artificially  carbonated  wines. 

Most  of  the  wine  consumption  in  the  United  States  today  is  repre¬ 
sented  by  the  first  two  categories  of  still  wines.  Natural,  or  table, 
wines  with  an  alcoholic  content  not  over  14  percent  and  including  such 
wines  as  sauterne,  claret,  and  burgundy  represent  about  one-quarter 
of  the  total  consumption.  Sweet  or  dessert  wines  with  an  alcoholic 
content  between  14  and  21  percent  and  including  such  wines  as  port, 
sherry,  tokay,  and  muscatel  represent  approximately  three-fourths 
of  the  total  consumption  in  the  United  States  today.  These  vanes 
are  fortified  with  brandy  or  alcohol  before  the  natural  fermentation  is 
completed.  Spariding  wines  account  for  most  of  the  small  remaining 
consumption  in  the  United  States  today  and  in  large  part  represent 
imports. 

In  terms  of  retail  price  the  tax  under  present  law  represents  about 
4  percent  of  the  retail  price  including  tax,  in  the  case  of  table  wines, 
and  would  be  increased  by  about  one-half  of  1  percent  under  your 
committee’s  bill.  The  tax  on  sweet  vanes  under  present  law  represents 
about  15  percent  of  the  retail  price  and  under  the  bill  this  percentage 
would  be  increased  by  slightly  more  than  1  percentage  point.  The 
tax  on  sparkling  vanes  represents  about,  25  percent  of  the  retail  price 
under  present  law  and  under  the  bill  this  would  be  increased  to  about 
26%  percent.  Thus  the  rate  of  tax  under  the  bill  will  continue  to  be 
graduated  in  accordance  with  alcoholic  content. 

Your  committee  deemed  it  appropriate  to  make  only  a  moderate 
increase  in  the  case  of  the  taxes  on  wines  because  of  the  importance 
of  vanes  to  the  grape-growing  industry.  Between  one-third  and  one- 
half  of  the  total  grape  crop  is  customarily  absorbed  by  wine.  The 
demand  for  wine,  therefore,  also  has  an  important  effect  on  the  prices 
which  can  be  obtained  by  producers  for  raisins  and  fresh  grapes,  the 
two  other  important  uses  of  grapes.  Moreover,  in  view  of  the  fact 
that  it  has  been  necessary  for  the  Department  of  Agriculture  at  times 
since  the  end  of  World  War  II  to  support  the  price  of  raisins,  it  would 
appear  inappropriate  for  your  committee  to  make  a  substantial  in¬ 
crease  in  the  tax  on  wine  which  might  have  the  effect  of  requiring 
further  price  supports.  In  addition  it  should  be  pointed  out  that 
wine  consumption  in  the  United  States  relative  to  consumption  of 
other  forms  of  alcoholic  beverages  is  relatively  low  when  compared 
to  relationships  generally  established  abroad.  Moreover,  the  wine 
industry  is  one  of  the  few  industries  which  has  been  classified  under 
the  excess-profits  tax  as  a  depressed  industry. 


i  Wines  with  alcoholic  content  in  excess  of  24  percent  are  subject  to  the  tax  on  distilled  spirits. 
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The  effect  of  your  committee’s  bill  in  the  case  of  the  taxes  on  wines 
is  to  raise  revenues  by  an  estimated  $8  million  in  a  year  in  which  the 
increase  is  fully  effective. 

4-  Occupational  taxes  on  dealers  in  liquor 

Retail  dealers  in  liquor  other  than  those  dealing  exclusively  in  wine 
and  beer  are  required  under  section  3250  of  the  code  to  pay  a  special 
annual  occupational  tax  of  $27.50.  Section  461  of  the  bill  raises  this 
occupational  tax  to  $50  a  year.  Under  present  law  the  low  tax  has 
made  it  impractical  from  an  administrative  standpoint  for  the  Bureau 
of  Internal  Revenue  to  verify  the  names  and  addresses  of  persons 
paying  this  special  occupational  tax.  The  attention  of  your  commit¬ 
tee  has  been  called  to  many  cases  where  incorrect  names  and  addresses 
have  been  given  with  the  probable  intention  of  avoiding  detection  by 
State  and  local  liquor  authorities.  Your  committee  believes  it  feasible 
for  the  Bureau  of  Internal  Revenue  to  establish  a  verification  system 
for  all  payees  of  this  tax  and  it  is  the  intention  of  your  committee  that 
the  Bureau  of  Internal  Revenue  do  so.  Severe  penalties  for  fraudulent 
returns  are  already  provided  under  existing  law.  It  is  estimated  that 
this  provision  of  your  committee’s  bill  will  increase  collections  by  $7 
million  in  a  full  year  of  operation. 

Section  461  of  your  committee’s  bill  also  increases  the  occupational 
taxes  on  wholesale  dealers  in  liquors  and  wholesale  dealers  in  malt 
liquors.  Section  3250  (a)  (1)  of  the  code  imposes  a  special  occupa¬ 
tional  tax  of  $110  on  wholesale  dealers  in  liquors.  This  includes 
wholesale  dealers  in  wines,  as  well  as  wholesale  dealers  in  distilled 
spirits.  The  bill  raises  this  tax  to  $200.  Section  3250  (d)  of  the  code 
provides  an  occupational  tax  of  $55  for  wholesale  dealers  in  malt 
liquor.  This  tax  is  raised  to  $100.  It  is  estimated  that  in  a  full  year 
of  operation  the  increase  in  these  occupational  taxes  on  wholesale 
dealers  in  liquors  and  malt  liquors  will  raise  revenues  by  $1  million 
annually. 

B.  Tobacco  Products 

In  the  case  of  tobacco  products  section  421  of  this  bill  increases 
present  taxes  only  in  the  case  of  small  (“standard”  and  “king”  sized) 
cigarettes.  No  increases  are  provided  either  in  the  case  of  manufac¬ 
tured  tobacco  or  cigars,  since  both  of  these  industries  appear  to  be 
facing  a  declining  demand  for  their  product.  The  production  of 
cigars,  for  example,  has  decreased  from  8  billion  in  1920  to  about  5 }{ 
billion  in  1950. 

In  the  case  of  small  cigarettes,  the  bill  increases  the  tax  from  the 
$3.50  per  thousand  provided  by  section  2000  of  the  code  to  $4  per 
thousand.  In  effect  this  raises  the  tax  on  the  ordinary  package  of 
20  cigarettes  from  7  cents  to  8  cents.  The  present  tax  on  cigarettes 
represents  about  34  percent  of  the  retail  price  including  tax.  The  bill 
would  raise  this  to  about  37  percent. 

The  increase  provided  by  this  bill  is  as  large  as  the  combined  in¬ 
creases  made  in  this  tax  during  and  just  before  World  War  II.  In 
view  of  the  importance  of  the  sales  of  tobacco  to  a  large  number  of 
farmers  in  the  country,  this  is  as  large  an  increase  in  this  tax  as  your 
committee  believes  it  is  appropriate  to  make. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee  will  increase  revenues  by  $177  million  a  year. 
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C.  Manufacturers’  Excises 

The  additional  revenue  it  is  estimated  will  be  derived  from  manu¬ 
facturers’  excises  is  distributed  among  the  various  excises  as  follows: 


[In  millions] 

Gasoline,  and  diesel  fuel  used  by  highway  vehicles -  $220 

Passenger  cars  and  motorcycles - -  196 

Automobile  trucks,  busses,  and  truck  trailers -  61 

Automotive  parts  and  accessories -  56 

Tires  on  toys,  etc - - - ■- -  —  1 

Electric,  gas,  and  oil  appliances - r-  18 

Navigation  receivers  sold  to  the  U.  S.  Government -  None 

Sporting  goods - Negligible 

Photographic  apparatus  and  film -  —  23 

Electrical  energy -  —104 

Fountain  pens,  ball-point  pens,  and  mechanical  pencils -  24 


Total _  447 


1 .  Gasoline  and  diesel  fuel 

Section  488  of  the  bill  provides  for  a  one-half  cent  increase  in  the 
gasoline  tax,  raising  the  Federal  gasoline  tax,  provided  by  section  3412 
of  the  code,  from  \%  cents  to  2  cents  per  gallon.  Since  the  tax  on 
gasoline  is  a  specific  and  not  an  ad  valorem  tax,  the  percentage  rela¬ 
tionship  of  the  tax  to  the  retail  price  will  vary  with  the  variation  in  the 
price  of  gasoline.  Thus,  although  in  1950  the  tax  was  6  percent  of  the 
retail  price,  including  tax,  in  1940  it  was  8 percent  of  the  retail 
price.  This  is  accounted  for  by  the  rise  in  the  average  price  of 
gasoline  in  the  past  10  years.  The  average  price  in  1939,  for  example, 
was  13.3  cents  per  gallon  before  the  State  tax,  while  in  1950  the  average 
price  was  20  cents  per  gallon.  The  action  by  your  committee,  which 
would  result  in  a  tax  equal  to  about  8  percent  of  the  retail  price  of 
gasoline  including  tax,  does  not  quite  restore  the  relationship  existing 
in  1940. 

The  consumption  of  gasoline  has  shown  one  of  the  most  consistent 
patterns  of  increase  over  the  last  few  decades.  The  production  of 
gasoline  in  1940,  for  example,  amounted  to  615  million  barrels  and  in 
1950  this  had  increased  to  1,024  million  barrels.  The  domestic 
demand  for  gasoline  has  grown  at  an  average  annual  rate  of  7  percent 
since  the  end  of  World  War  II  and  appears  to  be  increasing  somewhat 
more  rapidly  now.  The  1950  demand  for  gasoline  was  9  percent  in 
excess  of  the  demand  for  1949  and  the  Bureau  of  Mines  has  estimated 
that  the  demand  in  1951  will  be  9 %  percent  in  excess  of  the  demand  in 
1950.  This  substantial  increase  can,  of  course,  in  large  part  be 
accounted  for  by  the  increased  numbers  of  passenger  automobiles 
and  trucks  on  the  road.  For  example,  registration  of  automobiles 
and  trucks  in  the  period  1945  to  1950  increased  over  50  percent. 
Under  these  conditions  it  appears  probable  that  an  increase  in  the 
gasoline  tax  of  the  size  provided  by  this  bill  can  readily  be  passed  on 
to  the  consumers  of  gasoline.  This  appears  especially  likely  in  view 
of  the  fact  that,  in  the  case  of  gasoline,  demand  does  not  change 
much  with  variations  in  price. 

Despite  this  strong  demand  the  increase  in  the  gasoline  tax  under 
your  committee’s  bill  is  limited  to  a  half  cent  per  gallon.  Payments 
for  gasoline  represent  costs  of  doing  business  in  the  case  of  gasoline 
consumed  by  trucks  and  in  the  case  of  an  important  segment  of  the 
gasoline  used  in  passenger  cars.  In  addition  to  this,  your  committee 
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recognized  that,  the  gasoline  tax  represents  an  important  source  of 
revenue  to  the  States.  The  usual  State  tax  ranges  from  4  to  5  cents 
per  gallon  but  eight  States  have  a  7  cents  per  gallon  tax  and  one  has  a 
tax  of  9  cents  per  gallon.  Too  substantial  an  increase  in  the  gasoline 
tax  by  the  Federal  Government  might  affect  the  use  of  this  revenue 
source  by  the  States. 

Section  441  of  the  bill  adds  a  new  section  2450  to  the  code  imposing 
a  tax  of  2  cents  per  gallon  on  diesel  fuel  for  diesel-powered  highway 
vehicles.  The  tax  is  imposed  on  the  retailer  selling  the  diesel  fuel 
for  highway  use  and  also  on  persons  using  the  diesel  fuel  in  highway 
vehicles  if  no  tax  was  collected  from  the  retailer. 

Your  committee  believes  that  the  taxation  of  diesel  fuel  used  on 
highways  on  the  same  basis  as  gasoline  is  necessary  in  order  to  prevent 
discrimination  against  vehicles  powered  by  gasoline.  The  tax  is 
imposed  at  the  retail  level  in  this  case,  however,  because  substantially 
the  same  type  of  fuel  is  also  extensively  used  for  heating  in  fuel-oil 
furnaces.  Thus,  it  is  impossible  for  the  manufacturer  to  determine 
the  ultimate  use  of  the  fuel  at  the  time  he  sells  it.  The  system  of 
requiring  both  the  retailer  and  the  user  of  the  diesel  fuel  for  highway 
purposes  to  collect  the  tax  is  instituted  as  a  means  of  better  controlling 
the  collection  of  the  tax. 

It  is  estimated  that  in  a  full  year  of  operation  the  increase  of  one- 
half  cent  per  gallon  in  the  tax  on  gasoline  and  the  imposition  of  a  tax 
of  2  cents  per  gallon  tax  on  diesel  fuel  used  by  highway  vehicles  will 
raise  revenues  by  $220  million. 

2.  Passenger  cars  and  motorcycles 

Section  481  of  the  bill  increases  the  tax  provided  by  section  3403  of 
the  code  on  passenger  cars  and  motorcycles  from  7  to  10  percent  of 
the  manufacturers’  price.  This  increase,  however,  does  not  apply  to 
house  trailers.  For  these  trailers  the  tax  remains  at  7  percent.  The 
present  tax  on  passenger  cars  on  the  average  represents  5  percent  of 
the  retail  price,  including  tax.  The  increase  provided  by  this  bill 
will  raise  this  to  somewhat  over  7  percent. 

The  demand  for  new  passenger  cars  has  continued  at  a  very  high 
level  since  the  end  of  World  War  II  not  only  because  of  the  backlog 
of  demand  from  the  war  period  when  new  cars  were  not  available,  but 
also  because  high  income  levels  have  made  the  purchase  of  cars 
possible  to  many  persons  not  formerly  able  to  buy  them.  The  unit 
output  in  1950,  for  example,  represented  232  percent  of  the  output  in 
1939.  Moreover,  the  value  of  the  1950  output  was  $8.8  billion,  or 
about  five  times  the  value  of  the  output  in  1939. 

Although  it  appears  likely  that  the  demand  for  passenger  cars  will 
remain  at  a  very  high  level,  it  is  probable  that  the  supply  of  auto¬ 
mobiles  available  will  be  cut  because  of  their  substantial  use  of 
critical  materials.  Twenty  percent  of  the  total  steel  output,  for 
example,  has  been  going  to  the  production  of  automobiles.  For  the 
second  quarter  of  1951  the  steel  allocated  to  automobiles  was  reduced 
20  percent  below  the  1950  average,  and  in  the  third  quarter  this 
percentage  cut  has  been  further  increased  to  about  28}i  percent. 
Based  on  the  percentage  cut  in  steel  in  the  third  quarter  it  is  estimated 
that  production  in  this  quarter  will  be  at  an  annual  rate  of  4.8  million 
passenger  cars,  which  still  would  be  above  the  4%  million  cars  produced 
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in  1949,  and  substantially  above  the  annual  production  in  the  10 
years  prior  to  World  War  II. 

Under  these  conditions  it  appears  probable  that  an  increase  in  tax 
of  the  size  proposed  by  your  committee  can  readily  be  passed  forward 
to  the  consumer  without  any  cut  in  the  effective  demand  for  new 
passenger  cars.  Since  the  tax  is  not  imposed  on  second-hand  cars, 
which  in  large  measure  represent  the  purchases  made  by  the  lower- 
income  groups,  it  appears  probable  that  the  tax  increase  made  by  the 
bill  will  not  bear  heavily  on  these  groups. 

However,  your  committee  recognizes  that  cars  represent  a  necessity 
to  a  large  segment  of  the  population  under  present  conditions  and, 
therefore,  deemed  it  inappropriate  to  increase  the  rate  above  10 
percent  on  the  manufacturer’s  price,  the  rate  applying  in  the  case  of 
most  manufacturers’  excises.  Moreover,  the  purchase  of  a  car  repre¬ 
sents  a  larger  outlay  on  the  part  of  the  consumer  than  is  true  in  the 
case  of  most  other  durable  consumption  items,  with  the  result  that 
the  amount  of  the  tax  payment  in  these  cases  is  larger  than  in  the 
purchase  of  other  durable  goods  and,  therefore,  likely  to  be  con¬ 
sidered  more  burdensome. 

Your  committee’s  bill  does  not  make  an  increase  in  the  tax  on 
house  trailers  because  it  is  recognized  that  during  periods  of  emergency, 
such  as  the  present,  the  bulk  of  these  house  trailers  is  used  for  housing 
by  defense  workers  and  others  rather  than  as  a  means  of  transporta¬ 
tion. 

It  is  estimated  that  in  a  full  year  of  operation  this  provision  of  your 
committee’s  bill  would  increase  revenues  by  $196  million. 

3.  Automobile  trucks,  busses,  and  truck  trailers 

Section  481  of  the  bill  also  increases  the  tax  on  automobile  trucks, 
busses,  and  truck  trailers,  provided  by  section  3403  of  the  code,  from 
5  to  8  percent  of  the  manufacturer’s  price. 

Since,  as  previously  noted,  the  tax  on  passenger  cars  is  increased  to 
10  percent,  this  maintains  the  traditionally  lower  tax  for  the  types  of 
automotive  transportation  especially  designed  for  business.  Your 
committee  believes  that  it  is  desirable  to  retain  a  lower  tax  on  trucks 
and  related  types  of  automotive  transportation  because  it  is  recognized 
that  these  represent  almost  exclusively  operating  costs  to  businesses. 
A  high  rate  of  tax  in  such  cases  would  be  likely  to  be  passed  on  in  the 
price  of  commodities  generally.  However,  it  is  believed  that  the  mod¬ 
erate  increase  provided  by  your  committee’s  bill  is  desirable  on  much 
the  same  grounds  as  the  increase  provided  in  the  case  of  passenger  auto¬ 
mobiles,  namely,  the  anticipated  high  demand  for  this  type  of  automo¬ 
tive  transportation  coupled  with  the  likelihood  of  a  curtailment  in  the 
supply  available. 

It  is  estimated  that  in  a  full  year  of  operation  this  provision  of  your 
committee’s  bill  will  increase  revenues  by  $61  million. 

4.  Automotive  -parts  and  accessories 

Section  481  of  the  bill  also  increases  the  tax  on  automotive  parts 
and  accessories,  provided  by  section  3403  of  the  code,  from  5  to  8 
percent  of  the  manufacturers’  price.  Since  the  tax  on  automotive 
trucks,  busses,  and  truck  trailers  likewise  is  raised  to  8  percent,  this 
will  retain  a  uniform  rate  of  tax  for  these  two  types  of  items,  as  is 
provided  by  present  law.  Even  though  new  cars  are  taxed  at  10 
percent,  the  parts  and  accessories  for  them,  when  not  purchased  with 
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the  car,  are  included  in  the  base  of  this  8-percent  tax,  because  in 
many  cases  the  parts  for  passenger  cars  and  trucks  are  interchange¬ 
able.  Moreover,  it  is  also  believed  desirable  to  impose  a  lower  rate 
of  tax  on  parts  and  accessories  for  passenger  cars  than  on  the  new 
cars  themselves,  because  the  bulk  of  the  parts  and  accessories  are 
purchased  by  owners  of  old  or  second-hand  cars  who  are  largely  in 
the  lower-income  groups. 

With  respect  to  reconditioned  or  rebuilt  parts,  where  such  sales  are 
subject  to  the  parts  and  accessories  tax  under  present  law,  section  481 
of  the  bill  provides  an  amendment  which  excludes  from  the  tax  base 
the  fair  market  value  of  any  like  part  traded  in  for  a  reconditioned  or 
rebuilt  part.  Where  an  automotive  part  is  not  performing  satisfac¬ 
torily  and  the  car  owner  cannot  afford  a  new  one,  he  has  the  choice  of 
either  having  the  old  one  reconditioned,  usually  in  a  local  shop,  or  of 
trading  in  the  old  part  on  a  similar  one  which  already  has  been  recon¬ 
ditioned.  The  first  of  these  alternatives,  having  the  old  part  recon¬ 
ditioned,  is  not  subject  to  the  tax  on  automotive  parts  and  accessories 
since  there  is  no  transfer  of  title.  However,  this  alternative  is  not 
widely  availed  of  because  the  car  owner  is  not  able  to  use  his  car  during 
the  reconditioning  period.  Under  the  second  alternative,  trading  in 
the  old  part  on  a  similar  one  which  already  has  been  reconditioned, 
there  is  a  transfer  of  title  and  therefore  such  sales  are  subject  to  tax. 
The  amount  subject  to  tax  in  these  cases  is  the  charge  to  the  car 
owner,  plus  the  fair  market  value  of  the  part  he  trades  in.  This  not 
only  presents  the  difficult  administrative  problem  of  determining  the 
fair  market  value  of  the  old  part,  but  also  is  inequitable  since  trading 
in  the  old  part  is  a  substitute  for  repairing  the  car  owner’s  old  part. 
Only  the  value  added  in  this  case  could  be  considered  as  new  manu¬ 
facturing,  since  in  effect  the  car  owner  already  owned  the  portion  of 
the  reconditioned  part  representing  the  value  of  the  old  part.  To  tax 
him  on  the  fair  market  value  of  the  part  he  turns  in  is  to  tax  him  on 
something  he  already  owns.  The  exclusion  of  the  value  of  the  trade-in, 
as  provided  by  your  committee’s  amendment,  removes  this  inequity. 
This  also  removes  the  difficult  administrative  problem  of  determining 
the  fair  market  value  of  the  old  part,  since  the  tax  base/will  be  limited 
to  the  cash  payment  required. 

Section  481  of  the  bill  also  amends  section  3443  of  the  code  to  pro¬ 
vide  for  a  credit  or  refund  of  the  tax  on  automotive  parts  and  acces¬ 
sories  where  the  parts  or  accessories  are  used  or  resold  for  the  repair 
or  replacement  of  farm  equipment  parts.  However,  this  crediting  or 
refunding  device  is  not  made  available  in  the  case  of  spark  plugs 
storage  batteries,  leaf  springs,  coils,  timers,  and  tire  chains. 

An  exemption  is  already  provided  by  existing  regulations  for  auto¬ 
motive  parts  and  accessories  sold  to  manufacturers  for  use  on  new 
farm  equipment  with  the  exception  of  the  items  specifically  listed 
above.  The  provision  therefore  merely  applies  the  same  policy  to 
sales  of  repair  or  replacement  parts,  making  use  in  this  case  of  a 
crediting  or  refunding  procedure.  This  appears  desirable  because  it 
is  not  believed  that  Congress  ever  intended  to  subject  farm  tractors 
and  equipment  generally  to  this  tax.  With  the  exception  of  the  specific 
items  noted  above  on  which  the,  tax  will  still  apply,  it  is  believed  that 
these  credits  or  refunds  will  present  no  serious  administrative 
problems. 
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It  is  estimated  that  the  rate  increase  in  the  tax  on  automotive  parts 
and  accessories,  taken  together  with  the  changes  in  the  base  of  the 
tax,  will  increase  revenues  in  a  full  year  of  operation  by  $56  million. 


5.  Tires  on  toys,  etc. 

Section  481  of  the  bill  also  makes  a  minor  revision  in  the  5-cent-per- 
pound  manufacturers’  tax  on  tires.  Section  3400  of  the  code  is 
amended  to  exclude  from  this  tax  tires  which  are  not  more  than  20 
inches  in  diameter  and  one  and  three-fourths  of  an  inch  in  cross 
section  if  the  tires  are  of  all-rubber  construction.  The  bill  also 
excludes  tires  with  internal  wire  fasteners  irrespective  of  size. 

Under  present  law  the  tax  on  tires  is  applicable  to  all  tires  regardless 
of  the  use  for  which  they  arc  intended.  Consequently  it  applies  in 
the  case  of  tires  for  baby  buggies,  lawn  mowers,  children’s  tricycles, 
scooters,  coaster  wagons,  etc.  Since  the  manufacturer’s  price  on 
tires  of  these  types  is  generally  low,  the  5-cent-per-pound  tire  tax 
may  account  for  as  much  as  25  to  50  percent  of  the  price  of  the  tires. 
Thus,  the  tax  on  the  tires  of  these  toys,  etc.,  appears  unreasonably 
high  in  terms  of  ad  valorem  rates.  Moreover,  it  is  not  believed  that 
it  is  a  primary  purpose  of  the  tax  on  tires  to  collect  revenue  with 
respect  to  articles  of  these  types. 

It  is  estimated  that  in  a  full  year  of  operation  this  change  will  result 
in  a  revenue  loss  of  approximately  $1  million  a  year. 


6.  Electric,  gas,  and  oil  appliances 

Section  484  of  the  bill  expands  the  base  of  the  10-percent  manu¬ 
facturers’  tax  on  electric,  gas,  and  oil  appliances  provided  by  section 
3406  of  the  code  to  include  the  following  household  types  of  items  not 
subject  to  tax  under  present  law: 


1.  Electric  belt-driven  fans. 

2.  Electric  or  gas  clothes  driers. 

3.  Electric  door  chimes. 

4.  Electric  dehumidifiers. 

5.  Electric  dishwashers. 

6.  Electric  floor  polishers  and  waxers. 

7.  Electric  food  choppers  and  grinders. 

8.  Electric  hedge  trimmers. 


9.  Electric  ice  cream  freezers. 

10.  Electric  mangles. 

11.  Electric  motion-  or  still-picture  pro¬ 

jectors. 

12.  Electric  pants  pressers. 

13.  Electric  shavers. 

14.  Power  lawn  mowers. 

15.  Electric  sheets  and  spreads. 


It  also  deletes  electric  heating  pads  from  the  items  presently  subject 
to  tax. 

Of  the  items  added  to  the  base  of  the  tax  the  most  important  in 
terms  of  revenue  are  the  power-lawn  mowers,  the  electric  dishwashers, 
the  electric  and  gas  clothes  driers,  and  the  electric  shavers. 

The  tax  under  present  law  applies  to — 


1.  Electric,  gas,  and  oil  water  heaters. 

2.  Electric,  gas,  and  oil  appliances  for  cooking  or  warming  food  or  bever¬ 

ages  for  consumption  on  the  premises. 

3.  Electric  direct  motor-driven  fans  and  air  circulators. 

4.  Electric  flatirons. 

5.  Electric  air  heaters  (but  not  furnaces). 

6.  Electric  immersion  heaters. 

7.  Electric  heating  pads  and  blankets. 

8.  Electric  mixers,  whippers,  and  juicers. 

The  items  added  to  the  base  of  this  tax  by  your  committee  are 
directly  or  indirectly  competitive  with  many  of  the  items  now  in  the 
base  of  the  tax.  An  example  of  direct  competition  exists  in  the  case 
of  the  direct  motor-driven  fans  subject  to  tax  under  present  law  and 
the  belt-driven  fans  which  are  presently  free  of  tax.  Moreover,  in 
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large  measure  the  particular  items  added  by  your  committee  are  not 
considered  to  be  necessities  and  thus  a  tax  on  these  items  is  not  likely 
to  be  burdensome.  However,  your  committee  did  not  deem  it  appro¬ 
priate  to  raise  the  rate  of  this  tax  in  view  of  the  fact  that  a  number  of 
items  already  in  the  base  under  present  law  are  generally  considered 
to  be  necessities. 

As  in  the  case  of  passenger  cars,  it  is  anticipated  that  with  the  cur¬ 
rent  liigli-income  levels  the  demand  for  electric  appliances  will  remain 
strong,  while  the  supply  available  is  likely  to  decline  somewhat  as  a 
result  of  the  shift  of  critical  materials  from  civilian  products  to  prod¬ 
ucts  needed  for  the  defense  effort.  The  steel  used  in  electric  appli¬ 
ances,  for  example,  has  been  cut  back  by  30  percent  for  the  third 
quarter  of  1951.  In  view  of  these  factors  it  appears  unlikely  that 
expanding  the  base  of  this  tax  to  include  the  new  items  listed  above 
will  have  any  effect  upon  the  sales  of  the  electric  appliances  industry. 

From  the  standpoint  of  the  consumer  also  this  tax  appears  to  be 
relatively  less  burdensome.  The  data  available  indicate  that  this  tax 
tends  to  bear  less  heavily  on  the  lower-income  groups  than  most  other 
excise  taxes  now  imposed.  In  view  of  the  fact  that  the  items  added 
by  your  committee  are  not  generally  considered  to  be  necessities,  the 
change  made  in  this  tax  by  your  committee  is  likely  to  make  it  still 
more  progressive.  Moreover,  this  10-percent  manufacturers’  tax, 
when  expressed  as  a  percentage  of  the  retail  price  of  the  electric,  gas, 
and  oil  appliances  exclusive  of  tax  represents  only  about  a  6-percent 
tax. 

Electric  heating  pads  were  removed  from  the  base  of  the  tax  on 
electric,  gas,  and  oil  appliances  because  these  pads  are  extensively  used 
for  medical  purposes  and  your  committee  does  not  believe  that  such 
items  are  proper  subjects  for  excise  taxes. 

It  is  estimated  that  in  a  full  year  of  operation  the  new  items  added 
to  the  base  of  the  electric,  gas,  and  oil  appliances  tax  will  increase 
revenues  by  about  $19  million  a  year,  while  the  exclusion  of  electric 
heating  pads  will  reduce  revenues  by  $1  million  annually. 

7.  Navigation  receivers  sold  to  the  United  States  Government 

Section  482  of  the  bill  makes  a  minor  revision  in  the  base  of  the  10- 
percent  manufacturers’  excise  tax  on  radio  receiving  sets,  television 
receiving  sets,  etc.,  imposed  by  section  3404  of  the  code.  “A  communi¬ 
cation,  detection,  or  navigation  receiver  of  the  type  used  in  commercial, 
military,  or  marine  installations,”  is  exempted  from  this  tax  under 
your  committee’s  bill  if  sold  to  the  United  States  for  its  exclusive  use. 
This  exemption  is  granted  to  remove  compliance  problems.  No 
revenue  is,  of  course,  involved,  since  the  tax  in  these  cases  today  is 
ultimately  paid  by  the  United  States  Government. 

8.  Sporting  goods 

Section  483  of  the  bill  makes  two  changes  in  the  10-percent  manufac¬ 
turers’  tax  imposed  on  sporting  goods  by  section  3406  of  the  code. 

Under  present  law  this  tax  covers  virtually  all  types  of  sporting 
equipment  although  toy  or  children-sized  items  are  exempted  from  this 
tax  in  the  case  of  certain  types  of  sporting  equipment.  Baseball  bats, 
for  example,  are  not  taxed  if  they  are  less  than  28  inches  in  length. 
"However,  other  types  of  sporting  goods  such  as  sleds  and  roller  skates, 
which  are  largely  used  by  children,  are  taxed  regardless  of  their  size. 
Also,  a  number  of  articles  subject  to  the  sporting  goods  tax  are  used 
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largely  as  a  part  of  school  and  college  athletic  programs.  Sale  for  use 
in  the  public  schools  are  exempt  (as  purchases  by  subdivisions  of  State 
governments)  so  that  the  net  revenue  from  taxing  these  articles  is 
quite  smaU,  although  the  administration  of  the  exemption  imposes  a 
considerable  burden  on  the  sporting  goods  dealers.  Moreover,  the 
nonexempt  sales  of  many  of  the  taxed  articles  are  made  largely  to 
private  schools,  which  has  been  objected  to  on  the  grounds  that  it  is 
discriminatory  treatment.  For  these  reasons  the  first  action  of  your 
committee  with  respect  to  the  sporting  goods  tax  is  to  remove  from  the 
application  of  the  tax  specific  types  of  articles  which  are  used  pre¬ 
dominantly  for  school  sports  and  by  children.  The  second  action  of 
the  committee  is  to  raise  the  rate  of  tax  from  10  percent  to  15  percent 
of  the  manufacturer’s  price  with  respect  to  the  items  remaining  in 
the  tax  base.  Under  present  law  the  tax  is  about  6  percent  of  the 
retail  price  including  tax  and  under  the  bill  will  be  between  10  percent 
and  1 1  percent  of  the  retail  price. 

It  is  estimated  that  these  two  actions  taken  together  will  not  have 
any  effect  on  revenue  collections,  since  it  is  believed  that  the  addi¬ 
tional  revenue  which  will  be  derived  from  the  higher  rate  of  tax  on 
the  items  remaining  in  the  base  will  be  approximately  equal  to  the 
revenue  lost  with  respect  to  the  items  which  are  excluded  from  the 
base. 

9.  Photographic  apparatus  and  film 

Section  3406  of  the  code  imposes  a  25-percent  tax  on  sales  at  the 
manufacturers’  level  of  photographic  apparatus,  which  is  defined  as 
including  cameras  weighing  4  pounds  or  less,  lenses,  photographic 
apparatus  and  equipment  and  any  apparatus  or  equipment  designed 
especially  for  photographic  purposes.  A  15-percent  manufacturers’ 
tax  is  also  imposed  on  photographic  films  (except  X-ray  films), 
photographic  plates,  and  sensitized  paper.  Under  present  law  the 
tax  on  film  is  about  9  percent,  and  tax  on  equipment  is  about  13 
percent,  of  the  retail  price. 

Section  485  of  your  committee’s  bill  makes  two  changes  in  these 
taxes.  A  uniform  20-percent  rate  is  substituted  for  the  25-percent  tax 
on  photographic  apparatus  and  the  15-percent  tax  on  film.  This  will 
result  in  a  tax  of  between  11  percent  and  12  percent  of  the  retail 
price  in  the  case  of  both  film  and  equipment.  Second,  the  bases  of 
these  taxes  are  revised  so  that  the  tax  is  imposed  only  on  film,  cameras 
and  lenses  which,  insofar  as  is  administratively  possible,  do  not 
represent  a  cost  of  doing  business. 

Your  committee  excluded  from  the  base  of  this  tax  the  business 
cost  items  because  it  believes  that  a  tax  on  business  cost  items  is 
likely  to  be  shifted  forward  as  an  operating  expense  and  thus  appear 
in  the  price  of  commodities  generally.  In  addition,  difficulty  has 
arisen  in  the  case  of  the  tax  on  photographic  equipment,  because 
apparatus  made  by  photographic  manufacturers  frequently  has  been 
held  to  be  designed  especially  for  photographic  use,  even  when  sold 
for  nonphotographic  purposes.  Similar  equipment  sold  by  nonphoto¬ 
graphic  manufacturers  has  been  held  not  to  be  subject  to  the  photo¬ 
graphic  tax  because  it  was  not  designed  especially  for  photographic 
use.  As  a  result  manufacturers  of  photographic  equipment  have . 
frequently  been  placed  at  a  competitive  disadvantage. 
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It  is  estimated  that  the  combined  effect  of  your  committee’s  action 
with  respect  to  these  taxes  is  to  reduce  revenues  in  a  full  year  of 
operation  by  $23  million. 

Photoflash  bulbs  are  one  of  the  items  removed  from  the  base  of  the 
tax  on  photographic  equipment  by  the  committee’s  action  in  excluding 
from  this  tax  all  apparatus  except  certain  types  and  sizes  of  cameras 
and  lenses.  With  respect  to  these  bulbs  the  bill  provides  a  floor  stock 
refund.  That  is,  wholesalers,  retailers,  and  others  having  inventories 
of  photoflash  bulbs  intended  for  sale,  on  the  date  the  revision  in  the 
tax  becomes  effective,  will  be  credited,  or  wall  receive  a  refund,  with 
respect  to  the  tax  paid  on  their  inventory  of  pliotoflash  bulbs.  The 
actual  payment  of  the  refund  or  the  crediting  will  be  handled  through 
the  manufacturer  from  whom  the  wholesaler  or  retailer  purchased 
the  photoflash  bulbs.  Your  committee  believes  that  a  floor  stock 
refund  is  necessary  in  the  case  of  photoflash  bulbs,  but  not  in  the 
case  of  other  manufacturers’  excise  taxes  which  have  been  elim¬ 
inated  or  reduced,  because  of  a  special  problem  existing  in  this 
case.  A  large  portion  of  the  manufacturers  sell  pliotoflash  bulbs 
on  a  consignment  basis.  In  such  cases  there  has  not  been  a  sale  by 
the  manufacturer  until  the  consumer  buys  the  product  and  the  manu¬ 
facturers’  tax  is  not  levied  until  that  time.  Thus,  they  will  have  no 
tax-paid  inventory  at  the  time  the  removal  of  the  tax  on  photoflash 
bulbs  becomes  effective.  However,  competing  manufacturers  not 
selling  on  a  consignment  basis,  and  their  wholesalers  and  retailers, 
will  have  tax-paid  inventories  on  which  competition  might  force  them 
to  take  losses  equal  to  the  amount  of  the  tax  reduction  if  no  floor 
stock  refund  were  provided.  It  is  believed  that  floor  stock  refunds 
under  this  provision  will  be  negligible.  No  loss  from  this  floor  stock 
refund  will  occur  in  subsequent  years,  since  this  is  not  a  recurring  item. 

10.  Electrical  energy 

Section  3411  of  the  code  imposes  upon  vendors  of  electrical  energy 
sold  to  domestic  or  commercial  consumers  a  tax  equal  to  3 }{  percent 
of  the  price  charged.  Section  487  of  the  bill  repeals  this  tax. 

A  tax  on  electrical  energy  is  not  believed  to  be  a  desirable  part  of 
the  excise  tax  revenue  system  for  several  reasons.  First,  the  tax  is 
believed  to  be  one  of  the  most  burdensome  of  the  excise  taxes  with 
respect  to  the  lower-income  groups,  since  amounts  paid  by  consumers 
for  electrical  energy  tend  to  vary  relatively  little  with  variations  in 
income.  Thus,  the  electrical  energy  tax  paid  by  the  higher  income 
groups  does  not  generally  represent  as  large  a  percentage  of  their 
income  as  is  true  of  the  lower-income  groups.  Second,  power  com¬ 
panies  have  found  it  difficult  and  burdensome  to  determine  which 
customers  are  domestic  or  commercial  consumers,  and  therefore  tax¬ 
able,  and  which  are  industrial  consumers,  and  therefore  exempt.  This 
has  presented  a  particularly  difficult  problem  in  the  case  of  businesses 
engaged  in  both  commercial  and  industrial  activities.  Third,  the 
tax  under  existing  law  does  not  apply  to  publicly  owned  electric  and 
power  plants  or  to  systems  owned  and  operated  by  cooperative  or 
nonprofit  corporations  engaged  in  rural  electrification.  Thus,  since 
there  is  general  agreement  that  this  tax  is  passed  on  to  the  consumers, 
the  present  tax  treatment  has  the  effect  of  imposing  a  tax  on  persons 
purchasing  electrical  energy  from  private  utilities,  while  imposing  no 
tax  on  persons  purchasing  electrical  energy  from  municipalities,  the 
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Federal  Government,  or  REA  cooperatives.  To  impose  the  tax  on 
some  consumers  and  not  on  others  is  believed  discriminatory,  and 
since  your  committee  believed  that  it  was  not  desirable  to  extend  this 
tax  to  municipalities,  the  Federal  Government,  or  REA  cooperatives, 
the  bill  repeals  this  tax. 

It  is  estimated  that  in  a  full  year  of  operation  the  repeal  of  this 
percent  electrical  energy  tax  will  reduce  revenues  by  $104  million 
annually. 

11.  Fountain  pens,  ball-point  pens,  and  mechanical  pencils 

Section  486  of  your  committee’s  bill  adds  a  new  section  3408  to  the 
Code  imposing  a  20-percent  manufacturers’  tax  on  fountain  pens,  ball¬ 
point  pens,  and  mechanical  pencils.  At  the  present  time  some  pens 
and  pencils  are  subject  to  the  20-percent  retail  tax  on  jewelry  and  re¬ 
lated  items  where  they  have  nonessential  parts  which  are  ornamented 
with  precious  metals.  To  prevent  double  taxation  the$e  pens  and 
pencils  are  not  included  in  the  base  of  the  new  manufacturers’  tax. 

Consideration  was  given  to  extending  the  tax  on  jewelry  and  related 
items  to  all  fountain  pens,  ball-point  pens,  and  mechanical  pencils, 
but  this  was  discarded  because  the  inexpensive  types  of  such  items  are 
frequently  sold  in  stores  which  are  not  accustomed  to  the  collection 
of  the  jewelry  tax. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee  will  increase  revenues  by  $24  million  annually. 

D.  Retail  Excises 

The  revenue  effect  of  the  bill  in  a  full  year  of  operation  with  respect 
to  retail  taxes  is  as  follows: 

[In  millions] 


Cigarette,  cigar,  and  pipe  lighters _  $2 

Toilet  preparations _  —  7 

Total _  —5 


1.  Cigarette,  cigar,  and  pipe  lighters 

The  20  percent  retail  tax  on  jewelry  imposed  by  sections  1650  and 
2400  of  the  code  includes  some  mechanical  lighters  in  the  category 
“articles  made  of,  or  ornamented,  mounted  or  fitted  with,  precious 
metals  or  imitations  thereof.”  This  classification  of  taxable  and 
nontaxable  lighters  has  not  proved  to  be  satisfactory.  Many  of  the 
more  expensive  types  of  lighters  escape  taxation  under  present  law, 
while  some  of  the  relatively  less  expensive  ones  are  subject  to  tax. 
For  this  reason  section  431  of  the  bill  extends  the  20-percent  retail  tax 
on  jewelry  and  related  items  to  all  mechanical  lighters  for  cigarettes, 
cigars  or  pipes. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee  will  increase  revenues  by  $2  million  a  year. 

2.  Toilet  preparations 

Section  432  of  your  committee’s  bill  makes  two  changes  in  the  20 
percent  retail  tax  on  toilet  preparations  imposed  by  section  2402  of  the 
code. 

The  first  of  these  changes  exempts  from  this  tax  baby  oils,  powders, 
lotions,  and  other  toilet  articles  unless  they  are  advertised  or  sold  as 


REVENUE  ACT  OF  1951 


51 


being  usable  by  adults.  Your  committee  believes  that  these  items 
fall  within  the  category  of  necessities  and  should  not  be  subject  to  tax. 

The  second  change  exempts  toilet  preparations  purchased  by  barber 
shops  and  beauty  parlors  for  use  in  these  establishments.  Under 
present  law  these  items  are  subject  to  tax  at  the  time  they  are  pur¬ 
chased  by  the  barber  shop  or  beauty  parlor.  However,  toilet  prepara¬ 
tions  purchased  by  a  barber  shop  or  beauty  parlor  for  resale  to  cus¬ 
tomers  are  not  taxable  until  sold  to  the  ultimate  user.  To  distinguish 
the  purchases  for  resale  made  by  the  barber  shop  or  beauty  parlor 
from  the  purchases  for  their  own  use,  the  establishment  is  required  to 
file  a  certificate  if  no  tax  is  paid  at  the  time  of  purchase  indicating 
that  the  items  will  not  be  used  in  the  establishment.  Such  certificates 
are  not  presently  required  in  the  case  of  tax-paid  purchases  for  use 
in  the  establishment.  This  difference  in  treatment  has  resulted  in 
considerable  confusion  among  the  barber  shop  and  beauty  parlor 
operators.  Moreover,  the  taxing  of  the  items  used  in  the  establish¬ 
ment  itself  represents  the  taxing  of  business  cost  items.  The  bill 
eliminates  these  problems  by  repealing  the  tax  on  toilet  preparations 
purchased  by  barber  shops,  beauty  parlors,  and  similar  establishments 
if  intended  for  use  in  such  establishments. 

It  is  estimated  that  in  a  full  year  of  operation  the  exclusions  from 
the  base  of  the  tax  on  toilet  preparations  made  by  this  bill  will  reduce 
revenues  by  $7  million  annually. 

E.  Transportation  and  Communication  Excises 

The  revenue  effect  of  your  committee’s  action  in  a  full  year  of  opera¬ 
tion  on  the  transportation  and  communication  excises  is  distributed 
among  the  various  taxes  as  follows: 


[In  millions] 

Domestic  telegraph,  cable,  and  radio  messages _  —  $8 

Transportation  of  persons _  Negligible 

Transportation  of  property _  3 


Total _  -5 


1.  Domestic  telegraph,  cable,  and  radio  messages 

Sections  1650  and  3465  of  the  code  impose  a  25  percent  l’ate  of  tax 
on  amounts  paid  for  domestic  telegraph,  cable,  or  radio  dispatches  or 
messages.  This  is  the  same  rate  of  tax  imposed  on  charges  for  long¬ 
distance  telephone  service.  Section  491  of  the  bill  reduces  the  tax  on 
domestic  telegraph,  cable,  or  radio  messages  to  20  percent,  but  retains 
the  25-percent  rate  in  the  case  of  long-distance  telephone  charges. 
This  approximately  restores  the  relationship  which  existed  between 
these  two  taxes  prior  to  the  Revenue  Act  of  1943  when  the  tax  on 
long-distance  telephone  charges  was  20  percent  and  the  tax  on  tele¬ 
graph  messages  15  percent.  Since  World  War  II  telegraph  service  in 
the  United  States  generally  has  been  carried  on  at  a  deficit.  So  far 
this  year  the  service  has  been  operated  at  a  profit  but  wage  negotia¬ 
tions  now  under  consideration  may  again  place  telegraph  service  in 
a  deficit  position.  By  reducing  this  tax  on  telegraph  service  your 
committee  anticipates  that  it  will  be  possible  to  decrease  the  amount 
paid  for  telegraph  messages,  and  that  as  a  result  the  volume  of  busi¬ 
ness  done  will  be  increased  and  the  profit  position  of  the  industry 
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improved.  Telegraph  service  not  only  is  essential  to  the  civilian 
economy  but  also  is  essential  to  national  security. 

In  a  full  year  of  operation  it  is  anticipated  that  reducing  the  tax  on 
domestic  telegraph,  cable,  and  radio  messages  from  25  percent  to 
•20  percent  of  the  charge  will  reduce  revenues  by  $8  million.  In  the 
long  run,  however,  it  is  believed  that  much  of  this  loss  may  be  offset 
by  an  increased  volume  of  telegraph  business. 

2.  Transportation  oj  persons 

Sections  1650  and  3469  of  the  code  impose  a  15-percent  tax  on 
amounts  paid  for  the  transportation  of  persons.  Amounts  paid  for 
transportation  in  boats  where  the  transportation  takes  place  for  the 
sole  purpose  of  fishing  from  the  boat  have  been  held  to  be  taxable 
under  these  sections.  In  the  case  of  fishing-boat  activities,  it  is  cus¬ 
tomary  for  the  operators  of  such  boats  to  make  a  lump-sum  charge 
for  a  fishing  trip,  including  not  only  the  charge  for  the  transportation, 
but  also  charges  for  such  services  as  the  use  of  fishing  tackle,  a  supply 
of  bait,  food  served  on  the  boat,  etc.  The  necessity  of  breaking  down 
this  lump-sum  charge  to  determine  the  proportion  of  the  total  which 
represents  the  taxable  charge  for  transportation  has  been  a  difficult 
problem  both  for  the  fisliing-boat  operators  and  the  Bureau  of  Internal 
Revenue.  Moreover,  although  fishing  trips  are  technically  defined 
as  transportation,  they  are  not  generally  considered  so  by  laymen. 
As  a  result  the  tax  on  fishing  trips  has  brought  numerous  complaints 
from  sportsmen  and  has  also  created  troublesome  collection  and 
compliance  problems  for  the  Government.  Section  492  of  the  bill 
exempts  from  the  tax  on  the  transportation  of  persons  amounts  paid 
for  transportation  by  boat  for  the  purpose  of  fishing  from  such  boat. 

It  is  believed  that  the  revenue  loss  from  this  exclusion  from  the  tax 
on  the  transportation  of  persons  will  be  negligible. 

3.  Transportation  of  property 

Section  3475  of  the  code  imposes  a  3-percent  tax  on  amounts  paid 
for  transportation  of  property  (in  the  case  of  coal  the  tax  rate  is  4  cents 
per  short  ton).  However,  this  tax  only  applies  to  amounts  paid  to  a 
person  engaged  in  the  business  of  transporting  property  for  hire.  It 
does  not  apply,  for  example,  to  a  producer  transporting  his  own 
property.  In  the  case  of  oil  it  has  been  found  that  some  producers 
transport  their  own  oil  by  water  while  others  hire  independent  ship¬ 
pers.  This  has  created  competitive  discrimination  since  the  latter  are 
subject  to  the  transportation  tax,  while  the  former  are  not.  This 
discrimination  has  been  recognized  in  the  case  of  the  transportation 
of  oil  by  pipeline,  since  section  3460  of  the  code  imposes  the  tax  on 
either  the  amount  paid  for  the  transportation  of  oil  by  pipeline,  or  on 
the  “fair  charge”  for  such  transportation  if  no  charge  is  made.  Sec¬ 
tion  493  of  your  committee’s  bill  applies  this  same  principle  with 
respect  to  oil  transported  by  water  by  imposing  in  section  3476  of  the 
code  the  3-percent  tax  on  the  transportation  of  property  to  the  “fair 
charge”  where  the  shippers  are  transporting  their  own  oil,  and  in  other 
cases  where  the  amount  paid  for  the  transportation  of  oil  is  less  than 
a  “fair  charge.”  In  establishing  the  “fair  charge”  for  this  transporta¬ 
tion  the  Treasury  Department,  insofar  as  possible,  is  to  look  to 
amounts  charged  in  similar  cases  where  the  transportation  is  offered 
for  hire.  If  no  similar  cases  are  available  then  a  reasonable  charge 
will  be  constructed. 
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It  is"estimatecTthat  this  extension  of  the  tax  on  the  transportation 
of  property  will  increase  revenues  by  $3  billion  annually  when  the 
provision  is^fully  effective. 

F.  Excises  on  Amusements  or  Recreation 

It  is  estimated  that  the  changes  made  in  the  excises  on  amusements 
and  recreation  will  result  in  a  net  loss  in  revenue  in  a  full  year  of 


operation  as  follows: 

[In  millions] 

General  admissions _  —  $22 

Cabaret - - -  Negligible 

Occupational  tax  on  bowling  alleys  and  billiard  and  pool  tables _  1 


Total _  —21 


1.  General  admissions 

Sections  1650  and  1700  of  the  code  impose  a  tax  of  1  cent  for  each 
5  cents  or  major  fraction  thereof  charged  for  admission.  This  bill 
makes  two  changes  in  the  application  of  this  tax. 

Section  402  of  this  bill  exempts  from  this  tax  admissions  where  all 
the  proceeds  inure  to  religious,  educational,  and  charitable  institu¬ 
tions;  community -supported  symphony  orchestras;  nonprofit  cooper¬ 
ative  or  community-center  motion-picture  theaters;  National  Guard 
organizations;  Reserve  officers’  organizations;  and  veterans’  organi¬ 
zations;  and  police  or  fire  departments,  and  funds  set  up  for  the  benefit 
of  their  members  and  their  dependents.  As  was  provided  by  regula¬ 
tion  prior  to  the  Revenue  Act  of  1941,  your  committee  intends  that 
the  term  “educational  organizations”  be  construed  to  include  opera 
companies  where  such  organizations  are  not  run  for  the  purpose  of 
making  a  profit.  However,  the  bil  does  not  exempt  admissions  to 
wrestling  and  boxing  matches,  carnivals,  rodeos  or  circuses  where 
professionals  participate  for  compensation;  or  admissions  to  athletic 
contests  unless  the  proceeds  inure  exclusively  to  the  benefit  of  ele¬ 
mentary  or  secondary  schools.  The  bill  also  exempts  admissions  to 
nonprofit  agricultural  fairs,  to  concerts  conducted  by  nonprofit  civic 
associations  and  to  swimming  pools  and  other  places  providing 
facilities  for  physical  exercise  operated  by  a  governmental  unit. 

The  exemptions  as  described  above  represent  a  restoration  of  the 
exemptions  in  the  admissions  tax  prior  to  the  Revenue  Act  of  1941. 
However,  the  exemptions  are  made  somewhat  more  restrictive  than 
the  exemptions  in  the  law  prior  to  the  Revenue  Act  of  1941  in  order 
to  remove  administrative  problems  which  were  experienced  under  the 
old  law,  and  also  in  an  attempt  to  limit  the  benefit  of  the  exemption 
to  activities  which  it  appears  appropriate  for  the  Government  to 
encourage.  Most  of  the  activities  to  which  these  exemptions  are 
applicable  are  a  part  of  the  legitimate  functions  of  organizations  or 
institutions  which  frequently  are  Government-supported  or  have  been 
accorded  tax  exemption  on  their  own  income.  Because  it  appears 
inconsistent  to  tax  admissions  to  activities  which  are  directly  related 
to  the  legitimate  functions  of  these  organizations  or  institutions,  your 
committee  reinstates  these  exemptions,  limited  as  provided  above. 
It  is  estimated  that  these  exemptions  will  result  in  a  revenue  loss  of 
approximately  $16  million  in  a  full  year  of  operation. 

The  second  change  in  the  admissions  tax,  made  by  section  401  of  this 
bill,  deals  with  the  amount  paid  for  admission.  Under  present  law  a 
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person  admitted  free  or  at  reduced  rates  is  required  to  pay  the  same 
amount  of  tax  as  a  person  who  is  charged  the  regular  admission  price, 
unless  he  is  an  employee,  a  municipal  officer  on  official  business,  a 
child  under  12,  or  (if  admission  is  free)  a  hospitalized  serviceman  or 
veteran.  Your  committee  believes  that  requiring  a  person  to  pay  a 
tax  based  on  a  larger  admission  price  than  the  amount  actually  charged 
him  is  contrary  to  the  general  principal  of  an  ad  valorem  tax.  More¬ 
over,  it  does  not  appear  that  the  administration  of  the  tax  is  facilitated 
by  taxing  free  admissions  at  the  established  price,  and  it  represents  a 
•  source  of  irritation  to  the  public.  Section  401  of  your  committee’s 
bill  exempts  free  admissions  from  tax  and  bases  the  tax  on  amounts 
actually  paid  where  persons  are  admitted  at  reduced  rates. 

It  is  estimated  that  the  revenue  loss  from  this  change  in  the  base  on 
which  the  admissions  tax  is  paid  will  amount  to  $6  million  in  a  full 
year  of  operation. 

2.  Cabarets 

Section  404  of  your  committee’s  bill  relates  to  the  application  of 
the  20-percent  tax  on  cabarets  to  ballrooms  and  dancing  halls.  Some 
courts  have  construed  the  cabaret  tax  to  apply  in  the  case  of  ballrooms 
and  dancing  halls  merely  because  it  was  possible  to  purchase  incidental 
refreshments,  services  or  merchandise  in  such  places.  The  bill 
amends  section  1700  (e)  of  the  code  to  provide  that  the  cabaret  tax 
shall  not  apply  in  such  cases.  It  is  estimated  that  the  revenue  effect 
of  this  provision  will  be  negligible. 

8.  Bowling  alleys  and  billiard  and  pool  tables 

Section  3268  of  the  Internal  Revenue  Code  imposes  a  special 
occupational  tax  on  bowling  alleys,  billiard  or  pool  tables  of  $20  per 
year  per  alley  or  table.  Section  464  of  this  bill  raises  this  tax  from 
$20  to  $25. 

It  is  estimated  that  in  a  full  year  of  operation  this  change  will 
increase  revenues  by  $1  million  annually. 

G.  Excises  on  Gambling 

The  additional  revenue  it  is  estimated  will  be  derived  from  the 
taxes  on  gambling  in  a  full  year  of  operation  is  distributed  among  the 
various  excises  as  follows: 

[In  millions] 


Occupational  tax  on  coin-operated  gaming  devices _  $7 

Tax  on  wagers _ _ _ 1 

Occupational  tax  on  the  business  of  accepting  wagers _ / 

Total _  407 


With  respect  to  the  estimate  of  $400  million  from  the  two  wagering 
taxes,  since  this  is  a  field  of  taxation  with  which  the  Federal  Govern¬ 
ment  has  had  no  previous  experience  and  because  there  is  uncertainty 
as  to  the  actual  amount  of  the  tax  base,  the  committee  recognizes  that 
it  is  difficult  to  estimate  too  closely  the  actual  revenue  which  these 
new  taxes  will  yield. 

Section  471  of  the  bill  adds  a  new  chapter  27A  to  the  code  which 
imposes  a  10-percent  excise  tax  upon  wagers  of  certain  types,  prin¬ 
cipally  those  placed  with  bookmakers  and  lottery  operators,  and  a  $50 
per  year  occupational  tax  both  upon  persons  engaged  in  accepting 
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such  wagers  and  upon  persons  who  receive  wagers  for  the  persons  so 
engaged. 

Commercialized  gambling  holds  the  unique  position  of  being  a 
multi-billion-dollar,  Nation-wide  business  that  has  remained  com¬ 
paratively  free  from  taxation  by  either  State  or  Federal  Governments. 
This  relative  immunity  from  taxation  has  persisted  in  spite  of  the  fact 
that  wagering  has  many  characteristics  which  make  it  particularly 
suitable  as  a  subject  for  taxation.  Your  committee  is  convinced  that 
the  continuance  of  this  immunity  is  inconsistent  with  the  present 
need  for  increased  revenue,  especially  at  a  time  when  many  consumer 
items  of  a  seminecessity  nature  are  being  called  upon  to  bear  new  or 
additional  tax  burdens. 

The  committee  recognizes  that,  while  Federal  law  imposes  no  gen¬ 
eral  prohibition  upon  gambling,  various  forms  of  wagering  are  illegal 
under  the  laws  of  most  States.  As  a  result,  proposals  for  a  Federal 
tax  on  wagering  are  sometimes  criticized  as  in  effect  sanctioning  the 
carrying  on  of  gambling  activities  in  violation  of  such  laws.  The 
committee  does  not  share  this  view.  Since  its  inception,  the  Federal 
income  tax  has  applied  without  distinction  to  income  from  illegal  as 
well  as  legal  sources,  and  it  has  never  been  generally  supposed  that 
such  application  carried  with  it  any  implied  authorization  to  carry 
on  illegal  activities.  Moreover,  in  the  field  of  excise  taxes  the  tax 
on  coin-operated  gambling  devices  has  been  applied  without  regard 
to  whether  or  not  the  operation  of  a  particular  machine  is  in  violation 
of  State  or  local  law.  The  present  bill  conforms  to  this  pattern  and 
imposes  tax  without  regard  to  the  legality  or  illegality  of  the  particular 
wager. 

The  bill  specifically  provides  that  payment  of  either  the  tax  on 
wagers  or  the  occupational  tax  shall  not  serve  to  exempt  any  person 
from  any  penalties  provided  under  either  State  or  Federal  law  with 
respect  to  engaging  in  the  taxed  activities. 

1.  Tax  on  wagers 

The  wagering  tax  which  the  bill  imposes  is  placed  upon  wagers, 
without  regard  to  the  outcome  of  individual  bets.  This  method  of 
taxation  is  comparable  to  State  taxation  of  pari-mutuel  pools  and  is 
particularly  appropriate  with  respect  to  wagering  with  bookmakers 
and  in  lotteries,  especially  of  the  type  commonly  known  as  the  num¬ 
bers  game.  The  tax  is  limited  (1)  to  wagers  on  sports  events  or 
contests  placed  with  a  person  engaged  in  the  business  of  accepting 
such  wagers,  (2)  to  wagers  placed  in  a  wagering  pool  which  involves 
a  sports  event  or  contest,  if  the  pool  is  conducted  for  profit,  and  (3) 
to  wagers  placed  in  a  lottery  conducted  for  profit.  It  is  believed 
that  wagering  transactions  of  these  types  make  up  by  far  the  largest 
proportion  of  the  total  gambling  business. 

While  betting  on  horse  races  probably  represents  the  largest  single 
category  of  gambling  activity,  other  than  in  lotteries,  the  tax  will 
extend  to  wagers  on  any  other  sport,  such  as  prizefights,  basketball, 
baseball,  or  football,  including  sports  exhibitions  and  trials.  More¬ 
over,  the  event  wagered  upon  need  not  be  a  sports  activity  but  can 
be  any  type  of  contest,  such  as  an  election  or  the  outcome  of  primaries 
and  nominating  conventions. 

Wagers  on  sports  events  or  contests,  to  be  taxable,  must  be  placed 
with  a  person  engaged  in  the  business  of  accepting  such  wagers.  The 
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purpose  of  this  requirement  is  to  exclude  from  tax  the  purely  “social’' 
or  “friendly”  type  of  bet.  A  person  is  considered  to  be  in  the  busi¬ 
ness  of  accepting  wagers  if  he  is  engaged  as  a  principal  who,  in  accept¬ 
ing  wagers,  does  so  on  his  own  account.  •  The  principals  in  such  trans¬ 
actions  are  commonly  referred  to  as  “bookmakers,”  although  it  is  not 
intended  that  any  technical  definition  of  “bookmaker,”  such  as  the 
maintenance  of  a  handbook  or  other  device  for  the  recording  of  wagers, 
be  required.  It  is  intended  that  a  wager  be  considered  as  “placed” 
with  a  principal  when  it  has  been  placed  with  another  person  acting 
for  him.  Persons  who  receive  bets  for  principals  are  sometimes 
known  as  “bookmakers’  agents”  or  as  “runners.”  It  is  not  intended 
that  to  be  “engaged  in  the  business  of  accepting  such  wagers”  a  per¬ 
son  must  bo  either  so  engaged  to  the  exclusion  of  all  other  activities 
or  even  primarily  so  engaged.  Thus,  for  example,  an  individual  may 
be  primarily  engaged  as  a  salesman,  and  also,  for  the  purposes  of  this 
tax,  be  engaged  in  the  business  of  accepting  wagers. 

As  previously  stated,  wagers  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest  are  taxable  if  the  pool  is  conducted  for 
profit.  The  requirement  that  the  pool  be  operated  for  profit  is  designed 
to  eliminate  from  the  tax  base  those  pools  which  are  occasionally 
organized  among  friends  or  other  associates,  all  of  the  contributions 
being  distributed  to  the  winner  or  winners.  A  pool  would  be  considered 
as  being  operated  for  profit,  if,  for  example,  a  person  appropriated  to 
himself  a  percentage  of  the  amount  contributed  to  the  pool  or  required 
a  fee  for  the  privilege  of  contributing  to  the  pool. 

As  in  the  case  of  bookmaking  transactions,  a  wager  will  be  con¬ 
sidered  as  “placed”  in  a  pool  or  in  a  lottery  whether  placed  directly 
with,  the  person  who  conducts  the  pool  or  lottery  or  with  another 
person  acting  for  such  a  person. 

A  contribution  to  a  lottery  will  be  considered  a  taxable  wager  only 
if  the  lottery  is  conducted  for  profit,  as  is  the  case  with  respect  to 
wagering  pools.  Although  the  bill  does  not  contain  an  all-inclusive 
definition  of  the  term  “lottery,”  in  general  the  term  is  intended  to 
mean  any  scheme  for  the  distribution  of  property  by  chance  among 
persons  who  have  paid  or  have  agreed  to  pay  a  valuable  consideration 
for  the  chance,  whether  called  a  lottery,  raffle,  gift  enterprise,  or  some 
other  name.  The  bill  specifically  provides  that  the  term  includes 
“policy”  or  the  so-called  numbers  game  and  similar  types  of  wagering. 
Policy,  or  its  various  derivatives,  is  usually  a  scheme  wherein  a  player 
selects  a  number,  several  o  imbers,  or  a  series  of  numbers  and  pays  or 
agrees  to  pay  a  certain  am  unt  in  consideration  of  which  the  person  to 
whom  the  money  is  paivi  engages  to  pay  a  prize  if  the  number  or 
numbers  selected  by  the  player  appear  or  are  published  in  combinations 
which  constitute  a  winning  combination.  (Conceivably  the  use  of 
letters  or  other  symbols'  o  uild  be  substituted  for  numbers,  but  this 
would  not  alter  the  fundamental  nature  of  the  game  as  a  lottery.) 
The  winning  numbers  in  po^cy  are  usually  based  upon  some  regularly 
published  series  of  numbers  such  as  weekly  sales  reports  of  a  stock 
exchange  or  commodity  exchange,  United  States  Treasury  balance 
reports,  or  the  winning  horses  of  a  series  of  previously  numbered  horse 
races.  The  above  description  is  not  intended  to  be  restrictive  as  your 
committee  is  well  aware  of  the  possibility  that  existing  methods  of 
play  may  be  changed  in  an  effort  to  escape  the  tax  which  the  bill 
imposes. 
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Because  the  term  “lottery”  is  intended  to  be  broadly  construed  in 
order  to  limit  the  opportunities  for  avoidance,  your  committee  has 
specifically  excluded  from  the  term  certain  types  of  gambling  games 
which  might  otherwise  come  within  its  technical  meaning  although 
perhaps  not  commonly  so  considered.  Thus,  the  bill  excludes  from 
the  term  “lottery”  any  game  of  a  type  in  which  the  wagers  are  usually 
placed,  the  winner  or  winners  are  usually  determined,  and  the  dis¬ 
tribution  of  prizes  or  other  property  is  usually  made,  in  the  presence 
of  all  persons  placing  wagers  in  the  game.  Among  those  games  which 
are  within  the  scope  of  the  exclusion  would  be  card  games  such  as 
draw  poker,  stud  poker,  and  blackjack,  roulette  games,  dice  games 
such  as  craps,  bingo  games,  and  the  gambling  wheels  frequently 
encountered  at  country  fairs  and  charity  bazaars.  On  the  other 
hand,  puncliboarcls  would  not  normally  be  excluded  under  this 
definition. 

Your  committee  has  not  excluded  the  above  types  of  gambling  be¬ 
cause  of  any  belief  that  they  are  not  suitable  subjects  for  taxation. 
However,  the  method  of  taxation  which  the  bill  proposes,  while  par¬ 
ticularly  appropriate  to  bookmaking  and  to  policy  operation,  does  not 
appear  readily  adaptable  to  these  other  forms  of  gambling.  For  ex¬ 
ample,  there  are  obvious  practical  difficulties  in  ascertaining  the  gross 
amount  of  wagers  made  in  the  course  of  a  dice  game  and  other  games 
in  which  there  is  direct  and  continuous  player  participation.  More¬ 
over,  with  respect  to  card  games  it  is  frequently  difficult  to  ascertain 
who,  if  anybody,  is  the  person  operating  the  game  and  what  his  tax 
liability  should  be.  In  some  cases,  a  person  may  operate  the  bank 
directly.  In  other  cases,  he  may  take  a  percentage  of,  or  impose  a 
flat  charge  on,  each  pot  or  may  simply  levy  a  charge  for  the  use  of 
facilities  such  as  a  room.  Moreover,  many  of  these  types  of  games 
are  frequently  engaged  in  on  a  friendly  or  social  basis  rather  than  pro¬ 
fessionally.  A  differentiation  for  tax  purposes  between  friendly  and 
professional  games  would  create  serious  statutory  and  administrative 
problems.  It  is  not  expected  that  this  problem  will  exist  to  any  seri¬ 
ous  extent  in  the  areas  within  which  the  bill  does  impose  tax.  For 
example,  nonprofessional  betting  on  horse  races  is  probably  insignifi¬ 
cant  in  amount.  Furthermore,  while  wagering  games  of  the  type 
excluded  from  the  tax  may  represent  important  aspects  of  commercial¬ 
ized  gambling  in  certain  localities,  they  constitute  a  relatively  small 
proportion  of  the  total  wagering  transactions  in  the  United  States. 
Moreover,  only  a  portion  of  such  professional  games  are  in  fact  carried 
on  in  gambling  casinos  or  other  permanent  establishments  which  might 
conceivably  be  identifiable  for  tax  purposes.  It  appears  that  a  sub¬ 
stantial  and  perhaps  predominant  part  of  such  activities  are  in  the 
nature  of  “floating”  games.  That  is,  the  operators  of  a  game  will 
establish  themselves  in  a  locality,  often  in  a  hotel  room,  for  a  period 
of  time  as  short  as  1  or  2  days,  and  then  move  on  to  another  locality. 
The  transiency  of  such  activities  is  not  characteristic  of  the  wagering 
operations  upon  which  the  bill  does  impose  tax.  Bookmakers  and 
policy  operators  both  depend  upon  an  established  clientele,  which 
requires  a  certain  permanency  of  location.  In  any  event,  your  com¬ 
mittee  believes  that  the  tax  it  proposes  will  cover  at  least  90  percent 
of  total  commercial  wagering. 
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The  bill  provides  specifically  that  the  tax  shall  not  apply  with 
respect  to  wagers  placed  in  pari-mutuel  wagering  enterprises  licensed 
under  State  law.  Such  wagering  is  presently  subject  to  substantial 
State  and,  in  some  instances,  local  taxation,  and  to  superimpose  a 
Federal  tax  upon  these  transactions  would  only  serve  to  maintain  the 
existing  advantage  which  bookmakers  enjoy  over  pari-mutuel  betting 
by  reason  of  their  immunity  from  pari-mutuel  taxes. 

Also  excluded  from  the  tax  are  wagers  placed  in  coin-operated 
devices  with  respect  to  which  an  occupational  tax  is  imposed  by 
section  3267  of  the  code.  Your  committee  believes  that,  for  adminis¬ 
trative  reasons,  the  method  of  taxation  which  is  presently  applied 
with  respect  to  such  machines  is  preferable  to  an  extension  of  the 
wagering  tax  into  this  area. 

The  bill  provides  that,  for  the  purposes  of  the  tax,  the  term  “lottery” 
does  not  include  any  drawing  conducted  by  organizations  exempt 
from  tax  under  section  101  of  the  code  where  no  part  of  the  net  pro¬ 
ceeds  derived  from  such  drawing  inures  to  the  benefit  of  any  private 
shareholder  or  individual.  It  is,  of  course,  contemplated  that  the 
regulations  will  require  the  expenses  of  such  a  drawing,  such  as  salaries 
paid  to  the  actual  operators,  to  be  reasonable  in  amount  if  the  ex¬ 
emption  is  to  be  allowed.  Furthermore,  any  agreement  to  pay  as 
compensation  a  percentage  of  the  amounts  contributed  would  be  a 
clear  indication  that  the  drawing  is  not  within  the  exempt  category. 

Liability  for  the  wagering  tax  is  placed  upon  the  person  who  is 
engaged  in  the  business  of  accepting  wagers  or  who  conducts  the  pool 
or  lottery.  Thus,  the  tax  is  to  be  collected  from  the  bookmaker 
proper  or  from  the  person  who  conducts  the  pool  or  lottery  as  the 
principal.  Monthly  returns  of  tax  are  required. 

A  credit  is  provided  in  the  case  of  so-called  lay-off  money.  Book¬ 
makers  and  policy  operators  generally  attempt  to  balance  one  bet 
against  another.  A  perfect  mathematical  booking  of  any  race  would 
insure  a  profit  regardless  of  the  ultimate  outcome.  However,  horse¬ 
race  bookmakers  today  seldom  set  their  own  odds  but  pay  off  winning 
bets  upon  the  basis  of  the  actual  pari-mutuel  pay-off  at  the  track 
concerned.  Furthermore,  policy  operators  normally  pay  off  on  the 
basis  of  fixed  odds,  such  as  700  to  1,  which  remain  constant  from  day 
to  day,  although  lower  odds  may  be  maintained  with  respect  to 
certain  heavily  played  numbers.  Because  they  are  unable  to  vary 
the  odds  in  accordance  with  amounts  wagered,  bookmakers  and 
policy  operators  sometimes  find  that  they  have  accepted  a  greater 
amount  of  wagers  upon  a  certain  horse  or  number  than  they  are 
willing  to  carry  on  their  own  account.  In  order  to  avoid  the  risk 
inherent  in  accepting  such  disproportionate  amounts  of  wagers,  the 
bookmaker  or  policy  operator  “lays  off”  a  portion  of  his  bets  with 
another  bookmaker  or  policy  operator.  In  such  cases  it  is  the  person 
with  whom  the  bet  is  laid  off  who  bears  the  actual  risk  of  the  wager 
even  though  it  is  the  person  with  whom  the  bet  was  originally  placed 
that  the  bettor  looks  to  for  his  winnings  or  to  whom  he  pays  his  losses. 
The  bill  provides  with  respect  to  such  laid-off  wagers  that  the  book¬ 
maker  or  policy  operator  who  originally  accepts  the  wager  shall  be 
liable  for  the  10-percent  tax  upon  it  but  may  claim  a  credit  or  refund 
for  the  amount  of  the  tax  if  the  bet  is  laid  off  with  another  person  who 
also  is  liable  to  the  wagering  tax.  Thus,  if  a  bookmaker  accepts  a 
$100  wager  and  lays  off  $60  of  the  wager  with  another  bookmaker, 
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he  is  taxable  upon  the  $100  wager  but  may  claim  a  credit  or  refund 
of  tax  with  respect  to  the  $60  laid  off.  In  this  manner,  multiple 
taxation  of  the  same  wager  is  avoided.  While  certain  “tracing” 
difficulties  may  be  anticipated  as  a  result  of  this  provision,  it  is 
believed  that  the  credit  procedure  will  facilitate  tax  enforcement  by 
making  available  to  the  collection  agencies  information  of  large  book¬ 
making  operations  which  might  not  otherwise  be  readily  obtainable. 
It  is  contemplated  that  the  regulations  will  require  the  maintenance  of 
records  which  will  insure  that  the  person  with  whom  the  wager  is 
laid  off  is  identifiable  as  a  person  also  subject  to  the  wagering  tax. 

The  credit  will  be  allowable  only  with  respect  to  amounts  laid  off 
with  persons  also  liable  to  the  tax  on  wagers.  As  a  result  of  this 
limitation,  no  credit  will  be  allowable  with  respect  to  amounts  known 
in  betting  parlance  as  “come-back”  money.  Come-back  money  is  es¬ 
sentially  a  wager  which  a  bookmaker  lays  off  at  a  track  rather  than 
with  another  bookmaker,  and,  as  previously  noted,  wagers  placed  in 
State-licensed  pari-mutuel  enterprises  will  not  be  taxable.  Come-back 
money  serves  the  same  purpose  as  a  lay-off  proper  (that  is,  it  provides 
the  bookmaker  with  a  “hedge”)  and,  if  made  in  large  amounts,  may 
have  the  additional  effect  of  depressing  the  odds  on  the  particular 
horse  or  horses  wagered  upon.  The  tax  consequences  of  a  combined 
lay-off  and  come-back  transaction  are  illustrated  by  the  following  ex¬ 
ample:  a  bettor  places  a  $1,000  wager  with  bookmaker  A  on  horse  X; 
A  holds  $100  of  the  wager  and  lays  off  $900  with  bookmaker  B ;  B  bolds 
$200  of  the  $900  and  bets  the  remaining  $700  at  the  track  on  the  horse 
X.  Bookmaker  A  is  taxable  with  respect  to  the  entire  $1,000  wager 
but  is  allowed  a  credit  with  respect  to  the  tax  on  the  $900  laid  off;  B  is 
taxable  on  the  entire  $900  and  is  allowed  no  credit  for  the  $700  he  bets 
at  the  track.  Thus,  cumulative  tax  liabilities  arise  of  $190  (10  percent 
of  $1,900,  the  aggregate  amount  of  wagers  and  lay-offs)  but  a  credit  is 
allowable  in  the  amount  of  $90  (10  percent  of  $900,  the  amount  laid 
off),  leaving  a  net  tax  of  $100,  or  10  percent  of  the  original  $1,000 
wager. 

A  wager  is  intended,  of  course,  to  be  the  amount  risked  by  the 
person  placing  the  bet  rather  than  the  amount  which  he  stands  to  win. 
Thus,  if  a  person  bets  $5  against  a  bookmaker’s  $7  with  respect  to 
the  outcome  of  a  prize  fight,  the  wager,  for  the  purpose  of  the  tax,  is  $5. 

The  bill  provides  that  the  amount  subject  to  tax  will  include  not 
only  the  wager  proper  but  also  any  charge  incident  to  the  placing  of 
the  wager.  An  example  of  such  an  additional  charge  which  is  to  be 
included  in  the  taxable  amount  would  be  so-called  “insurance”  money 
paid  bookmakers.  Horse-race  bookmakers  normally  place  an  arbi¬ 
trary  ceiling  on  the  odds  upon  which  they  are  willing  to  base  their 
pay-offs,  such  as,  for  example,  20  to  1  for  win  bets,  8  to  1  for  place 
bets,  and  4  to  1  for  show  bets.  These  ceilings  are  maintained  irre¬ 
spective  of  the  actual  pari-mutuel  odds.  Bookmakers  are  frequently 
willing  to  guarantee  the  bettor  a  pay-off  based  on  the  actual  track 
odds,  no  matter  how  great,  in  consideration  of  a  small  additional 
charge  paid  by  the  bettor,  usually  10  percent  of  the  bet.  This  addi¬ 
tional  charge  is  known  as  insurance.  Another  example  of  an  amount 
which  would  be  included  as  part  of  a  taxable  wager  would  be  a  charge 
made  by  a  lottery  operator  for  the  privilege  of  contributing  to  the 
pool  or  bank.  On  the  other  hand,  the  bill  specifically  provides  that 
the  taxable  amount  shall  not  include  an  amount  equal  to  the  tax  if  it 
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lias  been  collected  as  a  separate  charge  from  the  bettor.  This  exclu¬ 
sion  conforms  to  the  pattern  of  the  ether  excises  and  will  avoid  the 
difficult  administrative  problems  involved  in  collecting  a  tax  on  a  tax. 

The  bill  contains  provisions  designed  to  prevent  avoidance  of  the 
tax  through  transfer  of  wagering  activities  to  points  outside  of  the 
United  States. 

Any  person  who  willfully  fails  to  pay  the  tax  provided  by  the  bill  or 
to  make  a  return  or  to  keep  required  records  (including  a  daily  record 
of  the  gross  amount  of  wagers  received)  is  made  liable  to  criminal 
penalties  (in  addition  to  the  civil  penalties)  of  up  to  1  year’s  impris¬ 
onment  and  a  fine  up  to  $10,000.  Furthermore,  a  willful  attempt  to 
evade  or  defeat  the  tax  will  be  a  felony  punishable  by  up  to  5  years' 
imprisonment  and  up  to  $10,000  fine. 

2.  Occupational  tax 

In  addition  to  the  tax  on  wagers  described  above,  the  bill  imposes 
an  occupational  tax  of  $50  per  year  upon  any  person  liable  to  the  tax 
on  wagers  and  upon  any  person  engaged  in  receiving  wagers  for  or  on 
behalf  of  such  a  person. 

The  committee  conceives  of  the  occupational  tax  as  an  integral  part 
of  any  plan  for  the  taxation  of  wagers  and  as  essential  to  the  collection 
and  enforcement  of  such  a  tax.  Enforcement  of  a  tax  on  wagers 
frequently  will  necessitate  the  tracing  of  transactions  through  com¬ 
plex  business  relationships,  thus  requiring  the  identification  of  the 
various  steps  involved.  For  this  reason,  the  bill  provides  that  a 
person  who  pays  the  occupational  tax  must,  as  part  of  his  registration, 
identify  those  persons  who  are  engaged  in  receiving  wagers  for  or  on 
his  behalf,  and,  in  addition,  identify  the  persons  on  whose  behalf  he 
is  engaged  in  receiving  wagers. 

In  general,  the  provisions  of  the  occupational  tax  follow  the  pattern 
of  the  other  occupational  taxes  imposed  under  the  code  and  require 
registration,  posting  of  special  tax  stamp  by  the  taxpayers,  the  mainte¬ 
nance  by  the  collector  of  a  list  of  taxpayers  for  public  inspection,  etc. 

Special  penalties  are  imposed  for  failure  to  pay  the  tax  or  to  post 
or  exhibit  the  stamp.  Furthermore,  the  penalties  already  described 
with  respect  to  the  tax  on  wagers  will  also  apply  to  willful  failures  to 
pay  the  occupational  tax.  It  should  also  be  pointed  out  that,  under 
the  general  provisions  of  section  1001  of  Title  18  of  the  United  States 
Code,  any  false  or  fictitious  statement  made  knowingly  with  respect 
to  the  payment  of  the  occupational  tax,  such  as  the  giving  of  a  false 
name  or  address,  is  subject  to  a  fine  of  not  more  than  $10,000  or 
imprisonment  of  not  more  than  5  years,  or  both. 

8.  Coin-operated,  gaming  devices 

Section  3267  (a)  of  the  code  provides  an  occupational  tax  of  $150 
per  year  in  the  case  of  coin-operated  gaming  devices.  Section  463 
of  the  bill  raises  this  to  $250  per  year.  It  is  believed  that  the  imposi¬ 
tion  of  a  tax  on  wagering  generally,  from  which  coin-operated  gaming 
devices  are  specifically  exempted,  requires  an  increase  in  this  tax  to 
provide  equality  of  treatment.  It  is  estimated  that  in  a  full  year  of 
operation  this  will  increase  revenues  by  $7  million  annually. 

H.  Floor  Stock  Taxes 

A  floor  stock  tax  is  a  tax  imposed  one  time  only  on  inventories  of 
items  on  which  an  excise  has  been  paid  but  which  items  are  already 
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beyond  the  stage  where  the  tax  is  ordinarily  imposed  at  the  time  the 
increased  or  new  tax  becomes  effective.  Floor  stock  taxes  are  used 
only  in  the  case  of  taxes  imposed  at  the  manufacturers’  level,  since 
only  in  these  cases  are  there  any  inventories  of  items  held  by  persons 
other  than  consumers  which  have  not  been  subjected  to  any  increased 
excise  tax  imposed.  Floor  stock  taxes  have  traditionally  been  imposed 
in  the  case  of  alcoholic  beverages  and  tobacco.  Twenty-three  floor 
stock  taxes  relating  to  alcoholic  beverages  have  been  imposed  since 
1913  and  nine  floor  stock  taxes  have  been  imposed  on  tobacco  since 
that  date.  In  the  case  of  other  manufacturers’  excises,  floor  stock 
taxes  have  been  used  relatively  infrequently. 

Floor  stock  taxes  have  been  imposed  for  three  primary  reasons: 
(1)  To  prevent  wholesalers  and  retailers  from  avoiding  a  tax  increase 
by  stocking  up  on  items  before  a  tax  increase  or  new  tax  becomes 
effective,  (2)  to  make  the  increase  or  new  tax  effective  on  items  pro¬ 
duced  at  an  earlier  date  and  thus  increase  revenues  in  the  initial  year 
of  imposition,  and  (3)  to  prevent  competitive  discrimination  in  cases 
where  some  wholesalers  and  retailers  have  large  stocks  of  items  where 
the  new  or  additional  tax  has  not  been  imposed  and  others  do  not. 
However,  in  imposing  floor  stock  taxes  it  is  also  necessary  to  consider 
the  large  amount  of  work  which  these  taxes  entail  both  for  the  tax¬ 
payer  and  the  Government.  The  processing  of  floor  stock  tax  returns 
is  an  extensive  task  and  the  application  of  floor  stock  taxes  at  both 
the  wholesale  and  the  retail  levels  affects  hundreds  of  thousands  of 
dealers.  Because  of  these  administrative  considerations  your  com¬ 
mittee’s  bill  limits  floor  stock  taxes  to  those  cases  where  there  appears 
to  be  a  strong  need  for  such  taxes. 

Under  the  bill  floor  stock  taxes  are  imposed  with  respect  to  the 
increases  in  the  tax  on  distilled  spirits,  beer,  wine,  and  cigarettes.  In 
the  case  of  gasoline  a  floor  stock  tax  is  also  impesed  but  only  with  re¬ 
spect  to  stocks  of  gasoline  held  by  retailers  other  than  at  their  retail 
establishments.  The  rates  of  tax  under  these  flcor  stock  taxes  are  the 
same  as  the  increases  in  tax  provided  for  these  items.  It  is  antic¬ 
ipated  that  in  the  fiscal  year  1952  these  floor  stock  taxes  will  increase 
collections  in  that  year,  but  only  that  year,  by  $120  million.  Of 
this  total,  $98  million  is  accounted  for  by  the  floor  stock  taxes  on 
alcoholic  beverages,  and  the  bulk  of  this  is  expected  to  be  collected 
from  distilled  spirits  since  inventories  are  largest  in  this  case.  About 
$22  million  is  expected  to  be  collected  from  the  floor  stock  tax  on 
cigarettes,  but  only  a  nominal  amount  from  the  floor  stock  tax  on 
gasoline.  In  the  latter  case  the  floor  stock  tax  is  imposed,  not  with 
the  expectation  of  receiving  large  revenues  from  it,  but  to  give  assur¬ 
ance  that  substantial  revenues  will  not  be  lost  by  an  unusually  large 
transfer  of  title  to  gasoline  prior  to  the  effective  date  of  the  tax 
increase. 

Consideration  was  also  given  to  the  imposition  of  floor  stock  taxes 
in  the  case  of  other  manufacturers’  excises.  However,  no  action  was 
taken  with  respect  to  them  largely  because  the  items  are  likely  to  be 
in  relative  short  supply  when  the  excise  taxes  become  effective,  making 
it  difficult  for  dealers  to  avoid  tax  by  increasing  their  inventories  prior 
to  the  effective  date  of  the  tax  increase.  Also,  the  large  number  of 
retailers  and  items  involved  in  many  cases  make  the  imposition  of  the 
tax  impractical  in  view  of  the  size  of  the  rate  increases  or  the  rates  of 
the  new  taxes. 
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Table  12. — Summary  of  effect  of  your  committee's  bill  on  revenues  in  a  full  year  of 

operation 


1. 

2. 


3, 

4. 


5. 

6. 

7. 

8. 

9. 

10. 

11. 


I.  Structural  Changes 


Estimated 
increase  in 
revenues  in  a 
full  year  of 
operation 
tin  millions) 


Withholding  on  dividends,  certain  interest  and  royalties _ 

Closing  of  loopholes  concerned  with — 

(а)  Dealers  in  securities _ ' 

(б)  Corporate  split-ups  to  obtain  multiple  exemptions  and 

credits _ 

(c)  Reduction  of  tax  from  the  sale  of  inventory  items  through 

the  use  of  collapsible  corporations _ 

(d)  Sale  of  property  to  controlled  corporations _ 

(e)  Under  the  estate  and  gift  taxes,  United  States  bonds 

held  by  a  nonresident  alien  not  engaged  in  business  in 

the  United  States _ , 

Providing  for  the  offset  of  net  short-term  or  net  long-term  capital 
losses  against  net  long-term  or  net  short-term  capital  gains  before 

reducing  the  long-term  capital  gains  or  losses  by  50  percent _ 

Extending  of  the  depletion  items  to  provide — 

(a)  Depletion  at  a  15-percent  rate  for  borax,  fuller’s  earth,' 

refractory  and  fire  clay,  quartzite,  perlite,  diatomace- 
ous  earth,  metallurgical  and  chemical  grade  limestone 
and  tripoli _ 

( b )  Depletion  for  coal  at  10  percent  instead  of  5  percent _ 

(c)  Depletion  at  5  percent  for  sand,  gravel,  marble,  granite, 

stone,  brick  and  tile  clay,  shale,  shell,  pumice,  scoria, 
slate,  and  asbestos _ 

(d)  Depletion  for  thenardite  at  15  percent  irrespective  of 

whether  it  is  obtained  from  brines  or  mixtures  of 

brine _ 

Postponing  of  the  realization  of  capital  gain  where  a  personal 

residence  is  sold  and  another  purchased  within  1  year _ 

Permitting  the  development  costs  of  mining  to  be  deducted  over 

the  period  during  which  the  mineral  benefited  is  sold. _ _ 

Providing  capital  gains  tax,  instead  of  ordinary  income  tax,  treat¬ 
ment  for  eoal  royalties _ 

Providing  sec.  117  (j)  treatment  for  livestock  held  by  the  taxpayer 

for  draft,  breeding  or  dairy  purposes  for  12  months  or  more _ 

Providing  special  tax  treatment  for  family  partnerships _ 

Permitting  venture  capital  companies  to  qualify  as  regulated 

investment  companies _ , _ 

Exempting  educational  “feeder”  corporations  with  respect  to 
years  prior  to  1951 _ _ 


$323 


60 


28 


-67 


-112 

-20 

-10 

-15 


0) 


1  No  permanent  loss. 


12.  Permitting  additional  withholding  on  wages  and  salaries  by  agree¬ 
ment  of  employees  and  employers _ _  None 


Total,  net  revenue  effect  of  structural  changes _  187 


II.  Individual  Income  Tax  Changes 

1.  Increasing  the  individual  income  tax  by  12%  percent  but  limiting 
the  top  marginal  rate  to  94%  percent  and  raising  the  over-all 


effective  rate  ceiling  from  87  to  90  percent _  2,  854 

2.  Providing  50  percent  of  the  benefit  of  income  splitting  for  “heads 

of  households” _  —56 

3.  Increasing  the  alternative  capital  gains  rate  for  individuals  by  12% 

percent _  48 


4.  Total,  net  revenue  effect  of  individual  income  tax  changes..  2.  84 7 


1  No  permanent  loss. 
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Table  12. — Summary  of  effect  of  your  committee’ s  bill  on  revenues  in  a  full  year  of 

operation — Continued 

III.  Corporate  Income  and  Excess  Profits  Tax  Changes 

Estimated 
increase  in 

,  revenues  in  a 

full  year  of 
operation 
{in  millions) 


1.  Increasing  the  corporate  normal  tax  rate  by  5  percentage  points 

(increasing  the  total  rate  from  47  to  52  percent)  and  raising  the 

ceiling  rate  from  62  to  67  percent _ : _  $2,  085 

2.  Decreasing  the  average  earnings  credit  under  the  excess  profits 

tax  from  85  to  75  percent  of  average  base  period  earnings  and 

further  raising  the  ceiling  rate  to  70  percent _  73  2 

3.  Increasing  the  tax  on  net  capital  gains  of  corporations  by  12)4 

percent _  38 


Total,  net  revenue  effect  of  corporate  income  and  excess 

profits  tax  changes _  2,  855 


IV.  Tax  Treatment  of  Life-Insurance  Companies 

1.  Extending  for  1  year  (1951)  the  temporary  tax  treatment  provided 
for  life-insurance  companies  in  the  Revenue  Act  of  1950  (revenue 
is  shown  for  increase  over  pre-1950  formula) _  58 


V.  Excise  Tax  Changes 
(a)  alcoholic  beverages 

1.  Increasing  the  tax  on  distilled  spirits  from  $9  to  $10.50  a  gallon 
and  increasing  the  draw-backs  for  alcohol  used  for  nonbeverage 


purposes  from  $6  to  $9.50  (decreasing  the  net  tax  from  $3  to  $1)  _  _  168 

2.  Increasing  the  tax  on  beer  from  $8  to  $9  a  barrel _  68 

3.  Increasing  the  tax  per  gallon  on  still  wines  as  follows — 


(a)  With  alcoholic  content  not  over  14  percent  the  tax  is  in¬ 

creased  from  15  to  17  cents _ 

( b )  With  alcoholic  content  over  14  percent  but  not  over  21 

percent  the  tax  is  increased  from  60  to  67  cents,  and 

(c)  With  alcoholic  content  over  21  percent  but  not  over  24 1 

percent  the  tax  is  increased  from  $2  to  $2.25 _ 

4.  Increasing  the  tax  per  half  pint  on  sparkling  wines,  etc.,  as  follows — 

(a)  For  sparkling  wines  and  champagne  the  tax  is  increased 

from  15  to  17  cents,  and 

( b )  For  artificially  carbonated  wines,  liqueurs,  cordials,  etc., 

the  tax  is  increased  from  10  to  12  cents _ 

5.  Increasing  the  annual  fee  for  occupational  licenses  for  retail  liquor 

dealers  from  $27.50  to  $50,  and  requiring  the  applicants  to  give 
correct  names  and  addresses.  Also,  increasing  the  occupational 
tax  on  wholesalers  in  liquor  from  $110  to  $200  and  the  occupa¬ 


tional  tax  on  wholesalers  in  malt  liquor  from  $55  to  $100 _  8 

Total,  net  revenue  effect  of  alcoholic  beverage  excise  tax 

changes _  252 

(b)  tobacco  taxes 

1.  Increasing  the  tax  on  all  small  cigarettes  from  7  to  8  cents  a  pack.  177 
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Table  12. — Summary  of  effect  of  your  committee’s  bill  on  revenues  in  a  full  year  of 

operation — Continued 


1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 


9. 

10. 


11. 

12. 

13. 

14. 


(c)  manufacturers’  taxes 


Increasing  the  tax  on  gasoline  from  1)4  cents  to  2  cents  and  apply¬ 
ing  a  similar  tax  to  diesel  fuel  used  on  the  highways _ 

Increasing  the  tax  on  passenger  cars  and  motorcycles  from  7  to  10 
percent,  but  retaining  the  present  7-percent  tax  on  house  trailers. 
Increasing  the  tax  on  automobile  trucks,  busses,  and  truck  trailers 

from  5  to  8  percent _ 

Increasing  the  tax  on  automotive  parts  and  accessories  from  5  to 

8  percent- _ _ 

Excluding  from  the  base  of  the  tax  on  automotive  parts  and  acces¬ 
sories  the  fair  market  value  of  “trade-ins”  in  computing  the  base 

for  the  tax  on  reconditioned  or  rebuilt  parts _ 

Excluding  from  the  tax  on  automotive  parts  and  accessories  cer¬ 
tain  parts  used  in  the  case  of  farm  machinery _ 

Excluding  from  the  5  cents  per  pound  tax  on  tires,  tires  of  less  than 

20  inches  in  diameter  and  tires  with  internal  wire  fasteners _ 

Extending  the  10-percent  tax  on  electric,  gas,  and  oil  appliances  to 
include  the  following  “home-type”  appliances:  electric  mangles, 
electric  dishwashers,  electric  and  gas  clothes  driers,  electric  floor 
polishers  and  waxers,  electric  razors,  electric  and  power-driven 
lawn  mowers,  electric  hedge  clippers,  electric  belt-driven  fans, 
electric  dehumidifiers,  electric  door-bell  chimes,  electric  food 
choppers  or  meat  grinders,  electric  ice-cream  freezers,  electric 
motion-picture  and  slide  projectors,  electric  pants  pressers,  and 

electric  sheets  and  spreads _ 

Excluding  electric  heating  pads  from  thfe  10-percent  tax  on  electric, 

gas,  and  oil  appliances. _ _ 

Excluding  from  the  base  of  the  10-percent  tax  on  radio  receiving 
sets,  communication,  detection  or  navigation  receivers  of  the 
type  used  in  commercial,  military,  or  marine  installations  if  sold 

to  the  United  States  Government _ 

Revising  the  base  of  the  tax  on  sporting  goods  to  exclude  items 
predominantly  used  by  children  or  in  schools  and  increasing 

the  rate  from  10  to  15  percent _ : _ 

Reducing  the  tax  on  cameras  and  photographic  apparatus  from 
25  to  20  percent,  increasing  the  tax  on  film  from  15  to  20  per¬ 
cent,  and  exempting  business  cost  items _ 

Repealing  the  3)4-percent  tax  on  sales  by  private  utilities  of  elec¬ 
trical  energy _ - _ 

Imposing  a  20-percent  manufacturers’  tax  on  fountain  pens,  ball¬ 
point  pens,  and  mechanical  pencils _ 7 _ 


Estimated 
increase  in 
revenues  in  a 
full  year  of 
operation 
l in  millions) 

$220 

196 

61 

56 


—  1 


19 

—  1 


None 

(2) 


-23 

-104 

24 


Total,  net  revenue  effect  of  manufacturers’  excise  tax  changes.  447 


(D)  RETAIL  TAXES 


1.  Extending  the  20-percent  tax  on  jewelry  to  include  all  cigarette, 

cigar,  and  pipe  mechanical  lighters _  2 

2.  Excluding  from  the  20-percent  tax  on  toilet  preparations,  baby  oils, 

powders  and  lotions  and  toilet  preparations  purchased  by  barber¬ 
shops  and  beauty  parlors  for  use  in  their  shops.  _ _  —7 


Total,  net  revenue  effect  of  retail  excise  tax  changes _  — 5 


2  This  will  result  in  a  gain  of  less  than  $500,010. 
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Table  12. — Summary  of  effect  of  your  committee’s  bill  on  revenues  in  a  full  year  of 

operation — Continued 

(E)  GAMBLING  TAXES 


1.  Imposing  a  10-percent  tax  on  most  wagering  other  than  wagering 

through  pari-mutuels _ 

2.  Imposing  a  $50  annual  tax  on  the  occupation  of  accepting  wagers 

(excluding  pari-mutuels) _ 

3.  Increasing  the  annual  occupational  tax  on  coin-operated  gaming 

devices  from  $150  to  $250 _ 


Total,  net  revenue  effect  of  gambling  taxes _  407 


1  This  will  result  in  a  gain  of  less  than  $500,000. 

(F)  OTHER  EXCISES 


1.  Extending  the  3-percent  tax  on  amounts  paid  for  transportation  of 

property  to  include  the  transportation  of  oil  by  water  where 
shippers  are  transporting  their  own  oil  or  where  less  than  a  fair 
charge  is  made _  3 

2.  Excluding  from  the  15-percent  tax  on  amounts  paid  for  transporta¬ 

tion  of  persons,  amounts  paid  for  transportation  by  boat  where 
paid  for  fishing  from  such  boat _ 

3.  Increasing  the  annual  tax  on  bowling  alleys  and  billiard  and  pool 

tables  from  $20  to  $25  per  table  or  alley _  1 

4.  Decreasing  the  tax  on  domestic  telegraph,  cable,  and  radio  mes¬ 

sages  from  25  to  20  percent  of  the  charge _  —8 


5.  Excluding  from  the  base  of  the  20-percent  tax  on  cabarets,  refresh¬ 

ments,  etc.,  served  at  ballrooms  and  dance  halls  where  these  are 
of  an  incidental  character _ _ _ 

6.  Exempting  from  the  20-percent  admissions  tax — - 

(а)  Proceeds  inuring  to  nonprofit  religious,  educational  (including 

opera  companies),  and  charitable  institutions;  community- 
supported  symphony  orchestras;  nonprofit  cooperative  or 
community-center  motion-picture  theaters;  national  guard 
organizations,  Reserve  officers’  organizations  and  veterans’ 
organizations;  and  police  and  fire  departments  and  funds 
set  up  for  the  use  of  their  members  and  their  dependents. 
However,  these  exemptions  do  not  include  admissions  to 
wrestling  and  boxing  matches;  to  carnivals,  rodeos  or  cir¬ 
cuses  where  professionals  participate  for  compensation;  or 
to  athletic  contests  unless  the  proceeds  inure  exclusively  to 
the  benefit  of  elementary  or  secondary  schools _ 

(б)  Admissions  to  nonprofit  agricultural  fairs  and  nonprofit  civic 

associations _ 

(c)  Admissions  to  swimming  pools  and  other  places  providing  fa¬ 
cilities  for  physical  exercise  if  operated  by  a  governmental 
unit _ 

7.  Applying  the  20-percent  admissions  tax  to  the  actual  amount 


paid  instead  of  to  the  established  price.-.: _  —6 

Total,  net  revenue  effect  of  other  existing  excise  tax  changes _  —26 

Total,  net  revenue  effect  of  excise  tax  changes  to  date _  1,  252 


Grand  total,  net  revenue  effect  of  changes  provided  by  the 
committee  to  date _ 


Estimated 
increase  in 
revenues  in  a 
full  year  of 
operation 
(in  millions) 


$400 


7,  199 


. 


. 

’ 


- 


I 


. 


■ 


' 


DETAILED  DISCUSSION  OF  THE  TECHNICAL 
PROVISIONS  OF  THE  BILL 

TITLE  I— INCREASE  IN  INCOME  TAX  RATES 
Part  I — Individual  Income  Taxes 
SECTION  101.  DEFENSE  TAX 

Subsection  (a)  of  section  101  of  the  bill  adds  to  the  Internal  Revenue 
Code  a  new  section  16  which  provides  for  a  percentage  increase 
(designated  a  “defense  tax”)  in  the  amount  of  the  combined  normal 
tax  and  surtax  which  would  otherwise  be  payable  by  an  individual  or 
other  noncorporate  taxpayer  under  the  provisions  of  sections  11  and 
12  or  of  section  421  (a)  (2)  of  the  code.  The  new  section  16  effects 
also  an  increase  in  the  amount  of  the  alternative  tax  computed  under 
the  provisions  of  section  117  (c)  of  the  code  by  any  taxpayer  (including 
a  corporation)  with  a  net  long-term  capital  gain  in  excess  of  the  net 
short-term  capital  loss  for  the  taxable  year.  The  defense  tax  in¬ 
creases  will,  in  general,  apply  only  to  taxable  years  which  end  after 
August  31,  1951.  An  exception  to  this  is  the  case  covered  by  section 
103  of  the  bill  of  a  joint  return  of  husband  and  wife  with  different 
taxable  years  because  of  the  death  of  either  during  the  taxable  year 
when  the  taxable  year  of  the  surviving  spouse  filing  the  joint  return 
began  before  September  1,  1951,  and  ended  after  August  31,  1951. 

Subsection  (a)  of  the  new  section  16  applies  to  the  taxable  calendar 
year  1951,  and  provides  for  an  increase  of  4  percent  in  the  amount 
of  the  combined  normal  tax  and  surtax  computed  under  sections  11 
and  12,  or  421  (a)  (2)  of  the  code,  but  without  regard  to  the  pro¬ 
visions  of  section  16.  Section  108  (h)  of  the  code  (as  added  by  sec.  131 
of  the  bill)  provides  rules  for  prorating  the  increase  in  tax  for  other 
taxable  years  beginning  before  September  1,  1951,  and  ending  after 
August  31,  1951. 

In  applying  the  provisions  of  subsection  (a)  of  section  16,  the 
amount  of  the  combined  nonnal  tax  and  surtax  is  first  determined 
under  the  provisions  of  sections  11  and  12,  or  421  (a)  (2),  applicable 
to  taxable  years  beginning  after  September  30,  1950,  and  the  tax 
is  then  determined  by  increasing  such  amount  by  4  percent.  The 
amount  of  the  combined  normal  and  surtax,  it  should  be  noted,  is 
increased  by  the  amount  of  the  defense  tax  before  the  application  of 
the  credits  against  tax  provided  by  sections  31,  32,  and  35  of  the  code, 
in  accordance  with  the  provisions  of  section  12  (e)  of  the  code. 

Subsection  (b)  of  the  new  section  16  is  applicable  to  taxable  years 
beginning  after  August  31,  1951.  Its  provisions  are  otherwise  iden¬ 
tical  to  those  of  subsection  (a)  of  such  section  except  that  the  per¬ 
centage  increase  provided  is  12%  percent. 

Subsection  (c)  of  new  section  16  provides  for  an  increase  in  the 
amount  to  be  added  to  the  partial  tax  when  an  individual,  or  a  cor- 
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poration,  with  net  long-term  capital  gain  in  excess  of  net  sliort-term 
capital  loss  computes  an  alternative  tax  under  paragraph  (1)  or  (2) 
of  section  117  (c)  of  the  code.  In  the  case  of  the  calendar  year  1951, 
paragraph  (1)  of  subsection  (c)  provides  that  the  increase  in  such 
amount  shall  be  4  percent.  Paragraph  (2)  of  subsection  (c)  applies 
to  taxable  years  beginning  after  August  31,  1951,  and  provides  that 
the  amount  to  be  added  to  the  partial  tax  shall  be  increased  by  12)4 
percent.  Paragraph  (3)  of  subsection  (c)  is  applicable  to  taxable  years 
beginning  before  September  1,  1951,  and  ending  after  August  31,  1951 
(other  than  the  calendar  year  1951),  and  provides  that  the  amount  to 
be  added  to  the  partial  tax  shall  be  increased  by  a  percentage  which 
bears  the  same  ratio  to  12)4  percent  as  the  number  of  months  in  such 
taxable  year  after  August  31,  1951,  bears  to  the  total  number  of  months 
in  such  taxable  year.  Assume,  for  the  purpose  of  illustrating  the 
application  of  paragraph  (3),  that  an  alternative  tax  is  being  com¬ 
puted  for  a  taxable  year  beginning  June  1,  1951,  and  ending  May  31, 
1952,  and  that  the  amount  to  be  added  to  the  partial  tax  (determined 
under  sec.  117  (c)  (1)  or  sec.  117  (c)  (2))  is  $10,000.  The  amount  to 
be  added  to  the  partial  tax  would  be  $10,000  plus  $937.50  (nine- 
twelfths  of  12)4  percent  of  $10,000),  or  $10,937.50.  For  the  purpose 
of  paragraph  (3)  a  calendar  month  only  part  of  which  falls  within  the 
taxable  year  is  disregarded  if  less  than  15  days  of  such  month  are 
included  in  such  taxable  year,  and  is  included  as  a  calendar  month 
within  the  taxable  year  if  more  than  14  days  of  such  month  fall  within 
the  taxable  year. 

Subsection  (b)  of  section  101  amends  section  12  (b)  (1)  and  (2)  of  the 
code  and  adds  new  paragraph  (3)  to  section  12  (b).  The  amendment 
to  section  12  (b)  (1)  provides  that  the  surtax  rates  specified  in  section 
12  (b)  (1)  shall  not  apply  in  the  case  of  any  taxpayer  whose  surtax  net 
income  is  over  $90,000  for  any  taxable  year  if  the  defense  tax  provided 
in  section  16  is  applicable  to  such  taxable  year.  For  the  use  of  such 
a  taxpayer  in  computing  income  tax  liability,  in  the  case  of  the  tax¬ 
able  calendar  year  1951,  new  paragraph  (2)  provides  a  special  surtax 
table.  The  amount  computed  under  this  table  must  be  increased  by 
4  percent  to  determine  the  surtax  liability.  Paragraph  (3),  as  added 
to  section  12  (b),  specifies  that,  in  the  case  of  an  individual  with  sur¬ 
tax  net  income  in  excess  of  $90,000  for  any  taxable  year  beginning 
after  August  31,  1951,  the  surtax  shall  be  an  amount  equal  to  $55,920 
plus  81  percent  of  the  excess  over  $90,000.  The  12)4-percent  defense 
tax  increase  provided  by  section  16  is  not  included  in  this  computa¬ 
tion,  and  the  amount  computed  thereunder  must,  therefore,  be  in¬ 
creased  by  12)4  percent  to  obtain  the  surtax  liability.  It  should  be 
noted  that  the  amended  paragraph  (1)  further  provides  that  in  the 
case  of  a  taxpayer  who  is  the  head  of  a  household,  the  tax  imposed 
by  subsection  (b)  of  section  12  shall  not  apply  to  any  taxable  year 
beginning  after  August  31,  1951.  Such  an  individual  will  pay  a  tax 
for  any  such  taxable  year  as  provided  by  section  12  (c)  of  the  code  as 
amended  by  title  III  of  this  bill. 

Subsection  (c)  of  section  101  amends  section  12  (f)  of  the  code 
relating  to  limitation  on  tax.  Under  paragraph  (1)  of  subsection  (f), 
as  amended,  it  is  provided  that  in  the  case  of  a  taxable  year  beginning 
after  September  30,  1950  (other  than  the  calendar  year  1951  or  a 
taxable  year  beginning  after  August  31,  1951,  to  which  the  defense 
tax  provided  in  section  16  applies),  the  combined  normal  tax  and 
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surtax  shall  in  no  event  exceed  87  percent  of  the  net  income.  Para¬ 
graph  (2)  of  subsection  (f)  relates  to  the  taxable  calendar  year  1951 
and  limits  the  combined  normal  tax  and  surtax  for  such  year,  increased 
as  provided  in  section  16,  to  88  percent  of  net  income.  Under  para¬ 
graph  (3),  applicable  to  taxable  years  beginning  after  August  31, 
1951,  the  corresponding  limitation  is  90  percent  of  net  income.  In 
the  case  of  a  taxable  year  (other  than  the  calendar  year  1951)  begin¬ 
ning  before  September  1,  1951,  and  ending  after  August  31,  1951,  in 
computing  the  tax  for  such  year  under  section  108  (h)  of  the  code, 
the  87  percent  limitation  is  applied  to  the  computation  of  the  tentative 
tax  under  section  108  (h)  (1)  (rates  applicable  to  years  beginning  on 
October  1,  1950)  and  the  90  percent  limitation  is  applied  to  the  com¬ 
putation  of  the  tentative  tax  under  section  108  (h)  (2)  (rates  applicable 
to  years  beginning  on  September  1,  1951).  For  the  purposes  of 
paragraphs  (1),  (2),  and  (3),  the  combined  normal  and  surtax  is 
computed  without  regard  to  the  credits  against  tax  provided  by 
sections  31,  32,  and  35  of  the  code,  as  provided  in  section  12  (e). 

Subsection  (d)  of  section  101  provides  technical  amendments  to 
sections  11  (a)  and  12  (g)  of  the  code.  Subsection  (d)  (1)  adds  to 
section  11  (a)  a  cross  reference  to  section  16.  Subsection  (d)  (2) 
amends  section  12  (g)  of  the  code  by  adding  a  cross  reference  to  new 
section  16,  and  to  section  108  (h),  relating  to  certain  fiscal-year  tax¬ 
payers. 

SECTION  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS  IN¬ 
COME  OF  LESS  THAN  $5,000 

Section  102  of  the  bill  amends  section  400  of  the  code  to  provide 
two  new  tax  tables  for  the  use  of  taxpayers  with  adjusted  gross  in¬ 
come  of  less  than  $5,000.  A  taxpayer  using  such  tables  will  not  in¬ 
crease  the  tax  found  therein  by  the  percentages  specified  in  section 
16,  since  the  percentage  increases  have  been  incorporated  into  the 
tables.  Table  I  is  applicable  to  the  taxable  calendar  year  1951,  and 
is  for  the  use  of  single  persons,  married  persons  filing  separate  returns, 
and  married  persons  filing  joint  returns.  Since  the  provisions  of  title 
III  of  the  bill  relating  to  tax  treatment  in  the  case  of  a  head  of  a 
household  do  not  apply  to  the  calendar  year  1951  a  single  person 
with  adjusted  gross  income  of  less  than  $5,000  who  might  for  subse¬ 
quent  taxable  years  qualify  for  such  treatment  may  use  this  table  in 
computing  income-tax  liability  for  the  calendar  year  1951.  Table 

II  is  applicable  to  taxable  years  beginning  after  August  31,  1951, 
and  is  for  the  use  of  single  persons,  married  persons  filing  separate 
returns,  married  persons  filing  joint  returns,  and  an}7  single  person 
who  qualifies  as  the  head  of  a  household  under  the  provisions  of  title 

III  of  this  bill. 

SECTION  103.  COMPUTATION  OF  TAX  IN  CASE  OF 
CERTAIN  JOINT  RETURNS 

Section  103  applies  to  the  situation  where  a  joint  return  of  a  husband 
and  wife  is  filed  under  the  provisions  of  section  51  (b)  (3)  of  the 
Internal  Revenue  Code,  the  husband  and  the  wife  having  different 
taxable  years  because  of  the  death  of  either,  and  the  taxable  year  of 
the  surviving  spouse  covered  by  such  joint  return  began  before 
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September  1,  1951,  and  ended  after  August  31,  1951.  In  respect  of 
such  a  case,  section  103  provides  that  the  amendments  made  by  part  I 
.of  title  I  of  this  bill,  relating  to  income-tax  rates,  shall  be  applicable 
to  the  joint  return  as  if  the  taxable  years  of  both  spouses  covered  by 
the  joint  return  ended  on  the  date  of  the  closing  of  the  surviving 
spouse’s  taxable  year. 

Section  51  (b)  (3)  and  (4)  of  the  code  permit  the  filing  of  a  joint 
return  by  a  surviving  spouse  if  the  taxable  years  of  each  spouse 
began  on  the  same  day  but  ended  on  different  da.ys  because  of  the  death 
of  either  spouse,  or  both.  Under  the  provisions  of  section  103,  if  one 
spouse  dies  during  1951  and  the  surviving  spouse  elects  to  file  a  joint 
return  under  section  51  (b)  (3)  of  the  code  covering  both  his  calendar 
year  1951  and  the  taxable  year  of  the  deceased  spouse,  the  tax  lia¬ 
bility  on  the  joint  return  will  be  computed  at  the  rates  applicable 
under  this  bill  to  a  return  for  the  calendar  year  1951.  It  is  imma¬ 
terial,  in  such  a  case,  whether  the  taxable  year  of  the  deceased  spouse 
ended  before  or  after  September  1,  1951.  If  the  taxable  year  of  the 
surviving  spouse  which  began  before  September  1,  1951,  and  ended 
after  August  31,  1951,  is  not  a  calendar  year,  the  tax  liability  on  a 
joint  return  by  the  surviving  spouse  will  be  computed  under  the  pro¬ 
visions  of  section  108  (li)  of  the  code  (as  added  by  sec.  131  of  this  bill), 
and  the  computations  required  therein  with  respect  to  calendar  months 
in  the  taxable  year  will  be  made  by  reference  to  the  calendar  months 
of  the  taxable  year  of  the  surviving  spouse. 

SECTION  104.  EFFECTIVE  DATE  OF  PART  I 

This  section  provides  that  the  amendments  made  by  part  I  of  the 
bill  are  applicable  only  with  respect  to  taxable  years  •  ending  after 
August  31,  1951,  except  as  provided  in  section  103,  and  provides  a 
cross  reference  to  section  131  of  the  bill  for  treatment  of  taxable  years 
(other  than  the  calendar  year  1951)  beginning  before  September  1, 
1951,  and  ending  after  August  31,  1951. 

Part  II — Corporation  Income  Taxes 

SECTION  121.  INCREASE  IN  RATE  OF  CORPORATION 

NORMAL  TAX 

Subsection  (a)  of  section  121  amends  subsections  (a)  and  (b)  of 
section  13  of  the  code,  relating  to  the  normal  tax  on  corporations.. 
The  amendment  to  subsection  (a)  is  a  technical  amendment,  and 
eliminates  from  the  code  provisions  which  are  applicable  only  to 
prior  taxable  years.  The  subsection  as  amended  retains  the  defini¬ 
tions  of  “adjusted  net  income”  and  “normal  tax  net  income”  added 
by  the  Revenue  Act  of  1950.  The  amendment  to  subsection  (b)  of 
section  13  increases  the  normal  tax  rate  from  the  present  rate  of  25 
percent  to  the  rate  of  30  percent.  The  30  percent  rate  is  applicable 
with  respect  to  taxable  years  beginning  after  December  31,  1950. 

Subsection  (b)  of  section  121  amends  section  430  (a)  of  the  code, 
as  added  by  section  101  of  the  Excess  Profits  Tax  Act  of  1950.  Sec¬ 
tion  430  (a)  of  the  code  presently  imposes  an  excess  profits  tax  of 
whichever  is  the  lesser  of:  (1)  30  percent  of  “adjusted  excess  profits 
net  income”  (as  defined  by  sec.  431),  or  (2)  an  amount  equal  to  the 
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excess  of  62  percent  of  the  “excess  profits  net  income”  (as  defined 
by  sec.  433)  over  the  tax  which  would  be  imposed  for  such  taxable 
year  if  the  normal  tax  rate  and  the  surtax  rate  applicable  for  the 
taxable  year  were  applied  to  the  corporation’s  “excess  profits  net 
income”  for  the  taxable  year.  The  amendment  made  by  this  sub¬ 
section  of  section  121  changes  the  percentage  limitation  figure  in  the 
formula  provided  by  section  430  (a)  of  the  code  from  62  percent  to  70 
percent. 

Section  207  (a)  (1)  of  the  code,  relating  to  normal  tax  and  surtax 
on  mutual  insurance  companies  other  than  fire  or  marine,  and  section 
207  (a)  (3)  relating  to  the  normal  tax  and  surtax  on  interinsurers  and 
reciprocal  underwriters,  are  amended  by  subsection  (c)  of  this  sec¬ 
tion  to  reflect  the  increase  of  the  normal  tax  rate  on  corporations  from 
25  to  30  percent  of  normal-tax  net  income.  The  22  percent  surtax 
rate  on  corporation  surtax  net  income  in  excess  of  $25,000  provided 
by  such  amendment  is  the  present  rate,  as  provided  by  title  II  of  the 
Excess  Profits  Tax  Act  of  1950,  applicable  with  respect  to  taxable 
years  beginning  after  June  30,  1950. 

Subsection  (d)  amends  section  362  (b)  (3)  and  (4)  of  the  code  to 
provide  a  30-percent  normal-tax  rate  in  lieu  of  the  25-percent  rate 
provided  by  existing  law  in  the  case  of  a  regulated  investment  com¬ 
pany.  The  amendment  to  section  362  (b)  (4)  is  a  technical  amend¬ 
ment  repealing  provisions  applicable  to  prior  taxable  years. 

As  amended,  both  sections  207  and  362  retain  the  present  exemp¬ 
tion  from  surtax  of  the  first  $25,000  of  corporation  surtax  net  income 
without  reference  to  the  provisions  of  new  subsection  (j)  of  section  26 
of  the  code,  which  is  added  under  section  123  of  this  bill  (relating  to 
surtax  exemptions  and  certain  credits  of  related  corporations). 

Subsection  (e)  amends  section  421  (a)  (1)  of  the  code  (relating  to 
taxation  of  business  income  of  certain  tax-exempt  organizations)  to 
increase  the  normal  tax  imposed  thereunder  from  25  to  30  percent  of 
normal-tax  net  income 

Subsection  (f)  (1)  is  a  technical  amendment  which  eliminates  from 
the  code,  by  repeal  of  section  14,  the  provisions  relating  to  normal 
tax  on  special  classes  of  corporations  with  normal-tax  net  income  of 
less  than  $25,000.  The  various  alternative  rates  provided  in  such 
section  were  applicable  only  in  the  case  of  taxable  years  beginning 
before  July  1,  1950. 

Subsection  (f)  (2)  is  a  technical  amendment  to  section  15  and 
eliminates  from  the  code  provisions  applicable  only  to  prior  taxable 
years.  The  amendment  also  reflects  the  shift  of  the  $25,000  surtax 
exemption  from  section  15  (b)  (3)  to  new  section  26  (j)  which  is 
accomplished  by  section  123  of  this  bill. 

SECTION  122.  CREDITS  OF  CORPORATIONS 

Subsection  (a)  of  section  122  amends  subsection  (b)  (1)  and  (2) 
of  section  26  relating  to  the  credit  for  dividends  received.  The  only 
change  made  in  paragraph  (1)  of  such  subsection  (relating  to  the  credit 
for  dividends  received  on  stock  of  a  domestic  corporation,  other  than 
on  preferred  stock  of  a  public  utility)  is  a  technical  change.  Para¬ 
graph  (2)  of  section  26  (b)  presently  provides  for  a  credit  of  59  percent 
of  the  amount  received  as  dividends  on  the  preferred  stock  of  a  public 
utility  subject  to  income  tax,  in  the  case  of  taxable  years  beginning 
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after  June  30,  1950,  and  for  a  credit  of  57  percent  of  such  amount  in 
the  case  of  the  calendar  year  1950.  This  paragraph  is  amended  to 
provide  a  credit  of  62  percent  of  the  amount  of  such  dividends  received 
which  will  be  applicable  to  taxable  years  beginning  after  December 
31,  1950.  The  provisions  relating  to  other  taxable  years  are  elimi¬ 
nated  by  the  amendment. 

Subsection  (b)  of  section  122  amends  the  first  sentence  of  para¬ 
graph  (1)  of  section  26  (h)  of  the  code,  relating  to  the  credit  for 
dividends  paid  on  the  preferred  stock  of  a  public  utility.  In  its 
present  form  paragraph  (1)  makes  separate  provision  for  such  credit 
in  the  case  of  the  calendar  year  1950  and  in  the  case  of  taxable  years 
beginning  after  June  30,  1950.  In  the  former  case  the  credit  is  33 
percent  and  in  the  latter  case  30  percent  of  whichever  is  the  lower  of 
(1)  the  entire  dividends  paid  on  preferred  stock  of  the  public  utility 
or  (2)  the  excess  of  the  public  utility  company’s  adjusted  net  income 
over  its  dividends  received  credit  under  section  26  (b).  As  amended 
by  this  bill,  the  percentage  figure  applicable  to  taxable  years  beginning 
after  December  31,  1950,  becomes  27  percent  and  the  provisions  for 
other  years  are  eliminated. 

Subsection  (c)  of  this  section  amends  section  26  (i)  of  the  code  to 
provide  for  a  credit  of  27  percent  of  the  normal  tax  income  allowable 
against  both  normal-tax  net  income  and  surtax  net  income  in  the 
case  of  a  western  hemisphere  trade  corporation,  as  defined  by  section 
109  of  the  code.  Under  the  present  section  26  (i)  such  credit  was 
30  percent  of  normal-tax  net  income  in  the  case  of  taxable  years 
beginning  after  June  30,  1950,  and  33  percent  in  the  case  of  the  calendar 
year  1950.  The  provisions  with  respect  to  such  taxable  years  are 
eliminated  by  this  amendment.  The  new  percentage  will  be  appli¬ 
cable  with  respect  to  taxable  years  beginning  after  December  31,  1950. 

SECTION  123.  SURTAX  EXEMPTIONS  AND  CERTAIN 
CREDITS  OF  RELATED  CORPORATIONS 

The  present  exemption  of  the  first  $25,000  of  corporation  surtax 
net  income  in  the  case  of  an  individual  corporation,  which  formerly 
appeared  in  section  15  (b)  (1),  is  preserved  in  paragraph  (1)  of  a  new 
subsection  (j),  added  to  section  26  of  the  code  by  this  section  of  the 
bill.  Under  paragraph  (2)  of  such  new  subsection,  provision  is  made 
for  a  special  surtax  exemption  (in  lieu  of  the  $25,000  exemption  pro¬ 
vided  by  par.  (1))  in  the  case  of  a  corporation  which,  at  the  close  of 
December  31  of  any  taxable  year  of  such  corporation  which  includes 
such  date,  is  a  member  of  a  “controlled  group”  of  corporations,  such 
term  being  defined  in  paragraph  (3)  of  such  subsection.  In  general, 
the  surtax  exemption  provided  is  in  an  amount  equal  to  $25,000 
divided  by  the  number  of  corporations  in  the  controlled  group  at  the 
close  of  December  31  in  the  taxable  year,  with  the  further  provision 
that,  in  lieu  of  equal  division  of  such  $25,000  exemption,  the  various 
members  of  the  group  may  divide  such  exemption  for  the  taxable 
year  among  themselves  in  any  manner  they  desire  if  they  file  with 
the  Secretary,  pursuant  to  prescribed  regulations,  a  consent  which 
sets  forth  the  agreed  manner  of  division.  If  such  a  consent  is  not 
filed  the  surtax  exemption  will  in  all  cases  be  divided  equally  among 
the  members  of  the  group.  An  exception  is  made  to  the  provision 
affording  the  privilege  of  a  consent  division  of  the  $25,000  exemption 
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in  the  case  of  a  member  of  a  controlled  group  which  has  a  taxable 
year  that  does  not  include  December  31,  for  example,  a  short  taxable 
year  ending  before  December  31  due  to  a  change  in  accounting 
period.  The  exemption  of  such  member  for  such  year  shall  be  an 
amount  equal  to  $25,000  divided  by  the  number  of  corporations  in 
the  group  as  of  the  close  of  such  member’s  taxable  year. 

Under  paragraph  (3)  of  the  new  subsection  (j)  the  term  “controlled 
group”  is  defined  and  rules  are  provided  for  determining  whether 
there  exists  the  control  through  stock  ownership  which  is  necessary 
to  bring  the  related  corporations  within  the  definition  of  a  controlled 
group.  Two  general  classifications  of  related  corporations  are  dealt 
with  under  paragraph  (3).  The  first  is  that  of  a  group  of  corpora¬ 
tions  connected  by  stock  ownership  with  a  common  parent  through 
one  or  more  chains  of  corporations.  Under  subparagraph  (A)  (i)  of 
paragraph  (3)  a  corporation  is  declared  to  be  a  member  of  a  con¬ 
trolled  group  if  95  percent  of  the  voting  power  of  all  classes  of  its 
stock  is  held  by  another  corporation  in  the  chain  which  is  connected 
through  stock  ownership  with  the  common  parent  corporation.  This 
is  exclusive  of  the  common  parent  corporation  which  must,  however, 
under  the  provisions  of  subparagraph  (A)  (ii)  of  paragraph  (3)  be  a 
corporation  which  owns  directly  at  least  95  percent  of  the  voting 
power  of  at  least  one  of  the  other  corporations,  excluding  for  the 
purpose  of  computing  such  voting  power  any  intercompany  hold¬ 
ings  of  stock  among  the  other  corporations.  Thus,  assume  P  owns 
94  percent  of  the  voting  stock  of  S  which  in  turn  owns  the  fol¬ 
lowing:  85  percent  of  the  voting  stock  of  S— 1 ,  75  percent  of  the 
voting  stock  of  S-2,  and  80  percent  of  the  voting  stock  of  S-3.  As¬ 
sume  further  that  S-3  owns  25  percent  of  the  voting  stock  of  S-2  and 
S-2  owns  10  percent  of  the  voting  stock  of  S — 1 ,  and  that  P  owns  also 
20  percent  of  the  voting  stock  of  S-3.  Such  corporations  do  not 
constitute  a“  controlled  group”  since  P  does  not  own  directly  95  percent 
of  the  stock  of  any  of  the  other  corporations  even  though  P  owns  more 
than  95  percent  of  the  voting  stock  of  S-3  directly  and  indirectly. 

However,  assume  that  P  owns  100  percent  of  the  voting  stock  of  X, 
that  X  in  turn  owns  100  percent  of  the  voting  stock  of  X-l,  and 
that  P  then  sells  25  percent  of  the  voting  stock  of  X  to  X-l.  The 
group  is  stfil  a  controlled  group  since  P  owns  100  percent  of  the  voting 
stock  of  X  (excluding  stock  held  by  X-l,  another  member  of  the 
group).  Also,  if  P  owns  75  percent  of  the  voting  stock  of  each  of  X 
and  X-l  and  X  owns  25  percent  of  the  voting  stock  of  X-l,  and  X-l 
owns  25  percent  of  the  voting  stock  of  X,  the  three  corporations 
constitute  a  controlled  group  since  X’s  holdings  in  X-l  and  X-l’s 
holdings  in  X  are  excluded,  making  P  the  direct  owner  of  100  percent 
of  the  voting  stock  in  both  X  and  X-l. 

The  provisions  of  subparagraph  (A)  of  paragraph  (3)  are  in  many 
ways  similar  to  those  which  describe  an  affiliated  group  of  corporations 
for  the  purpose  of  filing  consolidated  returns  under  the  provisions  of 
section  141  of  the  code. 

Subparagraph  (B)  of  paragraph  (3)  of  new  subsection  (j)  deals  with 
a  second  classification  of  controlled  groups.  Such  a  controlled  group 
consists  of  two  or  more  corporations  95  percent  of  the  voting  stock 
of  each  of  which  is  owned,  directly  or  indirectly,  by  or  for  one  indi¬ 
vidual,  or  by  or  for  not  more  than  five  individuals  each  of  whom  owns 
substantially  the  same  proportion  of  the  voting  power  in  any  one  of 
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the  corporations  in  the  group  as  he  owns  in  each  of  the  other  corpora¬ 
tions.  A  number  of  rules  are  provided  under  paragraph  (3)  (B)  for 
the  purpose  of  determining  whether  ownership  of  voting  power  in 
any  one  of  the  several  corporations  making  up  the  group  is  substan¬ 
tially  porportionate  to  the  ownership  in  each  of  the  other  corporations 
in  the  group.  The  first  of  these,  provided  by  paragraph  (3)  (B)  (i) 
of  subsection  (j),  is  that  an  individual  as  one  of  five  or  less  individuals 
will  be  said  to  own  the  same  proportion  of  the  stock  in  any  two  cor¬ 
porations  if  by  adding  not  more  than  10  percent  of  the  stock  which  he 
holds  in  one  corporation  to  his  present  ownership  therein  and  by 
decreasing  his  present  stock  ownership  in  the  other  corporation  by  not 
more  than  10  percent  he  would  hold  exactly  the  same  proportion  of 
the  stock  in  each.  Thus,  if  A  owns  40  percent  of  the  voting  stock  in 
X  corporation  and  48  percent  of  the  voting  stock  in  Y  corporatiou 
his  ownership  in  the  one  would  be  held  to  be  substantially  proportion¬ 
ate  to  his  ownership  in  the  other  since  increasing  A’s  holding  in  the 
X  corporation  by  10  percent  and  decreasing  his  holding  in  the  Y 
corporation  by  8/3  percent  would  result  in  A’s  having  44  percent  of 
the  voting  stock  in  each. 

Under  paragraph  (3)  (B)  (ii)  of  subsection  (j)  it  is  provided  that 
stock  owned  directly  or  indirectly  by  or  for  a  corporation,  partnership, 
estate,  or  trust,  shall  be  considered  as  being  owned  proportionately 
by  or  for  its  shareholders,  partners,  or  beneficiaries.  In  paragraph 
(3)  (B)  (iii)  of  such  subsection  it  is  provided  that  an  individual  shall 
be  deemed  to  own  any  stock  in  the  corporation  under  scrutiny  which 
is  owned,  directly  or  indirectly,  by  or  for  his  spouse. 

Paragraph  (3)  (B)  (iv)  of  subsection  (j)  provides  the  rule  that  if  an 
individual  owns  more  than  50  percent  of  the  stock  in  any  corporation, 
including  ownership  of  stock  imputed  to  him  as  a  shareholder,  partner, 
or  beneficiary  of  a  corporation,  partnership,  trust,  or  estate,  and  includ¬ 
ing  ownership  of  stock  owned  by  his  wife,  such  individual,  for  the 
purpose  of  determining  ownership,  shall  be  deemed  to  own  not  only 
the  stock  which  he  holds  himself  and  that  of  his  wife  but  also  the 
stock  owned  in  such  corporation  by  any  of  his  ancestors  or  lineal 
descendants. 

Under  paragraph  (3)  (B)  (v)  of  subsection  (j)  it  is  provided  that  an 
individual’s  constructive  ownership  of  stock  by  reason  of  the  owner¬ 
ship  of  such  stock  by  a  corporation,  partnership,  estate,  or  trust, 
of  which  he  is  a  shareholder,  partner,  or  beneficiary,  shall  be  treated 
as  actual  ownership  for  the  purpose  of  applying  the  rules  of  para¬ 
graph  (3)  (B)  (ii),  (iii),  or  (iv).  Thus,  for  example,  in  determining 
under  clause  (iii)  the  amount  of  stock  owned,  directly  or  indirectly, 
by  or  for  the  spouse  of  an  individual,  there  is  to  be  included  the  amount 
of  stock  considered  as  owned  by  her  by  reason  of  the  ownership  of 
such  stock  by  a  corporation  in  which  she  actually  owns  stock.  How¬ 
ever,  it  is  further  provided  under  such  clause  (v)  that  stock  which 
is  deemed  to  be  constructively  owned  by  an  individual  by  reason 
of  its  being  owned  by  his  wife  or  his  ancestors  or  lineal  descendants 
shall  not  be  treated  as  actually  owned  by  him  for  the  purpose  of 
imputing  the  ownership  of  such  stock  to  a  third  person.  In  other 
words,  imputation  of  ownership  of  stock  may  not  (except  in  the  case  of 
stock  owned  by  or  for  a  corporation,  partnership,  estate,  or  trust)  be 
carried  beyond  the  first  person  to  whom  it  is  imputed  in  the  examina¬ 
tion  of  a  given  set  of  facts  with  a  view  to  determining  ownership. 
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Finally,  it  is  provided  under  paragraph  (3)  (B)  (vi)  of  subsection  (j) 
that  if  stock  may  be  treated  as  constructively  owned  by  two  or  more 
individuals  then,  in  any  computation  to  determine  the  proportionate 
voting  power  of  those  individuals,  such  stock  is  to  be  treated  as  con¬ 
structively  owned  by  the  individual  whose  constructive  ownership 
results  in  the  corporation  being  a  member  of  a  controlled  group.  If, 
for  example,  a  father  (H)  actually  owns  60  percent  of  the  stock  of  X 
and  60  percent  of  the  stock  of  Y,  his  son  (S)  actually  owns  40  percent 
of  X,  and  his  son’s  wife  (SW)  actually  owns  40  percent  of  Y,  then  upon 
application  of  clause  (vi)  X  and  Y  are  members  of  a  controlled  group 
owned  in  the  same  proportions  by  H  (60  percent)  and  SW  (40  percent). 
Without  the  application  of  clause  (vi)  the  ownership  of  H  and  SW 
would  not  be  proportionate  since  S’s  stock  in  X  would  (under  clauses 
(iii)  and  (vi))  be  constructively  owned  by  both  H  and  SW  with  the 
result  that  H  would  be  considered  as  owning  100  percent  of  the  stock 
of  X  and  60  percent  of  the  stock  of  Y  and  SW  would  be  considered  as 
owning  40  percent  of  the  stock  of  X  and  40  percent  of  the  stock  of  Y. 

The  application  of  the  rules  contained  in  subparagraph  (3)  may  be 
illustrated  by  the  following  examples: 

Example  No.  1 . — Assume  that  the  holdings  of  voting  stock  in  X  and 
Y  corporations  of  a  husband  (H),  his  wife  (HW),  his  son  (S),  his  son’s 
wife  (SW),  a  fifth  individual  (O)  who  is  not  related  to  any  of  the  other 
individuals,  and  the  public  (P),  are,  respectively,  as  follows: 


X 

Y 

X 

Y 

40 

40 

SW . . . . . 

15 

25 

12 

19 

0 _ 

18 

15 

10 

0 

p _ _ _ _ _ 

5 

1 

Applying  the  rules  of  paragraph  (3)  (B) ,  X  and  Y  are  members  of  a 
controlled  group  on  the  basis  that  at  least  95  percent  of  the  voting  stock 
of  each  is  owned  by  three  individuals  each  of  whom  owns  substantially 
the  same  proportion  of  the  voting  power  in  X  as  lie  owns  in  Y: 


n__ 

SW. 

o._ 


Y 


52 

25 

18 


59 

25 

15 


The  husband,  H,  is  considered  as  actually  owning  52  percent  of  the 
voting  stock  of  X,  including  the  stock  owned  by  his  wife,  which  is  im¬ 
puted  to  him  upon  the  application  of  clause  (iii)  of  paragraph  (3)  (B) . 
Upon  the  application  of  clause  (iv)  of  paragraph  (3)  (B)  he  would 
(without  the  application  of  clause  (vi))  be  considered  as  owning  the 
stock  of  his  son,  S.  However,  since  SW  (the  wife  of  H’s  son)  will  own 
substantially  the  same  proportion  of  the  voting  power  of  X  and  Y 
upon  the  application  of  clause  (vi),  such  clause  is  applicable  and  S’s 
stock  is  imputed  to  SW  and  not  to  H  as  this  will  result  in  Corporations 
X  and  Y  being  members  of  a  controlled  group.  H’s  52  percent  of  the 
stock  of  X  and  59  percent  of  the  stock  of  Y  are  under  clause  (i)  con¬ 
sidered  to  be  in  substantially  the  same  proportion.  O,  who  has  18  per¬ 
cent  of  the  stock  of  X  and  15  percent  of  the  stock  of  Y,  is  also  con- 
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sidered  upon  the  application  of  clause  (i)  as  owning  substantially  the 
same  proportion  of  the  voting  power  of  the  corporations. 

It  will  be  noted  that  HW,  in  lieu  of  her  husband,  H,  could  be  con¬ 
sidered  as  owning  52  percent  of  the  stock  of  X  and  59  percent  of  the 
stock  of  Y ;  but,  having  imputed  ownership  of  her  stock  to  H,  HW  is 
necessarily  eliminated.  Also,  SW’s  stock  in  Y  could  be  imputed  to  S. 
Thus,  X  and  Y  could  be  considered  to  be  members  of  a  controlled 
group  by  reason  of  the  proportionate  holdings  of  HW,  S,  and  O. 

Example  No.  2.- — Assume  that  the  holdings  of  voting  stock  in  X 
and  Y  corporations  of  a  husband,  (H),  his  wife,  (HW),  a  third  unre¬ 
lated  individual,  (I),  and  the  public,  (P),  are,  respectively,  as  follows: 


X 

y 

H _ _ _ 

16 

16 

HW _ _ _ _ 

4 

0 

I _ _ _ _ : . 

80 

80 

P._ _ _ 

0 

4 

X  and  Y  are  not  members  of  a  controlled  group  even  though  H  and  I 
together  actually  own  96  percent  of  the  stock  in  each  corporation  and 
each  H  and  I  own  equal  proportionate  interests  in  X  and  Y.  Upon 
application  of  clause  (iii),  H  is  considered  as  owning  HW’s  stock  in  X. 
Thus  H  is  considered  as  owning  20  percent  of  the  voting  power  in  X 
and  16  percent  of  the  voting  power  in  Y.  Upon  application  of  clause 
(i)  H  could  be  considered  as  owning  18  percent  of  the  voting  power 
in  X  and  17.6  percent  of  the  voting  power  in  Y,  but  since  the  applica¬ 
tion  of  clause  (i)  cannot  produce  identical  ownership  H  may  not  be 
be  considered  as  owning  substantially  the  same  proportion  of  voting 
power  in  X  as  he  owns  in  Y. 

The  next  to  the  last  sentence  of  paragraph  (3)  of  the  new  section 
26  (j)  applies  to  the  case  where  a  common  parent  corporation  and  its 
subsidiaries  are  members  of  one  controlled  group  by  reason  of  sub- 
paragraph  (A)  and  the  common  parent  corporation  is  a  member  of 
another  controlled  group  by  reason  of  subparagraph  (B).  In  such  a 
case  the  subsidiaries  as  well  as  the  parent  are  to  be  members  of  the 
second  controlled  group.  Thus,  if  individuals  A  and  B  each  own 
48  percent  of  the  voting  stock  of  two  corporations  O  and  P,  and 
corporation  P  owns  95  percent  of  the  voting  stock  of  corporation  S 
which  in  turn  owns  95  percent  of  the  voting  stock  of  S— 1 ,  then  each 
of  the  corporations  O,  P,  S,  and  S-l  are  deemed  to  be  members  of  the 
same  controlled  group. 

Subsection  (b)  of  this  section  amends  section  201  (g)  of  the  code 
(relating  to  credits  allowed  to  life-insurance  companies  under  sec.  26) 
and  section  204  (f)  (relating  to  credits  allowed  to  insurance  companies 
other  than  life  or  mutual)  to  provide  that  the  surtax  exemption  pro¬ 
vided  in  section  26  (j)  shall  be  allowed  in  computing  the  surtax  on 
corporation  surtax  net  income  of  any  such  insurance  company.  Thus, 
an  insurance  company  covered  by  either  section  204  (g)  or  204  (f) 
will  continue  to  receive  the  $25,000  exemption  from  surtax  unless  it 
is  a  member  of  a  controlled  group  within  the  meaning  of  paragraph 
(3)  of  section  26  (j)  in  which  event  it  may  receive  only  its  portion  of  a 
$25,000  exemption  which  has  been  equally  divided  among  the  members 
of  the  controlled  group  or  such  portion  of  $25,000  as  may  be  assigned 
to  it  in  a  consent  division  of  such  amount. 
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Subsection  (c)  of  section  123  amends  section  431  of  the  code  (re¬ 
lating  to  the  definition  of  adjusted  excess  profits  net  income)  to  pro¬ 
vide  that  if  the  excess  profits  credit  of  the  corporation  otherwise 
computed  is  less  than  the  amount  of  the  surtax  exemption  provided  in 
section  2G  (j)  for  the  taxable  year  an  excess  profits  credit  equal  to 
such  exemption  shall  be  allowed.  Each  individual  corporation 
which  is  not  a  member  of  a  controlled  group  will  thus  continue 
to  receive  a  minimum  excess  profits  credit  of  $25,000  and,  in  the 
case  of  a  “controlled  group”  of  corporations  within  the  meaning 
of  paragraph  (3)  of  section  26  (j),  the  group  as  an  entity  will  receive 
a  $25,000  minimum  which  may  be  used  to  increase  to  $25,000  the 
credit  of  any  member  of  the  group  which  has  an  actual  credit  of 
less  than  $25,000,  or  may  be  apportioned  among  two  or  more  members 
which  have  less  than  $25,000  actual  excess  profits  credit.  Thus, 
if  corporations  X,  Y,  and  Z  constitute  a  controlled  group  of  cor¬ 
porations  and  X  and  Y  have  actual  excess  profits  credits  of  $35,000 
and  $70,000,  respectively,  and  Z  has  an  actual  credit  of  only  $4,000, 
Y’s  credit  will  be  increased  to  the  minimum  of  $25,000  if  a  consent 
has  been  filed  under  section  26  (j)  which  gives  to  Y  the  entire  sur¬ 
tax  exemption  of  the  controlled  group  for  the  taxable  year.  If  a 
consent  is  not  filed  under  section  26  (j)  for  the  taxable  year,  Y’s 
minimum  credit  would  be  one-third  of  $25,000. 

SECTION  124.  COMPUTATION  OF  ALTERNATIVE  CAPITAL 

GAINS  TAX 

This  section  amends  section  117  (c)  (1)  of  the  code  (relating  to 
computation  of  alternative  tax  in  the  case  of  capital  gains  of  a  cor  ¬ 
poration).  The  purpose  of  the  amendment  is  to  provide  that  the 
amount  ascertained  by  application  of  the  alternative  rate  to  capital 
gains  shall  be  increased  as  specified  in  section  16  (c)  in  the  case  of 
taxable  years  to  which  the  defense  tax  provided  therein  is  applicable. 
The  amendment  made  by  this  section  is  applicable  only  with  respect 
to  taxable  years  ending  after  August  31,  1951. 

SECTION  125.  EFFECTIVE  DATE 

This  section  provides  that  the  amendments  made  by  part  II  of 
title  I  of  the  bill,  except  as  provided  in  section  124,  shall  be  applicable 
only  with  respect  to  taxable  years  beginning  after  December  31,  1950, 
and  refers  to  part  III  of  title  I  of  the  bill,  for  provisions  with  respect 
to  taxable  years  beginning  in  1950  and  ending  in  1951. 

Part  III — Fiscal  Year  Taxpayers 

SECTION  131.  FISCAL  YEAR  TAXPAYERS 

This  section  of  the  bill  amends  section  108  of  the  code,  relating  to 
fiscal  year  taxpayers,  both  corporate  and  individual. 

Section  108  (f),  under  existing  law  and  as  amended  by  the  bill, 
provides  rules  for  the  computation  of  the  income  tax  of  corporations 
in  the  case  of  fiscal  years  beginning  before  July  1,  1950,  and  ending 
after  June  30,  1950.  In  the  case  of  such  a  fiscal  year  which  ends 
prior  to  January  1,  1951,  the  amendment  made  by  the  bill  does  not 
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change  the  computation  of  the  tax  provided  under  existing  law  for 
such  a  year.  If  the  fiscal  year  (beginning  before  July  1,  1950)  ends 
after  December  31,  1950,  the  amendment  does  effect  a  change  in  the 
existing  law  with  regard  to  the  computation  of  the  tax  for  such  year 
under  section  108  (f).  The  amendment  provides,  in  such  a  case,  for 
the  computation  and  proration  of  three  tentative  taxes. 

In  computing  the  tentative  taxes  under  paragraphs  (1),  (2),  and  (3) 
of  section  108  (f),  the  net  income,  and  the  adjusted  net  income,  of 
the  corporation  are  not  recomputed.  However,  in  the  case  of  a 
Western  Hemisphere  trade  corporation,  or  a  public  utility  which  has 
paid  dividends  on  its  preferred  stock,  or  any  corporation  which  has 
received  dividends  on  the  preferred  stock  of  a  public  utility,  the 
amount  of  the  normal-tax  net  income,  and  the  amount  of  the  corpora¬ 
tion  surtax  net  income,  will  be  different  for  each  of  the  three  computa¬ 
tions.  A  western  hemisphere  trade  corporation,  for  example,  will 
compute  its  tentative  tax  under  paragraph  (1)  of  section  108  (f)  with¬ 
out  computing  a  surtax,  and  its  normal-tax  net  income  will  be  com¬ 
puted  without  regard  to  the  credit  provided  in  section  26  (i)  of  the 
code;  its  tentative  normal-tax  and  tentative  surtax  under  paragraph 
(2)  of  section  108  (f)  will  be  computed  on  a  normal-tax  net  income 
and  a  corporation  surtax  net  income  determined  with  the  allowance 
of  the  31  percent  credit  provided  in  section  26  (i)  applicable  to  taxable 
years  beginning  on  July  1,  1950  (determined  without  regard  to  the 
amendment  of  sec.  26  (i)  made  by  the  Excess  Profits  Tax  Act  of  1950) ; 
and  its  tentative  normal-tax  and  tentative  surtax  under  paragraph  (3) 
of  section  108  (f)  will  be  computed  on  a  normal-tax  net  income  and  a 
corporation  surtax  net  income  determined  with  the  allowance  of  the 
27  percent  credit  provided  in  section  26  (i)  applicable  to  taxable  years 
beginning  on  January  1,  1951. 

The  following  example  illustrates  the  computation  and  proration 
of  the  tentative  taxes  under  paragraphs  (1),  (2),  and  (3)  of  section 
108  (f).  The  X  corporation  (which  is  neither  a  Western  Hemisphere 
trade  corporation  nor  a  public  utility,  and  which  received  no  dividends 
on  preferred  stock  of  a  public  utility)  has  a  normal-tax  net  income  of 
$60,000,  and  corporation-surtax  net  income  in  the  same  amount,  for 
its  fiscal  year  beginning  April  1,  1950,  and  ending  March  31,  1951. 
The  first  tentative  tax,  computed  under  paragraph  (1)  of  section  108 
(f),  would  be  38  percent  of  $60,000,  or  $22,800,  consisting  of  a  tentative 
normal  tax  of  24  percent  of  normal-tax  net  income  and  a  tentative  sur¬ 
tax  of  14  percent  of  corporation-surtax  net  income.  The  second 
tentative  tax,  computed  under  paragraph  (2)  of  section  108  (f),  would 
be  $22,000,  consisting  of  a  tentative  normal  tax  of  25  percent  of 
$60,000  (the  normal-tax  net  income)  plus  a  tentative  surtax  of  20 
percent  of  $35,000  (the  corporation-surtax  net  income  in  excess  of 
$25,000).  The  third  tentative  tax,  computed  under  the  provisions  of 
paragraph  (3)  of  section  108  (f),  would  be  $25,000,  consisting  of  a 
tentative  normal  tax  of  30  percent  of  $60,000  (the  normal-tax  net 
income)  plus  a  tentative  surtax  of  20  percent  of  $35,000  (the 
corporation-surtax  net  income  in  excess  of  $25,000). 

The  division  of  such  fiscal  year  by  days  in  respect  of  the  effective 
dates  of  the  changes  made  in  tax  rates  in  such  period  would  be  as 
follows: 


Before  July  I,  1950 

April _ 

May _ 

June _ 

Total _ 
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After  June  30,  1950,  and.  before 

Jan.  1,  1951 

After  Dec.  SI,  1950 

30 

July _ 

31  January 

31 

31 

August 

31  February 

28 

30 

September.  .  . 

30  March 

31 

October.  _ 

.  31 

November 

.  30 

December 

.  31 

91 

Total 

184  Total  . 

90 

The  final  tax  liability  of  the  X  corporation  would  be  determined 
by  apportionment  of  the  tentative  taxes  and  adding  the  results 
obtained,  in  the  following  manner: 


$22,800 _ _ $5,684.38 

184 

$22,000 _  11,090.41 

^X  $25,000 -  6,164.38 

365  - 

Total  tax  liability _  22,  939.  17 


Section  108  (g)  of  the  code,  as  amended  by  this  section  of  the  bill, 
provides  for  the  computation  of  the  tax  of  a  corporation  for  a  taxable 
year  beginning  after  June  30,  1950,  and  before  January  1,  1951,  and 
ending  after  December  31,  1950.  In  the  case  of  such  a  fiscal  year  the 
tax  imposed,  by  sections  13  and  15  shall  be  an  amount  equal  to  the  sum 
of — 

(1)  that  portion  of  a  tentative  tax,  computed  under  the  tax 
rates,  and  the  credits  provided  in  section  26,  applicable  to  taxable 
years  beginning  on  July  1,  1950,  which  the  number  of  days  in  the 
fiscal  year  prior  to  January  1,  1951,  bears  to  the  total  number  of 
days  in  the  taxable -year,  plus 

(2)  that  portion  of  a  tentative  tax,  computed  under  the  tax 
rates,  and  the  credits  provided  in  section  26,  applicable  to  taxable 
years  beginning  on  January  1,  1951,  which  the  number  of  days  in 
the  taxable  year  after  December  31,  1950,  bears  to  the  total  num¬ 
ber  of  days  in  the  taxable  year. 

The  tentative  tax  under  clause  (1)  will  consist  of  a  tentative  normal 
tax  at  the  rate  of  25  percent  of  the  normal-tax  net  income,  and  a  tenta¬ 
tive  surtax  of  22  percent  of  the  corporation  surtax  net  income  in  excess 
of  $25,000.  The  tentative  tax  under  clause  (2)  will  consist  of  a  tenta¬ 
tive  normal  tax  at  the  rate  of  30  percent  of  the  normal-tax  net  income 
and  a  tentative  surtax  of  22  percent  of  the  corporation  surtax  net 
income  in  excess  of  $25,000.  For  the  purposes  of  the  subsection,  the 
corporation  is  entitled  to  a  surtax  exemption  of  $25,000,  whether  or  not 
it  is  a  member  of  a  controlled  group  as  defined  in  section  26  (j).  The 
net  income  of  the  corporation  for  the  taxable  year  is  not  recomputed  in 
determining  the  tentative  tax  under  either  clause  (1)  or  (2).  If  the 
taxpayer  paid  or  received  dividends  on  preferred  stock  described  in 
section  26  (h)  of  the  code,  or  if  the  taxpayer  is  a  Western  Hemisphere 
trade  corporation,  the  amount  of  the  normal-tax  net  income,  and  the 
amount  of  corporation  surtax  net  income,  applicable  in  the  computa¬ 
tion  under  clause  (1),  will  differ  from  the  amount  used  for  the  purpose 
of  clause  (2). 
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A  new  subsection  (h)  is  also  added  to  section  108  by  this  section 
of  the  bill.  The  new  subsection  provides  for  the  computation  of  the 
tax  of  a  taxpayer,  other  than  a  corporation,  for  a  fiscal  year  beginning 
before  September  1,  1951,  and  ending  after  August  31,  1951.  In  the 
case  of  such  a  fiscal  year,  the  tax  imposed  by  sections  11  and  12, 
section  400,  or  section  421  (a)  (2),  shall  be  an  amount  equal  to  the 
sum  of — 

(1)  that  portion  of  a  tentative  tax,  computed  under  the  pro¬ 
visions  of  sections  11  and  12,  or  section  400,  applicable  to  taxable 
years  beginning  on  October  1,  1950,  which  the  number  of  months 
in  such  taxable  year  prior  to  September  1,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year,  plus 

(2)  that  portion  of  a  tentative  tax,  computed  under  the 
provisions  of  sections  11  and  12,  or  section  400,  applicable  to 
years  beginning  on  September  1,  1951,  as  if  such  provisions  (other 
than  the  provisions  relating  to  the  head  of  a  household)  were 
applicable  to  such  taxable  year,  which  the  number  of  calendar 
months  in  such  taxable  year  after  August  1951  bears  to  the  total 
number  of  calendar  months  in  such  taxable  year. 

In  computing  the  tentative  tax  under  clause  (2),  the  tax  imposed 
by  sections  11  and  12  is  determined  by  applying  the  percentage 
increase  of  12%  percent  specified  in  section  16,  added  to  the  code  by 
the  bill.  The  net  income  of  the  taxpayer  for  the  fiscal  year  is  not 
recomputed  in  determining  the  tentative  tax  under  either  clause  (1) 
or  (2). 

Subsection  (b)  of  this  section  of  the  bill  amends  section  430  (b)  of 
the  code,  relating  to  computation  of  the  excess  profits  tax  for  taxable 
years  beginning  before  July  1,  1950,  and  ending  after  June  30,  1950. 
The  amendment  does  not  change  the  computation  under  existing 
law  of  the  excess  profits  tax  for  a  taxable. year  which  ends  before 
January  1,  1951.  In  the  case  of  a  taxable  year  beginning  in  1950 
(whether  beginning  before,  on,  or  after  July  1,  1950)  and  ending  in 
1951  the  amendment  will  not  affect  the  amount  of  the  excess  profits 
tax  for  the  fiscal  year  if  the  excess  profits  tax  is  the  tax  computed 
under  section  430  (a)  (1),  that  is,  if  the  excess  profits  tax  is  30  percent 
of  the  adjusted  excess  profits  net  income.  However,  if  the  tax¬ 
payer’s  excess  profits  tax  for  such  fiscal  year  is  the  excess  profits  tax 
computed  with  reference  to  the  ceiling  rate  of  62  percent  provided 
in  section  430  (a)  (2),  the  amendment  will  result  in  an  increase  in  the 
excess  profits  tax  for  the  taxable  year  by  reflecting  the  effect  of  the 
amendment  made  by  section  121  (b)  of  the  bill  raising  the  62  percent 
ceiling  figure  to  70  percent. 

Under  the  amendment,  in  the  case  of  a  taxable  year  beginning  in 
1950  and  ending  in  1951,  a  tentative  excess  profits  tax  will  first  be 
computed  (as  provided  in  sec.  430  (b)  (2)  (A))  under  the  provisions 
of  section  430  (a)  of  the  code  applicable  to  taxable  years  ending  on 
December  31,  1950;  that  is,  a  ceiling  rate  of  62  percent  is  to  be  applied 
in  the  computation.  In  determining  under  section  430  (a)  (2)  the 
excess  of  62  percent  of  the  excess  profits  net  income  over  the  income 
tax  which  would  be  imposed  under  sections  13,  14,  and  15  of  the  code 
upon  a  normal  tax  net  income  and  corporation  surtax  net  income  in 
an  amount  equal  to  the  excess  profits  net  income  for  the  taxable' 
year,  such  tax  must  be  computed  under  the  provisions  of  section 
108  (f)  or  (g),  whichever  is  applicable.  Such  excess  will  be  the 
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tentative  tax  referred,  to  in  section  430  (b)  (2)  (A)  unless  30  percent 
of  the  adjusted  excess  profits  net  income  results  in  a  smaller  tentative 
tax,  in  which  case  it  will  be  such  smaller  tentative  tax.  In  computing- 
30  percent  of  the  adjusted  excess  profits  net  income  in  the  case  of  a 
corporation  using  the  excess  profits  credit  provided  in  section  435, 
the  credit  would  be  determined  under  paragraph  (4)  of  section  435 
(a),  as  amended  by  section  502  of  the  bill,  which  is  applicable  to 
taxable  years  ending  after  December  31,  1950. 

The  computation  of  a  tentative  tax  under  section  430  (b)  (2)  (B) 
will  be  made  in  the  same  manner  as  explained  in  the  preceding  para¬ 
graph,  except  that  a  ceiling  rate  of  70  percent  will  be  used  in  lieu 
of  62  percent.  In  each  case,  in  computing  the  income  tax  under 
section  108  (f)  or  (g)  upon  an  amount  equal  to  the  excess  profits  net 
income,  a  surtax  exemption  of  $25,000  is  allowable,  whether  or  not 
the  corporation  is  a  member  of  a  controlled  group  as  defined  in 
section  26  (j),  added  to  the  code  by  section  123  of  the  bill.  Similarly 
in  computing  30  percent  of  the  adjusted  excess  profits  net  income, 
the  taxpayer  is  entitled  to  a  minimum  excess  profits  credit  of  $25,000 
since  the  amendment  of  section  431  of  the  code  by  section  123  of  the 
bill  is  applicable  only  to  taxable  years  beginning  after  December  31, 
1950. 

The  tentative  taxes  computed  under  subparagraphs  (A)  and  (B) 
of  section  430  (b)  (2)  will  then  be  prorated  as  provided  in  such  section, 
and  the  excess  profits  tax  for  the  taxable  year  will  be  the  sum  of  such 
prorated  taxes. 

Subsection  (c)  of  section  131  provides  a  necessary  technical  amend¬ 
ment  to  paragraph  (2)  of  section  108  (e)  of  the  code  and  changes  the 
designation  of  the  present  subsection  (g)  of  section  108  to  subsection 
“(i).” 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 

Part  I — Withholding  of  Tax  at  Source  on  Dividends, 
Interest,  and  Royalties 

SECTION  201.  COLLECTION  OF  INCOME  TAX  AT  SOURCE 
ON  DIVIDENDS,  INTEREST,  AND  ROYALTIES 

Section  201  of  the  bill  amends  subtitle  B  of  the  Internal  Revenue 
Code  by  inserting  before  chapter  7  a  new  chapter  6,  entitled  “Collec¬ 
tion  of  Income  Tax  at  Source  on  Dividends,  Interest,  and  Royalties. ” 
The  old  chapter  6,  which  formerly  consisted  of  sections  1200  to  1207 
(relating  to  the  capital  stock  tax),  was  repealed  by  section  201  of  the 
Revenue  Act  of  1945  (Public  Law  214,  79th  Cong.,  1st  sess.).  The 
new  chapter  provides  a  system  for  withholding  of  tax  at  the  source  on 
dividends,  interest,  and  royalties.  Chapter  6  consists  of  subchapters 
A,  B,  and  C.  Subchapter  A,  which  is  entitled  “Dividends  and  In¬ 
terest,”  consists  of  sections  1200  to  1204,  inclusive,  and  provides  that 
upon  the  payment  of  certain  dividends  and  interest  after  December 
31,  1951,  a  tax  of  20  percent  of  the  amount  thereof  shall  be  withheld  at 
the  source.  Persons  making  payment  of  a  dividend  or  interest  upon 
which  tax  is  required  to  be  withheld  under  subchapter  A  are  not  re¬ 
quired  to  furnish  to  the  recipient  of  such  dividend  or  interest  any  state- 
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merit  or  receipt  showing  the  amount  of  such  payment  or  the  tax  with¬ 
held.  A  taxpayer  is  entitled  to  apply  the  amount  of  tax  required  to 
be  withheld  upon  the  payment  of  a  dividend  or  interest  to  him  as  a 
credit  against  his  income  tax  liability. 

Subchapter  B,  which  is  entitled  “Royalties”  and  consists  of  sections 
1220  to  1225,  inclusive,  provides  that  upon  the  payment  of  certain 
royalties  after  December  31,  1951,  a  tax  of  20  percent  of  the  amount 
thereof  shall  be  withheld  at  the  source.  Unlike  subchapter  A,  the 
provisions  of  subchapter  B  require  persons  making  payments  of  roy¬ 
alties  subject  to  withholding  to  furnish  to  the  recipient  of  such  royal¬ 
ties,  on  or  before  January  31  following  the  close  of  the  calendar  year 
in  which  such  payments  were  made,  statements  or  receipts  showing 
the  amount  of  royalties  paid  to  each  recipient  and  the  amount  of  tax 
withheld.  Only  the  amount  actually  withheld  as  tax  under  subchapter 
B  is  allowed  as  a  credit  against  the  income  tax  liability  of  the  recipient 
of  a  royalty. 

Subchapter  C,  which  is  entitled  “General  Provisions”  and  consists 
of  sections  1230  to  1235,  inclusive,  contains  certain  general  provisions 
which  are  applicable  to  any  tax  required  to  be  deducted  and  withheld 
under  chapter  6. 

Chapter  6 — Collection  of  Income  Tax  at  Source  on  Dividends, 

Interest,  and  Royalties 

SUBCHAPTER  A— DIVIDENDS  AND  INTEREST 
SECTION  1200.  DEFINITIONS 

Section  1200  contains  definitions  of  the  following  terms  used  in 
chapter  6: 

(a)  Dividend 

The  term  “dividend”  as  used  in  chapter  6  is  defined  in  subsection 
(a)  to  mean  (1)  any  distribution  by  a  corporation  which  is  a  dividend 
as  defined  in  section  115  (a) ;  and  (2)  a  payment  made  by  a  stockbroker 
to  any  person  as  a  substitute  for  a  dividend  (as  defined  in  sec.  115  (a)) 
upon  which  a  tax  is  required  to  be  deducted  and  withheld  under 
chapter  6.  Thus,  any  distribution  made  by  a  corporation  to  its 
shareholders,  whether  in  cash  or  in  kind  (including  a  distribution  in 
stock  of  any  corporation  other  than  the  distributing  corporation),  out 
of  (1)  its. earnings  or  profits  accumulated  after  February  28,  1913,  or 
(2)  the  earnings  or  profits  of  the  taxable  year  (computed  as  of  the  close 
of  the  taxable  year  without  diminution  by  reason  of  any  distributions 
made  during  the  taxable  year),  without, regard  to  the  amount  of  the 
earnings  and  profits  at  the  time  the  distribution  was  made,  is  a  divi¬ 
dend  for  the  purposes  of  chapter  6.  The  term  “dividend”  as  used  in 
chapter  6  also  means  any  distribution  made  by  a  personal  holding 
company  to  its  shareholders  which  is  a  dividend  under  the  provisions 
of  section  115  (a),  whether  or  not  such  distribution  is  a  dividend  as 
defined  in  the  preceding  sentence.  A  dividend  paid  by  an  insurance 
company  to  a  policyholder,  other  than  a  dividend  upon  the  stock  of 
such  insurance  company,  is  not  a  dividend  within  the  meaning  of 
subsection  (a).  Certain  distributions  which  are  dividends  under  the 
foregoing  definition  are  exempt  from  the  requirement  of  withholding 
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under  chapter  6.  These  exemptions  are  discussed  below.  (See  sec. 
1202,  Exemptions  from  Withholding.) 

Any  payment  made  by  a  stockbroker  to  any  person  in  connection 
with  a  short  sale  as  a  substitute  for  a  dividend  as  defined  in  section 
115  (a)  is  treated  as  a  dividend  for  purposes  of  chapter  6,  but  only  if 
a  tax  was  required  to  be  deducted  and  withheld  by  the  corporation 
paying  the  dividend  on  the  borrowed  stock. 

(b)  Interest 

Subsection  (b)  defines  the  term  “interest”  as  used  in  chapter  6  to 
mean: 

(1)  Interest  on  all  bonds,  debentures,  notes,  certificates,  or  other 
evidences  of  indebtedness,  issued  by  any  corporation,  with  interest 
coupons  or  in  registered  form.  The  term  “interest”  includes  interest 
paid  by  a  corporation  on  any  obligation  which  at  the  time  of  such 
payment  has  interest  coupons  attached  or  is  in  registered  form,  even 
though  the  obligation  may  not  have  been  originally  issued  with  interest 
coupons  or  in  registered  form.  The  term  “corporation”  as  used  in 
subsection  (b)  (1)  includes  an  association  taxable  as  a  corporation 
under  chapter  1  of  the  Internal  Revenue  Code.  The  term  may  also 
include  a  corporation  owned  in  whole  or  in  part  by  the  United  States 
Government. 

(2)  Interest  on  deposits  with  stockbrokers. 

(3)  Interest  on  amounts  held  by  an  insurance  company  under  an 
agreement  to  pay  interest  thereon.  This  paragraph  includes  interest 
on  dividends  held  by  an  insurance  company  subject  to  withdrawal 
on  demand,  and  interest  on  the  proceeds  of  an  insurance  policy  held 
by  an  insurer  under  an  agreement  to  pay  interest  thereon.  The 
paragraph  does  not  apply  to  amounts  which  represent  the  so-called 
“interest  element”  in  the  case  of  annuity  or  installment  payments 
under  a  life  insurance  or  endowment  contract. 

(4)  Interest  on  the  overpayment  of  any  internal-revenue  tax,  except 
income  or  excess-profits  taxes  imposed  upon  corporations.  Thus, 
any  interest  upon  an  overpayment  of  individual  income  tax  is  subject 
to  withholding  under  chapter  6,  even  though  all  or  a  part  of  such 
overpayment  is  credited  against  a  deficiency  in  any  tax  liability, 
whether  income  tax  or  otherwise,  owed  by  the  taxpayer. 

SECTION  1201.  INCOME  TAX  COLLECTED  AT  SOURCE 

Section  1201  (a)  provides  that  every  person  making  payment  after 
December  31,  1951,  of  a  dividend  or  interest  shall  deduct  and  withhold 
upon  such  dividend  or  interest  a  tax  equal  to  20  percent  of  the  amount 
thereof.  For  example,  the  M  corporation  on  June  1,  1952,  pays  a 
dividend  of  57  cents  per  share  to  its  stockholders.  A,  an  individual, 
owns  10  shares  of  M  stock.  The  total  amount  of  the  dividend  pay¬ 
able  to  A  is  $5.70.  The  M  corporation  is  required  to  deduct  and 
withhold  the  sum  of  $1.14,  and  it  remits  to  A  the  sum  of  $4.56.  As  a 
matter  of  convenience,  the  M  corporation  could  effect  the  20-percent 
withholding  by  adjusting  the  amount  remitted  per  share  to  reflect 
the  required  withholding.  Thus,  in  the  example  given  the  corpora¬ 
tion  could  remit  to  each  stockholder  45.6  cents  per  share  (80  percent 
of  the  57-cent  dividend  per  share).  The  amount  remitted  to  A  on  his 
10  shares  after  withholding  accordingly  would  be  $4.56.  If  A  owned 
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only  6  shares  of  the  M  stock,  the  corporation  would  be  required  to 
deduct  and  withhold  69  cents  in  order  to  effect  the  20-percent  with¬ 
holding. 

Similarly,  if  the  Q  insurance  company  is  paying  interest  at  the  rate 
of  3  percent  on  an  amount  held  by  it  under  an  agreement  to  pay 
interest  thereon,  the  company  could  effect  the  20-percent  withholding 
by  applying  a  rate  of  2.4  percent  in  determining  the  amount  to  be 
remitted  to  the  recipient. 

The  tax  must  be  withheld  at  the  time  payment  of  a  dividend  or 
interest  is  made.  The  term  “payment”  includes  constructive  pay¬ 
ment.  Dividends  or  interest  are  constructively  paid  when  they  are 
credited  to  the  account  of  or  set  apart  for  a  taxpayer,  so  that  they  may 
he  drawn  upon  by  him  at  any  time  although  not  then  actually  reduced 
to  possession.  To  constitute  “payment”  in  such  a  case,  a  dividend 
or  interest  must  be  credited  to  the  taxpayer  without  any  substantial 
limitation  or  restriction  as  to  the  time  or  manner  of  payment  or 
condition  upon  which  payment  is  to  be  made,  and  must  be  made 
available  to  him  so  that  it  may  be  drawn  upon  at  any  time,  and  its 
payment  brought  within  his  control  and  disposition. 

For  example,  the  M  corporation  has  outstanding  an  issue  of  bonds 
with»coupons  attached.  Interest  on  such  bonds  is  due  on  April  1  and 
October  1  of  each  year.  On  April  1,  1952,  M  corporation  is  required  to 
deduct  and  withhold  an  amount  equal  to  20  percent  of  such  in¬ 
terest,  except  in  cases  for  which  an  exemption  is  provided  by  section 
1202.  Thus,  if  A  owns  one  of  the  bonds  and  presents  on  April  8  the 
coupon  due  on  April  1,  1952,  M  corporation  is  required  to  deduct  and 
withhold  the  tax  on  April  1,  not  at  the  time  the  interest  is  actually 
paid  to  A. 

Section  1201  (a)  further  provides  that,  if  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  a  dividend  or  interest  is 
payable,  the  tax  shall  be  deducted  and  withheld  at  the  time  payment 
thereof  would  be  made  if  such  person  were  known.  Thus,  if  a  with¬ 
holding  agent  is  unable  to  ascertain  the  identity  of  the  owner  of  cer¬ 
tain  stock  in  respect  of  which  a  dividend  is  payable,  or  is  unable  to 
determine  the  true  owner  of  stock  due  to  the  existence  of  conflicting 
claims  to  such  stock  asserted  by  two  or  more  persons,  the  withholding 
agent  is  nevertheless  required  to  deduct  and  withhold  the  tax  on  the 
amount  of  the  dividend  payable  in  respect  of  such  stock. 

Under  section  1201  (b),  in  any  case  where  the  withholding  agent 
is  unable  to  determine  the  portion  of  a  distribution  which  is  a  divi¬ 
dend  within  the  meaning  of  section  115  (a),  the  tax  required  to  be 
deducted  and  withheld  shall  be  computed  upon  the  entire  amount 
of  the  distribution.  Thus,  if  the  corporation  making  a  distribution 
is  unable  to  determine  the  portion  of  such  distribution  which  is  out 
of  depletion  reserves,  the  amount  to  be  withheld  from  the  distribution 
shall  be  computed  on  the  entire  amount  thereof. 

Section  1201  (c)  provides  that  a  withholding  agent  shall  not  be 
liable,  except  as  provided  in  section  1203  (relating  to  returns  and  pay¬ 
ment  of  tax),  to  any  person  for  the  amount  of  any  tax  required  to  be 
deducted  and  withheld  under  subchapter  A  of  chapter  6. 
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SECTION  1202.  EXEMPTIONS  FROM  WITHHOLDING 

The  provisions  of  chapter  6  do  not  apply  to — 

(a)  A  dividend  paid  in  the  stock  or  rights  to  acquire  the  stock  of 
the  distributing  corporation.  Such  a  dividend  is  not  subject  to  with¬ 
holding,  whether  or  not  the  recipient  of  such  stock  or  rights  had  an 
option  to  be  paid  in  money  or  other  property  in  lieu  of  such  stock  or 
rights.  Subsection  (a)  applies,  whether  or  not  the  distribution  of 
such  stock  or  rights  to  acquire  stock  of  the  corporation  is  a  taxable 
dividend  under  section  115  (f).  However,  if  a  stockholder,  pursuant 
to  an  option,  elects  to  receive  money  or  other  property  in  lieu  of  such 
stock  or  rights  to  acquire  stock,  the  distribution  in  money  or  other 
property  (assuming  it  is  a  dividend  as  defined  in  section  115  (a))  is 
subject  to  withholding. 

(b)  Distributions  to  shareholders  which  are  treated  for  income-tax 
purposes  as  amounts  received  upon  the  sale  or  exchange  of  property,  or 
distributions  with  respect  to  which  gain  or  loss  is  not  recognized  to 
the  shareholders.  Capital-gain  dividends  distributed  by  regulated 
investment  companies  are  not  within  this  exemption  and  tax  must  be 
withheld  upon  the  payment  of  such  dividends.  The  purpose  of 
subsection  (b)  is  to  exempt  from  the  requirement  of  withholding  any 
distribution  which  is  treated  for  tax  purposes  as  an  amount  received 
upon  the  sale  or  exchange  of  the  stock  upon  which  the  distribution  is 
made.  Thus,  tax  is  not  required  to  be  withheld  upon  distributions 
subject  to  section  115  (c)  of  the  Internal  Revenue  Code,  relating  to 
amounts  distributed  in  complete  or  partial  liquidation  of  a  corporation. 
Likewise,  any  distribution  with  respect  to  which  no  gain  or  loss  is 
recognized  under  chapter  1  to  the  stockholders  is  not  subject  to  the 
provisions  of  chapter  6.  Thus,  a  distribution  which  is  made  in 
pursuance  of  a  plan  of  reorganization,  without  the  recognition  of  gain 
or  loss  under  the  provisions  of  section  112  (b)  (3),  is  not  subject  to 
withholding. 

(c)  Any  amount  which  is  includible  in  gross  income  as  a  taxable 
dividend  under  the  provisions  of  section  112  (c)  (2)  (relating  to  certain 
distributions  made  in  pursuance  of  a  plan  of  reorganization),  section 
115  (g)  (relating  to  redemptions  of  stock),  or  section  371  (e)  (2) 
(relating  to  certain  distributions  pursuant  to  the  order  of  the  Securities 
and  Exchange  Commission).  Sections  112  (c)  (2)  and  371  (e)  (2), 
commonly  referred  to  as  “boot”  provisions,  provide  that,  in  the  case  of 
certain  exchanges  not  solely  in  kind,  gain  realized  by  the  taxpayer  may 
be  taxed  as  a  dividend.  In  such  cases  the  amount  taxable  as  a  divi¬ 
dend  is  dependent  upon  the  amount  of  gain  realized  upon  the  exchange. 
Since  the  corporation  is  unable  to  ascertain  the  gain  which  may  be 
realized  by  a  particular  stockholder,  and,  consequently,  the  extent  to 
which  the  distribution  represents  a  dividend,  withholding  in  such 
cases  would  be  impracticable.  Likewise,  in  the  case  of  stock  redemp¬ 
tions,  difficulty  may  be  encountered  in  determining  whether  they  are 
essentially  equivalent  to  the  distribution  of  a  taxable  dividend  under 
section  115  (g). 

(d)  A  dividend  paid  by  a  Federal  Reserve  bank.  Federal  land  bank, 
Federal  home-loan  bank,  central  bank  for  cooperatives,  or  bank  for 
cooperatives. 

( e )  Any  interest  which,  irrespective  of  the  person  to  whom  payable, 
is  wholly  exempt  from  the  tax  imposed  by  chapter  1  of  the  Internal 
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Revenue  Code.  Thus,  interest  paid  by  a  State  or  municipal  corpora¬ 
tion  on  its  bonds  will  not  be  subject  to  withholding. 

(/)  Dividends  or  interest  paid  by  a  corporation  to  another  corpora¬ 
tion  if  both  corporations  are  members  of  the  same  affiliated  group 
which  filed  a  consolidated  income-tax  return  for  the  preceding  taxable 
vear  of  the  payor  corporation.  In  determining  whether  both  cor¬ 
porations  are  members  of  the  same  affiliated  group,  the  rule  provided 
in  the  applicable  regulations  of  the  Treasury  Department  relating  to 
consolidated  returns  of  income  tax  will  govern. 

(g)  Dividends  or  interest  paid  by  a  corporation  to  one  or  more 
(1)  governments,  (2)  political  subdivisions  thereof,  (3)  international 
organizations,  or  (4)  wholly  owned  instrumentalities  or  agencies  of 
the  foregoing,  if  the  entire  class  of  stock  in  respect  of  which  such 
dividend  is  paid,  or  the  entire  class  of  obligations  in  respect  of  which 
such  interest  is  paid,  is  owned  bv  one  or  more  of  such  governments, 
subdivisions,  organizations,  instrumentalities,  or  agencies.  Thus,  if 
the  Reconstruction  Finance  Corporation  owns  an  entire  class  of  pre¬ 
ferred  stock  of  a  corporation,  any  dividend  paid  on  such  stock  is 
exempt  from  withholding. 

(h)  Interest  on  equipment  trust  certificates.  This  provision  would 
exempt  the  usual  type  of  equipment  trust  certificate  secured  by  rail¬ 
road  rolling  stock. 

(i)  Dividends  or  interest  paid  by  a  foreign  corporat  ion,  a  nonresident 
alien  individual,  any  partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in  whole  or  in  part  of  non¬ 
resident  aliens,  or  by  an  international  organization.  The  term  “inter  - 

.  national  organization”  has  the  same  meaning  as  iised  in  section 
3797  (a)  (18)  of  the  Internal  Revenue  Code.  Thus,  interest  on  the 
bonds  of  the  International  Bank  for  Reconstruction  and  Development 
is  not  subject  to  the  requirement  of  withholding. 

(j)  Any  payment  of  a  dividend  or  interest  (except  coupon  bond 
interest)  to  a  foreign  corporation  not  engaged  in  trade  or  business 
within  the  United  States,  a  nonresident  alien  individual,  any  partner¬ 
ship  not  engaged  in  trade  or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens,  or  any  foreign 
government  or  international  organization.  If  the  record  owner  of 
the  dividend  or  interest  is  not  a  person  described  in  the  preceding 
sentence,  the  exemption  provided  by  subsection  (j)  is  not  applicable. 
In  such  case  a  tax  is  required  to  be  withheld,  even  though  the  bene¬ 
ficial  owner  may  be  such  a  person.  In  the  case  of  coupon  bond 
interest  paid  to  a  person  described  in  the  preceding  sentence,  such 
interest  is  exempt  from  the  provisions  Pf  chapter  6  only  if  a  certificate 
filed  (in  such  form  and  manner,  and  at  such  time,  as  the  Secretary 
may  by  regulations  prescribe)  with  the  withholding  agent  discloses 
that  the  recipient  of  such  payment  is  such  a  person  described  in  sub¬ 
section  (j)  (1).  If  the  certificate  is  filed  after  the  expiration  of  the 
period  in  which  it  must  be  filed  under  such  regulations,  coupon  bond 
interest  will  not  be  exempt  from  withholding  under  chapter  6.  How¬ 
ever,  the  absence  of  an  exemption  in  any  case  where  the  recipient  of 
a  dividend  or  interest  is  a  person  described  in  subsection  (j)  (1)  does 
not  preclude  the  allowance  of  a  credit  or  refund,  if  the  tax  required 
to  be  deducted  and  withheld  under  chapter  6  is  in  excess  of  the  tax 
(if  any)  imposed  upon  such  recipient. 
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(. k )  Any  payment  upon  which  the  withholding  agent  is  required  to 
deduct  and  withhold  a  tax  under  section  143  (a)  (relating  to  tax-free 
covenant  bonds,  etc.)  determined  without  regard  to  the  provisions  of 
paragraph  (2)  thereof.  Thus,  the  payment  of  interest  on  a  tax-free 
covenant  bond  issued  before  January  1,  1934,  is  not  subject  to  with¬ 
holding  under  chapter  6.  The  fact  that  the  person  entitled  to  receive 
such  interest  files  with  the  withholding  agent  a  signed  notice  in  writ¬ 
ing,  as  provided  in  section  143  (a)  (2)  of  the  Internal  Revenue  Code, 
claiming  the  benefit  of  the  exemptions  provided  in  section  25  (b)  of 
the  code,  thereby  relieving  the  withholding  agent  of  any  duty  to  with¬ 
hold  a  tax  under  section  143  (a)  (1),  does  not  abrogate  the  exemption 
provided  in  subsection  (k). 

(l)  Interest  on  an  obligation  of  a  corporation,  issued  on  or  after 
January  1,  1934,  and  before  January  1,  1951,  containing  a  contract 
or  provision  by  which  the  obligor  agrees  to  pay  the  interest  without 
deduction  for  any  tax  which  the  obligor  may  be  required  to  pay  thereon 
or  to  retain  therefrom  under  any  law  of  the  United  States.  This 
exemption  is  similar  to  that  provided  in  subsection  (k)  above. 

(m)  Dividends  paid  pursuant  to  the  terms  of  a  lease  of  property 
entered  into  prior  to  January  1,  1951,  if  under  such  lease  the  share¬ 
holders  of  the  lessor  corporation  are  entitled  to  such  dividends  without 
deduction  for  any  tax  which  any  law  of  the  United  States  might 
require  to  be  deducted  and  withheld  upon  the  payment  of  dividends. 
This  exemption  is  applicable  in  any  case  where  the  lessee  corporation 
has  agreed  to  reimburse  the  shareholders  of  the  lessor  corporation 
for  any  tax  required  to  be  deducted  and  withheld  upon  the  payment 
of  dividends  to  them. 

( n )  Amounts  (whether  or  not  designated  as  dividends)  paid  by  a 
mutual  savings  bank,  savings  and  loan  association,  building  and  loan 
association,  cooperative  bank,  homestead  association,  credit  union,  or 
any  similar  organization,  in  respect  of  withdrawable  or  repurchasable 
shares,  investment  certificates,  or  deposits. 

SECTION  1203.  RETURNS  AND  PAYMENT 

Section  1203  (a)  provides  that  every  person  required  under  sub- 
chapter  A  to  deduct  and  withhold  any  tax  shall  make  a  return  of  such 
tax  and  shall  pay  such  tax,  at  such  time,  for  such  period,  and  in  such 
manner  as  the  Secretary  may  by  regulations  prescribe,  by  making  a 
return  of  the  total  amount  of  dividends  and  interest,  with  respect  to 
which  tax  is  required  to  be  deducted  and  withheld  by  such  person 
under  subchapter  A  for  such  period  and  paying  a  tax,  for  which  such 
person  shall  be  liable,  in  an  amount  equal  to  20  percent  of  such  total. 
The  withholding  agent  may  compute  his  tax  under  this  section  by  com¬ 
puting  20  percent  of  the  total  amount  of  dividends  and  interest  paid 
within  the  period  covered  by  the  return,  and  the  liability  of  the 
withholding  agent  for  the  tax  required  to  be  deducted  and  withheld 
under  section  1201  (a)  will  be  satisfied  by  the  payment  of  such  amount. 
It  is  understood  that  the  regulations  will  also  provide  that  the  with¬ 
holding  agent  may,  if  he  so  desires,  compute  the  tax  payable  under 
this  section  by  computing  one  quarter  of  the  aggregate  amount  of 
dividends  and  interest  actually  paid  or  credited  to  recipients  during 
the  period  covered  by  the  return. 
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Under  the  provisions  of  subsection  (b),  if  more  or  less  than  the 
correct  amount  of  tax  due  for  any  period  under  subsection  (a)  is  paid 
with  respect  to  such  period,  proper  adjustments  with  respect  to  the 
tax  shall  be  made,  without  interest,  in  such  manner  and  at  such  times 
as  may  be  prescribed  by  regulations  made  under  chapter  6. 

SECTION  1204.  CREDIT  FOR  REGULATED  INVESTMENT  COMPANIES  AND 
PERSONAL  HOLDING  COMPANIES 

Section  1204  provides  that  in  the  case  of  any  withholding  agent 
which  is  a  regulated  investment  company  as  defined  in  section  361  or  a 
personal  holding  company  as  defined  in  section  501,  the  amount  re¬ 
quired  to  be  deducted  and  withheld  as  tax  under  chapter  6  with  respect 
to  dividends  and  interest  received  by  it  during  a  taxable  year  shall  be 
allowed,  under  regulations  prescribed  by  the  Secretary,  as  a  credit 
against  (but  not  in  excess  of)  the  tax  for  which  such  withholding  agent 
is  liable  under  section  1203  (a)  in  respect  of  dividends  and  interest 
paid  by  it  during  such  year.  Thus,  if  a  personal  holding  company  as 
defined  in  section  501  receives  in  1952  dividends  of  $1,000  upon  which 
tax  was  required  to  be  withheld  by  the  payor  corporation  under  sec¬ 
tion  1201  (a),  the  amount  of  the  tax  required  to  be  withheld,  or  $200, 
may  be  applied  by  the  personal  holding  company  as  a  credit  against  its 
liability  for  the  tax  which  it  is  required  to  deduct  and  withhold  upon 
any  dividends  paid  by  it  during  the  same  taxable  year.  Under  section 
362  (b)  (8)  of  the  Internal  Revenue  Code  any  dividend  declared  by  a 
regulated  investment  company  after  the  close  of  its  taxable  year  and 
prior  to  the  time  prescribed  by  law  for  the  filing  of  its  return  for  such 
year  may,  if  the  company  so  elects  in  its  return,  be  treated  as  having 
been  paid  by  the  company  during  such  taxable  year,  provided  the 
distribution  of  the  dividend  is  actually  made  to  shareholders  in  the  12- 
month  period  following  the  close  of  such  taxable  year  and  not  later 
than  the  date  of  the  first  regular  dividend  payment  made  after  such 
declaration.  Section  1204  provides  that  if  a  dividend  is  treated  as 
paid  during  the  taxable  year  of  the  regulated  investment  company 
under  section  362  (b)  (8),  such  dividend  shall  be  considered  for  the 
purposes  of  section  1204  as  having  been  paid  within  the  taxable  year. 
Thus,  the  amount  of  tax  required  to  be  withheld  under  subchapter  A 
with  respect  to  dividends  and  interest  received  by  a  regulated  invest¬ 
ment  company  during  a  taxable  year  may  be  allowed,  under  regula¬ 
tions  prescribed  by  the  Secretary,  as  a  credit  against  the  tax  which 
the  company  is  required  to  deduct  and  withhold  upon  the  payment 
of  any  dividend  declared  and  paid  by  it  after  the  close  of  its  taxable 
year,  if  such  dividend  is  treated  as  having  been  paid  during  such 
taxable  year  under  the  provisions  of  section  362  (b)  (8).  Likewise,  in 
the  case  of  a  personal  holding  company,  the  credit  provided  by  section 
1204  with  respect  to  dividends  paid  by  it  during  the  taxable  year  may 
be  allowed,  under  regulations  prescribed  by  the  Secretary,  as  a  credit 
against  any  dividend  paid  after  the  close  of  its  taxable  year  and 
before  the  fifteenth  day  of  the  third  month  following  the  close  of  the 
taxable  year,  if  such  dividend  is  properly  claimed  and  allowable  under 
the  provisions  of  section  504  (c)  for  the  purpose  of  computing  the 
undistributed  subchapter  A  net  income  for  such  taxable  year. 
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SUBCHAPTER  B— ROYALTIES 

SECTION  1220.  DEFINITION  OF  ROYALTY 

Section  1220  defines  the  term  “royalty”  as  used  in  chapter  6.  Sec¬ 
tion  1220  (a)  covers  payments  treated  as  royalties  in  respect  of  mines, 
oil  and  gas  wells,  and  other  natural  deposits.  Subsection  (b)  defines 
payments  made  with  respect  to  the  use  of  patents,  copyrights,  secret 
processes  or  formulas,  trade-marks,  or  trade  brands  which  are  treated 
as  royalties  for  the  purposes  of  chapter  6.  Subsection  (c)  defines  as 
royalties  payments  made  by  an  association  to  its  members  with 
respect  to  the  use  by  other  persons  of  copyrights  of  such  members. 

Mineral,  oil,  and  gas  royalties 

Section  1220  (a)  defines  as  a  “royalty”  (1)  any  rent  or  royalty  in 
respect  of  mines,  oil  and  gas  wells,  and  other  natural  deposits,  in¬ 
cluding  any  delay  rental  and  any  minimum  royalty,  whether  or  not 
measured  by  production  or  by  a  share  of  gross  or  net  income  there¬ 
from,  and  (2)  a,ny  payment  representing  a  share  of  the  gross  or  net 
income  derived  from  the  extraction  and  sale  of  any  natural  deposit, 
but  only  if  the  recipient  of  such  rent,  royalty,  or  payment  is  not 
personally  obligated  to  pay  a  proportionate  share  of  development  or 
operating  expenses.  If  a  royalty  as  defined  in  this  subsection  is  paid 
in  kind,  such  payment  is  not  treated  as  a  payment  of  a  royalty  for 
purposes  of  chapter  6.  However,  in  the  case  of  a  royalty  paid  in 
kind,  if  it  is  sold  by  or  on  behalf  of  the  recipient  to  the  producer  or 
under  a  division  order,  the  purchaser  is  considered  as  making  pay¬ 
ment  of  the  royalty  in  an  amount  equal  to  the  purchase  price.  For 
example,  if  A,  an  individual,  makes  an  oil  and  gas  lease  to  B  corpora¬ 
tion  and  reserves  a  royalty  of  one-eighth  of  the  oil  produced,  and  A 
actually  receives  his  share  of  the  oil  in  kind,  such  oil  is  not  treated  as 
a  royalty  for  the  purposes  of  chapter  6.  However,  if  A  sells  the 
oil  to  B  corporation,  the  producer,  the  proceeds  paid  to  him  con¬ 
stitute  a  royaltyT  upon  which  a  tax  of  20  percent  is  required  to  be 
deducted  and  withheld  by  B  corporation.  Likewise,  if  A  in  lieu  of 
receiving  his  share  of  the  oil  in  kind  receives  the  proceeds  of  one- 
eighth  of  the  oil  from  a  pipeline  company,  pursuant  to  a  division 
order  filed  with  such  company,  the  amount  paid  to  A  by  the  pipeline 
company  constitutes  a  royalty  upon  which  a  tax  of  20  percent  is 
required  to  be  deducted  and  withheld  by  the  pipeline  company. 

The  term  “any  rent  or  royalty”  used  in  subsection  (a)  includes  an 
overriding  royalty.  For  example,  if  A  is  the  lessee  of  an  oil  and  gas 
lease  and  assigns  his  interest  in  the  leasehold  to  B  corporation,  reserv¬ 
ing  an  overriding  royalty  of  one-eiglith  of  seven-eighths  of  the  oil,  the 
royalty  is  within  the  definition  contained  in  subsection  (a),  unless  it  is 
paid  in  kind  to  A.  Likewise,  in  any  case  where  a  share  of  the  pro¬ 
duction  throughout  the  life  of  a  lease  is  reserved,  the  transaction  is 
essentially  a  leasing  transaction,  and  all  consideration  received,  in¬ 
cluding  any  cash  bonus,  is  a  royalty  within  the  definition  contained  in 
subsection  (a). 

The  term  “producer”  as  used  in  section  1220  (a)  means  the  person 
or  persons  holding  the  lessee  or  working  interest  and  operating  the 
property. 
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The  following  examples  will  illustrate  the  application  of  the  defini¬ 
tion  contained  in  section  1220  (a) : 

(1)  A,  an  individual,  executes  an  oil  and  gas  lease  to  B,  also  an 
individual.  A  receives  a  cash  bonus  of  $50,000  and  retains  a  one- 
eiglith  royalty  in  the  oil  produced.  Both  the  cash  bonus  paid  to  A 
and  the  share  of  the  oil  retained  by  A  are  within  the  term  “royalty”  as 
defined  in  subsection  (a) . 

(2)  A,  an  individual,  executes  an  oil  and  gas  lease  to  a  partnership 
composed  of  B,  C,  and  D,  all  individuals.  Under  the  terms  of  the 
lease,  A  is  entitled  to  receive  30  percent  of  the  net  proceeds  from  the 
operation  of  the  lease.  The  amount  paid  to  A  is  a  royalty  within  the 
definition.  If  under  the  terms  of  the  lease  A  is  also  entitled  to  receive 
$500,000  payable  out  of  one-eighth  of  the  oil  if,  as,  and  wdien  pi’oduced, 
the  amount  paid  to  A  with  respect  to  the  oil  payment  is  likewise  a 
rent  or  royalty  in  respect  of  oil  and  gas  wells. 

(3)  A,  an  individual  owning  an  oil  and  gas  lease,  assigns  three- 
fourths  of  the  working  interest  to  B  corporation.  By  agreement  be¬ 
tween  the  parties,  B  corporation  becomes  the  operator,  of  the  property. 
A  is  personally  obligated  to  pay  one-fourth  of  the  operating  and 
development  expenses  incurred  by  B  corporation.  A  and  the  B 
corporation  share  the  net  proceeds  from  the  operation  of  the  lease, 
as  joint  operators.  Therefore,  A’s  share  is  not  a  royalty. 

(4)  B,  an  individual,  owns  an  oil  and  gas  lease.  A  pays  B  $100,000  in 
consideration  of  an  oil  payment  of  $150,000  payable  out  of  one-fourth 
of  the  oil  if,  as,  and  when  produced.  Amounts  paid  to  A  in  respect 
of  the  oil  payment  acquired  by  him  is  a  “payment  representing  a 
share  of  the  gross  or  net  income  derived  from  the  extraction  and  sale” 
of  the  oil  and  a  royalty  upon  which  B  would  be  required  to  deduct 
and  withhold  a  tax  under  subchapter  B. 

An  amount  paid  in  respect  of  mines,  oil  and  gas  wells,  or  other 
natural  deposits  is  not  “a  payment  representing  a  share  of  the  gross 
or  net  income  derived  from  the  extraction  and  sale  of  any  natural 
deposit”  in  any  case  where  such  amount  represents  merely  a  method 
chosen  by  the  parties  to  discharge  an  obligation  to  the  payee  which 
is  payabie  in  any  event  or  which  is  payable  from  sources  other  than 
production  income. 

Royalties  paid  with  respect  to  patents,  copyrights,  and  other  property 

Section  1220  (b)  defines  as  a  “royalty”  for  the  purposes  of  chapter 
6  any  payment,  however  designated,  made  by  a  corporation  for  the 
privilege  of  using  any  patent,  pending  application  for  a  patent,  copy¬ 
right,  secret  process  or  formula,  trade-mark,  or  trade  brand,  or  made 
by  a  corporation  which  is  an  assignee  or  an  exclusive  licensee  of  any 
of  such  property  rights.  Such  a  payment  is  not  a  royalty,  however, 
unless  it  is  either  (1)  measured  by  the  use  of  a  patent,  pending  applica¬ 
tion  for  a  patent,  copyright,  secret  process  or  formula,  trade-mark,  or 
trade  brand,  or  (2)  payable  over  a  period  substantially  coterminous 
with  the  period  of  the  payor’s  right  to  use  such  property.  For  example, 
A,  an  individual,  owning  a  patent  useful  in  the  manufacture  of  pre¬ 
fabricated  houses,  sells  and  assigns  the  patent  to  a  corporation  in 
consideration  of  the  annual  payment  of  2  percent  of  the  aggregate  net 
sales  price  of  all  such  houses  produced  and  sold  by  the  corporation. 
The  payment  to  A  by  the  corporation  is  a  royalty  for  the  purposes  of 
chapter  6.  Likewise,  if  A  grants  to  the  corporation  an  exclusive  license 
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to  make,  use,  and  vend  the  patented  device  throughout  the  entire 
territory  of  the  United  States  in  consideration  of  an  annual  payment 
of  $50,000  for  a  period  of  14  years,  and  the  patent  has  its  full  17  years’ 
life  to  run,  the  payments  made  to  A  by  the  corporation  constitute 
royalties  for  the  purposes  of  chapter  6. 

Other  amounts  treated  as  royalties  in  respect  of  copyrights 

Under  section  1220  (c)  any  payment  made  by  an  organization  to 
its  members  in  respect  of  the  use  of  their  copyrights,  if  such  organiza¬ 
tion  is  authorized  to  license  the  use  of  such  copyrights  and  has  control 
of  the  receipt,  allocation,  and  distribution  of  the  payments  made  for 
such  use,  is  also  a  royalty  for  the  purposes  of  chapter  6.  An  amount 
paid  to  such  an  organization  by  any  person  in  respect  of  the  use  of 
copyrights  of  a  member  of  the  organization  is  not  a  royalty  as  that 
term  is  defined  either  in  section  1220  (b)  or  (c).  Thus,  if  a  group  of 
composers,  authors,  and  publishers  are  members  of  an  organization 
to  which  such  members  grant  the  exclusive  right  to  license  the  use 
of  copyrights  owned  by  such  members  and  the  organization  licenses 
third  parties  to  use  copyrights  owned  by  any  of  such  members,  the 
amount  paid  to  the  organization  by  the  licensee  is  not  a  royalty  for 
the  purposes  of  chapter  6.  However,  any  payment  allocated  by  the 
organization  to  a  member  is  a  royalty  upon  which  a  tax  of  20  percent 
is  required  to  be  deducted  and  withheld  by  the  organization.  The 
following  example  will  illustrate  the  application  of  subsection  (c) : 

A,  B,  and  C,  each  the  author  of  musical  compositions,  are  members 
of  the  M  association,  to  which  they  have  granted  the  exclusive  right 
to  license  the  use  of  their  compositions,  except  for  dramatic  purposes. 
The  M  association  executes  an  agreement  with  a  hotel  under  the  terms 
of  which  any  music  composed  by  any  member  of  the  association  may 
be  played  in  the  grill  room  of  the  hotel,  and  the  hotel  pays  to  the 
association  $250  annually  for  the  duration  of  the  agreement  for  the 
privilege  of  using  such  music.  M  association  in  accordance  with  its 
rules  and  its  agreement  with  members  allocates  a  portion  of  each 
annual  payment  to  A,  B,  C,  and  other  members.  The  amount 
paid  to  each  member  by  the  association  is  a  royalty  for  purposes  of 
chapter  6,  upon  which  a  tax  is  required  to  be  deducted  and  withheld. 

SECTION  1221.  INCOME  TAX  COLLECTED  AT  SOURCE 

Under  this  section  every  person  making  payment  after  December 
31,  1951,  of  a  royalty  is  required  to  withhold  from  such  payment  a 
tax  of  20  percent  of  the  amount  paid.  The  tax  must  be  withheld  at 
the  time  payment  of  a  royalty  is  made.  The  term  “payment”  includes 
constructive  payment. 

Section  1221  (a)  further  provides  that  if  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  a  royalty  is  payable,  the  tax 
shall  be  withheld  at  the  time  payment  thereof  would  be  made  if  such 
person  were  known. 

Under  section  1221  (b),  if  the  withholding  agent  fails  to  deduct  and 
withhold  a  tax  under  this  subchapter  and  thereafter  the  tax  against 
which  such  tax  may  be  credited  is  paid,  the  tax  under  section  1221 
shall  not  thereafter  be  collected  from  the  withholding  agent.  Such 
payment  by|the  recipient  of  the  income  does  not,  however,  operate 
to  relieve  the  withholding  agent  from  liability  for  penalties  or  addi- 
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tions  to  the  tax  for  failure  to  deduct  and  withhold  within  the  time 
prescribed  by  law.  The  withholding  agent  will  not  be  relieved  of 
his  liability  for  payment  of  the  tax  required  to  be  withheld  unless  he 
can  show  that  the  tax  against  which  the  tax  under  section  1221  may 
be  credited  has  been  paid.  Nothing  contained  in  this  subsection 
should  be  construed  to  relieve  the  withholding  agent  of  the  duty 
imposed  by  law  to  withhold  and  pay  the  tax. 

Section  1221  (c)  provides  that  the  withholding  agent  shall  be  liable 
for  payment  of  the  tax  required  to  be  deducted  and  withheld  under 
subchapter  B  and  shall  not  be  liable  to  any  other  person  for  the  amount 
of  any  such  payment. 

Section  1221  (d)  provides  that  refund  or  credit  of  tax  overpaid  under 
subchapter  B  shall  be  made  to  the  withholding  agent  only  to  the  extent 
that  the  tax  was  not  actually  withheld.  To  this  extent  refund  or 
credit  is  to  be  made  to  the  withholding  agent  subject  to  the  provi¬ 
sions  of  section  3313  of  the  Internal  Revenue  Code.  The  credit 
against  the  income  tax  of  the  recipient  of  a  royalty  upon  which  an 
amount  has  actually  been  withheld  as  tax  under  subchapter  B  is 
provided  in  section  35  of  the  Internal  Revenue  Code,  as  amended  by 
section  202  of  the  bill. 

SECTION  1222.  EXEMPTIONS  FROM  WITHHOLDING 

Under  this  section  withholding  is  not  required  in  the  case  of  (a) 
royalties  paid  to  a  corporation  or  to  a  government  or  political  sub¬ 
division  thereof;  (6)  royalties  paid  by  a  foreign  corporation,  a  non¬ 
resident  alien  individual,  a  partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in  whole  or  in  part  of  non- 
resident  aliens,  or  an  international  organization ;  or  (c)  royalties  paid  to 
a  nonresident  alien  individual,  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in  whole  or  in  part  of 
nonresident  aliens,  or  an  international  organization. 

SECTION  1223.  RETURNS  AND  PAYMENT 

Under  this  section  every  person  required  under  subchapter  B  to 
withhold  any  tax  shall  make  a  return  of  the  tax  and  shall  pay  the  tax, 
at  the  time,  for  the  period,  and  in  the  manner  as  the  Secretary  may  by 
regulations  prescribe.  If  more  or  less  than  the  correct  amount  of 
tax  is  paid  by  the  withholding  agent,  proper  adjustments,  with  respect 
to  both  the  tax  and  the  amount  to  be  deducted,  are  to  be  made,  without 
interest,  in  such  manner  and  at  such  times  as  may  be  prescribed  by 
regulations  made  under  subchapter  B. 

SECTION  1224.  RECEIPTS 

This  section  imposes  upon  every  person  required  to  withhold  a  tax 
on  a  royalty  the  responsibility  of  furnishing  to  the  payee  of  the  royalty 
not  later  than  January  31  of  the  year  succeeding  the  calendar  year  in 
which  the  royalty  is  paid,  a  written  statement  showing  the  amount 
of  the  royalties  paid  to  such  payee  during  such  calendar  year,  and 
the  amount  of  tax  withheld  in  respect  of  such  royalties.  Under 
subsection  (b)  regulations  may  require  statements  to  be  furnished 
at  other  times,  to  contain  other  information,  and  to  be  in  the  form 
prescribed  by  such  regulations  If  a  duplicate  of  the  statement  to 
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be  furnished  to  the  payee  of  the  royalty  under  this  section  is  made 
and  filed  in  accordance  with  regulations,  such  statement  shall  con¬ 
stitute  the  return  of  information  required  with  respect  to  such  royalties 
under  section  147  of  the  Internal  Revenue  Code.  Subsection  (c) 
authorizes  the  Secretary  under  regulations  to  grant  to  any  person  a 
reasonable  extension  of  time,  not  in  excess  of  30  days,  for  furnishing 
statements  required  under  this  section. 

SECTION  1225.  PENALTIES 

Under  this  section  any  person  required  by  section  1224  to  furnish 
a  statement  who  willfully  furnishes  a  false  or  fraudulent  statement  or 
who  willfully  fails  to  furnish  a  statement  in  the  manner,  at  the  time, 
and  showing  the  information  required  under  section  1224,  or  the 
regulations  to  be  prescribed  thereunder,  shall  for  each  such  offense, 
upon  conviction  thereof,  be  fined  not  more  than  $1,000,  or  imprisoned 
for  not  more  than  1  year,  or  both.  The  penalty  provided  by  sub¬ 
section  (a)  is  in  lieu  of  any  other  penalty  provided  by  law,  except  the 
civil  penalty  provided  by  subsection  (b).  Under  the  latter  provision 
in  addition  to  the  criminal  penalty  any  person  who  willfully  furnishes 
a  false  or  fraudulent  statement,  or  who  willfully  fails  to  furnish  a 
statement  in  the  manner,  at  the  time,  and  showing  the  information 
required  under  section  1224,  or  the  regulations  thereunder,  shall  for 
each  such  offense  be  subject  to  a  civil  penalty  of  not  more  than  $50. 

SUBCHAPTER  C— GENERAL  PROVISIONS 

Subchapter  C  contains  provisions  applicable  to  both  subchapter  A 
and  subchapter  B. 

SECTION  1230.  DEFINITIONS 

Under  this  section  the  term  “taxable  year”  has  the  same  meaning 
as  when  used  in  chapter  1  of  the  Internal  Revenue  Code.  The  term 
“person”  as  used  in  chapter  6  includes  any  government,  agency  or 
instrumentality  thereof,  and  any  political  subdivision,  agency  or  in¬ 
strumentality  thereof.  The  term  “nonresident  alien  individual”  in¬ 
cludes  an  alien  resident  of  Puerto  Rico.  Thus,  a  dividend,  interest,  or 
royalty  paid  to  an  alien  residing  in  Puerto  Rico  is  exempt  from  the 
provisions  of  chapter  6. 

SECTION  1231.  NONDEDUCTIBILITY  OF  TAX  IN  COMPUTING  NET  INCOME 

Under  this  section  any  tax  withheld  is  not  allowable  as  a  deduction 
in  computing  net  income  for  the  purpose  of  any  tax  on  income  imposed 
by  act  of  Congress.  Any  interest  or  royalty  allowed  as  a  deduction 
to  the  person  paying  such  interest  or  ro^yalty  is  of  course  deductible 
without  regard  to  the  amount  of  tax  withheld  by  such  person. 

SECTION  1232.  RETURN  AND  PAYMENT  BY  GOVERNMENTAL  PAYOR 

If  the  person  required  to  file  a  return  and  pay  the  tax  under  the 
provisions  of  section  1203  (a)  or  1223  (a)  is  the  United  States,  or  any 
State,  Territory,  or  political  subdivision  thereof,  or  the  District  of 
Columbia,  or  any  agency  or  instrumentality  of  any  one  or  more  of 
the  foregoing,  the  return  and  payment  required  by  such  sections  may 
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be  made  either  by  the  officer  or  employee  having  control  of  the  pay¬ 
ment  of  the  dividend,  interest,  or  royalty,  or  by  any  officer  or  employee 
appropriately  designated  for  the  purpose  by  the  person  making  pay¬ 
ment  of  the  dividend,  interest,  or  royalty. 

SECTION  1233.  TAX-EXEMPT  ORGANIZATIONS — REFUNDS 

Section  1233  provides  that  in  the  case  of  a  person  which  is  exempt 
from  the  income  tax,  if  the  amount  required  to  be  withheld  as  tax 
with  respect  to  dividends  and  interest  received  during  any  calendar 
quarter  and  the  amount  actually  withheld  as  tax  with  respect  to  royal¬ 
ties  received  during  such  calendar  quarter  exceed  the  credit  claimed 
by  and  allowed  to  such  person  for  such  quarter  under  section  1637, 
which  is  added  to  the  Internal  Revenue  Code  by  section  203  of  the 
bill,  the  excess  shall  be  immediately  refunded  or  credited  to  such  per¬ 
son  as  an  overpayment  of  the  tax  imposed  by  chapter  6,  provided  a 
claim  for  refund  is  filed,  or  in  case  no  claim  is  filed  if  credit  or  refund 
is  made,  after  the  close  of  such  calendar  quarter  and  on  or  before 
March  15  of  the  fourth  calendar  year  beginning  after  the  close  of  such 
calendar  quarter.  No  provision  is  made  in  section  1202  or  1222  for  a 
specific  exemption  from  withholding  in  the  case  of  dividends,  interest, 
or  royalties  paid  to  a  person  which  is  exempt  from  income  taxation. 
The  term  “person”  as  used  in  this  section  includes  not  only  an  organi¬ 
zation  (including  a  trust)  which  is  exempt  from  tax  under  section  101 
of  the  Internal  Revenue  Code,  but  also  any  Government  or  political 
subdivision,  or  agency  or  instrumentality  thereof.  The  term  “person 
which  is  exempt  from  the  tax  imposed  by  chapter  1”  does  not  include 
a  taxpayer  whose  gross  income  is  less  than  the  exemptions  provided 
in  section  25  (b)  or  whose  deductions  exceed  his  gross  income. 

Subject  to  the  credit  which  may  be  claimed  and  allowed  under  sec¬ 
tion  1637,  a  claim  may  be  filed  under  this  section  for  refund  of  the 
amount  of  tax  required  to  be  deducted  and  withheld  upon  any  divi¬ 
dends  or  interest  paid  to  the  person  entitled  to  file  the  claim.  Failure 
of  the  withholding  agent  to  withhold  the  tax  upon  dividends  or  interest 
does  not  limit  the  amount  which  may  be  refunded  or  credited  under 
this  section.  If  the  withholding  agent  fails  to  withhold  the  tax 
under  section  1201,  the  tax  will  be  collected  from  him.  Thus,  the 
fact  that  the  tax  required  to  be  withheld  under  section  1201  may  not 
have  been  actually  withheld  by  the  withholding  agent  or  paid  to  the 
collector  is  no  bar  to  a  refund  of  such  tax  under  this  section.  On  the 
other  hand,  a  claim  for  refund  may  be  filed  under  this  section  with 
respect  to  the  tax  required  to  be  withheld  under  section  1221  upon 
the  payment  of  royalties,  only  if  tax  was  actually  withheld  by  the 
withholding  agent. 

Any  person  entitled  under  this  section  to  claim  a  refund  of  tax 
withheld  upon  dividends,  interest,  and  royalties  paid  to  it  may  file 
such  claim  immediately  after  the  close  of  the  calendar  quarter  in  which 
such  dividends,  interest,  and  royalties  were  received  by  it.  The  term 
“received”  as  used  in  this  section  includes  constructive  receipt. 
Therefore,  in  any  case  where  a  person  exempt  from  income  taxation 
constructively  receives  interest  in  any  calendar  quarter,  the  tax 
required  to  be  withheld  upon  such  interest  may  be  included  in  the 
claim  filed  for  such  quarter,  even  though  the  interest  may  not  be 
actually  collected  or  paid  until  a  subsequent  quarter.  A  claim  for 
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refund  under  this  section  need  not  be  filed  for  each  calendar  quarter 
in  which  dividends,  interest,  or  royalties  are  received  by  it.  However, 
no  claim  in  respect  of  tax  withheld  upon  income  may  be  filed  prior 
to  the  close  of  the  calendar  quarter  in  which  such  income  is  received. 

If  the  person  claiming  a  refund  under  this  section  also  claims  a 
credit  under  section  1637  for  a  calendar  quarter  and  such  credit  is 
allowed,  the  amount  which  may  be  refunded  under  this  section  may 
not  exceed  the  tax  required  to  be  withheld  with  respect  to  dividends 
and  interest  received  during  such  quarter,  plus  the  tax  actually  with¬ 
held  with  respect  to  royalties  received  in  such  quarter,  less  the  amount 
of  such  credit  allowed.  However,  the  credit  allowable  under  section 
1637  is  not  required  to  be  claimed  by  a  person  entitled  to  file  a  claim 
for  refund  under  this  section.  Such  person  may  pay  its  liability, 
if  any,  for  the  taxes  imposed  by  subchapters  A  and  D  of  chapter  9 
and  file  a  claim  for  refund  of  the  total  amount  in  respect  of  tax  re¬ 
quired  to  be  withheld  upon  income  received  by  it  during  a  calendar 
quarter. 

A  claim  under  this  section  with  respect  to  a  calendar  quarter  must 
be  filed  on  or  before  March  15  of  the  fourth  calendar  year  beginning 
after  the  close  of  such  calendar  quarter.  No  interest  shall  be  allowed 
or  paid  with  respect  to  any  refund  or  credit  allowable  under  this 
section  for  any  period  prior  to  the  date  on  which  a  claim  for  refund  or 
credit  is  filed  or  prior  to  March  16  of  the  first  calendar  year  succeeding 
the  close  of  the  calendar  quarter  in  respect  of  which  such  refund  or 
credit  is  claimed,  whichever  date  is  the  later. 

SECTION  1234.  FAILURE  TO  FILE  RETURNS 

Under  this  section  if  any  person  required  to  file  any  return  under 
chapter  6  fails  to  file  such  return  within  the  time  prescribed  by  law 
or  by  regulations,  unless  it  is  shown  that  such  failure  is  due  to  reason¬ 
able  cause  and  not  to  willful  neglect,  the  addition  to  the  tax  or  taxes 
required  to  be  shown  on  such  return  shall  not  be  less  than  $5. 

SECTION  1235.  OTHER  LAWS  APPLICABLE 

All  provisions  of  law  including  penalties,  applicable  to  the  tax 
imposed  by  section  2700  of  the  Internal  Revenue  Code  are  insofar  as 
applicable  and  not  inconsistent  with  the  provisions  of  chapter  6 
applicable  with  respect  to  any  tax  required  to  be  withheld  under 
chapter  6.  The  provisions  of  section  3661  are  also  applicable  with 
respect  to  such  taxes. 

SECTION  202.  CREDIT  FOR  TAX  WITHHELD 

Section  202  of  the  bill  amends  section  35  of  the  Internal  Revenue 
Code  by  adding  a  new  subsection  (b) .  The  amendment  provides  that 
under  regulations  prescribed  by  the  Secretary,  the  amount  required 
to  be  deducted  and  withheld  as  tax  under  chapter  6  upon  the  payment 
of  a  dividend  or  interest,  and  the  amount  actually  withheld  as  tax 
upon  the  payment  of  a  royalty,  shall  be  allowed  as  a  credit  to  the  re¬ 
cipient  of  the  income  against  liis  income  tax  liability.  Under  section 
35  (b)  (1)  the  amount  required  to  be  deducted  and  withheld  as  tax  upon 
any  payment  of  a  dividend  or  interest  is  allowed  as  a  credit  to  the  re- 
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cipient  of  such  dividend  or  interest,  whether  or  not  such  amount  or 
any  amount  was  actually  withheld  by  the  withholding  agent.  Failure 
on  the  part  of  the  withholding  agent  to  deduct  and  withhold  the  tax 
does  not  deprive  the  recipient  of  the  dividend  or  interest  of  the  credit 
provided  by  section  35  (b)  (1).  Such  credit  is  allowed  in  any  case 
where  the  taxpayer  receives  a  dividend  or  interest  upon  which  a  tax 
is  required  to  be  deducted  and  withheld  under  chapter  6.  On  the 
other  hand,  the  amount  allowed  as  a  credit  under  section  35  (b)  (1) 
with  respect  to  a  royalty  received  by  the  taxpayer  is  limited  to  the 
amount  actually  withheld  as  tax  upon  the  payment  of  such  royalty 
by  the  withholding  agent. 

"The  credit  provided  by  section  35  (b)  is  allowed  to  the  taxpayer 
against  his  income  tax  liability  for  the  taxable  year  in  which  the  divid¬ 
end,  interest,  or  royalty  is  received.  The  term  “received”  includes 
constructive  receipt.  Thus,  in  the  case  of  coupon  bond  interest 
constructively  received  by  a  taxpayer  on  the  due  date  of  the  coupon, 
the  credit  with  respect  to  the  amount  required  to  he  deducted  and 
withheld  is  allowable  to  the  taxpayer  for  his  taxable  year  in  which 
falls  such  due  date,  even  though  the  coupon  is  not  presented  for 
payment  during  such  taxable  year.  For  example,  the  M  Corp.  has 
outstanding  an  issue  of  coupon  bonds.  Interest  on  such  bonds  is 
due  on  April  1  and  October  1  of  each  year.  On  April  1,  1952,  M 
Corp.  makes  available  for  payment  the  interest  due  on  that  date. 
A,  an  individual  who  owns  one  of  the  bonds,  fails  to  present  the 
coupon  due  on  April  1  until  January  17,  1953.  Assuming  A  files  his 
returns  on  the  calendar-year  basis,  the  credit  provided  by  section  35 
(b)  is  allowed  for  the  taxable  year  1952. 

Under  the  withholding  system  incorporated  in  subchapter  A  of 
chapter  6,  no  receipt  or  statement  of  the  amount  of  dividends  or 
interest  paid  to  the  recipient  or  the  amount  of  tax  withheld  is  required 
to  be  furnished  by  the  payor  of  such  income. 

It  is  contemplated  that  appropriate  provision  will  be  made  on  the 
return  form  whereby  a  recipient  of  dividends  or  interest  upon  which 
tax  is  required  to  be  withheld  at  the  source  may  determine  the  proper 
amount  to  be  reported  in  gross  income  and  the  amount  to  be  claimed 
as  a  credit  under  section  35  (b).  The  recipient  will  enter  on  his  tax 
return  (1)  the  net  amount  of  dividends  and  interest  received  after 
withholding,  (2)  the  amount  withheld  which,  at  the  20-percent  with¬ 
holding  rate,  will  be  determined  by  computing  one-fourth  of  the  net 
amount  received,  and  (3)  the  sum  of  the  amount  actually  received 
and  the  amount  withheld.  The  total  of  the  amount  actually  received 
and  the  amount  withheld  is  the  sum  subject  to  tax.  The  recipient 
will  be  allowed  a  credit  against  his  tax  liability  for  the  amount  deter¬ 
mined  as  tax  withheld  at  source. 

After  making  the  computation  to  determine  the  gross  amount  of 
dividends  and  interest  upon  which  tax  has  been  withheld  and  the 
amount  to  be  allowed  as  a  credit  against  tax,  appropriate  adjustment 
will  be  made  to  exclude  any  amounts  which  had  been  properly  reported 
in  income  for  prior  years,  amounts  which  are  not  included  in  gross 
income  for  income-tax  purposes,  or  amounts  which  are  taxable  as  gain 
from  the  sale  or  exchange  of  capital  assets.  Amounts  taxable  as  gain 
from  the  sale  or  exchange  of  capital  assets  will  be  transferred  from 
the  dividend  schedule  to  the  appropriate  schedule  in  which  the  tax¬ 
payer  lists  gains  and  losses  from  such  sales  or  exchanges. 
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The  “grossing  up”  method  which  will  be  incorporated  on  the  return 
forms  may  be  illustrated  by  the  following  example: 

A,  an  individual,  prepares  his  income-tax  returns  on  the  cash  re¬ 
ceipts  and  disbursements  method  of  accounting  and  on  the  basis  of 
the  calendar  year.  During  the  calendar  year  1952,  A  receives  the 
following  items  of  income: 

(1)  Dividends: 

(a)  A  net  amount  of  $800  from  M  Corp.,  representing  divi¬ 
dends  of  $1,000,  less  the  tax  withheld. 

(b)  A  net  distribution  of  $120  from  N  Corp.,  a  regulated  in¬ 
vestment  company,  representing  an  ordinary  dividend  of  $100 
and  a  capital-gain  dividend  of  $50,  less  the  tax  withheld. 

(2)  Interest: 

(a)  A  net  amount  of  $64,  representing  $80  of  interest  on  two 
$1,000  coupon  bonds  of  P  Corp.,  less  the  tax  withheld. 

(i b )  A  net  amount  of  $240,  representing  $300  of  interest  upon 
the  proceeds  of  a  $10,000  life  insurance  policy,  less  the  tax  with¬ 
held,  paid  by  the  Q  Insurance  Co. 

A  will  include  in  the  schedule  with  respect  to  dividends  upon  which 
tax  is  required  to  be  withheld  at  the  source  the  net  amount  of  $800 
received  from  M  Corp.  after  withholding.  The  amount  of  $120  will 
be  listed  as  dividends  received  from  N  Corp.,  less  the  tax  withheld. 
Thus,  the  total  net  amount  of  dividends  after  withholding  included 
in  the  schedule  will  be  $920.  A  will  then  enter,  as  the  tax  withheld, 
one-fourtli  of  this  amount,  or  $230.  He  will  then  enter  $1,150  as  the 
total  amount  of  dividends  received  which  were  subject  to  withholding. 
From  this  amount  $50,  representing  capital-gain  dividends  received 
from  N  Corp.,  will  be  subtracted  and  transferred  to  the  capital  gains 
schedule  of  the  return.  The  resulting  figure  of  $1,100  is  the  proper 
amount  to  be  included  in  A’s  gross  income  with  respect  to  dividends 
received  upon  which  tax  was  required  to  be  withheld  at  the  source. 

In  the  interest  schedule  A  will  enter  as  interest  received  upon  coupon 
bonds  of  P  Corp.  the  sum  of  $64  and  also  $240  received  from  the  Q 
Insurance  Co.  A  will  then  enter  the  total  net  amount  of  interest 
received  after  withholding,  or  $304.  One-fourth  of  this  amount,  or 
$76,  will  be  entered  in  the  schedule  as  the  amoimt  of  tax  withheld  at 
the  source.  A  will  then  add  the  amount  of  tax  withheld  and  the 
total  net  amount  of  interest  received  after  withholding  and  enter  the 
sum,  or  $380,  in  the  schedule  as  the  total  interest  received.  This  is  the 
proper  amount  to  be  reported  in  gross  income  with  respect  to  the 
interest  received.  The  total  of  the  amounts  of  income  tax  withheld  as 
shown  on  the  schedules,  $230  on  the  dividend  schedule  plus  $76  on 
the  interest  schedule,  or  $306,  is  the  amount  allowable  to  A  as  a  credit 
against  his  final  tax  liability  under  section  35  (b) . 

The  rule  that  the  credit  provided  by  section  35  (b)  is  allowable 
against  the  income  tax  liability  of  the  taxpayer  for  the  taxable  year 
in  which  the  dividend,  interest,  or  roj^alty  is  received  is  applicable  to 
all  taxpayers,  including  taxpayers  who  report  their  income  on  the 
accrual  basis  of  accounting.  Such  taxpayers  will  follow  the  same 
“grossing  up”  procedure  outlined  above  with  respect  to  dividends  and 
interest  upon  which  tax  is  required  to  be  withheld  at  the  source. 
Any  interest  which  accrued  and  was  reported  in  a  prior  year,  although 
included  in  the  “grossing  up”  schedule,  will  be  subtracted  from  the 
amount  to  be  included  in  the  gross  income  of  the  taxpayer  for  the 
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taxable  year.  The  credit  under  section  35  (b)  with  respect  to  such 
interest  is  allowable  for  the  taxable  year  in  which  the  interest  is 
received,  and  not  for  the  prior  year  or  years  when  the  interest  was 
reported  for  tax  purposes. 

Under  section  35  (b)  the  amount  withheld  as  tax  upon  the  payment 
of  a  royalty  is  allowed  as  a  credit  to  the  recipient  against  his  income 
tax  liability  for  the  taxable  year  in  which  the  royalty  is  received. 
The  credit  with  respect  to  a  royalty  is  limited  to  the  amount  actually 
withheld  as  tax.  The  recipient  of  a  royalty  will  receive  from  the 
payor  on  or  before  January  31  following  the  close  of  the  calendar  year 
in  which  the  royalty  is  paid  a  statement  showing  the  amount  of  the 
royalty  paid  to  him  in  such  year  and  the  amount  of  the  tax  withheld. 
From  this  statement  the  recipient  can  readily  ascertain  the  amount 
to  be  included  in  gross  income  and  the  amount  of  tax  withheld  to  be 
claimed  as  a  credit  on  his  return  against  his  final  tax  liability. 

If  the  recipient  of  the  dividend,  interest,  or  royalty  is  a  partnership 
or  a  common  trust  fund,  a  proportionate  share  of  the  entire  credit 
is  allowed  to  each  member  of  the  partnership  or  to  each  participant 
in  the  common  trust  fund,  as  the  case  may  be.  A  partnership  or 
common  trust  fund  will  “gross  up”  its  dividends  and  interest  upon 
which  tax  is  required  to  be  withheld  at  the  source.  This  procedure 
will  enable  it  to  determine  the  distributable  shares  of  partners  and 
beneficiaries  and  the  allocated  amounts  of  tax  withheld.  A  partner 
or  participant  in  a  common  trust  fund  will  not  include  any  dividends 
or  interest  received  from  a  partnership  or  common  trust  fund  in  the 
“grossing  up”  schedules  on  his  return.  The  partnership  or  common 
trust  fund  will  provide  each  partner  or  participant  with  the  necessary 
information  as  to  his  share  of  dividends  and  interest  received  and  tax 
withheld  at  the  same  time  he  is  given  the  annual  summary  of  his 
share  of  income  derived  from  the  organization. 

If  the  recipient  of  a  dividend,  interest,  or  royalty  upon  which  tax 
is  required  to  be  withheld  is  an  estate  or  trust,  any  legatee,  heir,  or 
beneficiary  who  is  subject  to  income  tax  and  who  is  required  to  include 
a  portion  of  such  dividend,  interest,  or  royalty  in  computing  his  net 
income,  is  entitled  to  such  portion  of  the  credit  as  is  properly  allocable 
to  him  on  the  basis  of  the  income  allocable  to  him  under  section  162 
for  the  taxable  year  of  the  estate  or  trust.  Any  portion  of  the  credit 
allowed  to  any  legatee,  heir,  or  beneficiary  is  not  allowed  to  the  estate 
or  trust. 

Section  35  (b)  (2)  is  designed  to  obtain  an  equitable  apportionment 
of  the  total  credit  allowable  under  section  35  between  the  estate  or 
trust  and  the  legatee,  heirs,  or  beneficiaries  who  share  in  the  income 
upon  which  tax  is  required  to  be  withheld  at  the  source.  However, 
under  this  section  a  legatee,  heir,  or  beneficiary  who  is  not  subject  to 
income  tax  is  not  entitled  to  any  portion  of  the  credit  with  respect  to 
dividends,  interest,  and  royalties  received  by  the  estate  or  trust,  even 
though  the  share  of  the  income  distributed  to  such  beneficiary  is 
derived  from  such  sources. 

The  application  of  section  35  (b)  (2)  may  be  illustrated  by  the 
following  examples: 

1.  The  will  of  A  establishes  a  trust  under  the  terms  of  which  the 
trustee  is  to  pay  one-half  of  the  net  income  of  the  trust  to  A’s  widow 
and  the  other  half  of  the  net  income  to  M  University,  an  organization 
exempt  from  income  taxation  under  section  101  (6)  of  the  Internal 
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Revenue  Code.  During  the  calendar  year  1952,  a  taxable  year  of  the 
trust,  the  trustee  received  from  corporations  a  net  amount  of  $8,000, 
representing  dividends  of  $1 0,000  less  the  tax  withheld.  Other  income 
received  by  the  trust  was  not  subject  to  withholding  at  the  source. 
$4,000  of  the  $8,000  was  paid  by  the  trustee  to  A’s  widow,  and  M 
university  received  the  other  $4,000.  The  trust  is  entitled  to  a 
deduction  of  $5,000  under  section  162  (b)  with  respect  to  the  $4,000 
paid  to  A’s  widow,  and  she  is  entitled  to  a  credit  of  $1,000  against 
her  income  tax  for  the  taxable  year  in  which  the  $5,000  is  includible 
by  her.  The  trust  is  entitled  to  a  deduction  of  $5,000  under  section 
162  (a)  with  respect  to  the  $4,000  paid  to  the  university,  since  the 
M  university  under  these  facts  is  entitled  to  receive  from  the  trust 
the  balance  of  $1,000  which  will  be  refunded  to  the  trust  as  an  over¬ 
payment  of  tax  resulting  from  the  credit  allowed  under  section  35  (b) 
to  the  trust  for  its  taxable  year.  Since  the  M  university  is  a  bene¬ 
ficiary  which  is  not  subject  to  income  tax,  it  is  not  entitled  to  any 
portion  of  the  credit  allowed  under  section  35  (b)  (2). 

2.  Under  the  terms  of  a  trust  established  by  the  will  of  A,  the 
trustees  are  directed  to  pay  the  net  income  derived  from  designated 
improved  real  property  to  the  widow  of  A.'  Net  income  derived  from 
other  sources  is  to  be  divided  equally  among  A’s  three  children.  The 
income  of  the  trust,  other  than  income  derived  from  such  real  property, 
is  from  dividends  or  interest  upon  which  tax  is  required  to  be  withheld. 
A’s  widow  is  not  entitled  to  any  portion  of  the  credit  provided  by 
section  35  (b),  since  she  is  not  required  to  include  any  portion  of  such 
dividends  or  interest  in  computing  her  net  income.  The  entire  credit 
provided  by  section  35  (b)  would  be  apportioned  equally  among  A’s 
three  children. 

3.  Under  the  terms  of  a  trust  created  by  A,  the  entire  net  income 
is’to  be  distributed  to  his  wife  on  July  1  of  each  year.  The  trust  makes 
its  returns  on  the  calendar-year  basis.  On  July  1,  1952,  the  trustee 
distributes  the  entire  net  income  of  the  trust  for  the  calendar  year  1951 
to  the  beneficiary.  In  1952,  the  entire  net  income  of  the  trust  is 
derived  from  dividends  and  interest  upon  which  tax  is  required  to  be 
withheld  at  source  and  exceeds  the  net  income  for  the  year  1951.  The 
beneficiary  is  entitled  to  the  entire  credit  provided  by  section  35  (b). 
Even  though  none  of  the  income  actually  paid  to  her  was  subject  to 
withholding,  the  amount  distributed  to  her  on  July  1,  1952,  is  treated 
under  section  162  (d)  (2)  as  a  distribution  of  the  income  of  the  trust 
for  the  year  1952.  Hence,  the  provisions  of  section  35  (b)  (2)  are 
applicable. 

Section  35  (b)  (3)  provides  that  in  the  case  of  a  regulated  investment 
company  or  a  personal  holding  company,  the  credit  shall  be  reduced 
by  the  amount  of  the  credit  allowed  such  company  under  section  1204. 

The  credit  provided  by  section  35  (b)  is  not  allowable  to  any  recipi¬ 
ent  which  is  exempt  from  income  tax.  In  the  case  of  such  a  recipient, 
section  1637,  which  is  added  to  the  code  by  section  203  of  the  bill, 
allows  a  credit  for  the  amount  of  the  tax  withheld  at  the  source  against 
liability^  for  the  payment  of  employment  taxes  imposed  by  subchapters 
A  and  D  of  chapter  9.  Section  i233,  which  is  added  to  the  code  by 
section  201  of  the  bill,  also  makes  provision  for  a  refund  of  the  tax 
withheld  at  the  source  under  chapter  6. 
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SECTION  203.  CREDITS  IN  CASE  OF  ORGANIZATIONS 
EXEMPT  FROM  TAX 

This  section  amends  subchapter  E  of  chapter  9  of  the  Internal 
Revenue  Code  by  adding  after  section  1636  a  new  section  1637.  The 
new  section  provides  that  in  the  case  of  any  person  (including  any 
government  or  political  subdivision,  agency,  or  instrumentality  there¬ 
of)  which  is  exempt  from  income  taxation,  the  amount  of  tax  required 
to  be  withheld  at  the  source  with  respect  to  dividends  and  interest 
received  during  any  calendar  quarter,  and  the  amount  of  tax  actually 
withheld  from  royalties  received  during  such  calendar  quarter,  may 
be  claimed  by  such  person  under  regulations  prescribed  bv  the  Secre¬ 
tary  as  a  credit  against  (but  not  in  excess  of)  the  amount  shown  on  its 
return  as  its  liability  (after  the  adjustments,  if  any,  provided  for  in 
sections  1401  (c)  and  1411  of  the  code)  for  such  quarter  for  the  taxes 
imposed  by  subchapters  A  and'D  of  chapter  9,  relating  to  the  tax 
imposed  or  withheld  at  the  source  under  the  Federal  Insurance  Con¬ 
tributions  Act  and  the  tax  withheld  at  the  source  on  the  payment  of 
wages  and  salaries,  respectively.  This  credit  may  be  allowed  only  if 
claim  therefor  is  made  in  accordance  with  the  regulations  at  the  time 
the  return  under  subchapters  A  and  D  of  chapter  9  is  filed.  No  pro¬ 
vision  is  made  in  section  1202  or  1222  for  a  specific  exemption  from 
withholding  in  the  case  of  dividends,  interest,  or  royalties  paid  to  a 
person  which  is  exempt  from  income  taxation.  The  purpose  of  section 
1637  is  to  permit  a  person  exempt  from  income  tax  to  offset  the  tax 
withheld  on  dividends,  interest,  and  royalties  received  by  it  against 
its  liability  for  payroll  taxes  imposed  by  subchapters  A  and  D  of 
chapter  9.  If  the  amount  of  tax  required  to  be  withheld  from  divi¬ 
dends  and  interest  received  during  any  calendar  quarter  and  the 
amount  of  tax  actually  withheld  from  royalties  received  during  such 
calendar  quarter  exceeds  the  credit  provided  by  section  1637,  the 
excess  may  be  refunded  under  the  provisions  of  section  1233  of 
chapter  6. 

The  term  "person”  as  used  in  this  section  has  the  same  meaning 
as  used  in  section  1233.  A  trust  exempt  under  section  101  is  entitled 
to  claim  the  credit.  The  term  "received”  as  used  in  section  1637 
includes  constructive  receipt.  Thus,  in  case  of  interest  constructively 
received  in  a  calendar  quarter  the  tax  required  to  be  withheld  upon 
such  interest  may  be  claimed  as  a  credit,  even  though  the  interest  may 
not  be  actually  collected  or  paid  until  a  subsequent  quarter. 

The  credit  allowed  by  section  1637  may  be  claimed  only  with 
respect  to  tax  required  to  be  deducted  and  withheld  on  dividends 
and  interest  received  during  a  calendar  quarter  and  the  tax  actually 
withheld  from  royalties  received  during  such  quarter.  If  an  amount 
in  respect  of  tax  withheld  upon  dividends,  interest,  and  royalties 
received  during  a  calendar  quarter  is  not  claimed  as  a  credit  under 
section  1637  against  the  liability  for  payroll  taxes  for  such  quarter, 
no  credit  may  be  claimed  under  section  1637  in  any  subsequent  quarter 
in  respect  of  such  amount.  The  credit  provided  by  section  1637  may 
not  exceed  the  amount  shown  on  the  return  of  the  person  claiming  such 
credit  as  its  liability,  after  the  adjustments,  if  any,  provided  for  in  sec¬ 
tions  1401  (c)  and  1411  of  the  Internal  Revenue  Code  for  the  calendar 
quarter  in  respect  of  payroll  taxes  imposed  by  subchapters  A  and  D 
of  chapter  9.  If  the  liability  shown  on  such  return  is  less  than  the 
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taxes  actually  due,  the  underpayment  in  respect  of  such  taxes  will  be 
assessed  and  no  credit  under  section  1637  may  be  allowed  against  the 
underpayment.  If  the  liability  shown  on  the  return  exceeds  the  taxes 
actually  due,  the  excess  is  an  overpayment  of  the  taxes  imposed  by 
subchapters  A  and  D  of  chapter  9,  and  is  subject  to  the  refund  provi¬ 
sions  applicable  to  such  taxes;  and  no  part  of  the  credit  claimed  on 
such  returns  may  be  refunded  under  the  provisions  of  section  1233. 

SECTION  204.  TECHNICAL  AMENDMENTS 

Section  204  of  the  bill  makes  appropriate  technical  amendments  to 
the  Internal  Revenue  Code  to  correlate  existing  law  with  the  with¬ 
holding  system  incorporated  in  chapter  6  added  to  the  code  by  this 
title  of  the  bill. 

Subsection  (a)  amends  section  51  (f)  relating  to  the  employee’s 
optional  individual  income-tax  return  (Form  1040 A),  on  which  the 
tax  is  computed  by  the  collector  of  internal  revenue.  Under  existing 
law  an  individual  is  eligible  to  use  the  short-form  return  if  his  gross 
income  for  the  calendar  year  is  less  than  $5,000  and  consists  entirely 
of  wages  subject  to  withholding,  or  of  such  wages  and  not  more  than 
$100  in  the  aggregate  of  wages  not  subject  to  withholding,  dividends, 
and  interest.  Under  section  51  (f)  as  amended,  an  individual  -will  be 
entitled  to  use  the  short  form  (and  have  his  tax  computed  by  the  col¬ 
lector)  if  his  gross  income  is  less  than  $5,000  and  is  entirely  from  one 
or  more  of  the  following  sources:  Wages,  subject  to  withholding;  or 
dividends  (other  than  a  capital-gain  dividend  distributed  by  a  regu¬ 
lated  investment  company)  or  interest  on  which  tax  is  required  to  be 
withheld  at  source. 

Section  51  (f)  (3),  as  amended  by  subsection  (a)  of  this  section, 
authorizes  the  Secretary  under  regulations  to  extend  the  use  of  the 
short-form  return  to  cases  in  which  the  gross  income  includes  income 
other  than  wages,  dividends,  or  interest  subject  to  withholding,  if 
such  other  income  is  not  more  than  $200,  and  also  to  cases  in  which 
the  gross  income  is  $5,000  or  more  but  not  more  than  $5,200. 

Subsection  (b)  amends  section  58  (a),  which  provides  for  declara¬ 
tions  of  estimated  tax.  At  the  present  time  section  58  (a)  requires 
every  individual  (other  than  an  estate  or  trust,  and  other  than  a  non¬ 
resident  alien  whose  wages  are  not  subject  to  withholding,  but  includ¬ 
ing  every  alien  individual  who  is  a  resident  of  Puerto  Rico  during  the 
entire  taxable  year)  to  file  a  declaration  of  his  estimated  tax  for  the 
taxable  year  if  (1)  his  gross  income  from  wages  subject  to  withholding 
will  exceed  the  sum  of  $4,500  plus  $600  with  respect  to  each  exemption 
provided  in  section  25  (b),  or  (2)  his  gross  income  from  sources  other 
than  wages  subject  to  withholding  will  exceed  $100  for  the  taxable 
year  and  his  gross  income  will  be  $600  or  more.  Under  the  amendment 
an  individual  will  be  required  to  file  a  declaration  of  estimated  tax 
for  the  taxable  year  only  if  (1)  his  gross  income  from  wages  subject 
to  withholding  plus  his  gross  income  from  dividends,  interest,  and 
royalties  subject  to  withholding  under  chapter  6  will  exceed  the  sum 
of  $4,500  plus  $600  with  respect  to  each  exemption  provided  in  section 
25  (b),  or  (2)  his  gross  income  from  sources  other  than  wages,  dividends, 
interest,  or  royalties  subject  to  withholding  will  exceed  $100  for  the 
taxable  year  and  his  gross  income  will  be  $600  or  more. 
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Subsection  (c)  amends  section  143  (relating  to  withholding  of  tax 
at  source  on  payments  to  nonresident  aliens  and  others)  by  adding  a 
new  subsection  (i),  which  provides  that  where  any  person  is  required 
to  deduct  and  withhold  a  tax  under  section  143  (b)  on  dividends  or 
interest  on  which  tax  was  required  to  be  withheld  or  on  a  royalty  on 
which  a  tax  was  withheld  under  chapter  6  whether  by  him  or  by 
another  withholding  agent,  only  the  excess  of  the  amount  which 
would  be  required  to  be  withheld  under  section  143  (b)  but  for  the 
application  of  chapter  6  over  the  amount  required  to  be  withheld 
under  chapter  6  shall  be  withheld.  rl  bus,  if  stock  beneficially  owned 
by  a  nonresident  alien  is  in  the  name  of  a  nominee  or  agent  who  is  a 
citizen  or  resident  of  this  country,  under  chapter  6  the  corporation 
paying  a  dividend  on  such  stock  is  required  to  withhold  a  tax  of  20  per¬ 
cent  of  the  amount  of  the  dividend.  In  the  absence  of  this  amendment 
the  nominee  or  agent  would  be  required  to  withhold  the  full  tax 
required  by  section  143  (b)  when  he  remits  the  dividend  payment  to 
the  owner.  However,  under  section  143  (i)  the  nominee  or  agent  will 
be  required  to  withhold  only  the  amount,  if  any,  by  which  the  tax 
which  would  otherwise  be  withheld  under  section  143  (b)  exceeds  the 
tax  required  to  be  withheld  by  the  corporation  paying  the  dividend. 
If  the  rate  applicable  to  the  nonresident  alien  owner  under  section  143 
(b)  is  less  than  the  tax  required  to  be  withheld  under  chapter  6,  the 
nominee  or  agent  is  relieved  of  withholding  under  section  143  (b). 
Section  143  (i)  is  applicable  whether  or  not  the  withholding  agent 
under  subsection  (b)  is  the  same  person  who  is  required  to  deduct  and 
withhold  a  tax  under  chapter  6. 

Subsection  (d)  makes  a  corresponding  amendment  of  section  144. 

Subsection  (e)  amends  section  147  relating  to  information  at  the 
source.  Under  existing  law,  information  returns  with  respect  to  the 
payment  of  interest  is  limited  to  payments  of  $600  or  more  in  any 
taxable  year,  except  payments  of  interest  upon  bonds,  mortgages, 
deeds  of  trust,  or  other  similar  obligations  of  corporations  for  which 
information  returns  may  be  required  regardless  of  the  amount  of 
payment.  This  amendment  requires  information  returns  for  pay¬ 
ments  of  interest,  upon  which  tax  is  required  to  be  withheld  under 
chapter  6,  of  $300  or  more  and  for  payments  of  other  interest  of  $100 
or  more.  The  amendment  also  authorizes  the  Secretary  by  regulations 
to  require  information  returns  for  payments  of  interest  not  subject  to 
withholding  under  chapter  6,  regardless  of  the  amounts. 

Subsection  (f)  amends  section  148  (a)  to  eliminate  the  requirement 
of  an  information  return  by  a  corporation  with  respect  to  dividends 
paid  to  a  shareholder  in  any  calendar  year  if  the  entire  amount  of 
dividends  paid  to  such  shareholder  for  such  year  is  subject  to  with¬ 
holding  Tinder  chapter  6  and  is  less  than  $300. 

Subsection  (g)  makes  a  clerical  amendment  to  section  169  (b)  by 
striking  out  the  reference  therein  to  chapter  6,  which  had  to  do  with 
the  old  chapter  6  of  the  code,  relating  to  the  capital  stock  tax  which 
was  repealed  b}^  the  Revenue  Act  of  1945. 

Section  204  (h)  amends  section  322  (a)  (2),  relating  to  refunds  and 
credits.  The  present  law  provides  that  where  the  amount  of  the  tax 
withheld  on  wages  and  salaries  exceeds  the  tax  liability  of  the  recipient, 
the  amount  of  the  excess  is  considered  an  overpayment.  This  amend¬ 
ment  provides  that  the  amount  of  the  credit  provided  in  section  35 
against  the  tax  for  any  taxable  year  shall,  to  the  extent  thereof,  be 
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considered  as  payment  of  the  tax  for  such  year,  whether  or  not  the 
withholding  agent  has  paid  to  the  collector  the  amount  of  the  tax 
withheld  at  the  source  under  subchapter  D  of  chapter  9  or  subchapter 
B  of  chapter  6  or  the  amount  of  tax  required  to  be  withheld  at  source 
under  subchapter  A  of  chapter  6.  The  purpose  of  this  amendment 
is  to  treat  the  credit  allowed  with  respect  to  tax  required  to  be  with¬ 
held  upon  payments  of  dividends  and  interest  and  the  tax  withheld 
upon  payments  of  royalties  under  chapter  6  in  the  same  manner  as 
the  credit  with  respect  to  the  tax  withheld  on  payments  of  wages 
and  salaries  is  treated  under  existing  law. 

Subsection  (i)  adds  a  new  paragraph  (7)  to  section  322  (b)  to 
provide  a  special  7-year  period  of  limitations  for  filing  claims  for  small 
refunds  of  tax  withheld  on  dividends,  interest,  and  royalties.  The 
new  provision  may  be  availed  of  only  by  individuals  whose  gross 
income  is  less  than  $600  and  who  are  not  required  to  file  a  return 
under  section  51  (a)  of  the  Internal  Revenue  Code.  The  7-year 
period  of  limitations  is  applicable  only  if  the  overpayment  is  attrib¬ 
utable  to  the  credit  allowed  by  section  35  of  the  code  for  tax  required 
to  be  withheld  under  chapter  6  on  dividends  and  interest  or  for  tax 
actually  withheld  under  such  chapter  on  royalties  paid  to  the  tax¬ 
payer.  A  refund  made  under  section  322  (b)  (7 )  may  not  exceed  $2  for 
the  taxable  year. ,  This  provision  does  not  limit  the  amount  of  a  re¬ 
fund  or  credit  of  an  overpayment  attributable  to  the  credit  allowed 
under  section  35  in  respect  of  tax  withheld  at  the  source  on  dividends, 
interest,  and  royalties  which  may  be  made  within  the  period  of  limita¬ 
tions  provided  by  existing  law.  Subsection  (k)  amends  section  3771 
(f)  of  the  code  to  provide  that  in  the  case  of  a  credit  or  refund  of  an 
overpayment  made  under  section  322  (b)  (7),  as  amended  by  subsec¬ 
tion  (i),  no  interest  on  the  overpayment  may  be  allowed  or  paid  for 
any  period  ending  prior  to  the  expiration  of  6  months  after  the  claim 
is  filed,  if  the  claim  would  be  barred  under  section  322  (b),  except  for 
paragraph  (7)  thereof. 

Subsection  (j)  amends  section  322  (e),  relating  to  presumptions  as 
to  date  of  payment  of  tax.  The  present  law  provides  that  for  the 
purpose  of  section  322  any  tax  actually  deducted  and  withheld  upon 
the  payment  of  wages  is  presumed  to  have  been  paid  by  the  recipient 
of  such  wages  not  earlier  than  the  15th  day  of  the  third  month  follow¬ 
ing  the  close  of  the  taxable  year  with  respect  to  which  such  tax  is 
allowable  as  a  credit  under  section  35.  Section  322  (e)  as  amended  by 
this  amendment  provides  that  the  amount  of  tax  allowable  as  a  credit 
under  section  32  or  section  35  is  presumed  to  be  paid  by  the  person 
entitled  to  such  credit  on  the  last  day  prescribed  by  law  (without 
regard  to  any  extension  of  time  granted)  for  filing  the  return  for  his 
taxable  year.  Section  32  allows  the  tax  withheld  under  sections  143 
or  144  as  a  credit  against  income  tax  liability.  Under  existing  law 
there  is  no  presumption  of  payment  of  the  tax  allowable  as  a  credit 
under  section  32.  If  the  withholding  agent  has  failed  to  pay  the  tax 
withheld  to  the  collector,  such  tax  is  not  treated  as  paid  by  the  person 
entitled  to  the  credit  under  section  32,  and  no  amount  may  be  re¬ 
funded  to  such  person  on  account  of  such  tax.  The  amendment 
changes  this  rule  so  that  the  amount  of  the  tax  withheld  under  sections 
143  and  144  and  allowed  as  a  credit  under  section  32  is  presumed  to 
have  been  paid  by  the  person  entitled  to  the  credit  on  the  last  clay 
prescribed  by  law  for  filing  the  return  for  the  taxable  year  for  wdiich 
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the  credit  is  allowable.  Thus,  if  the  application  of  the  credit  under 
section  32  results  in  an  overpayment,  it  may  be  refunded  whether  or 
not  the  tax  withheld  has  actually  been  paid  to  the  collector. 

Subsection  (1)  makes  a  clerical  amendment  of  section  3797  (a)  (16) 
of  the  code,  relating  to  the  definition  of  “withholding  agent”  by 
adding  references  therein  to  sections  1201  and  1221. 

Subsection  (m)  provides  that  the  amendments  made  by  subsections 
(a)  and  (b)  shall  be  applicable  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1951.  All  other  amendments  made  by  part  I  of  title  II  of 
the  bill  become  effective  upon  the  date  of  enactment  of  the  act. 

Part  II.  Increase  in  Withholding  of  Tax 
at  Source  on  Wages 

SECTION  221.  PERCENTAGE  METHOD  OF  WITHHOLDING 

Section  221  amends  section  1622  (a)  of  the  code  by  changing  the 
percentage  rate  of  withholding  from  18  percent  to  20  percent. 

SECTION  222.  WAGE  BRACKET  WITHHOLDING 

Section  222  amends  section  1622  (c)  (1),  relating  to  wage-bracket 
withholding,  to  provide  new  tables  to  reflect  the  increased  tax  rates. 

SECTION  223.  ADDITIONAL  WITHHOLDING  OF  TAX  ON 
WAGES  UPON  AGREEMENT  BY  EMPLOYER  AND  EM¬ 
PLOYEE 

Section  223  of  the  bill  adds  to  section  1622  of  the  code  (relating  to 
income  tax  collected  at  source  on  wages)  a  new  subsection  numbered 
(k)  and  entitled  “Additional  Withholding.”  This  new  subsection 
authorizes  the  Secretary  to  provide,  by  regulations,  for  withholding 
in  addition  to  that  otherwise  required  under  section  1622  in  cases  in 
which  the  employer  and  the  employee  agree  to  such  additional 
withholding.  The  Secretary  is  authorized  to  prescribe  by  regulations 
the  form  of  such  agreement  and  the  conditions  under  which  and  the 
extent  to  which  such  an  agreement  shall  be  deemed  proper.  It  is 
further  provided  by  this  new  subsection  that  any  additional  with¬ 
holding  pursuant  to  such  an  agreement  entered  into  by  and  between 
an  employer  and  an  employee  shall,  for  all  purposes,  be  considered 
tax  required  to  be  deducted  and  withheld. 

SECTION  224.  EFFECTIVE  DATE 

The  amendments  made  by  this  part  are  applicable  only  to  wages 
paid  on  or  after  September  1,  1951.  It  is  immaterial  whether  the 
wages  were  earned  before  or  after  September  1,  1951.  If  they  are 
paid  on  or  after  September  1,  1951,  the  new  withholding  rates  will 
apply. 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 

SECTION  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF 

HOUSEHOLD 

This  section  amends  section  12  (c)  of  the  code  to  provide  a  special 
computation  of  surtax  for  a  taxpayer  who  qualifies  as  the  head  of  a 
household.  The  effect  of  the  amendment  is  that  the  combined  nor¬ 
mal  tax  and  surtax  of  such  a  taxpayer  will  be  an  amount  approximately 
equal  to  the  combined  normal  tax  and  surtax  as  computed  under 
sections  11  and  12  (b)  reduced  by  one-half  of  the  amount  by  which 
such  combined  tax  exceeds  the  combined  normal  tax  and  surtax  that 
would  be  determined  if  the  return  of  the  taxpayer  were  a  joint  return 
to  which  section  12  (d)  was  applicable.  Section  12  (c)  is  applicable 
only  with  respect  to  taxable  years  beginning  after  August  31,  1951. 

Paragraph  (1)  of  section  12  (c)  contains  a  special  surtax  table  pre¬ 
scribing  the  rates  of  surtax  to  be  used  in  computing  the  tax  of  a  head 
of  a  household  for  taxable  years  beginning  after  August  31,  1951. 
The  tax  computed  under  such  table  will  be  increased  by  12%  percent 
as  provided  in  section  16.  However,  such  table  is  not  to  apply  in  the 
case  of  any  taxpayer  whose  surtax  net  income  is  over  $90,000  for  any 
taxable  year  if  the  defense  tax  provided  in  section  16  is  applicable  to 
such  taxable  year.  In  the  case  of  such  a  taxpayer,  the  tax  is  to  be 
computed  by  use  of  a  separate  table  provided  for  in  paragraph  (2)  of 
section  12  (c)  which  is  so  designed  that  the  marginal  combined  normal 
tax  and  surtax  as  increased  by  the  defense  tax  provided  in  section  16 
can  in  no  case  exceed  94.5  percent  of  net  income  for  any  taxable  year 
for  which  the  table  may  be  used. 

Paragraph  (3)  defines  a  head  of  a  household  as  an  individual  who  is 
not  married  at  the  close  of  his  taxable  year  and  who  maintains  as  his 
home  a  household  which  constitutes  for  such  taxable  year  the  principal 
place  of  abode,  as  a  member  of  such  household,  of  one  or  more  of 
certain  classes  of  persons  related  to  the  taxpayer  and  described  in 
subparagraphs  (A)  and  (B)  of  paragraph  (3).  In  no  event,  however, 
shall  an  individual  be  considered  as  maintaining  a  household  unless 
he  furnishes  over  half  of  the  costs  of  maintaining  such  household 
during  the  taxable  year.  Thus,  for  purposes  of  section  12  (c),  only 
one  person  can  be  considered  as  head  of  a  particular  household  during 
a  particular  taxable  year. 

The  persons  described  in  subparagraph  (A)  include  only  a  son  or 
daughter  (including  a  stepson  or  stepdaughter)  of  the  taxpayer,  or  a 
descendant  of  such  son  or  daughter.  The  persons  described  in  sub- 
paragraph  (B)  are  those  persons  (other  than  those  described  in  subpar¬ 
agraph  (A))  who  are  dependents  of  the  taxpayer  and  for  whom  the 
taxpayer  is  entitled  to  an  exemption  for  the  taxable  year  under 
section  25  (b). 

If  the  person,  whose  principal  place  of  abode  is  the  home  of  the 
taxpayer,  is  an  unmarried  person,  as  described  in  subparagraph  (A), 
that  is,  a  child  or  descendant  of  a  child  of  a  taxpayer,  the  taxpayer 
may  (if  the  other  requirements  of  section  12  (c)  are  met)  qualify  as 
a  head  of  a  household  even  though  the  taxpayer  would  not  be  entitled 
to  an  exemption  for  such  person  as  a  dependent  under  section  25  (b). 
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Thus,  an  unmarried  taxpayer  who  maintains  as  his  home  a  household 
which  includes  only  himself  and  his  unmarried  son,  may  be  the  head 
of  the  household  even  though  the  taxpayer  does  not  furnish  more  than 
half  the  support  of  the  son  and  even  though  the  son  has  gross  income 
of  $500  or  more.  If,  however,  the  son  is  married  at  the  close  of  the 
taxable  year  of  the  taxpayer,  the  taxpayer  may  not  qualify  as  the  head 
of  the  household  by  reason  of  the  fact  that  the  principal  place  of  abode 
of  the  son  is  such  household  unless  the  taxpayer  is  entitled  to  an  ex¬ 
emption  for  the  son  under  section  25  (b),  that  is,  unless  the  son  re¬ 
ceives  more  than  half  his  support  from  the  taxpayer,  has  gross  income 
of  less  than  $500  in  the  calendar  year  in  which  the  taxable  year  of  the 
taxpayer  begins,  and  does  not  make  a  joint  return  with  his  spouse 
for  his  taxable  year  beginning  in  such  calendar  year. 

A  taxpayer  whose  status  as  head  of  a  household  depends  upon  the 
fact  that  such  a  household  is  the  principal  place  of  abode  of  a  person 
described  in  subparagraph  (B)  cannot  qualify  as  the  head  of  a  house¬ 
hold  unless  such  person,  for  the  calendar  year  in  which  the  taxable 
year  of  the  taxpayer  begins,  received  more  than  half  of  his  support 
from  the  taxpayer,  had  gross  income  of  less  than  $500  in  such  calendar 
year,  and,  if  married,  lias  not  made  a  joint  return  with  his  spouse  for 
his  taxable  year  beginning  in  such  calendar  year.  Thus,  a  taxpayer 
who  maintains  a  home  for  himself  and  his  mother  does  not  qualify  as 
head  of  a  household  even  though  his  home  constitutes  the  principal 
place  of  abode  of  his  mother  unless  he  is  entitled  to  claim  his  mother 
as  a  dependent  under  section  25  (b). 

A  taxpayer  will  not  be  considered  as  the  head  of  a  household  unless 
such  household  actually  constitutes  his  home  for  the  taxable  year  and 
also  constitutes  the  principal  place  of  abode  for  such  taxable  year  of 
another  member  of  the  household  who  meets  the  requirements  of 
section  12  (c)  (3)  (A)  or  (B).  If  such  other  member  of  the  household 
dies  during  the  taxable  year,  the  taxpayer  will  not  be  denied  the 
benefits  of  this  subsection  if  the  taxpayer’s  household  constituted  the 
member’s  principal  place  of  abode  during  the  taxable  year  up  to  the 
date  of  his  death.  Section  12  (c)  is  intended  to  apply  only  where  the 
taxpayer  and  such  other  members  of  the  household  live  together  in 
such  household  during  the  entire  taxable  year  (except  for  temporary 
absences  due  to  special  circumstances).  The  fact  that  a  child  may  be 
at  college  during  the  college  term  does  not  prevent  the  home  of  the 
taxpayer  from  also  constituting  the  principal  place  of  abode  of  the 
chi  Id.  However,  such  home  will  not  be  considered  as  the  principal 
place  of  abode  where  the  child  establishes  a  separate  habitation  and 
only  returns  for  periodic  visits.  Similarly,  such  home  will  not  be 
considered  as  constituting  the  principal  place  of  abode  of  a  dependent 
of  the  taxpayer  who  is  supported  by  the  taxpayer  for  a  substantial 
part  of  the  year  in  lodgings  other  than  those  occupied  by  the  taxpayer 
even  though  such  person  may  at  various  periods  live  in  the  household, 
unless  the  residence  of  the  dependent  in  other  lodgings  is  not  per¬ 
manent  and  is  due  to  necessity  such  as  illness.  It  is  also  intended  that 
the  household  constitute  the  actual  place  of  abode  of  the  taxpayer  and 
it  is  not  sufficient  that  the  taxpayer  maintain  the  household  without 
being  an  occupant  thereof. 

Paragraph  (4)  contains  rules  for  ascertaining  the  status  of  the  tax¬ 
payer  and  other  persons  for  the  purpose  of  determining  whether  the 
taxpayer  is  the  head  of  a  household. 
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Paragraph  (4)  (A)  provides  that  a  legally  adopted  child  of  a  person 
shall  be  considered  a  child  of  such  person  by  blood. 

Paragraph  (4)  (B)  provides  that  an  individual  who  is  legally  sepa¬ 
rated  from  his  spouse  under  a  decree  of  divorce  or  separate  mainte¬ 
nance  shall  not  be  considered  as  married. 

Paragraph  (4)  (C)  provides  that  a  taxpayer  whose  spouse  is  a  non¬ 
resident  alien  shall  be  considered  as  not  married  at  the  close  of  the 
taxable  year  for  the  purposes  of  considering  whether  the  taxpayer  is 
the  head  of  a  household.  Thus,  a  taxpayer  whose  spouse  is  a  non¬ 
resident  alien  (so  that  such  taxpayer  may  not  compute  his  tax  under 
the  income-splitting  provisions  of  section  12  (d))  and  who,  if  un¬ 
married,  would  qualify  as  a  head  of  a  household  may  be  considered 
as  unmarried  despite  the  fact  that  he  has  a  spouse. 

Paragraph  (4)  (D)  provides  that  a  taxpayer  whose  spouse  (other  than 
a  spouse  who  was  a  nonresident  alien)  dies  during  the  taxable  year 
shall  be  considered  as  married  at  the  close  of  his  taxable  year  for 
the  purposes  of  section  12  (c).  Such  taxpayer,  accordingly,  may 
not  be  considered  as  a  head  of  a  household  for  such  taxable  year. 

A  taxpayer  who  at  any  time  during  the  taxable  year  is  a  nonresident 
alien  shall  in  no  case  be  considered  as  a  head  of  a  household. 

SECTION  302.  EXPENDITURES  IN  THE  DEVELOPMENT 

OF  MINES 

Under  existing  law  all  expenditures  in  excess  of  net  receipts  from 
ores  or  minerals  sold  are  required  to  be  charged  to  capital  account 
while  a  mine  is  in  the  development  stage  and  are  to  be  recovered 
through  depletion.  However,  after  a  mine  has  reached  the  producing 
status,  development  costs,  whether  or  not  in  excess  of  net  receipts 
from  ores  or  minerals  sold,  are  not  treated  as  capital  charges  recover¬ 
able  through  depletion  but  as  operating  expenses  deductible  in  the 
year  in  which  the  produced  ores  or  minerals  benefited  thereby  are 
sold. 

Section  302  of  the  bill  adds  to  section  23  (a)  (1)  of  the  code  a  new 
subparagraph  (D)  which  provides  that  all  expenditures  paid  or 
incurred  after  December  31,  1950,  in  the  development  of  a  mine  or 
other  natural  deposit  (other  than  an  oil  or  gas  well),  to  the  extent 
paid  or  incurred  after  the  existence  of  ores  or  minerals  in  commercially 
marketable  quantities  has  been  disclosed  shall  be  deducted  ratably  as 
the  produced  ores  or  minerals  benefited  by  such  expenditures  are  sold. 
This  section  of  the  bill  makes  no  change  in  the  present  treatment  of 
such  expenditures  for  the  period  after  the  mine  or  deposit  has  reached 
the  producing  status.  It  provides,  however,  that  expenditures  during 
the  development  stage,  and  after  completion  of  the  initial  exploratory 
work,  which  under  existing  regulations  are  required  to  be  charged  to 
capital  account  shall  be  treated  in  a  manner  similar  to  the  treatment 
now  accorded  such  expenditures  incurred  after  the  mine  or  deposit  has 
reached  the  producing  status. 

The  expenditures  which  are  to  be  treated  as  a  deferred  expense 
are  to  be  deducted  ratably  as  the  units  of  produced  ores  or  minerals 
are  sold.  Accordingly,  it  will  be  necessary  to  estimate  the  number  of 
units,  benefited  by  such  expenditures,  in  the  reserve  of  the  mine  or 
deposit  at  the  close  of  the  initial  exploratory  work.  This  estimate  is, 
of  course,  subject  to  revision  in  the  event  it  is  ascertained  as  the  result 
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of  operation  or  development  work  prior  to  the  close  of  the  taxable  year 
that  the  remaining  recoverable  units  are  materially  greater  or  less 
than  the  number  remaining  from  a  prior  estimate.  As  these  units 
are  produced  and  sold,  the  amount  of  the  development  costs  to  be 
deducted  will  be  an  amount  which  is  in  the  same  proportion  to  the 
total  of  such  costs  which  are  treated  as  deferred  expenses  as  the  num¬ 
ber  of  units  sold  is  to  the  number  of  units  in  the  reserve. 

This  provision  shall  have  no  application  to  expenditures  for  the 
acquisition  or  improvement  of  property  of  a  character  which  is  subject 
to  the  allowance  for  depreciation  under  section  23  (1).  However,  a 
reasonable  allowance  for  depreciation  on  property  which  is  subject  to 
such  allowance  shall  be  considered  as  an  expenditure  and  shall  be 
treated  as  a  deferred  expense  to  the  extent  allocable  to  development 
costs. 

Expenditures  incurred  in  the  development  of  a  mine  or  other  natural 
deposit  are  in  no  case  to  be  included  in  the  adjusted  basis  of  the  prop¬ 
erty  for  the  purpose  of  computing  a  deduction  for  depletion  under 
section  114.  These  items  are  to  be  treated  as  an  expense  for  purposes 
of  section  114.  For  purposes  of  sections  111,  112,  and  113,  however, 
these  expenditures  are  to  be  considered  as  capital  outlays  to  be  included 
as  part  of  the  cost  of  the  mine  or  deposit. 

Subsection  (b)  of  section  302  of  the  bill  adds  a  new  subparagraph  (J) 
to  section  113  (b)  (1)  (relating  to  adjusted  basis  of  property)  which 
provides  that  the  basis  of  mines  or  natural  deposits  shall  be  adjusted 
for  amounts  allowed  as  deductions  under  section  23  (a)  (1)  (D)  and 
resulting  in  a  reduction  of  the  taxpayer’s  taxes  under  chapter  1  of  the 
code,  but  not  less  than  the  amounts  allowable  under  such  section  for  the 
taxable  year  and  prior  years.  Accordingly,  if  a  taxpayer  purchases 
undeveloped  mining  property  for  $1,000,000  and  at  the  close  of  the 
development  stage  has  incurred  development  costs  of  $9,000,000,  the 
basis  of  such  property  at  such  time  for  computing  gain  or  loss  will  be 
$10,000,000.  Assuming  that  the  taxpayer  in  this  example  has  oper¬ 
ated  the  mine  for  several  years  and  has  deducted  allowable  percentage 
depletion  in  the  amount  of  $2,000,000  and  has  deducted  allowable 
deferred  development  expenditures  of  $2,000,000,  the  basis  of  the 
property  in  the  taxpayer’s  hands  for  purposes  of  determining  gain  or 
loss  if  sold  will  be  $6,000,000. 

Subsection  (c)  of  section  302  makes  a  technical  amendment  to 
section  24  (a)  (2)  of  the  code  (relating  to  items  not  deductible)  in 
order  to  remove  any  doubt  as  to  the  deductibility  under  section  23  (a) 
(1)  (D)  of  the  expenditures  incurred  in  the  development  of  a  mine  or 
deposit. 

The  amendments  made  by  this  section  of  the  bill  shall  be  applicable 
with  respect  to  expenditures  paid  or  incurred  after  December  31,  1950. 

SECTION  303.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAX¬ 
PAYER’S  RESIDENCE 

This  section  of  the  bill  adds  a  new  subsection  (n)  to  section  112  of 
the  code,  which  relates  to  the  recognition  of  gain  or  loss.  Paragraph 
(1)  of  the  new  subsection  provides,  in  general,  that  any  gain  from  a 
sale  of  property  used  by  the  taxpayer  as  his  principal  residence  (re¬ 
ferred  to  hereinafter  as  the  “old  residence”)  will  not  be  recognized  if  the 
taxpayer  within  a  period  beginning  1  year  prior  to  the  date  of  such 
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sale  and  ending  1  year  after  such  date  purchases  property  and  uses  it 
as  his  principal  residence  (referred  to  hereinafter  as  the  “new  resi¬ 
dence”)  except  to  the  extent  that  the  taxpayer’s  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchasing  the  new  resi¬ 
dence.  Such  nonrecognition  of  gain  is  mandatory.  The  new  sub¬ 
section  does  not  change  the  treatment  under  existing  law  of  loss  from 
the  sale  or  exchange  of  the  taxpayer’s  residence. 

Whether  or  not  property  is  used  by  the  taxpayer  as  his  residence, 
and  whether  or  not  property  is  used  by  the  taxpayer  as  his  principal 
residence  (in  the  case  of  a  taxpayer  using  more  than  one  place  of 
residence),  depends  upon  all  of  the  facts  and  circumstances  in  each 
individual  case,  including  the  bona  fides  of  the  taxpayer.  The  term 
■“residence”  is  used  in  contradistinction  to  property  used  in  trade  or 
business  and  property  held  for  the  production  of  income.  Neverthe¬ 
less,  the  mere  fact  that  the  taxpayer  temporarily  rents  out  either  the 
old  or  the  new  residence  may  not,  in  the  light  of  all  of  the  facts  and 
.circumstances  in  the  case,  prevent  the  gain  from  being  not  recognized. 
For  example,  if  the  taxpayer  purchases  his  new  residence  before  he 
sells  his  old  residence,  the  fact  that  he  rents  out  the  new  residence 
during  the  period  before  he  vacates  the  old  residence  will  not  prevent 
the  application  of  this  subsection. 

Where  part  of  a  property  is  used  by  the  taxpayer  as  his  principal 
residence  and  part  is  used  for  business  purposes  or  in  the  production  of 
income  (as  in  the  case  where  a  part  of  the  building  in  which  the  tax¬ 
payer  resides  is  used  as  a  store  or  office  or  is  rented  or  in  the  case  of  a 
farm  property)  allocation  must  be  made  to  determine  the  extent  to 
which  the  new  subsection  applies.  If  the  old  residence  is  used  only 
partially  for  residential  purposes,  a  proper  allocation  of  the  gain  and  of 
the  selling  price  is  necessary;  only  that  part  of  the  gain  allocable  to  the 
residential  portion  may  be  not  recognized  under  the  new  subsection 
and  only  so  much  of  the  selling  price  as  is  allocable  to  such  part  of  the 
property  need  be  reinvested  in  the  new  residence.  If  the  new  residence 
is  used  only  partially  for  residential  purposes,  then  only  so  much  of  its 
cost  as  is  aDocable  to  the  residential  portion  is  counted  as  reinvestment 
for  the  purpose  of  the  new  subsection. 

Property  used  by  the  taxpayer  as  his  principal  residence  may  include 
a  houseboat  or  a  house  trailer.  Paragraph  (5)  provides  that  the 
taxpayer’s  principal  residence  may  also  include  stock  held  by  a 
tenant-stockholder  in  a  cooperative  apartment  corporation  as  those 
terms  are  defined  in  section  23  (z)  (2)  of  the  code,  if  the  apartment 
which  the  taxpayer  is  entitled  to  occupy  as  such  stockholder  is  used 
by  him  as  his  principal  residence.  Property  used  by  the  taxpayer 
as  his  principal  residence  does  not  include  personal  property  such  as  a 
piece  of  furniture,  a  radio,  etc.,  which,  in  accordance  with  the  appli¬ 
cable  local  law,  is  not  a  fixture. 

Paragraph  (2)  (A)  provides  that  an  exchange  by  the  taxpayer  of  his 
residence  for  other  property  shall  be  considered,  for  the  purposes  of  the 
new  subsection,  to  be  a  sale.  Paragraph  (2)  (B)  provides  that  where 
the  taxpayer’s  residence  (as  a  result  of  its  destruction  in  whole  or  in 
part,  theft  or  seizure)  is  compulsorily  or  involuntarily  converted  into 
property  or  money,  the  destruction,  theft  or  seizure  shall  also  be 
considered  as  a  sale.  Although  paragraph  (2)  (B)  does  not  specifically 
provide  that  an  exercise  of  the  power  of  requisition  or  condemnation 
shall  be  considered  a  sale,  such  events  are  nevertheless  sales  under  the 
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principle  of  Hawaiian  Gas  Products,  Ltd.  v.  Commissioner,  126  F. 
(2d)  4. 

For  the  purposes  of  this  subsection  (under  par.  (2)  (C)),  the  acqui¬ 
sition  of  property  which  is  used  as  the  taxpayer’s  principal  residence 
upon  an  exchange  of  property  by  the  taxpayer,  or  upon  the  compul¬ 
sory  or  involuntary  conversion  of  property  used  by  the  taxpayer  as 
his  principal  residence  as  the  result  of  its  destruction,  in  whole  or  in 
part,  theft,  seizure,  requisition,  or  condemnation,  and  (under  par. 
(2)  (D))  the  construction  or  reconstruction  of  a  residence,  shall  be 
considered  to  be  a  purchase.  The  mere  improvement  of  a  residence, 
not  amounting  to  reconstruction,  does  not  constitute  a  purchase  of 
such  residence. 

The  words  "taxpayer’s  selling  price  of  the  old  residence”  include 
the  amount  of  any  mortgage,  trust  deed,  or  other  indebtedness  to 
which  such  property  is  subject  in  the  hands  of  the  purchaser  whether 
or  not  the  purchaser  assumes  such  indebtedness.  Such  words  also 
include  the  face  amount  of  any  liabilities  of  the  purchaser  which  are 
part  of  the  consideration  for  the  sale.  Commissions  and  other  selling 
expenses  paid  or  incurred  by  the  taxpayer  on  the  sale  of  the  old 
residence  are  not  to  be  deducted  or  taken  into  account  in  determining 
the  "taxpayer’s  selling  price  of  the  old  residence.”  In*the  case  of  an 
exchange  or  conversion  which  is  considered  as  a  sale  under  this  sub¬ 
section,  the  amount  realized  by  the  taxpayer  upon  such  exchange  or 
conversion  shall  be  considered  to  be  the  “taxpayer’s  selling  price  of 
the  old  residence.” 

The  words  “taxpayer’s  cost  of  purchasing  the  new  residence”  also 
include  such  indebtedness  to  which  the  property  purchased  is  subject 
at  the  time  of  purchase  whether  or  not  assumed  by  the  taxpayer 
(including  purchase-money  mortgages,  etc.)  and  the  face  amount  of 
any  liabilities  of  the  taxpayer  which  are  part  of  the  consideration  for 
the  purchase;  but  include  only  so  much  of  the  cost  as  is  attributable 
to  acquisition,  construction,  reconstruction,  or  improvements  made 
within  the  2-year  period  of  time  in  which  the  purchase  of  the  new 
residence  must  be  made  in  order  to  have  gain  not  recognized  under 
this  subsection  and  which  is  properly  chargeable  to  capital  account 
rather  than  to  current  expense.  Commissions  and  other  purchasing 
expenses  paid  or  incurred  by  the  taxpayer  on  the  purchase  of  the  new 
residence  are  to  be  included  in  determining  the  "taxpayer’s  cost  of 
purchasing  the  new  residence.”  In  the  case  of  an  acquisition  of  a 
residence  upon  an  exchange  or  conversion  which  is  considered  as  a 
purchase  under  this  subsection,  the  fair  market  value  of  the  new 
residence  shall  be  considered  as  the  “taxpayer’s  cost  of  purchasing 
the  new  residence.” 

Where  any  part  of  the  new  residence  is  acquired  by  the  taxpayer, 
for  example,  by  gift,  the  value  of  such  part  is  not  to  be  included  in 
determining  the  taxpayer’s  cost  of  the  new  residence.  If  the  tax¬ 
payer  acquires  a  residence  by  gift  or  inheritance,  and  spends  $10,000 
in  reconstructing  the  residence,  only  $10,000  may  be  treated  under 
paragraph  (1)  as  the  taxpayer’s  cost  of  purchasing  the  new  residence. 

Paragraph  (6)  of  the  proposed  subsection  provides  that,  if  the  tax¬ 
payer  and  his  spouse,  in  accordance  with  the  regulations  which  the 
Secretary  shall  prescribe  pursuant  to  such  paragraph,  consent  to  the 
application  of  subparagraph  (B)  of  such  paragraph,  the  words  “tax¬ 
payer’s  selling  price  of  the  old  residence”  shall  mean  the  taxpayer’s  or 
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the  taxpayer  and  his  spouse’s  selling  price  of  the  old  residence,  and  the 
words  “taxpayer’s  cost  of  purchasing  the  new  residence”  shall  mean  the 
cost  to  the  taxpayer,  or  to  his  spouse,  or  to  both  of  them,  of  purchasing 
the  new  residence,  whether  such  new  residence  is  held  by  the  taxpayer, 
or  his  spouse,  or  both.  Such  subparagraph  (B)  provides  that  so  much 
of  the  gain  upon  the  sale  of  the  old  residence  as  is  not  recognized  solely 
by  reason  of  paragraph  (6)  and  so  much  of  the  adjustment  to  basis  of 
the  new  residence  under  paragraph  (4)  of  the  new  subsection  as  results 
solely  by  reason  of  paragraph  (6)  shall  be  allocated  between  the  tax¬ 
payer  and  his  spouse  as  provided  for  in  the  regulations  which  the 
Secretary  shall  prescribe.  Paragraph  (6)  is  applicable  only  if  the  old 
residence  and  the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  then-  principal  residence.  If  the  taxpayer  and  his  spouse  do 
not  consent  to  the  application  of  subparagraph  (B),  the  recognition  of 
gain  upon  the  old  residence  shall  be  determined  under  the  proposed 
subsection  without  regard  to  paragraph  (6).  The  following  examples 
will  illustrate  the  application  of  paragraph  (6): 

Example  ( 1 ). — A  taxpayer,  in  1951,  sells  for  $10,000  the  princi¬ 
pal  residence  of  himself  and  his  wife,  which  he  owns  individually 
and  which  has  an  adjusted  basis  to  him  of  $5,000.  Within  a  year 
after  such  sale  he  and  his  wife  contribute  $5,000  each  from  their 
separate  funds  for  the  purchase  of  their  new  principal  residence 
which  they  hold  as  tenants  in  common,  each  owning  an  undivided 
one-half  interest  therein.  If  the  taxpayer  and  his  wife  consent  to 
the  application  of  section  112  (n)  (6)  (B),  it  is  anticipated  that 
the  regulations  which  the  Secretary  shall  prescribe  under  such 
section  will  provide  that  the  gain  of  $5,000  upon  the  sale  of  the 
old  residence  will  not  be  recognized  to  the  taxpayer,  and  the  ad¬ 
justed  basis  of  the  taxpayer’s  interest  in  the  new  residence  will 
be  $2,500  and  the  adjusted  basis  of  the  taxpayer’s  wife’s  interest 
in  such  property  will  be  $2,500. 

Example  (2). — A  taxpayer  and  his  wife,  in  1951,  sell  for  $10,000 
their  principal  residence,  which  they  own  as  joint  tenants  and 
which  has  an  adjusted  basis  of  $2,500  to  each  of  them  ($5,000 
together).  Within  a  year  after  such  sale,  the  wife  spends  $10,000 
of  her  own  funds  in  the  purchase  of  a  new  principal  residence  for 
herself  and  the  taxpayer  and  takes  title  in  her  name  only.  If  the 
taxpayer  and  his  wife  consent  to  the  application  of  section  112 
(n)  (6)  (B),  it  is  anticipated  that  the  regulations  which  the 
Secretary  shall  prescribe'  under  such  section  will  provide  that  the 
adjusted"  basis  to  the  wife  of  the  new  residence  shall  be  $5,000, 
and  the  gain  of  the  taxpayer  of  $2,500  upon  the  sale  of  the  old 
residence  will  not  be  recognized.  The  wife,  as  a  taxpayer  herself, 
will  have  her  gain  of  $2,500  on  the  sale  of  the  old  residence  not 
recognized  under  paragraph  (1)  of  section  112  (n). 

If  the  taxpayer  sells  or  otherwise  disposes  of  a  new  residence  prior 
to  the  date  of  the  sale  of  the  old  residence,  paragraph  (2)  (E)  provides 
that  such  new  residence  will  not  be  considered  as  a  new  residence  for 
the  purposes  of  this  subsection.  And,  if  the  taxpayer,  within  the 
specified  period,  purchases  more  than  one  property  which  is  used  by 
him  as  his  principal  residence  during  the  1  year  succeeding  the  date 
of  the  sale  of  the  old  residence,  paragraph  (2)  (F)  provides  that  only 
the  last  of  such  residences  so  used  by  him  shall  be  considered  a  new 
residence  for  the  purposes  of  this  subsection.  However,  if  the  tax- 
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payer’s  new  residence  is  destroyed,  stolen,  seized,  requisitioned,  con¬ 
demned,  or  sold  or  exchanged  under  the  threat  or  imminence  of  requi¬ 
sition  or  condemnation  within  the  year  succeeding  the  date  of  the  sale 
of  the  old  residence,  then,  for  the  purpose  of  the  preceding  sentence, 
such  year  is  deemed  to  end  on  the  date  of  the  destruction,  theft, 
seizure,  requisition,  condemnation,  sale,  or  exchange.  If  within  1 
year  prior  to  the  sale  of  the  old  residence,  the  taxpayer  sold  other 
property  used  by  him  as  his  principal  residence  at  a  gain,  and  any  part 
of  such  gain  was  not  recognized  under  this  subsection,  paragraph  (3) 
provides  that  the  subsection  shall  not  apply  with  respect  to  the  sale 
of  the  old  residence.  For  the  purposes  of  the  preceding  sentence, 
however,  the  destruction,  theft,  seizure,  requisition,  condemnation,  or 
the  sale  or  exchange  under  the  threat  or  imminence  of  requisition  or 
condemnation  shall  not  be  considered  as  a  sale.  The  following  ex¬ 
ample  will  illustrate  this  paragraph : 

A  taxpayer  sells  his  old  residence  on  January  15,  1951,  and 
purchases  a  new  residence  on  February  15,  1951.  On  March  15, 
1951,  he  sells  the  new  residence  and  purchases  a  second  new 
residence  on  April  15,  1951.  The  gain  on  the  sale  of  the  old 
residence  on  January  15,  1951,  will  not  be  recognized  except  to 
the  extent  to  which  the  taxpayer’s  selling  price  of  the  old  resi¬ 
dence  exceeds  his  cost  of  purchasing  the  second  new  residence 
purchased  on  April  15,  1951.  Gain  on  the  sale  of  the  first  new 
residence  on  March  15,  1951,  will  be  recognized.  If,  instead  of 
selling  the  first  new  residence  on  March  15,  1951,  such  residence 
had  been  destroyed  by  fire  on  that  date  and  insurance  proceeds 
in  cash  had  been  received  as  a  result  thereof,  the  gain  on  the 
sale  of  the  old  residence  on  January  15,  1951,  will  not  be  recog¬ 
nized  except  to  the  extent  to  which  the  taxpayer’s  selling  price 
of  the  old  residence  exceeds  his  cost  of  purchasing  the  new  resi¬ 
dence  purchased  on  February  15,  1951.  And,  gain  on  the  invol¬ 
untary  conversion  by  fire  of  the  first  new  residence  on  March  15, 
1951,  will  not  be  recognized  except  to  the  extent  to  which  the 
amount  realized  from  such  conversion  exceeds  the  taxpayer’s 
cost  of  purchasing  the  second  new  residence  purchased  on  April 
15,  1951. 

Paragraph  (4)  of  the  new  subsection  provides  that  where  the  pur¬ 
chase  of  a  new  residence  results  in  the  nonrecognition,  under  that 
subsection,  of  any  part  of  the  gain  realized  upon  the  sale  of  an  old 
residence,  then,  in  determining  the  adjusted  basis  of  the  new  residence 
as  of  any  time  following  the  date  of  the  sale  of  the  old  residence,  the 
adjustments  to  basis  shall  include  a  reduction  by  an  amount  equal  to 
the  amount  of  the  gain  which  was  not  recognized  upon  the  sale  of  the 
old  residence.  Such  a  reduction  is  not  to  be  made  for  the  purpose  of 
determining  the  adjusted  basis  of  the  new  residence  as  of  any  time 
preceding  the  sale  of  the  old  residence.  For  this  purpose  the  amount 
of  the  gain  not  recognized  under  this  subsection  upon  the  sale  of  the 
old  residence  includes  only  so  much  of  the  gain  as  is  not  recognized 
because  of  the  taxpayer’s  cost,  up  to  the  date  of  the  determination  of 
the  adjusted  basis,  of  purchasing  the  new  residence.  The  following 
example  will  illustrate  this  paragraph: 

On  January  1,  1951,  the  taxpayer  buys  a  new  residence  for 
$10,000.  On  March  1,  1951,  he  sells  for  $15,000  his  old  residence 
which  has  an  adjusted  basis  to  him  of  $5,000.  During  April  a 


REVENUE  ACT  OF  1951 


113 


wing  is  constructed  on  the  new  house  at  a  cost  of  $5,000  and  in 
May  he  builds  a  garage  at  a  cost  of  $2,000.  The  adjusted  basis 
of  the  new  residence  is  $10,000  during  January  and  Februaiy, 
$5,000  during  March  and  April,  and  $7,000  following  the  comple¬ 
tion  of  the  construction  in  May. 

Whenever  a  taxpayer  sells  property  used  as  his  principal  residence 
at  a  gain  the  statutory  period  prescribed  in  section  275  of  the  code 
for  the  assessment  of  any  deficiency  attributable  to  any  part  of  such 
gain  will  not  expire  prior  to  the  expiration  of  3  years  from  the  date 
the  Secretary  is  notified  by  the  taxpayer,  in  accordance  with  such 
regulations  as  the  Secretary  may  prescribe,  of  the  cost  of  purchasing 
the  new  residence  which  the  taxpayer  claims  results  in  the  nonrecog¬ 
nition  of  any  part  of  such  gain,  or  of  the  taxpayer’s  intention  not  to, 
or  failure  to,  purchase  a  new  residence  within  the  period  when  such 
a  purchase  will  result  in  the  nonrecognition  of  any  part  of  such  gain. 
Such  a  deficiency  may  be  assessed  prior  to  the  expiration  of  such 
3-year  period  notwithstanding  the  provisions  of  any  other  law  or  ride 
of  law  which  might  otherwise  bar  such  assessment. 

Subsection  (b)  of  the  bill  makes  a  number  of  technical  amendments 
to  other  sections  of  the  code  which  are  necessitated  by  the  addition 
of  subsection  (n)  to  section  112.  The  first  such  amendment  provides 
that  section  112  (f),  relating  to  involuntary  conversions,  shall  not 
apply  in  the  case  of  property  used  by  the  taxpayer  as  his  principal 
residence  if  the  destruction,  theft,  seizure,  requisition,  condemnation, 
or  sale  or  exchange  under  the  threat  or  imminence  of  requisition  or 
condemnation  of  such  property  occurred  after  December  31,  1950. 
The  second  such  amendment  provides  that  section  113  (a)  (9),  relating 
to  basis  of  property  acquired  as  a  result  of  an  involuntary  conversion, 
shall  not  be  applicable  to  property  acquired  as  a  result  of  a  com¬ 
pulsory  or  involuntary  conversion  of  property  used  by  the  taxpayer 
as  his  principal  residence  if  the  destruction,  theft,  seizure,  requisition, 
condemnation,  or  sale  or  exchange  under  the  threat  or  imminence  of 
requisition  or  condemnation  of  such  property  occurred  after  December 
31,  1950.  These  sections  are  superseded  in  this  situation  by  the 
new  section  112  (n)  and  the  new  section  113  (b)  (1)  (K).  The  third 
such  amendment  adds  a  new  subparagraph  (Iv)  to  section  113  (b)  (1), 
relating  to  adjusted  basis  of  property,  which  provides  a  cross-reference 
from  such  section  to  section  112  (n)  (4).  The  fourth  such  amend¬ 
ment  adds  a  new  paragraph  (7)  to  section  117  (h),  relating  to  the 
determination  of  the  holding  period,  to  provide  that  in  determining 
the  period  for  which  the  taxpayer  has  held  a  residence  the  acquisition 
of  which  resulted  under  section  112  (n)  in  the  nonrecognition  of  any 
part  of  the  gain  realized  on  the  sale,  exchange,  or  involuntary  or 
compulsory  conversion  of  another  residence,  there  shall  be  included 
the  period  for  which  such  other  residence  had  been  held  as  of  the 
date  of  such  sale,  exchange,  or  involuntary  conversion.  The  last  of 
such  amendments  adds  a  new  subsection  (e)  to  section  276,  relating 
to  the  period  of  limitation  upon  assessment  and  collection,  which 
provides  a  cross-reference  from  such  section  to  section  112  (n)  (7). 

Subsection  (c)  of  the  bill  contains  the  effective  date  of  the  amend¬ 
ments  made  by  this  section  of  the  bill.  Such  amendments  are  to  be 
applicable  to  taxable  years  ending  after  December  31,  1950,  but  the 
provisions  of  the  proposed  section  112  (n)  (1)  and  (6)  shall  apply  only 
with  respect  to  residences  sold,  within  the  meaning  of  such  section, 
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after  such  date.  A  purchase  of  a  new  residence  prior  to  December  31, 
1950,  or  in  a  taxable  year  ending  before  January  1,  1951,  shall,  if 
otherwise  qualified,  be  considered  a  new  residence  for  the  purpose  of 
section  112  (n)  (1)  and  (6). 

SECTION  304.  PERCENTAGE  DEPLETION 

This  section  of  the  bill  grants  a  percentage-depletion  allowance  at 
the  rate  of  5  percent,  in  the  case  of  deposits  of  asbestos,  sand,  gravel, 
granite,  marble,  stone  (including  pumice,  scoria,  and  slate),  brick 
clay,  tile  clay,  shale,  clamshell,  and  oystershell.  Percentage-depletion 
allowance  is  also  provided  in  the  case  of  deposits  of  tripoli,  borax, 
fuller’s  earth,  refractory  and  fire  clay,  quartzite,  perlite,  diatomaceous 
earth,  metallurgical-grade  limestone,  and  chemical-grade  limestone, 
at  the  rate  of  15  percent.  The  5-percent  rate  of  percentage  depletion 
now  allowed  for  coal  has  been  increased  to  10  percent.  The  allow¬ 
ances  are  of  the  stated  percentages  of  the  gross  income  from  the  prop¬ 
erty  but  not  in  excess  of  50  percent  of  the  net  income  (computed 
without  allowance  for  depletion)  from  the  property. 

Subsection  (b)  of  this  section  makes  a  technical  amendment  to 
paragraph  (2)  of  section  114  (b)  of  the  code  in  order  to  eliminate  the 
necessity  of  listing  by  name  those  mines  for  which  depletion  based 
on  discovery  value  is  denied  by  reason  of  the  allowance  of  percentage 
depletion. 

Your  committee  has  made  technical  amendments  to  section  114  (b) 
(4)  (A)  which  do  not  alter  its  substance.  A  change  has  also  been 
made  in  the  parenthetical  clause  stating  the  source  from  which 
thenardite  is  derived.  Under  the  present  wording  of  the  section, 
percentage  depletion  is  allowed  for  thenardite  produced  from  brines 
or  mixtures  of  brine.  To  remove  any  ambiguity  your  committee  has 
changed  the  wording  of  this  section  so  that  thenardite,  including 
thenardite  from  brines  or  mixtures  of  brine,  is  permitted  the  percent¬ 
age  depletion  allowance. 

The  amendments  made  by  this  section  of  the  bill  shall  apply  only 
with  respect  to  taxable  years  beginning  after  December  31,  1950. 

SECTION  305.  CAPITAL  GAINS  AND  LOSSES 

This  section  revises  the  tax  treatment  of  capital  gains  and  losses 
in  the  case  of  a  taxpayer  other  than  a  corporation. 

Under  present  law,  in  the  case  of  a  taxpayer  other  than  a  corpora¬ 
tion,  gain  or  loss  from  the  sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months  (long-term  capital  gain  or  loss)  is  only  50  percent 
taken  into  account  in  computing  net  income,  and  gain  or  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for  6  months  or  less  (short¬ 
term  capital  gain  or  loss)  is  100  percent  taken  into  account  in  comput¬ 
ing  net  income.  Hence  $1  of  short-term  capital  loss  may  offset  $2  of 
long-term  capital  gain.  For  example,  an  individual  having  a  short¬ 
term  capital  loss  of  $1  million  would  pay  no  tax  upon  a  long-term 
capital  gain  of  $2  million. 

In  the  case  of  a  corporation  present  law  requires  that  short-term 
capital  loss  (or  gain)  offset  long-term  capital  gain  (or  loss)  dollar  for 
dollar  instead  of  at  the  2-to-l  ratio  just  described.  Under  the  amend¬ 
ments  made  by  this  section  of  the  bill,  short-term  capital  loss  (or  gain) 
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and  long-term  capital  gain  (or  loss)  will  also  offset  each  other  dollar  for 
dollar  in  the  case  of  a  taxpayer  other  than  a  corporation. 

The  essentials  of  the  new  treatment  of  taxpayers  other  than  cor¬ 
porations  are  as  follows : 

1.  Capital  gains  (whether  long-term  or  short-term)  will  be  100 
percent  taken  into  account  in  computing  gross  income. 

2.  Capital  losses  (whether  long-term  or  short-term)  will  be  100 
percent  taken  into  account  as  deductions  in  computing  net  income; 
except  that  (as  under  present  law)  such  losses  may  be  allowed  only  to 
the  extent  of  capital  gains  plus  the  smaller  of  (a)  $1,000  or  (b)  the  net 
income  (or  adjusted  gross  income  in  case  Supplement  T  is  used)  of  the 
taxpayer  computed  without  regard  to  capital  gains  and  losses. 

3.  A  new  deduction  from  gross  income  is  provided,  to  be  computed 
as  follows:  As  under  present  law,  the  taxpayer  will  merge  his  short¬ 
term  capital  gains  and  losses  to  obtain  his  net  short-term  capital  gain 
or  loss,  as  the  case  may  be;  and  will  merge  his  long-term  capital  gains 
and  losses  (taken  into  account  100  percent)  to  obtain  his  net  long¬ 
term  capital  gain  or  loss,  as  the  case  may  be.  A  taxpayer  having  a 
net  long-term  capital  gain  will  then  reduce  it  by  any  net  short-term 
capital  loss  and  will  take  as  a  deduction  one-half  of  any  remaining 
excess.  This  new  50-percent  deduction  for  the  excess  of  net  long¬ 
term  capital  gain  over  net  short-term  capital  loss  supersedes  the  50- 
percent  inclusion  of  long-term  capital  gains  and  losses  provided  by 
present  law. 

4.  As  under  present  law,  a  taxpayer  having  an  excess  of  net  long¬ 
term  capital  gain  over  net  short-term  capital  loss  is  permitted  to 
compute  an  alternative  tax  by  combining  a  flat  percentage  of  such 
excess  with  a  partial  tax  computed  in  the  regular  manner  upon  the 
balance  of  his  net  income. 

Subsection  (a)  of  this  section  adds  a  new  subsection  (cc)  to  section 
23  of  the  code  and  amends  section  117  (b)  of  the  Code  (which  hereto¬ 
fore  has  prescribed  the  percentages  of  gain  or  loss  taken  into  account), 
so  as  to  provide  the  new  deduction  for  50  percent  of  the  excess  of 
net  long-term  capital  gain  over  net  short-term  capital  loss.  An  estate 
or  trust  is  required  to  exclude,  in  computing  this  deduction,  capital 
gain  which  under  section  162  (b)  or  (c)  is  includible  as  such  by  its 
income  beneficiaries. 

The  following  examples  will  illustrate  the  differences  in  the  com¬ 
putation  of  net  income  under  present  law  and  under  the  new  treat¬ 
ment  in  the  case  of  an  individual  who,  it  is  assumed,  has  net  income 
of  $8,000  computed  without  regard  to  capital  gains  and  losses: 

Example  ( 1 ). — Assume  that  the  individual  realizes  $2,000  of  long¬ 
term  capital  gain  and  $1,500  of  short-term  capital  loss  during  the 
taxable  year.  Under  present  law  one-half  of  the  gain  ($1,000)  is 
includible  in  gross  income,  the  $1,500  loss  is  allowable,  and  the  net 
income  is  $7,500.  Under  the  new  treatment  the  entire  $2,000  of  the 
gain  is  includible  in  gross  income,  the  $1,500  loss  is  allowable,  a  deduc¬ 
tion  under  section  23  (cc)  is  also  allowed  in  the  amount  of  $250 
(one-half  of  the  excess  of  the  gain  over  the  loss),  and  the  net  income  is 
$8,250. 

Example  (2). — Assume  that  the  individual  realizes  $3,000  of  long¬ 
term  capital  loss  and  $2,000  of  short-term  capital  gain  during  the 
taxable  year.  Under  present  law  the  $2,000  gain  is  includible  in  gross 
income,  the  one-half  of  the  loss  ($1,500)  taken  into  account  is  allow- 


116 


REVENUE  ACT  OF  1951 


able,  and  net  income  is  $8,500.  Under  the  new  treatment  the  $2,000 
gain  is  includible  in  gross  income,  the  $3,000  loss  is  allowable,  and  net 
income  is  $7,000. 

Example  (8). — Assume  that  the  individual  realizes  $3,000  of  long¬ 
term  capital  loss  and  $2,000  of  short-term  capital  loss  during  the  taxable 
year.  Under  present  law  net  income  is  $7,000,  and  the  taxpayer  may 
carry  forward,  to  be  used  as  short-term  capital  loss  in  the  five  suc¬ 
ceeding  years,  $2,500  (the  short-term  capital  loss,  $2,000,  plus  one-half 
of  the  long-term  capital  loss,  $1,500,  less  the  loss  allowed  in  the  current 
year,  $1,000).  Under  the  new  treatment  net  income  is  also  $7,000, 
but  the  taxpayer  may  carry  forward,  to  be  used  as  a  short-term  capital 
loss  in  the  five  succeeding  years,  $4,000  (the  aggregate  losses  of  $5,000 
less  the  $1,000  allowed  in  the  current  year). 

Subsection  (b)  of  this  section  amends  section  117  (c)  (2)  of  the  code 
(relating  to  alternative  tax  in  the  case  of  a  taxpayer  other  than  a 
corporation).  This  amendment  has  two  purposes:  (1)  to  conform  the 
computation  of  the  alternative  tax  to  the  new  treatment  of  capital 
gains  and  losses,  and  (2)  to  provide  that  the  amount  ascertained  by 
application  of  the  alternative  rate  to  capital  gains  shall  be  increased  as 
specified  in  section  16  (c)  in  the  case  of  taxable  years  to  which  the 
defense  tax  provided  therein  is  applicable. 

Because  of  the  deduction  provided  by  sections  23  (cc)  and  117  (b), 
as  amended,  net  income  under  the  new  treatment  will  include  only  50 
percent  of  the  excess  of  net  long-term  capital  gain  over  net  short-term 
capital  loss.  Hence  it  has  been  necessary  to  provide  that  the  partial 
tax,  to  be  computed  at  the  rates  and  in  the  manner  as  if  section  117  (c) 
had  not  been  enacted,  shall  be  computed  upon  the  net  income  reduced 
by  only  such  50  percent  of  the  excess.  The  amount  to  be  added  to  the 
partial  tax,  to  arrive  at  the  total  tax,  is  computed  by  taking  25  percent 
of  the  whole  excess  of  net  long-term  capital  gain  over  net  short-term 
capital  loss  and,  if  section  16  (c)  is  applicable,  increasing  such  amount 
as  provided  in  that  section. 

The  application  of  section  117  (c)  (2),  as  amended,  maybe  thus  illus¬ 
trated:  Assume  that  for  the  calendar  year  1952  an  individual  has  net 
income  of  $90,000  computed  as  follows:  $50,000  of  ordinary  net 
income,  and  an  $80,000  excess  of  net  long-term  capital  gain  over  net 
short-term  capital  loss,  with  a  deduction  of  $40,000  allowable  under 
section  23  (cc)  with  respect  to  such  excess.  The  first  step  is  to  com¬ 
pute  a  partial  tax  upon  $50,000  under  the  provisions  of  sections  11, 
12,  and  16  (b) ;  this  partial  tax  is  $30,172.50.  The  second  step  is  to 
take  25  percent  of  $80,000  (excess  of  net  long-term  capital  gain  over 
net  short-term  capital  loss),  which  is  $20,000  and  to  increase  that 
amount  by  12}£  percent  as  provided  in  section  16  (c)  (2)  ;  the  amount 
thus  determined  is  $22,500.  The  alternative  tax  is,  therefore, 
$52,672.50  ($30,172.50  plus  $22,500). 

Subsection  (c)  (1)  of  this  section  amends  section  22  (n)  to  provide 
that  the  new  deduction  allowed  by  section  23  (cc)  shall  be  taken  in 
computing  adjusted  gross  income. 

Subsections  (c)  (2)  and  (3)  make  conforming  amendments  to  sec¬ 
tions  117  (a)  (2),  117  (a)  (4),  and  117  (j)  (2)  (A).  As  amended,  these 
sections  deal  with  specified  types  of  gains  “if  and  to  the  extent  taken 
into  account  in  computing  gross  income.”  Although  the  percentage 
inclusion  provisions  have  been  eliminated  from  section  117  (b),  this 
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limiting  expression  is  necessary  in  order  to  eliminate  any  gain  which 
for  any  reason  is  not  includible  in  gross  income  for  the  taxable  year. 

Subsection  (c)  (4)  of  this  section  makes  a  conforming  amendment 
to  section  122  (d)  (4)  of  the  code  (relating  to  computation  of  the  net 
operating  loss  deduction.  The  principle  enunciated  by  the  Supreme 
Court  in  the  Reo  Motors,  Inc.  v.  Commissioner  (338  U.  S.  442),  (which 
disapproved  the  decision  in  Commissioner  v.  Moore ,  Inc.  (151  F.  (2d) 
527))  will  govern  in  applying  the  effective  date  provisions  with  re¬ 
spect  to  this  amendment. 

Subsection  (c)  (5)  of  this  section  amends  section  162  (a)  of  the  code 
(relating  to  deductions  of  a  trust  or  estate).  This  amendment  merely 
makes  certain  that  the  principle  of  United  States  v.  Benedict,  et  at. 
(338  U.  S.  692)  and  related  cases  will  continue  under  the  bill  as  under 
existing  law,  namely,  that  appropriate  adjustment  of  the  deductions 
under  section  162  (a)  is  to  be  made  on  account  of  the  applicable 
treatment  of  capital  gams  and  losses. 

Subsection  (d)  of  this  section  provides  that  the  amendments  made 
"by  the  section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  enactment  of  the  bill.  The  treat¬ 
ment  of  capital  gains  and  losses  of  years  beginning  before  such  date 
is  not  affected  by  these  amendments  for  any  purpose,  including  the 
determination  under  section  117  (e)  of  the  amount  of  the  capital 
loss  or  of  the  net  capital  gain  for  any  taxable  year  beginning  before 
such  date.  Thus,  in  the  case  of  a  taxpayer  whose  taxable  year  is  a 
calendar  year,  a  net  capital  loss  for  the  calendar  year  1950,  and  the 
net  capital  gain  for  1951,  would  be  computed  without  regard  to  the 
amendments  even  though  the  loss  is  carried  forward  under  117  (e)  of 
the  code  to  the  calendar  year  1952,  a  year  to  which  the  amendments 
will  be  applicable.  In  determining  the  amount  of  the  net  capital  loss 
for  1950  which  can  be  carried  over  under  section  117  (e)  to  1953,  the 
computation  of  the  net  capital  gain  for  1952  would,  of  course,  be 
computed  with  regard  to  the  amendments  made  by  this  section. 

SECTION  306.  SALES  OF  LIVESTOCK 

This  section  amends  section  117  (j)  of  the  code  to  provide  for  the 
tax  treatment  of  livestock.  See  page  67  in  the  general  discussion 
section  of  this  report. 

SECTION  307.  TAX  TREATMENT  OF  COAL  ROYALTIES 

This  section  of  the  bill  amends  sections  117  (j)  (1)  and  117  (k)  (2), 
which  relate,  respectively,  to  the  definition  of  property  used  in  the 
taxpayer’s  trade  or  business  and  to  the  gain  or  loss  upon  the  cutting 
of  timber. 

The  amendment  to  section  117  (k)  (2)  provides  that  if  coal  which 
has  been  owned  by  the  taxpayer  for  more  than  6  months  is  disposed 
of  by  him  imder  any  form  or  type  of  contract  by  virtue  of  which  he 
retains  an  economic  interest  in  the  coal,  the  difference  between  the 
amount  received  for  the  coal  and  the  adjusted  depletion  basis  thereof 
under  section  114  (b)  (1)  shall  be  treated  as  a  gain  or  loss,  as  the  case 
may  be,  upon  the  sale  of  the  coal.  The  amendment-  to  section  117 
(j)  (1)  includes  within  the  term  “property  used  in  the  trade  or  busi¬ 
ness”  coal  to  which  section  117  (k)  (2)  is  applicable.  The  net  effect  of 
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these  two  amendments  is  to  treat  the  difference  between  the  amount 
received  for  the  coal  and  the  adjusted  depletion  basis  thereof  as  gain 
or  loss  to  which  section  117  (j)  is  applicable;  whether  such  gain  or  loss 
will  be  deemed  to  be  gam  or  loss  from  the  sale  of  a  capital  asset  held 
more  than  6  months  will  depend  upon  the  application  of  section  117 
(j)  to  these  and  other  transactions  of  the  taxpayer. 

It  is  further  provided  that  this  amendment  shall  not  apply  in  any 
case  where  the  taxpayer  is  personally  obligated  to  pay  any  part  of  the 
cost  of  operations  after  the  disposal  of  such  coal  with  respect  to  the 
mining  thereof.  However,  the  amendment  may  be  applied  even 
though  the  taxpayer  prior  to  the  disposal  operated  the  mine.  The 
date  of  the  disposal  of  coal  is,  in  accordance  with  the  principle  of 
Springfield  Plywood  Corporation,  15  T.  C.  No.  91  (1950),  the  date  of 
the  royalty  contract.  An  owner  shall  not  be  entitled  to  the  allowance 
for  percentage  depletion  provided  for  in  section  114  (b)  (4)  with 
respect  to  amounts  received  any  part  of  which  are  considered  to  be 
received  from  the  sale  of  coal  under  section  117  (k)  (2),  as  amended 
by  this  section. 

A  clerical  amendment  is  made  to  section  117  (k)  in  order  to  change 
the  heading  thereof  to  conform  to  the  amendments  made  by  this 
section. 

The  amendments  made  by  this  section  shall  be  applicable  with 
respect  to  taxable  years  ending  after  December  31,  1950,  whether  the 
disposal  of  the  coal  occurred  on,  before,  or  after  such  date,  but  shall 
apply  only  with  respect  to  amounts  received  or  accrued  after  such 
date. 

SECTION  308.  COLLAPSIBLE  CORPORATIONS 

This  section  of  the  bill  amends  section  117  (m)  of  the  code,  relating 
to  collapsible  corporations.  Section  117  (m)  (2)  (A)  defines  the  term 
“collapsible  corporation.”  Such  a  corporation  is  presently  defined  as 
a  corporation  formed  or  availed  of  principally  for  the  manufacture,, 
construction,  or  production  of  property,  or  for  the  holding  of  stock  in 
a  corporation  so  formed  or  availed  of,  with  a  view  to  (i)  the  sale  or 
exchange  of  stock  by  its  shareholders  (whether  in  liquidation  or  other¬ 
wise),  or  a  distribution  to  its  shareholders,  prior  to  the  realization  by 
the  corporation  manufacturing,  constructing,  or  producing  the 
property  of  a  substantial  part  of  the  net  income  to  be  derived  from 
such  property,  and  (ii)  the  realization  by  such  shareholders  of  gain 
attributable  to  such  property.  This  section  of  the  bill  adds  to  such 
definition  the  case  of  a  corporation  formed  or  availed  of  principally 
for  the  purchase  of  property  which  (in  the  hands  of  the  corporation)  is 
property  described  in  section  117  (a)  (1)  (A)  (stock  in  trade,  etc.),  or 
for  the  holding  of  stock  in  a  corporation  so  formed  or  availed  of,  with 
a  view  to  (i)  the  sale  or  exchange  of  stock  by  its  shareholders  (whether 
in  liquidation  or  otherwise),  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  purchasing  the  property  of  a 
substantial  part  of  the  net  income  to  be  derived  from  such  property, 
and  (ii)  the  realization  by  such  shareholders  of  gain  attributable  to 
such  property. 

It  is  immaterial,  for  the  purpose  of  the  amendment  made  by  this 
section  of  the  bill,  whether  the  purchase  of  the  property  in  question 
is  made  from  the  shareholders  of  the  corporation  or  from  persons 
other  than  the  shareholders  of  the  corporation.  The  property,  how- 
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ever,  must  be  property  which,  in  the  hands  of  the  corporation,  is 
property  of  a  kind  described  in  section  117  (a)  (1)  (A).  Section  117 
(a)  (1)  (A)  excludes  from  the  definition  of  “capital  assets”  set  forth 
in  section  117  (a)  (1),  “stock  in  trade  of  the  taxpayer  or  other  prop¬ 
erty  of  a  kind  which  would  properly  be  included  in  the  inventory  of 
the  taxpayer  if  on  hand  at  the  close  of  the  taxable  year,  or  property 
held  by  the  taxpayer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business.”  It  is  assumed  that  property  which, 
in  the  hands  of  an  ordinary  corporation,  would  be  property  of  a  kind 
described  in  section  117  (a)  (1)  (A)  would  also  be  such  property  in 
the  hands  of  a  corporation,  formed  or  availed  of  within  the  meaning 
of  section  117  (m). 

In  order  to  conform  the  other  provisions  of  section  117  (m)  to  the 
above  amendment,  necessary  changes  have  been  made  therein. 

The  amendments  made  by  this  section  are  applicable  to  taxable 
years  beginning  after  December  31,  1950,  but  it  is  specifically  pro¬ 
vided  that  the  determination  of  the  tax  treatment  of  gains  realized 
in  taxable  years  beginning  prior  to  January  1,  1951,  shall  be  made  as 
if  this  section  had  not  been  enacted  and  without  interferences  drawn 
from  the  fact  that  the  amendments  made  by  this  section  to  section 
117  (m)  are  not  made  applicable  to  such  gams  and  without  inter¬ 
ferences  drawn  from  the  limitations  contained  in  section  117  (m),  as 
amended  by  this  section. 

SECTION  309.  DEALERS  IN  SECURITIES— CAPITAL  GAINS 
AND  ORDINARY  LOSSES 

This  section  adds  a  new  subsection  (n) ,  relating  to  the  treatment  of 
capital  gains  and  ordinary  losses  by  dealers  in  securities,  to  section  117 
of  the  code.  Under  existing  law,  a  taxpayer  may  be  considered  as  a 
dealer  with  respect  to  certain  securities  and  as  an  investor  with  respect 
to  other  blocks  of  securities.  Under  present  court  decisions,  it  is 
possible  for  a  dealer  to  shift  securities  from  an  investment  account 
to  an  inventory  account  or  vice  versa,  thereby  affording  an  oppor¬ 
tunity  for  converting  what  should  be  ordinary  gain  into  capital  gain 
and  what  should  be  capital  loss  into  an  ordinary  loss.  Section  117  (n), 
as  added  by  this  section  of  the  bill,  provides  rules  designed  to  prevent 
a  dealer  from  obtaining  the  most  beneficial  tax  result  by  a  shift  in 
securities  from  one  account  to  another,  or  by  insufficient  identification 
of  the  securities  alleged  to  be  within  a  particular  account. 

Paragraph  (1)  of  subsection  (n)  provides  rules  for  the  treatment  of 
capital  gains  by  a  dealer  in  securities.  Under  this  paragraph,  gain  by 
such  a  dealer  from  the  sale  or  exchange  of  a  security  shall  in  no  event 
be  considered  as  gain  from  the  sale  or  exchange  of  a  capital  asset  unless 
(A)  the  security  is,  prior  to  the  expiration  of  the  thirtieth  day  after 
its  acquisition  or  after  the  date  of  enactment  of  this  act  (whichever  is 
later) ,  clearly  identified  in  the  dealer’s  records  as  a  security  held  for 
investment;  and  (B)  the  security  is  not,  at  any  time  after  the  expira¬ 
tion  of  such  thirtieth  day,  held  by  the  dealer  primarily  for  sale  to 
customers  in  the  ordinary  course  of  the  trade  or  business.  It  is 
contemplated  that  the  regulations  may  prescribe  the  methods  of 
identification  which  will  adequately  earmark  the  security  as  one  held 
for  investment. 
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The  provisions  of  section  117  (n)  (1)  (A)  and  (B)  are  intended  to 
operate  only  in  the  case  where  gain  from  the  sale  of  a  security  would, 
but  for  the  provisions  of  such  paragraph,  be  considered  to  constitute 
capital  gain.  Thus,  if  a  security  sold  by  a  dealer  would  be  considered, 
but  for  section  117  (n)  (1),  to  contitute  the  sale  of  a  security  held  for 
investment,  gain  from  the  sale  of  such  security  will  nonetheless  not  be 
considered  as  capital  gain  unless  the  security  has  been  properly  identi¬ 
fied  within  the  30-day  period  in  the  dealer’s  records  as  held  for  invest¬ 
ment  and  is  at  no  other  time  thereafter  held  for  sale  to  customers  in  the 
ordinary  course  of  the  trade  or  business.  However,  the  mere  fact 
that  a  security,  which  is  actually  held  by  the  dealer  for  sale  to  cus¬ 
tomers  in  the  ordinary  course  of  the  trade  or  business,  is  identified  as 
required  by  this  section  as  a  security  held  for  investment,  will  not 
cause  the  gain  from  the  sale  of  the  security  to  be  treated  as  capital  gain. 

Section  117  (n)  (2)  provides  the  rule  for  treatment  of  ordinary 
losses  by  a  dealer  in  securities.  This  rule  is  that  a  loss  from  the  sale 
or  exchange  of  a  security  shall  be  considered  as  a  capital  loss  if  at  any 
time  after  the  thirtieth  day  following  the  date  of  enactment  of  this 
act  the  security  was  clearly  identified  in  the  dealer’s  records  as  a 
security  held  for  investment.  The  effect  of  section  117  (n)  (2)  is 
that,  if  a  security  has  once  been  identified  as  held  for  investment,  a 
loss  on  the  subsequent  disposition  of  such  security  shall  in  no  event 
be  considered  as  a  loss  from  the  sale  or  exchange  of  property  which 
is  not  a  capital  asset. 

For  the  purposes  of  section  117  (n)  the  tei'm  “security”  means  any 
share  of  stock  in  any  corporation,  any  certificate  of  stock  or  interest 
in  any  corporation,  a  note,  bond,  debenture,  or  evidence  of  indebted¬ 
ness,  or  any  evidence  of  an  interest  in  or  right  to  subscribe  to  any  of 
the  foregoing. 

The  amendment  made  by  this  section  is  applicable  only  with 
respect  to  sales  or  exchanges  made  after  the  expiration  of  the  thirtieth 
day  after  the  date  of  enactment  of  this  act. 

SECTION  310.  TREATMENT  OF  GAIN  ON  SALES  OF  CER¬ 
TAIN  PROPERTY  BETWEEN  SPOUSES  AND  BETWEEN 
AN  INDIVIDUAL  AND  A  CONTROLLED  CORPORATION 

Section  310  (a)  of  the  bill  adds  a  new  subsection  (o)  to  section 
117  of  the  Internal  Revenue  Code  so  as  to  provide  that  in  the  case 
of  a  sale  or  exchange,  directly  or  indirectly,  of  depreciable  property 
(1)  between  husband  and  wife,  or  (2)  between  an  individual  and  a 
corporation  in  which  he  owns,  directly  or  indirectly,  more  than  50 
percent  of  the  value  of  the  outstanding  stock,  any  gain  recognized  to 
the  transferor  shall  be  considered  ordinary  income  and  not  capital  gain. 
The  transfer  of  the  property  can  be  from  the  corporation  to  the 
stockholder  or  from  the  stockholder  to  the  corporation.  The  prop¬ 
erty  transferred  must  be  property  which  in  the  hands  of  the  transferee 
is  property  of  a  character  which  is  subject  to  the  allowance  for  depre¬ 
ciation  provided  in  section  23  (1)  of  the  code. 

An  individual  will  be  considered  to  control  a  corporation  if  he  owns, 
directly  or  indirectly,  more  than  50  percent  in  value  of  the  outstand¬ 
ing  stock  of  the  corporation.  The  new  section  117  (o)  (3)  sets  forth 
detailed  rules  as  to  stock  ownership  for  purposes  of  determining 
whether  an  individual  does  own  more  than  the  required  amount  of 
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stock.  Thus,  section  117  (o)  (3)  (A)  provides  that  stock  owned, 
directly  or  indirectly,  by  or  for  a  corporation,  partnership,  estate,  or 
trust  shall  be  considered  as  being  owned  proportionately  by  or  for  its 
stockholders,  partners,  or  beneficiaries.  Likewise,  section  117  (o) 
(3)  (B)  provides  that  an  individual  shall  be  considered  as  owning  the 
stock  owned,  directly  or  indirectly,  by  or  for  his  spouse. 

Section  117  (o)  (3)  (C)  provides  that  if  an  individual  owns  more 
than  10  percent  in  value  of  the  outstanding  stock  of  a  corporation, 
including  stock  constructively  owned  by  him  upon  the  application  of 
section  117  (o)  (3)  (A)  and  (B),  discussed  above,  that  individual  shall 
likewise  be  considered  as  owning  the  stock  of  the  corporation  owned, 
directly  or  indirectly,  by  or  for  his  brothers  and  sisters  (whether  by 
the  whole  or  the  half  blood),  ancestors,  and  lineal  descendants.  Thus, 
assume  that  an  individual,  D,  owns  5  percent  of  the  stock  of  Corpora¬ 
tion  P,  that  his  wife  owns  20  percent  of  the  stock  of  P,  and  that  his 
brother  owns  40  percent  of  the  stock.  Since  D  owns  more  than  10 
percent  of  the  stock  of  the  corporation,  taking  into  account  the  stock 
owned  by  his  wife,  D  will  be  considered  as  owning  the  stock  owned 
by  his  brother  and  consequently  will  be  considered  as  owning  65  per¬ 
cent  of  the  stock  of  Corporation  P  (the  5  percent  owned  by  D  directly; 
plus  the  20  percent  owned  by  his  wife;  plus  the  40  percent  owned  by 
his  brother). 

Section  117  (o)  (3)  (D),  however,  provides  that  any  stock  which 
is  considered  as  constructively  owned  by  a  person  because  owned  by 
or  for  his  spouse,  brother,  sister,  ancestor,  or  lineal  descendant  shall 
not  be  considered  as  owned  by  such  person  for  purposes  of  determining 
whether  such  stock  is  constructively  owned  by  some  third  person. 
Thus,  a  man  will  be  considered  as  owning  all  the  stock  owned  by  his 
wife  in  determining  whether  he  owns  more  than  50  percent  of  the  stock 
of  a  corporation.  The  wife’s  stock  will  be  disregarded,  however,  in 
determining  the  stock  ownership  of  the  man’s  brother.  Assume,  for 
example,  that  an  individual,  G,  owns  15  percent  of  the  stock  of  Corpo¬ 
ration  S;  his  wife  owns  20  percent  of  the  stock  of  S;  and  his  brother 
owns  30  percent  of  the  stock.  G  is  considered  as  owning  both  his  wife’s 
and  his  brother’s  stock  in  determining  whether  he  owns  more  than  50 
percent  of  the  stock  of  Corporation  S  and  consequently  is  considered 
as  owning  65  percent  of  the  stock  (the  15  percent  owned  by  G ;  plus  the 
20  percent  owned  by  his  wife;  plus  the  30  percent  owned  by  his 
brother).  In  determining  the  stock  owned  by  G’s  brother,  however, 
the  brother  is  considered  as  owning  the  15  percent  of  the  stock  owned 
by  G  directly  but  is  not  considered  as  owning  the  20  percent  of  the 
stock  actually  owned  by  G’s  wife  and,  therefore,  only  constructively 
owned  by  G .  G’s  brother,  therefore,  will  be  considered  as  owning  only 
45  percent  of  the  stock  (the  30  percent  owned  by  him  directly;  plus  the 
15  percent  actually  owned  by  G).  In  summary,  an  individual  may  be 
considered  as  constructively  owning  stock  which  in  turn  is  construct¬ 
ively  owned  by  another  person  through  a  corporation,  partnership, 
estate,  or  trust,  but  will  not  be  considered  as  constructively  owning 
any  stock  which  in  turn  is  constructively  owned  by  another  person 
through  such  other  person’s  spouse,  brother,  sister,  ancestor,  or  lineal 
descendant. 

Section  310  (b)  of  the  bill  provides  that  the  provisions  of  section 
117  (o)  shall  apply  only  with  respect  to  sales  or  exchanges  made  after 
May  3,  1951. 
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SECTION  311.  LIFE  INSURANCE  COMPANIES 

This  section  would  amend  section  202  (b)  (2)  of  the  code  to  provide 
that  the  special  rule  contained  therein  for  computation  of  the  figure  to 
be  used  by  life-insurance  companies  in  determining,  for  the  purpose  of 
taxable  years  beginning  in  1949  and  1950,  the  reserve  and  other 
policy  liability  credit  allowed  in  computing  the  taxable  income  of  such 
companies,  shall  also  be  used  in  determining  the  figure  for  the  purpose 
of  taxable  years  beginning  in  1951. 

Sections  202  (b)  and  203  (b)  of  the  code  provide  for  a  reserve  and 
other  policy  liability  credit  to  be  allowed  in  computing  the  taxable 
income  of  life-insurance  companies.  The  amount  of  the  credit  is 
computed  for  the  purpose  of  normal  tax  by  multiplying  the  normal 
tax  net  income,  and  for  the  purpose  of  the  surtax  by  multiplying  the 
corporation  surtax  net  income,  by  a  figure  to  be  determined  and  pro¬ 
claimed  by  the  Secretary  of  the  Treasury  for  each  taxable  year.  The 
figure,  which  is  based  on  data  with  respect  to  life-insurance  companies 
for  the  preceding  taxable  year,  is  the  same  for  all  life-insurance 
companies  and  is  computed  in  accordance  with  a  formula  set  forth  in 
section  202  (b)  (1)  of  the  code.  However,  since  the  figure  resulting 
from  the  formula  in  the  years  1947  and  1948  was  in  excess  of  1,  the 
effect  of  the  policy  and  other  liability  credit  in  such  years  was  to 
exempt  life-insurance  companies  from  tax  on  their  otherwise  taxable 
life-insurance  income.  To  remedy  this  defect,  section  401  of  the 
Revenue  Act  of  1950  added  paragraph  (2)  to  section  202  (b)  to  provide 
for  a  modification  in  the  formula  to  be  used  in  the  computation  of  tax 
for  taxable  years  beginning  in  1949  and  1950. 

The  amendment  made  by  this  section  requires  the  use  of  the 
formula  with  the  modifications  contained  in  section  202  (b)  (2)  for  the 
year  1951  as  well  as  for  the  years  1949  and  1950. 

SECTION  312.  TAX  TREATMENT  OF  CERTAIN  INVEST¬ 
MENT  COMPANIES 

This  section  adds  a  new  subsection  (c)  to  section  361  of  the  code, 
which  contains  certain  requirements  applicable  to  regulated  invest¬ 
ment  companies  under  supplement  Q  of  chapter  1. 

Subsection  (b)  of  section  361  provides  certain  limitations  on  the 
types  and  amounts  of  securities  which  may  be  held  by  a  regulated  in¬ 
vestment  company  if  the  company  is  to  qualify  for  the  tax  treatment 
under  supplement  Q.  Among  such  limitations  is  a  requirement  that 
at  the  close  of  each  quarter  of  the  taxable  year  of  a  company,  at  least 
50  percent  of  the  value  of  its  total  assets  be  represented  by  cash  and 
cash  items,  Government  securities,  securities  of  other  regulated  invest¬ 
ment  companies  or  securities  in  other  companies  limited  in  respect  of 
any  one  issuer  (1)  to  an  amount  not  in  excess  of  5  percent  of  the  value 
of  the  assets  of  the  investment  company,  and  (2)  to  not  more  than  10 
percent  of  the  outstanding  voting  securities  of  such  issuer. 

Section  361  (c),  as  added  by  this  section  of  the  bill,  provides  that  in 
the  case  of  a  registered  management  investment  company  which  is 
certified  by  the  Securities  and  Exchange  Commission  as  principally 
engaged  in  supplying  capital  to  other  corporations  which  are  prin¬ 
cipally  engaged  in  the  development  or  exploitation  of  inventions, 
technological  developments,  new  processes,  or  products  not  previously 
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generally  available,  the  investment  company,  notwithstanding  the  10- 
percent  stock  ownership  limitation  in  section  361  (b),  may  include,  in 
the  50  percent  of  its  assets  restricted  under  section  361  (b),  securities 
of  an  issuer  which  constitute  more  than  10  percent  of  the  outstand¬ 
ing  voting  stock  of  such  issuer.  The  stock  of  any  issuer  may  not  be 
so  included  if  the  investment  company  has  continuously  held  any 
securities  of  such  issuer  (or  of  a  predecessor  company  as  determined 
under  regulations  prescribed  by  the  Secretary)  for  10  or  more  preced¬ 
ing  years.  This  provision  does  not  modify  the  5-percent  limitation 
with  respect  to  the  amount  of  assets  which  may  be  invested  in  securi¬ 
ties  of  any  one  issuer.  Section  361  (c)  does  not  apply  in  any  taxable 
year  if  at  the  close  of  any  quarter  of  the  taxable  year  more  than  25 
percent  of  the  total  assets  of  the  investment  company  is  represented 
by  securities  of  issuers  as  to  which  (1)  the  investment  company  holds 
more  than  10  percent  of  the  outstanding  voting  stock  and  (2)  the  in¬ 
vestment  company  has  continuously  held  any  security  (or  any  se¬ 
curity  of  a  predecessor  of  such  issuer)  for  10  or  more  years,  unless 
within  30  days  after  the  close  of  such  quarter  the  value  of  the  total 
assets  represented  by  such  securities  is  reduced  to  25  percent  or  less  of 
the  value  of  the  total  assets  of  the  investment  company. 

In  the  determination  by  the  Securities  and  Exchange  Commission, 
consideration  is  to  be  given  to  the  purpose  and  function  of  the  invest¬ 
ment  company  and  to  its  continuing  over-all  operation.  Ordinarily, 
for  example,  it  would  be  requisite  that  a  major  portion  of  the  assets  of 
the  investment  company  represent  securities  in  operating  companies 
developing  and  exploiting  new  processes  and  products.  It  is  recog¬ 
nized,  however,  that  such  an  investment  company  may  find  it  desirable 
to  invest  a  portion  of  its  assets  in  other  securities,  such  as  Government 
bonds,  which  will  provide  operating  income  to  meet  the  expenses  in¬ 
curred  in  making  investments  in  companies  developing  new  products, 
etc.  An  investment  company  would  not  qualify  under  subsection  (c) 
if  its  principal  purpose  or  activity  is  to  establish  and  maintain  control, 
as  a  holding  company,  over  the  operating  companies  and  not  merely 
to  foster  the  initial  development  of  such  companies.  Retention  of  an 
investment  in  one  or  more  operating  companies,  however,  would  not 
necessarily  imply  holding  company  status  if  the  operations  of  the 
investment  company,  viewed  as  a  whole,  indicated  that  the  retention 
of  such  securities  is  incidental  to  its  principal  activities. 

An  operating  company  will  not  be  considered  to  be  engaged  in  the 
development  of  new  processes  or  products  merely  because  the  process 
or  product  is  new  to  the  company.  It  is  essential  that  the  process  or 
product  represent  a  substantial  technological  improvement,  or  be 
different  to  a  material  degree  from  a  process  or  product  previously 
available.  Thus,  a  change  in  style,  a  new  model,  an  adaptation  of 
an  existing  product,  or  such  improvements  as  are  customarily  made  in 
the  trade  would  not  qualify. 

For  the  purposes  of  subsection  (c),  a  corporation  which  was,  at  the 
time  of  the  first  acquisition  of  its  securities  by  the  investment  com¬ 
pany,  principally  engaged  in  the  development  or  exploitation  of 
nventions,  technological  improvements,  new  processes,  etc.,  will  be 
considered  to  have  continued  to  be  so  engaged  for  at  least  10  years 
after  the  date  of  such  acquisition.  Accordingly,  the  investment 
company  which  acquires  the  securities  of  another  company  which  is 
then  principally  engaged  in  developing  a  new  product  may  continue, 
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for  the  purposes  of  subsection  (c),  to  hold  such  securities  for  a  period 
of  10  years  even  though  during  such  period  the  subsidiary  company 
may  be  actively  marketing  the  product  which  it  has  developed. 

It  is  provided  that  the  terms  used  in  section  361  (c)  shall  have  the 
same  meaning  as  in  section  361  (b)  (3).  For  example,  the  term 
“value”  as  used  in  section  361  (c)  means,  with  respect  to  securities 
(other  than  those  of  majority-owned  subsidiaries)  for  which  market 
quotations  are  readily  available,  the  market  value  of  such  securities; 
and  with  respect  to  other  securities  and  assets,  the  fair  value  as  deter¬ 
mined  in  good  faith  by  the  board  of  directors  subject  to  the  exception 
that  the  value  of  securities  of  majority-owned  subsidiaries  which  are 
investment  companies  shall  not  exceed  the  higher  of  market  value  or 
asset  value. 

Section  361  (c)  does  not,  except  with  respect  to  waiver  of  the  10- 
percent  limitation  on  voting  stock  under  the  circumstances  indicated, 
affect  any  of  the  requirements  under  section  361  or  362  which  would 
otherwise  be  applicable  to  the  investment  company  for  purposes  of 
the  tax  treatment  under  supplement  Q. 

Subsection  (b)  of  section  312  provides  a  technical  amendment  to 
section  361  (b)  (3)  (A)  of  the  code. 

The  amendments  made  by  this  section  of  the  bill  are  applicable  to 
taxable  years  beginning  after  December  31,  1950. 

SECTION  313.  FAMILY  PARTNERSHIPS 

This  section  amends  section  3797  (a)  (2)  of,  and  adds  a  new  section 
191  to,  the  code  to  provide  for  the  tax  treatment  of  family  partnerships 
as  explained  beginning  on  page  67  in  the  general  discussion  section  of 
this  report. 

TITLE  IY— EXCISE  TAXES 
Part  I — Tax  on  Admissions  and  Cabarets 
SECTION  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS 

This  section  amends  section  1700  (a)  (1)  by  striking  out  the  second 
sentence  thereof  providing  that  persons  (except  bona  fide  employees, 
municipal  officers  on  official  business,  and  children  under  12  years  of 
age),  admitted  free  or  at  reduced  rates,  shall  pay  the  same  tax  as 
persons  paying  the  regular  admission  charge.  There  will  thus  be  no 
tax  on  free  admissions,  and  with  respect  to  admissions  at  reduced 
rates,  the  tax  will  be  determined  by  the  first  sentence  of  section 

1700  (a)  (1),  as  amended  by  section  1650,  which  imposes  on  admis¬ 
sions  a  tax  of  1  cent  for  each  5  cents  or  major  fraction  thereof.  The 
fourth  sentence  (relating  to  exemption  from  tax  by  regulation  in  the 
case  of  free  admission  of  certain  members  of  the  Armed  Forces)  of 
such  section  is  stricken  as  surplusage  upon  the  elimination  of  the 
second  sentence. 

SECTION  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX 

Subsection  (a)  of  this  section  reinstates  the  applicability  of  section 

1701  of  the  Internal  Revenue  Code  which  exempted  prior  to  October 
1,  1941,  certain  admissions  from  the  admissions  tax. 
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Subsection  (b)  amends  section  1701  (a)  of  the  code  so  as  to  retain 
the  exemptions  from  the  admissions  tax  which  existed  prior  to  October 
1,  1941,  except  in  the  following  respects: 

(1)  Under  the  amendment  the  admissions  tax  will  apply  to  admis¬ 
sions  to  all  athletic  games  or  exhibitions  except  those  where  the  pro¬ 
ceeds  inure  exclusively  to  the  benefit  of  an  elementary  or  secondary 
school.  Under  the  pre-1941  law  the  exemption  from  the  admissions 
tax  was  denied  only  with  respect  to  admissions  to  an  athletic  game  or 
exhibition  the  proceeds  of  which  inured  wholly  or  partly  to  the  benefit 
of  a  college  or  university. 

(2)  The  admissions  tax  will  apply  in  the  case  of  admissions  to  all 
wrestling  matches,  prize  fights,  or  boxing,  sparring,  or  other  pugilistic 
matches  or  exhibitions,  regardless  of  to  whom  the  proceeds  are  payable. 
Under  the  pre-1941  law  admissions  to  such  exhibitions  were  in  some 
cases  exempt  from  tax. 

(3)  The  exemption  will  not  apply  in  the  case  of  admissions  to 
carnivals,  rodeos,  or  circuses  in  which  any  professional  performer  or 
operator  participates  for  compensation.  There  was  no  corresponding 
provision  in  the  pre-1941  law. 

(4)  The  exemption  with  respect  to  admissions  all  the  proceeds  of 
which  inure  exclusively  to  the  benefit  of  societies  or  organizations 
conducted  for  the  sole  purpose  of  improving  any  city,  town,  village, 
or  other  municipality  is  eliminated  from  the  pre-1941  exemptions. 
Many  organizations  serving  such  functions  are  specifically  allowed  an 
exemption  under  other  provisions  retained  by  the  amendment. 

(5)  No  exemption  is  granted  under  the  amendment  on  the  ground 
that  all  the  proceeds  inure  exclusively  to  the  benefit  of  persons  in 
the  military  or  naval  forces  of  the  United  States  or  to  persons  who 
have  served  in  such  forces  and  are  in  need. 

(6)  Under  pre-1941  law  the  exemption  applied  to  admissions  where 
the  proceeds  inured  exclusively  to  the  benefit  of  members  of  the 
police  or  fire  department  of  any  city,  town,  village,  or  other 
municipality  or  the  dependents  or  heirs  of  such  members.  Under 
the  amendment  the  proceeds  must  inure  exclusively  to  the  benefit 
of  a  police  or  fire  department  (including  a  volunteer  fire  department) 
of  any  such  locality  or  exclusively  to  a  fund  for  the  sole  benefit  of 
members  of  a  police  or  fire  department  or  the  dependents  or  heirs  of 
such  members. 

Opera  companies  not  operated  for  the  purpose  of  making  a  profit 
are  to  be  considered  as  “educational  organizations”  so  that  admissions 
all  of  the  proceeds  of  which  inure  exclusively  to  the  benefit  of  such 
companies  will  be  exempt  from  tax. 

Subsection  (c)  adds  a  new  subsection  (d)  to  section  1701  of  the 
code.  This  new  subsection  grants  an  exemption  covering  admissions 
to  facilities  for  physical  recreation,  such  as  swimming  pools,  bathing 
beaches,  and  skating  rinks  (including  exhibitions  and  tournaments 
conducted  at  such  facilities)  operated  by,  and  with  the  entire  proceeds 
inuring  to,  States  and  political  subdivisions  thereof,  such  as  counties 
and  cities,  or  the  United  States,  and  agencies  and  instrumentalities 
of  the  foregoing.  The  new  exemption  does  not  encompass  spectator 
facilities,  such  as  zoos  and  aquariums. 
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SECTION  403.  EFFECTIVE  DATE  OF  AMENDMENTS  RELAT¬ 
ING  TO  ADMISSIONS 

This  section  of  the  bill  provides  that  the  amendments  made  by- 
sections  401  and  402  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after  the  date 
of  the  enactment  of  the  act  for  admissions  on  or  after  such  first  day. 

SECTION  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

This  section  amends  section  1700  (e)  (1)  of  the  Internal  Revenue 
Code  to  exempt  from  the  cabaret  tax  bona  fide  dance  halls,  ballrooms, 
and  other  similar  places  where  the  serving  or  selling  of  food,  refresh¬ 
ments,  or  merchandise  is  merely  incidental  to  the  music  and  dancing 
privileges  furnished  unless  the  conduct  of  the  place  is  such  as  to  bring 
it  within  the  normal  concept  of  a  roof  garden,  cabaret,  or  similar  place. 
This  determination  will  be  made  by  reference  to  the  over-all  operation 
of  the  establishment,  including  such  factors  as  the  relative  income 
from  the  several  activities  over  a  period  of  time,  the  relative  portion 
of  space  devoted  to  the  various  activities,  the  type  of  refreshments 
served  or  sold,  the  scope  and  character  of  the  entertainment  furnished, 
and  the  hours  of  operation. 

The  purpose  of  this  amendment  is  to  make  it  clear  that  the  princi¬ 
ples  set  forth  by  the  district  court  in  the  case  of  Geer  v.  Birmingham 
(88  F.  Supp.  189)  are  controlling  in  the  determination  of  whether  the 
establishment  involved  is  operating  as  a  cabaret  or  as  a  dance  hall, 
and  to  avoid  the  broad  construction  placed  upon  the  statute  in  the 
case  of  Avalon  Amusement  Corporation  v.  United  States  (165  F.  2d 
653)  and  in  the  court  of  appeals  decision  reversing  the  decision  of  the 
district  court  in  the  Geer  case  ( Birmingham  v.  Geer,  185  F.  2d  82), 
which  require  that  dance  halls  and  similar  establishments  be  taxed 
as  cabarets,  even  though  the  serving  or  selling  of  food,  refreshments, 
or  merchandise  is  merely  incidental. 

The  amendment  made  by  this  section  shall  take  effect  at  10  a.  m., 
on  the  first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  bill. 

Part  II — Tax  on  Cigarettes 

SECTION  421.  TAX  ON  CIGARETTES 

Subsection  (a)  of  this  section  amends  section  2000  (c)  (2)  of  the 
Internal  Revenue  Code  (relating  to  the  tax  on  cigarettes)  to  increase 
the  rate  of  tax  with  respect  to  cigarettes  weighing  not  more  than  three 
pounds  per  thousand  from  $3.50  to  $4  per  thousand. 

Subsection  (b)  provides  that  the  amendment  by  subsection  (a) 
shall  take  effect  on  the  first  day  of  the  first  month  which  begins  more 
than  10  days  after  the  date  of  enactment  of  this  bill. 

SECTION  422.  FLOOR  STOCKS  TAX  ON  CIGARETTES 

This  section  amends  section  2000  of  the  Internal  Revenue  Code 
(relating  to  the  tax  on  tobacco,  etc.)  by  adding  a  new  subsection  (f) 
which  imposes  a  floor  stocks  tax  equal  to  the  increase  in  the  tax  made 
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by  section  421  (a)  with  respect  to  cigarettes  weighing  not  more  than 
three  pounds  per  thousand  which  are  held  for  sale  on  the  day  the 
increased  rate  of  tax  on  such  cigarettes  takes  effect. 

Part  III — Retailers’  Excise  Taxes 
SECTION  431.  TAX  ON  LIGHTERS 

This  section  amends  section  2400  of  the  Internal  Revenue  Code  so 
as  to  subject  mechanical  lighters  for  cigarettes,  cigars,  or  pipes,  to  the 
retailers’  excise  tax  of  20  percent  as  provided  by  sections  1650  and 
2400  of  the  code. 

SECTION  432.  RETAILERS’  EXCISE  TAX  ON  TOILET 

PREPARATIONS 

This  section  amends  section  2402  (a)  of  the  Internal  Revenue  Code 
(relating  to  the  tax  on  toilet  preparations)  by  adding  at  the  end  thereof 
a  new  sentence  to  exempt  from  the  tax  thereby  imposed  toilet  articles 
intended  to  be  used  or  applied  only  in  the  care  of  babies.  The  deter¬ 
mination  of  whether  toilet  articles  are  intended  to  be  used  or  applied 
only  in  the  care  of  babies  will  be  made  only  by  reference  to  the  adver¬ 
tising  with  respect  to,  and  the  labeling  contained  on,  the  article.  If 
an  article  is  advertised  and  labeled  as  being  for  use  in  the  care  of 
babies  and  is  not  advertised  or  labeled  as  usable  by  persons  other  than 
babies  the  article  is  exempt  from  tax  even  though  the  particular 
purchaser  buys  it  for  adult  use.  On  the  other  hand,  an  article  which  is 
represented  by  advertising  or  labeling  as  fit  for  adult  use  in  addition 
to  use  in  the  care  of  babies  will  not  be  exempt  from  tax  even  though 
sold  to  a  purchaser  who  intends  to  use  the  article  only  in  the  care  of 
babies. 

Under  existing  law  toilet  articles  sold  to  a  beauty  parlor,  barber 
shop,  or  similar  establishment  for  use  in  the  operation  thereof  are 
taxable  when  sold.  Articles  sold  to  such  establishments  for  resale  are 
not  taxable  until  sold  by  them.  Articles  procured  by  such  estab¬ 
lishments  tax-free  for  resale  and  actually  used  in  operation  of  the 
place  are  taxable  when  first  set  apart  for  such  use.  Under  the  amend¬ 
ment  made  by  section  432  (b)  to  section  2402  (b)  of  the  code  toilet 
articles  sold  to  such  establishments,  for  use  in  the  operation  thereof, 
are  exempted  from  tax.  The  resale  of  toilet  articles  at  retail  by  such 
establishments  will  continue  to  be  taxable,  as  under  present  law. 

SECTION  433.  EFFECTIVE  DATE  OF  PART  III 

This  section  provides  that  the  amendments  made  by  part  III 
(relating  to  retailers’  excise  taxes)  shall  apply  only  to  articles  sold  on 
or  after  the  first  day  of  the  first  month  which  begins  more  than  10 
days  after  the  date  of  enactment  of  the  act. 
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Part  IV — Diesel  Fuel 

SECTION  441.  DIESEL  FUEL  USED  IN  HIGHWAY 

VEHICLES 

Subsection  (a)  of  this  section  adds  to  the  Internal  Revenue  Code  a 
new  chapter,  entitled  “Chapter  20 — Diesel  Fuel,”  which  imposes  a 
tax  of  2  cents  a  gallon  upon  any  liquid  not  taxed  under  section  3412 
(relating  to  gasoline,  naphtha,  etc.)  sold  or  used  by  any  person  as  a 
fuel  in  a  Diesel-powered  highway  vehicle.  The  same  fuel  oil  which  is 
used  in  Diesel-powered  highway  vehicles  is  also  manufactured  and 
marketed  for  use  in  heating  plants,  electric  power  plants,  and  for  other 
industrial  and  farm  purposes.  For  this  reason  the  tax  is  imposed 
upon  Diesel  fuel  sold  to  any  owner,  lessee,  or  operator  of  a  Diesel- 
powered  highway  vehicle  for  use  as  a  fuel  in  such  vehicle,  and  will  be 
collected  from  any  person  who  makes  such  a  sale  of  Diesel  fuel. 
However,  provision  is  also  made  for  collecting  the  tax  from  a  person 
who  acquires  fuel  in  such  a  manner  that  the  seller  thereof  does  not 
know  that  it  is  to  be  used  as  fuel  for  a  Diesel-powered  highway 
vehicle  and  for  that  reason  sells  the  fuel  tax-free.  In  such  a  case, 
the  person  using  the  fuel  in  a  Diesel-powered  highway  vehicle  will  be 
required  to  make  a  return  and  remit  the  tax.  Conversely,  if  fuel  oil 
is  sold  for  use  in  a  diesel-powered  highway  vehicle  and  is  later  used 
in  some  nontaxable  manner,  for  example,  in  a  farm  tractor  or  as  a 
heating  fuel,  a  tax  refund  may  be  allowed. 

Subsection  (b)  provides  that  the  amendment  made  by  subsection  (a) 
shall  take  effect  on  the  first  day  of  the  first  month  which  begins  more 
than  10  days  after  the  date  of  the  enactment  of  the  act.  Thus,  sales 
of  fuel  oil  on  or  after  such  date  for  use  in  Diesel-powered  highway 
vehicles  will  be  taxable.  Likewise,  the  tax  will  be  due  on  all  stocks 
of  fuel  purchased  free  of  tax  if  used  by  the  purchaser  thereof  on  or 
after  such  effective  date  in  Diesel-powered  highway  vehicles. 

Part  V — Liquor 

SECTIONS  451,  452,  AND  453.  DISTILLED  SPIRITS,  WINES, 
AND  FERMENTED  MALT  LIQUORS 

Sections  451,  452,  and  453  increase  the  rates  of  tax  on  distilled 
spirits,  wines,  and  fermented  malt  liquors.  The  proposed  increases 
are  as  follows:  Distilled  spirits,  from  $9  to  $10.50  per  proof  gallon; 
still  wines  not  over  14  percent  alcohol,  from  15  to  17  cents  per  gallon; 
still  wines  over  14  percent  and  not  over  21  percent  of  alcohol,  from 
60  to  67  cents  per  gallon;  still  wines  over  21  percent  and  not  over  24 
percent  of  alcohol,  from  $2  to  $2.25  per  gallon;  spariding  wines,  from 
15  to  17  cents  per  one-half  pint;  artificially  carbonated  wines,  from 
10  to  12  cents  per  one-half  pint;  liqueurs,  cordials,  and  similar  com¬ 
pounds  containing  fortified  sweet  wine  or  fortified  fruit  or  berry 
wines,  from  10  to  12  cents  per  one-half  pint;  fermented  malt  liquors, 
from  $8  to  $9  per  barrel.  These  sections  also  impose  equalizing 
floor-stocks  taxes  on  tax-paid  distilled  spirits  and  tax-paid  wines 
held  for  sale  or  for  use  in  the  manufacture  of  any  article  intended 
for  sale  on  the  date  the  increased  rates  become  effective;  and  on  all 
tax-paid  fermented  malt  liquors  held  for  sale  on  the  date  the  increased 
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rate  becomes  effective.  Provisions  similar  to  those  contained  in  the 
Revenue  Act  of  1943  are  made  for  the  filing  of  floor-stocks  tax  returns 
and  for  the  payment  of  such  tax.  Section  451  also  increases  the 
rate  of  tax  on  imported  perfumes  containing  distilled  spirits  from  $9 
to  $10.50  per  wine  gallon. 

SECTION  454.  CLERICAL  AMENDMENT 

This  section  amends  section  1650,  relating  to  war-tax  rates  of  cer¬ 
tain  miscellaneous  taxes,  by  striking  out  the  provisions  thereof  relating 
to  distilled  spirits,  imported  perfumes  containing  distilled  spirits, 
wines,  and  fermented  malt  liquors. 

SECTION  455.  EFFECTIVE  DATE  OF  PART  V 

This  section  provides  that  the  amendments  made  by  this  part  shall 
take  effect  on  the  first  day  of  the  first  month  which  begins  more  than 
1 0  days  after  the  date  of  enactment  of  the  act. 

Part  VI — Occupational  Taxes 
SECTION  461.  DEALERS  IN  LIQUORS 

This  section  increases  the  rates  of  occupational  taxes  on  wholesale 
dealers  in  liquors,  retail  dealers  in  liquors,  and  wholesale  dealers  in 
malt  liquors.  The  proposed  increases  are  as  follows:  Wholesale  deal¬ 
ers  in  liquors,  from  $110  to  $200;  retail  dealers  in  liquors,  from  $27.50 
to  $50;  and  wholesale  dealers  in  malt  liquors,  from  $55  to  $100. 

SECTION  462.  DRAW-BACK  IN  THE  CASE  OF  DISTILLED 
SPIRITS  USED  IN  THE  MANUFACTURE  OF  CERTAIN 
NONBEVERAGE  PRODUCTS 

Subsection  (a)  of  this  section  increases  the  rate  of  the  draw-back 
authorized  by  section  3250  (1)  (5)  of  the  code  from  $6  to  $9.50  per 
proof  gallon.  Section  3250  (1)  (5)  authorizes  the  allowance  of  draw¬ 
back  of  distilled  spirits  taxes,  under  certain  circumstances,  to  persons 
who  use  fully  tax-paid  distilled  spirits  of  domestic  production  in  the 
manufacture  of  certain  nonbeverage  products. 

Subsection  (b)  makes  the  increased  rate  of  draw-back  applicable 
only  with  respect  to  distilled  spirits  used  on  or  after  the  first  day  of  the 
first  month  which  begins  more  than  10  days  after  the  date  of  the 
enactment  of  the  act,  and  on  which  the  internal-revenue  tax  was  paid 
at  the  rate  of  $10.50  specified  in  section  2800  (a)  (1)  of  the  code  or  at 
a  rate  equivalent  to  such  rate. 

Subsection  (c)  amends  section  309  (c)  of  the  Revenue  Act  of  1943 
to  provide  that  subsection  (b)  of  section  309  of  that  act  shall  not  be 
applicable  in  any  case  in  which  draw-back  is  allowed  at  the  rate  of 
$9.50  under  section  3250  (1)  (5)  of  the  code,  as  amended  by  the  Revenue 
Act  of  1951.  Section  309  (b)  of  the  Revenue  Act  of  1943  authorizes 
draw-back  at  the  rate  of  $6  per  proof  gallon  with  respect  to  distilled 
spirits  on  which  the  internal  revenue  tax  was  paid  at  the  war-tax  rate 
or  at  a  rate  equivalent  to  the  war-tax  rate. 
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SECTION  463.  TAX  ON  COIN-OPERATED  GAMING 

DEVICES 

This  section  amends  section  3267  (a)  of  the  Internal  Revenue  Code 
to  increase  the  present  rate  of  the  special  (occupational)  tax  thereby 
imposed  with  respect  to  coin-operated  gaming  devices  from  $150  to 
$250  per  year. 

SECTION  464.  TAX  ON  BOWLING  ALLEYS  AND  BILLIARD 

AND  POOL  TABLES 

Subsection  (a)  of  this  section  amends  section  3268  of  the  Internal 
Revenue  Code  to  increase  the  present  rate  of  the  special  (occupational) 
tax  thereby  imposed  with  respect  to  bowling  alleys  and  billiard  and 
pool  tables  from  $20  to  $25. 

Subsection  (b)  is  a  clerical  amendment  which  amends  section  1650 
(relating  to  war-tax  rates  of  certain  miscellaneous  taxes)  by  striking 
out  the  provisions  thereof  relating  to  bowling  alleys  and  billiard  and 
pool  tables. 

SECTION  465.  EFFECTIVE  DATE  OF  PART  VI 

This  section  provides  that  the  amendments  made  by  sections  461, 
463,  and  464  shall  take  effect  on  the  first  day  of  the  first  month  which 
begins  more  than  10  days  after  the  date  of  the  enactment  of  this  act. 
In  the  case  of  the  year  beginning  July  1,  1951,  where  the  trade  or 
business  on  which  the  occupational  tax  is  imposed  was  commenced 
prior  to  the  first  day  of  the  month  specified  in  the  preceding  sentence, 
i.  e.,  the  month  which  begins  more  than  10  days  after  the  date  of  the 
enactment  of  the  act,  the  increase  in  the  tax  resulting  from  the 
amendments  made  by  sections  461,  463,  and  464  shall  be  reckoned 
proportionately  from  the  first  day  of  such  first  month  to  and  including 
the  30th  day  of  June  following  and  shall  be  due  on,  and  shall  be 
payable  on  or  before,  the  last  day  of  such  specified  month. 

Part  VII — Wagering 

SECTION  471.  WAGERING  TAXES 

This  section  adds  to  the  Internal  Revenue  Code  a  new  chapter  en¬ 
titled  “Chapter  27A — Wagering  Taxes,”  which  imposes  on  wagers  a 
tax  equal  to  10  percent  of  the  amount  thereof,  and  a  special  (occupa¬ 
tional)  tax  of  $50  per  year  on  each  person  who  is  liable  for  the  tax  on 
wagers  or  who  is  engaged  in  receiving  wagers  for  or  on  behalf  of  any 
person  so  liable  For  a  detailed  discussion  of  these  new  taxes  see  the 
explanation  beginning  on  page  67  in  the  general  discussion  section  of 
this  report. 

SECTION  472.  EFFECTIVE  DATE  OF  PART  VII 

This  section  provides  that  the  tax  imposed  on  wagers  by  subchapter 
A  of  chapter  27A  of  the  Internal  Revenue  Code,  as  added  by  section 
471,  shall  apply  only  with  respect  to  wagers  placed  on  or  after  ther 
first  day  of  the  first  month  which  begins  more  than  10  days  after  the- 
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date  of  enactment  of  the  act.  The  section  further  provides  that  the 
occupational  tax  imposed  by  subchapter  B  of  chapter  27A  of  the  code, 
as  added  by  section  471,  shall  not  be  payable  with  respect  to  any  period 
prior  to  the  first  day  of  the  first  month  which  begins  more  than  10 
days  after  the  date  of  the  enactment  of  the  act. 

Part  VIII— Manufacturers’  Excise  Taxes 

SECTION  481.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR 

ACCESSORIES 

Subsections  (a)  and  (b)  of  this  section  respectively  amend  section 
3403  (a)  of  the  Internal  Revenue  Code  to  increase  the  manufacturers’ 
excise  tax  from  5  to  8  percent  on  automobile  trucks  and  other  items 
included  in  section  3403  (a)  and  on  passenger  automobiles  and  all 
items  now  included  in  section  3403  (b)  from  7  to  10  percent,  except 
chassis  and  bodies  for  house  trailers  (including  parts  or  accessories 
therefor  sold  on  or  in  connection  therewith  or  with  the  sale  thereof), 
which  will  continue  to  be  taxed  at  the  rate  of  7  percent. 

Subsection  (c)  amends  section  3403  (c)  of  the  code  to  increase  the 
tax  on  parts  or  accessories  for  any  of  the  articles  enumerated  in  sec¬ 
tion  3403  (a)  and  (b)  of  the  code  from  5  to  8  percent. 

Subsection  (d)  adds  a  new  sentence  at  the  end  of  such  section  3403  (c) 
to  provide  that  in  determining  the  sale  price  of  a  rebuilt  automobile 
part  or  accessory,  there  shall  be  excluded  from  the  price,  in  accordance 
with  regulations  prescribed  by  the  Secretary,  the  value  of  a  like  part  or 
accessory  accepted  in  exchange. 

Subsection  (e)  is  a  technical  amendment  of  section  3403  (e)  to 
provide  rates  of  credit  allowable  to  manufacturers  for  tax-paid  tires, 
inner  tubes,  or  automobile  radio  or  television  receiving  sets  used  in 
the  manufacture  of  automobiles,  etc.,  equal  to  the  rates  of  tax  imposed 
on  automobiles,  etc.,  by  this  act. 

Subsection  (f)  amends  section  3443  (a)  (3)  (A)  by  adding  a  new 
claiise  (vi)  to  provide  a  credit  or  refund  to  a  manufacturer  of  auto¬ 
mobile  parts  or  accessories  when  a  part  or  accessory  (other  than 
spark  plugs,  storage  batteries,  leaf  springs,  coils,  timers,  and  tire 
chains)  is  resold  for  use  as  a  replacement  part  for  farm  equipment. 
Under  existing  procedure  a  farm  equipment  manufacturer  may  buy 
for  use  as  component  parts  of  such  equipment,  parts  or  accessories 
primarily  designed  for  automotive  use  (other  than  spark  plugs, 
storage  batteries,  leaf  springs,  coils,  timers,  and  tire  chains)  under  a 
certificate  of  intent  to  use  them  as  original  equipment,  but  may  not 
buy  automobile  parts  or  accessories  tax-free  for  resale  for  repair  or 
replacement  purposes  on  nontaxable  articles.  Thus,  under  the 
amendment  a  credit  or  refund  is  allowable  with  respect  to  those  parts 
or  accessories  which  under  existing  law  and  procedures  may  be  sold 
tax-free  to  the  manufacturer  of  the  original  nontaxable  equipment. 

The  credit  or  refund  may  not  be  allowed  under  section  3443  (a)  (3) 
(A)  (vi)  with  respect  to  spark  plugs,  storage  batteries,  leaf  springs, 
coils,  timers,  and  tire  chains  or  with  respect  to  any  part  or  accessory 
taxable  under  section  3403  (c)  resold  for  use  as  repair  or  replacement 
parts  for  any  of  the  articles  taxable  under  section  3403  (a)  and  (b) 
of  the  code. 
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Subsection  (g)  provides  that  the  amendment  made  by  subsection  (f) 
shall  be  effective  with  respect  to  articles  purchased  by  the  user  thereof 
on  or  after  the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  the  act. 

Subsection  (h)  of  this  section  amends  section  3400  (a)  of  the  code 
to  exempt  from  the  tax  thereby  imposed  on  tires  those  of  all-rubber 
construction  without  fabric  or  metal  reinforcement,  whether  hollow 
center  or  solid,  if  they  are  not  more  than  20  inches  in  diameter  and  not 
more  than  1 %  inches  in  cross  section,  and  those  of  extruded  tiring  with 
internal  wire  fastening  agent. 

SECTION  482.  NAVIGATION  RECEIVERS  SOLD  TO  THE 

UNITED  STATES 

This  section  deals  with  "communication,  detection,  or  navigation 
receivers  of  the  type  used  in  commercial,  military,  or  marine  installa¬ 
tions”  hereafter  in  this  paragraph  referred  to  as  "navigation  receivers.” 
Subsection  (a)  amends  section  3404  (a)  of  the  Internal  Revenue  Code 
to  exempt  from  the  tax  thereby  imposed  on  radio  and  television  re¬ 
ceiving  sets,  etc.,  the  sale  of  navigation  receivers  to  the  United  States 
for  its  exclusive  use.  Subsection  (b)  amends  section  3404  (b)  of  the 
code  to  exempt  from  the  tax  thereby  imposed  on  component  parts  of 
radio  and  television  receiving  sets,  etc.,  the  sale  of  any  article  for  use 
by  the  vendee  as  material  in  the  manufacture  or  production  of,  or  as  a 
component  part  of,  navigation  receivers  to  be  sold  by  him  to  the 
United  States  for  its  exclusive  use.  Subsection  (c)  amends  section 
3443  (a)  (1)  of  the  code  to  allow  a  manufacturer  or  producer  of 
navigation  receivers  a  credit  or  refund  of  tax  paid  on  articles  taxable 
under  section  3404  (b)  purchased  for  use  by  him  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  navigation  receivers  if  such 
navigation  receivers  have  been  sold  by  him  to  the  United  States  for 
its  exclusive  use.  Subsection  (d)  amends  section  3443  (a)  (3)  (A)  of 
the  code  to  allow  a  credit  or  refund  to  a  manufacturer,  producer,  or 
importer  of  navigation  receivers  in  the  amount  of  tax  paid  by  him 
with  respect  to  the  sale  thereof  if  he  has  in  his  possession  such  evidence 
as  regulations  may  require  that  such  navigation  receivers  have  been 
resold  to  the  United  States  for  its  exclusive  use.  Subsection  (e) 
amends  section  3444  (b)  of  the  code  to  exempt  from  the  tax  thereby 
imposed  on  the  use  of  taxable  articles  by  the  manufacturer,  producer, 
or  importer  thereof,  articles  taxable  under  section  3404  (b)  used  in  the 
manufacture  or  production  of,  or  as  a  component  part  of,  navigation 
receivers  sold  to  the  United  States  for  its  exclusive  use. 

SECTION  483.  REPEAL  OF  TAX  ON  CERTAIN  SPORT¬ 
ING  GOODS;  INCREASE  IN  TAX  ON  REMAINING  SPORT¬ 
ING  GOODS 

This  section  amends  section  3406  (a)  O)  of  the  Internal  Revenue 
Code  to  exclude  from  the  tax  on  sporting  goods  the  following  named 
items: 

Basketballs 

Boxing  gloves  and  other  boxing  equipment 
Cricket  balls  and  bats 
Fencing  equipment 
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Footballs  and  other  football  equipment 
Gymnasium  equipment  and  apparatus 
Hockey  equipment 

Indoor  baseballs  and  other  indoor-baseball  equipment 

Lacrosse  equipment 

Mass  balls 

Push  balls 

Skates 

Snow  toboggans  and  sleds 
Soccer  balls 

Softballs  and  other  softball  equipment 
Track  hurdles 
Vaulting  equipment 

Volleyballs  and  other  volleyball  equipment 
Water-polo  equipment 
Wrestling  head-harness 

On  the  items  not  so  excluded,  the  tax  is  raised^from  10  percent  to 
15  percent. 

SECTION  484.  ADDITION  OF  CERTAIN  ITEMS  TO  THE  TAX 
ON  ELECTRIC,  GAS,  AND  OIL  APPLIANCES;  REMOVAL 
OF  TAX  ON  ELECTRIC  HEATING  PADS 

This  section  amends  section  3406  (a)  (3)  of  the  Internal  Revenue 
Code  (relating  to  the  tax  on  electric,  gas,  and  oil  appliances)  to 
remove  electric  heating  pads  from  the  application  of  the  tax  and  to 
include  in  the  list  of  articles  subject  to  the  tax  at  the  rate  of  10  percent 
electric  sheets  and  spreads  and  the  following  appliances  of  the  house¬ 
hold  type:  Electric  belt-driven  fans;  electric  or  gas  clothes  driers; 
electric  door  chimes;  electric  dehumidifiers;  electric  dishwashers; 
electric  floor  polishers  and  waxers;  electric  food  choppers  and  grinders; 
electric  hedge  trimmers;  electric  ice-cream  freezers;  electric  mangles; 
electric  motion-  or  still-picture  projectors;  electric  pants  pressers; 
electric  shavers;  and  power  lawn  mowers. 

SECTION  485.  ADJUSTMENTS  OF  TAX  RATES  ON  PHOTO¬ 
GRAPHIC  APPARATUS  AND  FILM;  REPEAL  OF  TAX  ON 
CERTAIN  ITEMS 

Subsection  (a)  of  this  section  amends  section  3406  (a)  (4)  of  the 
Internal  Revenue  Code  to  reduce  the  rate  of  tax  on  cameras  and 
camera  lenses  from  25  to  20  percent  and  to  increase  the  rate  of  tax 
on  unexposed  photographic  film  from  15  to  20  percent,  thus  providing, 
on  and  after  the  effective  date  specified  in  section  489  of  the  act,  an 
equal  rate  of  tax  for  all  articles  taxable  under  such  section  3406 
(a)  (4).  This  section  also  will  exclude  the  following  items  from  the 
existing  tax: 

Photographic  apparatus  and  equipment  (other  than  certain  cameras 
and  lenses);  unexposed  photographic  film  not  in  rolls;  X-ray  cameras; 
still-camera  lenses  having  a  focal  length  of  more  than  120  millimeters; 
motion-picture  camera  lenses  having  a  focal  length  of  more  than  30 
millimeters;  film  more  than  150  feet  in  length;  and  film  more  than 
25  feet  in  length  and  more  than  30  millimeters  in  width. 

However,  if  any  person  acquires  film  not  subject  to  tax  and  sells 
it  in,  or  in  connection  with  a  sale  thereof  reduces  it  to,  such  form  and 
dimensions  that  it  would  be  taxable  if  sold  by  a  manufacturer,  pro- 
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duccr,  or  importer,  then  such  person  shall  be  considered  the  manu¬ 
facturer  of  the  film  so  sold  by  him.  X-ray  film,  and  cameras  weighing 
more  than  4  pounds  exclusive  of  lens  and  accessories,  continue  to  be 
tax-exempt. 

With  respect  to  photoflash  or  other  bulbs  held  in  floor  stocks  on 
the  effective  date  specified  in  section  489  of  the  act,  section  485,  (b) 
provides  for  a  credit  or  refund  (without  interest)  to  the  manufacturer 
or  producer  of  such  bulbs  of  the  manufacturers’  excise  tax  imposed 
under  section  3406  (a)  (4).  The  credit  or  refund  is  to  be  allowed 
only  (1)  if  claim  therefor  is  filed  with  the  Secretary  prior  to  the 
expiration  of  3  months  after  the  effective  date  specified  in  section  489 
of  the  act  and  (2)  to  the  extent  that  the  manufacturer  has  reimbursed 
the  person  holding  the  photoflash  or  other  bulbs  in  floor  stock  for 
the  elimination  of  the  tax  on  such  effective  date.  The  Secretary  is 
authorized  to  prescribe  necessary  regulations  pertaining  to  such 
credits  or  refunds,  and  no  manufacturer  or  producer  will  be  entitled 
to  a  credit  or  refund  unless  he  has  in  his  possession  such  evidence 
respecting  inventories  of  such  bulbs  as  to  which  he  has  made  reimburse¬ 
ment  of  tax  as  the  regulations  prescribe.  No  credit  or  refund  is  to  be 
allowed  for  any  bulb  held  by  any  person  for  sale  which  was  purchased 
by  such  person  as  a  component  part  of  any  other  article. 

The  provision  for  credit  or  refund  applies  to  photoflash  or  other 
bulbs  held  for  sale  on  the  effective  date  specified  in  section  489  or 
held  for  use  on  such  date  in  the  manufacture  or  production  of  any 
article  intended  for  sale. 

SECTION  486.  IMPOSITION  OF  TAX  ON  MECHANICAL 
PENCILS  AND  FOUNTAIN  AND  BALL-POINT  PENS 

This  section  adds  to  chapter  29  of  the  Internal  Revenue  Code  a 
new  section  entitled  “Sec.  3408.  Tax  on  Mechanical  Pencils  and 
Fountain  and  Ball-Point  Pens.”  Subsection  (a)  of  section  3408  im¬ 
poses  a  manufacturers’  excise  tax  of  20  percent  of  the  price  for  which 
mechanical  pencils,  fountain  pens,  and  ball-point  pens  are  sold  by 
the  manufacturer,  producer,  or  importer  thereof. 

Subsection  (b)  of  section  3408  provides  that  the  20  percent  manu¬ 
facturers’  excise  tax  will  not  apply  to  the  sale  of  any  mechanical  pen¬ 
cil,  fountain  pen,  or  ball-point  pen  if  such  pen  or  pencil  will  be  subject 
to  the  20  percent  retailers’  tax  under  section  2400  of  the  code  (relating 
to  the  tax  on  jewelry,  etc.). 

SECTION  487.  REPEAL  OF  TAX  ON  ELECTRICAL  ENERGY 

Subsection  (a)  of  this  section  repeals  section  3411  of  the  Internal 
Revenue  Code  (relating  to  the  tax  on  electrical  energy  for  domestic 
or  commercial  consumption)  and  certain  related  sections  in  the  nature 
of  cross  references,  namely,  sections  3441  (d),  3444  (b),  and  3447  (c). 

Subsection  (b)  provides  in  paragraph  (1)  that  except  as  provided  in 
paragraph  (2),  such  repeal  shall  apply  to  electrical  energy  sold  on  or 
after  the  first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  the  act,  and  in  paragraph  (2)  that 
in  the  case  of  a  sale  of  electrical  energy  which  is  billed  to  the  customer 
for  a  period  beginning  before  such  effective  date  and  ending  on  or 
after  such  effective  date,  the  provisions  of  subsection  (a)  shall  apply 
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only  to  that  portion  of  the  amount  billed  for  the  electrical  energy  sold 
during  the  entire  period  which  the  number  of  days  in  such  period 
beginning  with  the  effective  date  bears  to  the  total  number  of  days  in 
such  entire  period.  This  section  shall  not  apply  to  electrical  energy 
sold  before  such  effective  date  for  which  a  bill  was  rendered  prior 
thereto. 

SECTION  488.  TAX  ON  GASOLINE 

Subsection  (a)  of  this  section  amends  section  3412  (a)  of  the  Internal 
Revenue  Code  to  increase  the  tax  on  gasoline  from  l){  to  2  cents  a 
gallon. 

Subsection  (b)  adds  a  new  subsection  (f)  to  section  3412  of  the 
code  to  impose  a  floor-stocks  tax  on  gasoline  subject  to  tax  under 
such  section  which,  on  the  date  section  488  becomes  effective,  is 
held  and  intended  for  sale,  at  the  rate  of  one-lialf  cent  per  gallon. 
It  is  provided  that  such  floor-stocks  tax  shall  not  apply  to  gasoline 
in  retail  stocks  held  at  the  place  where  intended  to  be  sold  at  retail 
or  to  gasoline  held  for  sale  by  the  manufacturer,  producer,  or  im¬ 
porter  of  such  gasoline. 

SECTION  489.  EFFECTIVE  DATE  OF  PART  VIII 

This  section  provides  that  except  as  otherwise  expressly  provided 
in  this  part,  the  amendments  made  by  this  part  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  act. 

Part  IX— Miscellaneous  Excise  Tax  Amendments 

SECTION  491.  REDUCTION  OF  TAX  ON  TELEGRAPH 

DISPATCHES 

Subsection  (a)  of  this  section  amends  section  3465 ‘(a)  (1)  (B)  of  the 
Internal  Revenue  Code  so  as  to  reduce  the  present  tax  rate  of  25  per¬ 
cent  to  20  percent  on  amounts  paid  within  the  United  States  for  each 
domestic  telegraph,  cable,  or  radio  dispatch  or  message. 

Subsection  (b)  is  a  clerical  amendment  which  amends  section  1650 
(relating  to  war  tax  rates  of  certain  miscellaneous  taxes)  by  striking 
out  the  provisions  thereof  relating  to  domestic  telegraph,  cable,  or 
radio  dispatches. 

Subsection  (c)  fixes  the  time  when  the  amendments  made  by  sub¬ 
sections  (a)  and  (b)  shall  take  effect  in  relation  to  the  “rate  reduction 
date,”  which  is  defined  in  subsection  (e)  as  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of  enactment  of 
the  act.  Pursuant  to  subsection  (e)  the  amendments  apply  with 
respect  to  amounts  paid  on  or  after  the  rate  reduction  date  for  services 
rendered  on  or  after  such  date.  Subsection  (d)  provides  that  the 
amendments  do  not  apply  with  respect  to  amounts  paid  pursuant  to 
bills  rendered  prior  to  the  rate  reduction  date.  The  amendments 
apply  with  respect  to  amounts  paid  pursuant  to  bills  rendered  on  or 
after  the  rate  reduction  date  for  services  for  which  no  previous  bill 
was  rendered,  except  with  respect  to  such  services  as  were  rendered 
more  than  2  months  before  such  date.  Services  rendered  more  than 
2  months  before  such  date  are  governed  by  the  provisions  of  sections 
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1650  and  3465  of  the  Internal  Revenue  Code  in  effect  at  the  time  such 
services  were  rendered. 

SECTION  492.  EXEMPTION  OF  FISHING  TRIPS  FROM 
TAX  ON  TRANSPORTATION 

r  Subsection  (a)  of  this  section  amends  section  3469  (b)  of  the  Internal 
Revenue  Code  to  add  to  the  exemptions  from  the  tax  on  the  trans¬ 
portation  of  persons  thereby  granted,  an  additional  exemption  cover¬ 
ing  amounts  paid  for  transportation  by  boat  for  the  purpose  of  fishing 
from  such  boat. 

Subsection  (b)  provides  that  the  amendment  made  by  subsection 
(a)  shall  apply  to  amounts  paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of  the  enact¬ 
ment  of  this  act  for  transportation  on  or  after  such  first  day. 

SECTION  493.  TRANSPORTATION  OF  OIL  BY  WATER 

Subsection  (a)  of  this  section  amends  chapter  30  of  the  Internal 
Revenue  Code  by  adding  a  new  subchapter  F  imposing  a  tax,  under 
subsection  (a)  thereof,  equal  to  3  percent  of  the  fair  charge  for  the 
transportation  of  crude  petroleum  and  liquid  products  thereof  by 
water  (1)  when  no  charge  is  made  for  such  transportation,  or  (2)  when 
(in  any  transaction  not  at  arm’s  length)  the  charge  is  less  than  the 
fair  charge  for  such  transportation.  Provision  is  made  that  the  fair 
charge  shall  be  (1)  the  charge  made  by  persons  performing  like  trans¬ 
portation  for  hire  as  determined  by  the  Secretary,  or  (2)  if  no  such 
charge  exists  a  reasonabe  charge  for  such  transportation  as  determined 
by  the  Secretary.  These  provisions  are  similar  to  the  provisions  of 
section  3460  of  the  code  relating  to  transportation  of  oil  by  pipeline. 

Exemption  from  the  tax  is  provided  for  in  the  case  of  transportation 
within  the  premises  of  a  producing  property,  refinery,  bulk  plant, 
terminal,  or  gasoline  plant.  Also,  no  tax  will  apply  to  the  trans¬ 
portation  of  crude  petroleum  or  liquid  products  thereof  used  or  con¬ 
sumed  in  the  operation  of  a  vessel  or  during  a  voyage  without  unload¬ 
ing  after  once  being  placed  aboard  the  vessel.  Transportation  by 
water  of  crude  petroleum  or  liquid  products  thereof  by  the  United 
States,  any  State,  Territory  of  the  United  States  or  the  District  of 
Columbia  on  vessels  owned  or  operated  by  such  governments  is  not 
taxable  if  such  products  are  for  the  exclusive  use  of  the  government 
transporting  it.  This  exemption  will  not  apply  if  the  transportation 
is  furnished  by  another  or  if  the  products  transported  are  not  for  the 
exclusive  use  of  the  government,  regardless  of  by  whom  transported. 
Transportation  by  an  individual  of  petroleum  products  for  his  personal 
use  and  not  for  business  purposes  is  also  exempted. 

Subsection  (b)  of  this  section  is  a  technical  amendment  of  section 
3475  (a)  of  the  code  to  provide  that  transportation  of  oil  by  water  for 
less  than  the  fair  charge  (other  than  in  the  case  of  and  arm’s-length 
transaction)  shall  be  taxable  under  the  new  subchapter  F  and  not 
under  section  3475  (a). 

Subsection  (c)  of  this  section  provides  that  the  tax  shall  apply  only 
with  respect  to  transportation  which  begins  on  or  after  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after  the  date  of 
enactment  of  the  act. 


REVENUE  ACT  OF  1951  137 

SECTION  494.  ARTICLES  FROM  FOREIGN  TRADE  ZONES 


This  section  will  prevent  the  receipt  in  customs  territory  of  the 
United  States  of  the  articles  specified  in  Internal  Revenue  Code 
sections  2000  (c)  (2)  (cigarettes),  2800  (a)  (distilled  spirits),  3030  (a) 
(wines),  and  3150  (a)  (fermented  liquors)  which  were  in  foreign- 
trade  zones  when  the  increase  in  the  tax  on  such  articles  became 
effective  by  this  act,  until  there  is  collected  the  full  amount  of  all 
taxes  which  would  have  been  imposed  upon  such  articles  if  they  had 
been  subjected  to  tax  in  customs  territory  of  the  United  States  on 
such  effective  date. 

Subsection  (a)  provides  that  with  respect  to  such  articles  on  which 
the  internal-revenue  taxes  have  been  determined,  pursuant  to  section  3 
of  the  act  of  June  18,  1934,  as  amended  by  the  act  of  June  17,  1950 
(19  U.  S.  C.  81c),  and  which  on  or  after  the  effective  date  of  the  rates 
of  tax  imposed  on  such  articles  by  the  Revenue  Act  of  1951  are  brought 
from  foreign-trade  zones  into  customs  territory  of  the  United  States, 
there  shall  be  levied,  assessed,  collected,  and  paid  on  such  articles,  in 
addition  to  the  tax  so  determined,  an  additional  tax  at  rates  equal  to 
the  increases  in  rates  of  tax  made  applicable  to  such  articles  by  this  act. 

Under  the  first  proviso  of  section  3  of  the  act  of  June  18,  1934,  as 
amended,  the  collector  of  customs  now  has  authority,  upon  request,  to 
take  under  supervision  any  lot  or  part  of  a  lot  of  foreign  merchandise 
in  a  foreign-trade  zone  and  cause  it  to  be  appraised  and  taxes  deter¬ 
mined  and  duties  liquidated  thereon.  It  may  thereafter  be  sent  into 
customs  territory  upon  the  payment  of  such  liquidated  duties  and 
determined  taxes.  Inasmuch  as  such  proviso  authorizes  a  finding  of 
taxes  and  duties  only  once  and  a  finding  once  made  would  thereafter 
govern  the  dutiable  and  taxable  status  of  the  foreign  merchandise 
whenever  it  was  sent  into  customs  territory,  it  is  necessary  to  provide 
affirmatively  for  the  levy,  assessment,  collection,  and  payment  (in 
addition  to  the  tax  determined  prior  to  the  effective  date  of  the  rate  of 
tax  imposed  on  the  named  articles)  of  the  additional  tax  at  rates  equal 
to  the  increases  in  rates  of  tax  made  applicable  to  such  articles  by 
section  494  (a)  of  the  Revenue  Act  of  1951. 

It  is  further  provided  that  with  respect  to  such  imported  articles, 
the  tax  imposed  by  section  494  (a)  shall  be  collected,  paid,  and 
accounted  for  at  the  same  time  and  in  the  same  manner  as  the  tax  on 
such  articles  is  collected,  paid,  and  accounted  for  when  brought  from 
the  foreign-trade  zone  into  the  customs  territory. 

Under  the  second  proviso  of  section  3  of  the  act  of  June  18,  1934, 
as  amended,  certain  articles  may  be  taken  into  a  foreign-trade  zone 
from  customs  territory  and  may  thereafter  be  brought  back  to  cus¬ 
toms  territory  free  of  duty  and  tax.  With  respect  to  cigarettes,  dis¬ 
tilled  spirits,  wines,  and  fermented  liquors  which  were  taken  into  such 
zone  pursuant  to  such  second  proviso  prior  to  the  effective  date  of  the 
rates  of  tax  imposed  on  such  articles  by  this  bill,  subsection  (b)  of 
section  494  provides  that  when,  after  such  effective  date,  they  are 
returned  (without  loss  of  identity)  from  such  foreign-trade  zones  to 
customs  territory,  there  shall  be  levied,  assessed,  collected,  and  paid 
on  such  articles  an  additional  tax  at  rates  equal  to  the  increases  in 
rates  of  tax  applicable  to  such  articles  by  the  Revenue  Act  of  1951, 
and  that  the  additional  tax  so  imposed  shall  be  collected,  paid,  and 
accounted  for  at  the  same  time  and  in  the  same  manner  as  if  such 
articles  had  been  taken  into  the  foreign-trade  zone  free  of  tax. 


138  REVENUE  ACT  OF  1951 

TITLE  V— MISCELLANEOUS  PROVISIONS  AND 

AMENDMENTS 

SECTION  501.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS 
FROM  INCOME  TAX  FOR  PRIOR  TAXABLE  YEARS 

Section  501  of  the  bill  adds  a  subsection  at  the  end  of  section  302 
of  the  Revenue  Act  of  1950  to  provide  that  for  any  taxable  year 
beginning  prior  to  January  1,  1951,  an  organization  (which  term 
includes  a  trust)  operated  for  the  primary  purpose  of  carrying  on  a 
trade  or  business  for  profit,  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  shareholder  or  individual  and  all 
of  the  net  earnings  of  which  inure  to  the  benefit  of  an  educational 
organization  which  normally  maintains  a  regular  faculty  and  cur¬ 
riculum  and  normally  has  a  regularly  organized  body  of  pupils  or 
students  in  attendance  at  the  place  where  its  educational  activities  are 
regularly  carried  on,  shall  not  be  denied  exemption  from  taxation 
under  any  paragraph  of  section  101  of  the  code  on  the  ground  that  it  is 
carrying  on  a  trade  or  business  for  profit. 

An  example  of  the  application  of  the  amendment  would  be  the  case 
of  a  feeder  corporation  whose  business  is  the  manufacture  of  auto¬ 
mobiles  for  the  ultimate  profit  of  a  university. 

SECTION  502.  EXCESS-PROFITS  CREDIT  BASED  ON 

INCOME 

The  amendments  made  by  this  section  of  the  bill  relate  to  the  com¬ 
putation  of  the  excess  profits  credit  of  a  corporation  upon  the  basis 
of  income  under  the  provisions  of  section  435  (a)  of  the  code.  Para¬ 
graph  (1)  of  subsection  (a)  of  section  502  provides  that  the  percentage 
of  average  base  period  net  income  taken  into  account  in  determining 
the  excess  profits  credit  on  income  under  section  435  (a)  shall  be 
reduced  from  85  percent  of  such  average  base  period  net  income  to 
75  percent  thereof.  This  reduction  is  made  effective,  under  subsec¬ 
tion  (b)  of  section  502,  with  respect  to  taxable  years  ending  after 
December  31,  1951. 

Paragraph  (2)  of  subsection  (a)  adds  to  section  435  (a)  of  the  code 
a  new  paragraph  (4)  which  provides  for  the  computation  of  the 
portion  of  the  average  base  period  net  income  which  is  to  be  used  in 
computing  the  excess  profits  credit  based  on  income  in  the  case  of  a 
taxable  year  beginning  in  1950  and  ending  in  1951.  The  new  para¬ 
graph  (4)  provides  that  in  the  case  of  such  taxable  year  the  amount 
to  be  used,  for  the  purposes  of  section  435  (a),  in  lieu  of  85  percent 
of  the  average  base  period  net  income,  shall  be  the  sum  of— 

(1)  that  portion  of  85  percent  of  the  average  base  period  net 
income  which  the  number  of  days  in  the  taxable  year  prior  to 
January  1,  1951,  bears  to  the  total  number  of  days  in  such 
taxable  year,  and 

(2)  that  portion  of  75  percent  of  the  average  base  period  net 
income  which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of  days  in  such 
taxable  year. 
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SECTION  503.  ESTATE  AND  GIFT  TAX  TREATMENT  OF 
UNITED  STATES  BONDS  HELD  BY  CERTAIN  NON¬ 
RESIDENT  ALIENS 

This  section  amends  section  861,  relating  to  the  computation  of 
net  estate  of  a  decedent  nonresident  not  a  citizen  of  the  United  States, 
and  section  1000  (b),  relating  in  part  to  application  of  gift  tax  in  the 
case  of  a  transfer  by  a  nonresident  alien,  by  the  addition  of  specific 
provisions  defining  the  treatment  for  purposes  of  estate  tax  and  gift 
tax  of  certain  obligations  of  the  United  States  held  or  transferred  by 
a  nonresident  alien  not  engaged  in  business  in  the  United  States. 

The  United  States  Supreme  Court,  as  early  as  1900,  established  the 
principle  that  a  statutory  provision  which  in  general  terms  exempts 
property  from  taxation  applies  only  to  a  direct  tax  on  such  property 
and  does  not  apply  to  excise  taxes,  such  as  the  estate  tax  or  the  gift 
tax  which  is  imposed  not  on  the  property  itself  but  on  the  transfer  of 
the  property.  Murdock  v.  Ward  (178  U.  S.  139);  Plummer  v.  Coler 
(178  U.  S.  115).  However,  the  Courts  of  Appeals  for  the  Second  and 
Third  Circuits  have,  in  a  number  of  recent  cases,  held  that  section  4 
of  the  Victory  Liberty  Loan  Act  of  March  3,  1919  (40  Stat.  1311; 
30  U.  S.  C.  750),  exempted  United  States  Government  bonds  owned 
by  a  nonresident  alien  individual,  not  engaged  in  business  within  the 
United  States,  from  estate  tax  as  well  as  from  direct  taxes.  See 
Estate  of  Karl  Jandorf  v.  Commissioner  (C.  A.  2,  1948),  171  F.  (2d) 
464;  Estate  of  Irene  DeGuebriant  v.  Commissioner  (C.  A.  2,  1951), 
186  F.  (2d)  307 ;  and  Pennsylvania  Co.  for  Banking  and  Trusts  ( Estate 
of  Henry  Wallace  Burne )  v.  United  States  (C.  A.  3,  1950),  185  F.  (2d) 
125. 

Your  committee  believes  that  United  States  obligations  in  the  hands 
of  a  nonresident  alien  not  engaged  in  business  in  the  United  States 
are  and  should  be  subject  to  the  principle  of  Murdock  v.  Ward  and 
Plummer  v.  Coler;  accordingly  subsection  (a)  adds  a  new  subsection 
(c)  to  section  861  of  the  code  affirmatively  so  providing  in  the  case 
of  the  estate  tax.  However,  in  the  interest  of  equity,  two  exceptions 
are  provided  to  this  rule.  First,  United  States  obligations  issued 
before  March  1,  1941,  are  not  to  be  included  in  the  gross  estate  of  a 
deceased  nonresident  alien  who  was  not  engaged  in  business  in  the 
United  States  since  such  issues  are  exempt  under  present  Treasury 
regulations.  Secondly,  the  amendment  expressly  provides  that  such 
obligations  issued  on  or  after  March  1,  1941,  are  to  be  included  in 
the  gross  estate  of  such  a  decedent  only  if  the  decedent  dies  after  the 
date  of  the  enactment  of  the  bill. 

Subsection  (b)  of  this  section  is  designed  to  provides  a  similar  result 
in  the  case  of  the  gift  tax,  except  that  the  amendment  does  not  concern 
itself  with  gifts  made  on  or  before  the  date  of  the  enactment  of  the 
bill.  Under  the  amendment,  a  gift  of  such  obligations  made  after 
the  date  of  the  enactment  of  the  bill,  by  a  nonresident  alien  not 
engaged  in  business  in  the  United  States,  will  be  subject  to  the  gift 
tax  only  if  such  obligations  were  issued  on  or  after  March  1,  1941. 
As  to  gifts  made  on  or  before  the  date  of  the  enactment  of  the  bill, 
the  amendment  does  not  affect  any  liability  for  gift  tax  which  may 
exist  under  present  law,  and  is  not  intended  to  disturb  the  rule  of 
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existing  gift  tax  regulations  which  exempts  from  tax  the  transfer  of 
such  obligations  issued  before  March  1,  1941. 

SECTION  504.  REORGANIZATION  PLAN  NO.  26  OF  1950 

Under  this  section  the  applicable  provisions  of  Reorganization  Plan 
No.  26  of  1950,  respecting  the  Department  of  the  Treasury,  particu¬ 
larly  section  1  (a)  of  such  plan,  transferring  certain  functions  to  the 
Secretary  of  the  Treasury,  shall  apply  to  all  functions  stated  to  be 
vested  by  the  Revenue  Act  of  1951  in  any  officer,  employee,  or  agency 
of  the  Department  of  the  Treasury,  even  though  by  such  act  any 
function  is  stated  to  be  vested  elsewhere  than  in  the  Secretary  of  the 
Treasury.  Thus,  as  an  example,  a  requirement  in  the  Revenue  Act 
of  1951  that  returns  shall  be  ihade  and  taxes  due  paid  by  the  taxpayer 
to  the  collector  for  the  district  in  which  is  located  the  taxpayer’s 
principal  place  of  business,  or  if  he  has  no  principal  place  of  business 
in  the  United  States,  then  to  the  collector  at  Baltimore,  Md.,  will  be 
given  the  same  effect  as  a  similar  requirement  in  effect  at  the  time 
when  the  plan  became  effective. 


MINORITY  VIEWS 


This  is  the  tax  bill  of  the  Democratic  Party.  The  result  of  its 
enactment  will  be  to  increase  taxes  by  over  $17,000,000,000  within 
the  past  12  months.  Its  major  provisions  were  agreed  to  by  the 
Democratic  members  of  the  Ways  and  Means  Committee  in  secret 
caucus  without  consultation  or  regard  for  the  views  of  the  Republican 
members  of  the  committee.  The  star  chamber  proceedings  which 
fathered  much  of  this  measure  are  repugnant  to  the  American  people 
and  inimical  to  the  entire  Nation.  It  is  a  deplorable  example  of 
taxation  without  true  minority  representation. 

We,  the  Republican  Minority,  serve  notice  on  the  Congress  and  the 
American  people  that  the  additional  sources  of  revenue  to  pay  for 
President  Truman’s  $71,600,000,000  expenditure  budget  for  fiscal 
1952  are  not  available  under  any  sound  tax  program. 

This  is  the  crucial  significance  of  H.  R.  4473  which  signals  a  dramatic 
warning  to  every  American  home  that  further  inflation  will  soon  be 
on  the  march  again  unless  nonessential  Government  spending  is 
reduced.  The  facts  are  plain  for  all  to  see: 

Truman  expenditure  budget  for  fiscal  1952 _ $71,  600,  000,  000 

Net  tax  receipts  for  fiscal  1952  under  existing 

law _ $60,  900,  000,  000 

New  taxes  under  H.  R.  4473  for  fiscal  1952 5,  429,  000,  000 

Total  net  revenue  in  fiscal  1952 _  66,  329,  000,  000 

Deficit  for  fiscal  1952 _ — 1  5,  271,  000,  000 

1  The  estimates  are  those  of  the  staff  of  the  Joint  Committee  Jon  Internal  Revenue  Taxation.  The 
Treasury  estimates  net  receipts  of  $58.5  billion  for  fiscal  1952  which  would  increase  the  deficit  to  $8  billion 
even  after  passage  of  this  legislation. 

Moreover  the  above  figures  are  based  on  the  assumption  of  passage 
of  this  legislation  in  its  present  form  including  the  retroactive  applica¬ 
tion  back  to  January  1  for  the  entire  corporate  increase  and  an  effec¬ 
tive  date  of  September  1,  1951,  for  the  increased  tax  on  individuals 
and  for  the  excises. 

President  Truman’s  budget  calls  for  actual  cash  expenditures  of 
$71,600,000,000  in  fiscal  1952.  The  Congress  should  clearly  under¬ 
stand,  however,  that  the  new  obligational  authority  requested  by 
President  Truman  amounts  to  a  total  of  $94,400,000,000  for  fiscal 
1952. 

Keeping  in  mind  that  for  fiscal  years  1951  and  1952  the  requested 
obligational  authority  for  the  Department  of  Defense  alone  exceeds  by 
over  $50,000,000,000  the  amount  which  will  actually  be  spent  in  either 
of  these  years  and  that  estimated  expenditures  for  the  military  do  not 
include  replacement  of  equipment  destroyed  in  Korea,  it  is  clear  that 
unless  a  drastic  reduction  in  nonessential  Government  spending  is 
made,  the  cash  expenditure  budget  for  fiscal  1953  may  well  exceed 
$90,000,000,000 — $20,000,000,000  more  than  has  been  requested  by 
President  Truman  for  fiscal  1952.  ^ 
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Now  confronted  squarely  with  the  established  fact  that  even  with 
this  tax-increase  bill  we  face  a  deficit  of  between  $5,300,000,000  and 
$8,000,000,000  under  the  Truman  expenditure  budget  in  fiscal  1952, 
and  an  even  greater  deficit  in  fiscal  1953,  what  must  we  do? 

There  is  only  one  answer — cut  nonessential  Government  spending. 
In  order,  therefore,  to  reduce  the  proposed  deficit  to  the  lowest  possible 
minimum  we  recommend  that  this  Congress — 

(1)  effect  an  immediate  10  percent  cut  in  the  expenditures  of 
nonmilitary  appropriations  (excluding  funds  devoted  to  the  de¬ 
velopment  of  atomic  energy  for  either  civilian  or  military  use) ;  and 

(2)  eliminate  all  nonessential  expenditures  by  the  Military 
Establishment.1 

The  responsibility  for  the  dire  and  appalling  prospect  for  our 
Nation’s  finances  for  fiscal  1952  rests  squarely  on  President  Truman. 
His  own  fiscal  and  tax  advisers  were  unable  to  present  to  the  commit¬ 
tee  any  feasible  administration  tax  program  which  would  raise  the  nec¬ 
essary  taxes  to  finance  his  budgetin  fiscal  1952  on  a  pay-as-we-go  basis. 

The  Democratic  members  of  the  Ways  and  Means  Committee  in 
framing  this  bill  could  find  none,  and,  as  stated,  most  of  the  revenue 
which  will  be  raised  under  H.  R.  4473  will  be  derived  from  provisions 
in  the  bill  which  were  not  even  determined  through  normal  committee 
procedure.  These  include: 

(1)  Increasing  everybody’s  direct  income  taxes  12)(  percent;2 

(2)  Raising  the  regular  tax  on  corporations  to  52  percent 
retroactive  to  January  1 — 12  percentage  points  higher  than 
during  World  War  II; 

(3)  Making  the  82-percent  combined  excess-profits  tax  ap¬ 
plicable  to  25  percent  of  normal  corporate  profits  retroactive  to 
January  1 ; 

(4)  Raising  the  limit  on  the  over-all  tax  on  corporations  to 
70  percent. 

All  the  above  provisions  were  determined  by  the  Democratic  mem¬ 
bers  of  the  committee  in  a  secret  party  caucus. 

Republican  members  relied  on  an  understanding  with  the  majority 
members  that  no  major  change  in  the  excess-profits  tax  law  would  be 
made  at  this  time  without  at  least  first  affording  witnesses  an  oppor¬ 
tunity  to  be  heard  and  pending  an  opportunity  by  the  staff  of  the 
Joint  Committee  on  Internal  Revenue  Taxation  and  the  Treasury 
Department  to  analyze  the  practical  operation  of  this  recently  enacted 
and  highly  complicated  law.  On  this  point  we  call  attention  to  the 
recommendations  of  Secretary  Snyder  to  the  committee  during  the 
public  hearings: 

Mr.  Curtis.  Now,  you  make  reference  on  page  16  to  the  changes  in  the  structure 
of  the  excess  profits.  Just  what  is  it  you  propose  there? 

1  In  recommending  10  percent  cut  in  nonmilitary  expenditures,  I 
feel  the  minority  should  have  pointed  up  that  the  cuts  must  be  care¬ 
fully  sifted  in  such  a  procedure  because  of  the  very  nature  of  certain 
expenditures.  Many  nonmilitary  expenditures  involve  contractual 
obligations  of  the  United  States  Government  as  well  as  atomic  energy. 
They  can  involve  reimbursable  expenditures  vitally  connected  to  some 
phases  of  defense.  I  feel  the  recommendation  sound  if  kept  on  a 
realistic  basis  and  cuts  carefully  sifted. — Hal  Holmes. 

2  Except  as  limited  by  the  effective  top  94 h  percent  surtax  rate  and  the  90  percent  over-all  ceiling. 


REVENUE  -  ACT  OF  19  51 


143 


Secretary  Snyder.  That  tax.has  just  gone  into  effect.  As  it  gets  into  operation, 
vve  will  begin  to  find  how  it  works.  We  may  have  to  have  some  adjustments. 
Some  inequities  develop  one  way  or  the  other  as  it  goes  into  operation.  We  feel 
it  too  early  to  start  to  make  recommendations  until  it  has  been  in  operation 
a  while.  We  thought  we  could  catch  during  the  second  phase  some  adjustments 
that  will  have  to  be  made. 

Mr.  Curtis.  That  develop  in  the  light  of  the  operation  of  the  tax? 

Secretary  Snyder.  That  is  right. 

Mr.  Curtis.  It  is  nothing  specific? 

Secretary  Snyder.  Not  at  this  time. 

This  initial  statement,  of  course,  resulted  in  eliminating  testimony 
of  witnesses  on  proposed  changes  since  public  assurance  was  thus 
given  that  none  were  proposed. 

If  the  Truman  administration  were  really  sincere  in  adopting  a 
pay-as-we-go  policy,  as  recommended  by  the  Republicans,  then,  as 
a  bare  minimum  the  budget  for  fiscal  1952  would  have  been  prepared 
only  after  a  careful  study  had  been  made  of  the  amount  of  additional 
revenue  that  could  appropriately  be  raised  in  fiscal  1952.  This  pro¬ 
cedure  is  so  obviously  a  prerequisite  to  an  honest  effort  to  adopt  a 
pay-as-we-go  policy  as  to  preclude  discussion. 

But  it  was  not  followed  and  President  Truman’s  budget  for  fiscal 
1952  was  submitted  to  the  Congress  without  any  realistic  regard  to 
the  availability  of  the  necessary  new  taxes  to  support  his  program 
and  without  any  real  attempt  at  Government  economy. 

In  the  face  of  such  casual  and  haphazard  conduct  of  our  Nation’s 
finances  in  this  period  of  crisis  and  sacrifice,  President  Truman’s 
“dare”  to  the  Congress  to  reduce  his  budget  reflects  a  callous  dis¬ 
regard  for  the  preservation  of  the  Nation’s  financial  security  unparal¬ 
leled  in  American  history. 

Appropriations  to  Date 

That  both  President  Truman’s  $71,600,000,000  expenditure  budget 
and  $94,400,000,000  new  obligational  authority  budget  for  fiscal 
1952  can  be  reduced  has  already  been  demonstrated  by  the  House 
Appropriations  Committee  and  the  House  itself. 

Cuts  made  by  the  House  thus  far  in  President  Truman’s  budget 
requests  for  appropriations  amount  to  approximately  $1,240,000,000 
in  the  seven  bills  which  have  been  considered.  (This  figure  includes 
estimated  reductions  under  the  so-called  Jensen  amendment  directed 
at  reducing  Federal  personnel.)  This  is  a  little  more  than  10  percent 
of  budget  estimates  totaling  about  $11,640,000,000  considered  in 
these  measures  which  include  appropriations  for  the  Treasury  Depart¬ 
ment,  Post  Office  Department,  the  Labor  Department,  Federal 
Security  Agency,  the  Interior  Department,  independent  offices, 
Agriculture  Department,  District  of  Columbia,  and  Army  civil 
functions. 

In  terms  of  actual  expenditures  in  fiscal  1952,  however,  the  reduc¬ 
tions  made  by  the  House  amount  to  less  than  the  total  appropriation 
cuts  and  at  best  will  probably  be  less  than  $1  billion.  This  is  a  step 
n  the  right  direction,  but  obviously  it  is  not  enough. 

Bills  remaining  to  be  reported  in  the  nondefense  category  include 
those  for  the  State,  Commerce,  Justice  Departments  and  the  judiciary 
and  the  legislative  establishments.  In  terms  of  new  obligational 
authority  (which  excludes  appropriations  to  liquidate  prior  contract 
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authorizations)  budget  estimates  for  these  agencies  amount  to  only 
about  $1,500,000,000.  It  is  clear,  therefore,  that  not  too  much  more 
can  be  hoped  for  in  these  areas  and  that  if  a  further  reduction  is  to 
be  made  Congress  will  have  to  scrutinize  closely  and  carefully  the 
foreign  aid  and  military  authorization  requests  still  to  be  considered 
by  the  House  which  total  almost  $70,000,000,000. 

Defects  in  H.  R.  4473 

GENERAL  STATEMENT 

The  Truman  administration  is  under  the  false  illusion  that  pay-as- 
we-go  means  only  a  one-way  street  of  ever-increasing  expenditures 
paved  with  ever  higher  taxes.  This  illusion  should  be  dispelled  because 
excessive  taxation  will  never  cure  inflation.  The  refusal  by  President 
Truman  to  curtail  Government  spending  has  been  one  of  the  major 
causes  of  the  high  cost  of  living. 

A  true  pay-as-we-go  program,  as  recommended  by  the  Republicans, 
calls  first  for  a  reduction  of  Government  spending  and  secondly,  the 
imposition,  insofar  as  necessary,  of  new  taxes  to  pay  for  essential 
Government  spending. 

Taxes  are  already  at  the  highest  level  in  our  history  and  are  draining 
off  more  than  30  percent  of  our  national  income.3  The  imposition  of 
even  higher  taxes  without  first  reducing  Government  spending  is  not 
only  unconscionable,  but  can  and  will  reduce  the  incentives  for  pro¬ 
duction  and  saving  and  thus  defeat  the  very  objectives  of  a  balanced 
budget. 

We  call  the  attention  of  the  Congress  to  the  fact  that  as  the  result  of 
the  $10,000,000,000  in  new  taxes  already  imposed  by  the  Congress 
within  the  last  12  months  the  Federal  Government  is  now  running 
both  a  cash  and  budget  surplus  for  this  fiscal  year.  And  yet  despite 
this  fact,  wholesale  prices  are  20  percent  higher  than  a  year  ago  and 
15  percent  higher  than  at  the  time  of  the  Korean  invasion.  The  Con¬ 
sumers’  Price  Index  of  the  Bureau  of  Labor  Statistics  reflecting  this 
increase  shows  that  the  cost  of  living  has  risen  from  170.2  percent  a 
year  ago  to  185  percent  today.  It  is  clear,  therefore,  that  higher  taxes 
cannot  do  the  job  alone. 

And  it  is  just  as  clear  that  higher  taxes  if  unwisely  imposed  can  in 
themselves  lead  only  to  further  inflation  and  rising  cost  of  living.  In 
our  opinion  this  can  be  a  tragic  sequel  of  enactment  of  H.  R.  4473 
in  its  present  form  because  it  has  apparently  been  framed  by  the 
Democratic  members  of  the  committee  by  scraping  the  bottom  of  the 
tax  barrel,  not  for  the  purpose  of  halting  inflation,  but  with  a  result  of 
curtailing  production  and  reducing  savings,  two  of  the  most  powerful 
weapons  in  our  anti-inflationary  arsenal. 

As  the  result,  H.  R.  4473  is  economically  unwise  in  its  major  reve¬ 
nue-raising  provisions,  and  is  an  unbalanced  and  lopsided  tax  bill. 

INDIVIDUAL  INCOME  TAXES 

In  addition  to  all  the  higher  indirect  taxes  imposed  on  the  people  by 
this  legislation,  H.  R.  4473  increases  the  dollar  amount  of  everybody’s 
direct  Federal  income-tax  bill  by  12}£  percent.4 


*  National  income  $260,000,000,000.  Total  Federal,  State  and  local  taxes  $79,300,000,000. 

4  Except  as  limited  by  the  effective  top  94J4  percent  surtax  rate  and  the  90  percent  over-allceiling. 
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The  taking  of  taxes  from  our  economic  blood  stream  can  well  be 
bkened  to  the  taking  of  blood  from  the  human  body.  If  you  take  too 
much  and  too  often  the  patient  becomes  weak  and  incapable  of  self 
support.  Thus  drained  of  his  energy,  he  becomes  a  ward  of  the 
Federal  Government.  This  is  socialism. 

An  idea  of  the  enormous  increased  “take”  from  direct  individual 
income  taxes  by  H.  R.  4473  over  the  amount  of  taxes  paid  by  the  people 
of  the  country  less  than  a  year  ago  is  shown  by  the  following  tables. 
The  real  impact  of  this  burden  must  be  measured  in  the  light  of  the 
increased  costs  of  living  which  have  taken  place  in  the  past  12  months. 


Single  person,  no  dependents 


Income  after  deductions  but  before  exemptions 

A  year  ago 

Under  H.  R. 
4473 

Tax  increase 

$600 _ _ _ 

$800 . . . 

$33 

66 

$45 

90 

$12 

24 

$1,000 . . . . . . . . . 

$1,500 _ 

149 

203 

64 

$2,000 . . . 

232 

315 

83 

$3,000 _ _ _ 

409 

549 

140 

$5,000 . . . 

811 

1,062 

251 

$8,000  _ _ _  _ __  _ 

1,546 

2,003 

2,741 

5, 004 
7,810 
11,021 

457 

$10,000 . . . 

2,'  124 

617 

$15.000 . . 

3, 894 

1, 110 

$20,000 _ _ _ _ _ _ _ _ 

6, 089 
8, 600 
23,  201 
58,  762 

1,721 
2.  421 

$25,000 _ _ 

$50,000 _ _ _ 

29,  687 
74, 831 

6, 486 
16,069 

$100,000 _ _ _ _ _ _ 

Married  couple,1  no  dependents 


Income  after  deductions  but  before  exemptions 

A  year  ago 

Under  H.  R. 
4473 

Tax  increase 

$1,000 . . . . . . . 

$1,500 _ _ _ 

$50 

133 

$68 

$18 

$2,000 _ 

180 

47 

$3,000. _ _ _ _ 

299 

405 

106 

$5,000 . . . . . . . . . . . . 

631 

855 

224 

$8,000 _ _ _ _ _ _ _ _ _ 

1,206 

1,593 

387 

$10,000 . . . . . 

1, 621 

2, 829 
4,247 

5, 877 
17,  201 
46, 403 

2,124 
3,668 
6,481 
7,665 
22, 041 

503 

$15,000 _ _ _ 

839 

$20,000 _ _ _ 

1, 234 
1,688 
4,840 
12, 970 

$25,000 _ _ _ _ _ 

$50,000. _ _ _ _ _ _ _ _ _ _ 

$100,000 . . . . 

69, 373 

Married  couple,1  2  dependents 


Income  after  deductions  but  before  exemptions 

A  year  ago 

Under  H.  R. 
4473 

Tax  increase 

$2,000 _ 

$3,000 _ _ _ _ _ _ _ _ _ — 

$100 

$135 

$35 

$5,000 . . . . . . . 

432 

585 

153 

$8,000. — . 

974 

1,  296 

322 

$10,000 _ _ _ _ _ _ _ _ _ 

1,361 
2,512 
3, 888 

5,  476 

1,791 
3, 263 

5,  022 

430 

$15,000 . . . . . . . . . 

751 

$20,000 _ _ _ 

1, 134 

$25^000 _ _ _ _ _ 

7, 052 
21,  245 
58,  401 

1,676 
4,667 
12,  768 

$50,000. _ _ _ _ 

$100,000  . . . . . 

16,  578 
45,  643 

1  Income  earned  by  one  spouse. 
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The  effect  of  a  flat  12^-percent  increase  is  to  make  the  marginal 
rate  of  tax  and  the  tax  burden  on  many  taxpayers  even  higher  than 
during  World  War  II.  This  is  particularly  true  of  all  single  persons 
who  do  not  qualify  for  the  special  head-of-the-household  exemption 
and  married  couples  in  community-property  States.  In  these  cases 
the  marginal  rate  will  become  higher  than  it  was  during  World  War 
II  on  all  surtax  net  income  over  $4,000. 

The  inevitable  result  of  imposing  this  12}£-percent  increase  on  top 
of  the  $3,200,000,000  imposed  within  the  past  12  months  in  direct 
individual  income-tax  liability  will  be  that  all  taxpayers  will  he  called 
upon  to  pay  even  higher  income  taxes,  in  addition  to  increased  excise 
taxes. 

We  are  opposed  to  this  short-sighted  policy  of  further  soaking  the 
lower-income  groups  tomorrow  by  destroying  the  middle-  and  upper- 
income  brackets  taxpayers  today.  This  policy  was  followed  with 
disastrous  results  by  the  Socialist  Party  in  England  and  the  result 
is  that  today  the  tax  burden  in  England  has  to  be  shouldered  by  the 
lower-income  groups. 

An  idea  of  the  decrease  on  the  take-home  pay  of  various  classes 
of  taxpayers  under  the  flat  12%-percent  increase  determined  by  the 
Democratic  members  in  party  caucus  is  shown  in  the  following  tables: 


Take-Home  Pay 

SINGLE  PERSON,  NO  DEPENDENTS 


Income  after  deductions  but  before  exemptions 

Decrease  in 
take-home 
pay 

Percentage 
decrease  in 
take-home 
pay 

$1,000.. . . . . . . . . 

$10 

1.1 

$2,000 _ _ _ _ _ _ _ 

35 

2.0 

$5.000 _ 

118 

2.9 

$10,000 _ _ _ 

305 

4.0 

$20,000.. . . . . . . . . . . 

868 

6.6 

$25,000 _ 

1,225 

8.1 

$50.000 _ 

3,299 
8, 033 

14.0 

£*■ 

O  ' 
p; 

5 

24.2 

MARRIED  COUPLE,'  NO  DEPENDENTS 


$2,000 . . . . . . . . . 

$20 

1.1 

'$5,000 _ _ _ 

95 

2.2 

$10,000 _ 

236 

2.9 

$20,000 _ _ _ _ _ 

609 

4.0 

$25,000.... . 

841 

4.6 

$50,000.. . .  . 

2,  449 
6,597 
29, 613 

8.1 

$100,000 _  . 

14.0 

$500,000 . . 

30.7 

MARRIED  COUPLE,'  2  DEPENDENTS 


$3,000... 

$5,000... 

$10,000.. 

$20,000.. 

$25,000.. 

$50,000.. 

$100,000. 

$500,000. 


$15 

0.5 

65 

1.5 

199 

2.4 

558 

3.6 

784 

4.2 

2, 361 

7.6 

6,489 

13.5 

29, 571 

30.3 

1  Income  earned  by  1  spouse. 
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As  graphically  shown  by  these  tables  the  effect  of  the  high  12)£ 
percent  increase  on  all  individuals  without  any  adequate  cushion,  as 
for  example  was  provided  in  the  10  percent  defense  tax  in  the  first 
Revenue  Act  of  1940,  is  to  increase  sharply  the  already  steeply 
graduated  rates  in  the  middle  and  upper  brackets.  That  the  revenue 
to  be  gained  from  this  policy  is  infinitesimal  in  comparison  to  the 
damage  that  will  be  done  to  the  driving  force  of  the  American  economy 
which,  hi  the  final  analysis,  is  our  only  hope  in  preventing  ruinous 
inflation  is  apparent  from  the  following  facts: 

Even  before  enactment  of  H.  R.  4473  confiscating  all  normal  and 
surtax  net  income  over  $10,000  will  yield  only  an  additional  $3.5 
billion  in  taxes — or  just  enough  to  pay  for  the  Truman  budget  for 
18  days. 

Confiscating  all  normal  and  surtax  net  income  over  $26,000  will 
produce  only  an  additional  $713  million  in  taxes — or  just  enough  to 
pay  for  the  Truman  budget  for  4  days. 

Confiscating  all  normal  and  surtax  net  income  over  $100,000  would 
yield  only  an  additional  $39  million  in  taxes — or  just  enough  to  pay 
for  the  Truman  budget  for  5  hours. 

After  enactment  of  H.  R.  4473  confiscating  all  taxable  income  over 
$10,000  will  yield  only  $3  billion;  over  $26,000  will  yield  only  $627 
million;  and  over  $100,000  will  yield  only  $34  million. 

Under  existing  tax  rates  the  ratio  of  tax  paid  to  take-home  pay  in  the 
case  of  individuals  with  adjusted  gross  income  of  under  $5,000  is 
9  percent  and  for  those  of  $5,000  and  over  it  is  24  percent.  Instead  of 
maintaining  this  ratio,  H.  R.  4473  will  increase  the  disproportion  of 
these  ratios. 

High  progressive  rates,  of  course,  have  no  deflationary  effect  because 
the  tax  is  siphoned  away  from  dollars  that  would  be  saved  and  not 
dollars  which  would  be  spent  for  consumers’  goods.  Any  intelligent 
and  realistic  tax  program,  particularly  a  tax  program  which  is  intended 
to  act  as  a  brake  on  inflation,  should  encourage  savings  and  discourage 
consumer  consumption.  H.  R.  4473  fails  entirely  in  meeting  these 
objectives. 

CORPORATE  INCREASE 

Less  than  12  months  ago  the  top  corporate  rate  was  38  percent. 

H.  R.  4473  raises  the  regular  corporate  tax  rate  to  52  percent, 
extends  the  combined  defense  excess-profits  tax  rate  of  82  percent 
to  one-quarter  of  a  company’s  normal  earnings,  and  raises  the  over-all 
ceiling  to  70  percent — all  retroactive  to  January  1,  1951. 

The  effect  of  these  provisions  is  to  increase  within  less  than  a  year 
the  average  tax  on  corporations  from  37  cents  on  the  dollar  to  58 
cents — an  increase  of  more  than  20  percentage  points  in  the  average 
tax  rate  or  a  58  percent  increase  in  corporate  taxes.  During  the  past 
12  months  corporate  profits  have  increased  approximately  20  percent. 

The  following  table  shows  the  amount  of  taxes  payable  at  current 
level  of  corporate  profits  a  year  ago  with  the  amount  which  will  be 
paid  after  enactment  of  H.  R.  4473. 
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[Dollars  in  millions 


Taxable  net  income  classes 

Number 
of  corpo¬ 
rations 

Taxable 
net  in¬ 
come  2 

Income  and  excess  profits  tax 
liabilities  1 

A  year  ago2 

H.R.44732 

Percent 

increase 

$0  to  $25,000 _ - . . 

$25,000  to  $50,000-- . . . - 

$50,000  to  $100,000- . 

$100,000  and  over . — . . 

Total . - . . 

292, 491 
47, 192 
30, 477 
45, 022 

$2, 161 
1,566 
2,018 
39,311 

$470 
479 
772 
15, 019 

$648 

608 

1, 027 
24, 142 

37.9 

26.9 
33.0 
60.7 

415, 182 

45, 056 

16, 740 

26, 425 

57.9 

1  Based  upon  a  level  of  profits  before  tax  (Department  of  Commerce  basis)  of  $48  billion. 

1  Excludes  $1,200  million  of  capital  gains  subject  to  alternative  tax  of  25  percent  under  present  law. 


An  idea  of  the  increased  tax  imposed  by  H.  R.  4473  over  the  tax 
burden  just  12  months  ago  on  various  size  corporations,  even  though 
they  have  no  increased  earnings,  is  shown  below. 


Earnings 

Tax  a  year 
ago 

Tax  under 
H.  R.  4473 

Percentage 

increase 

$100,000  . . . . . 

$38,  000 
76,  000 
190,  000 
380,  000 
3, 800,  000 

$54,  000 
113,  500 
292,000 
589, 500 
5, 944, 500 

42 

$200^000. . . . . . . . . . 

49 

$500,000  _ _ _ _ _ _ _ _ 

54 

$1,000,000  _ _ _ _ _ _ _ 

55 

$10,000,000  . . . . . - . 

56 

A  reduction  in  corporate  disbursements  to  the  stockholders  in  order 
to  pay  these  increased  taxes  will  have,  of  course,  little,  if  any,  effect  on 
reducing  consumer  spending  since  these  disbursements  provide  less 
than  5  percent  of  all  personal  income. 

To  the  extent  that  the  increased  taxes  are  not  reflected  in  a  reduc¬ 
tion  of  corporate  disbursements  to  stockholders,  the  taxes  under 
normal  business  conditions  would  probably  result  in  reducing  expendi¬ 
tures  for  new  plants  and  equipment.  Today,  however,  the  expansion 
program  is  being  carried  on  in  order  to  produce  equipment  needed  for 
the  defense  program  and  will,  and  indeed  must,  be  undertaken  regard¬ 
less  of  higher  corporate  taxes.  This  means  that  corporations  will 
finance  new  plants  and  equipment,  if  need  be,  by  selling  their  holdings 
in  Government  securities  or  by  borrowing.  Both  methods  are,  of 
course,  inflationary. 

The  third  result  of  higher  corporate  taxes  is  that  a  substantial  part 
of  the  increased  taxes  is  inevitably  passed  on  to  the  rank  and  file  of 
consumers  through  higher  prices.  This  has  historically  been  the  case 
because  taxes  are  essentially  no  different  from  other  costs  of  doing 
business.  It  will  be  the  case  again. 

By  establishing  an  average  corporate  tax  rate  of  58  percent,  H.  R. 
4473  in  effect  creates  a  42-cent  dollar  for  the  entire  corporate  produc¬ 
tive  forces  of  the  country.  In  many  cases  the  value  of  the  corporate 
dollar  may  be  as  little  as  18  cents.  This  economically  undesirable 
condition  will  exist  in  the  case  of  corporations  subject  to  the  excess- 
profits  tax.  In  these  cases  the  yardstick  by  which  managerial  deci¬ 
sions  are  made  is  influenced  by  whether  the  regular  corporate  dollar 
or  the  cheap  excess-profits  tax  dollar  is  involved.  The  result  of 
H.  R.  4473  is,  however,  not  only  to  make  the  excess-profits  tax  dollar 
even  cheaper  but  to  make  all  corporate  dollars  worth  only  42  cents. 
Under  such  conditions  increased  wages,  higher  prices  for  materials, 
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increased  personnel,  all  become  relatively  cheap.  There  is  little 
incentive  for  either  controlled  costs  or  efficiency  of  operation. 

EXTENDING  THE  EXCESS-PROFITS  TAX  TO  25  PERCENT  OF  NORMAL 

CORPORATE  EARNINGS 

The  Treasury  Department  recommended  an  increase  to  55  percent 
in  the  corporate  tax  rate. 

Although  we  were  not  permitted  to  attend  the  meeting  during 
which  the  decision  was  made  we  judge  that  the  Democratic  members 
of  the  committee  must  have  realized  that  a  55  percent  regular  corpo¬ 
rate  rate — 15  percentage  points  higher  than  during  World  War  II 
might  seriously  jeopardize  the  defense  program  and  would  impose 
an  impossible  tax  load  on  small  corporations. 

But  they  reached  not  only  the  same  but  a  worse  result  by  the  dis¬ 
honest  method  of  agreeing  in  their  party  caucus  to  tax  25  percent  of  a 
company’s  normal  earnings  at  the  82  percent  combined  excess  profits 
tax  rate,  and  H.  R.  4473  so  provides. 

The  arbitrary  extension  of  the  excess-profits  tax  to  25  percent  of 
normal  profits  completely  defeats  the  objective  of  making  the  excess- 
profits  tax  apply  to  only  profits  derived  from  the  defense  program  for 
which  it  was  intended.  This  action,  together  with  the  increase  in  the 
ceiling  relief  provision  from  62  percent  to  70  percent  will  produce  many 
serious  inequities. 

Take,  for  example,  a  corporation  which  is  making  $50,000  today 
and  has  an  excess-profits  base-period  income  of  $50,000.  As  the 
result  of  taxing  25  percent  of  normal  profits  at  the  82  percent  defense 
profit  rate  the  percentage  increase  in  tax  liability  over  present  law 
for  this  corporation  is  19.75  percent  even  though  its  earnings  have  not 
increased.  In  the  case  of  a  corporation  with  both  earnings  and  a 
base-period  income  of  $500,000,  the  percentage  increase  over  present 
law  drops  to  15.9  percent. 

Moreover,  if  the  same  $50,000  corporation  should  increase  its 
earnings  to  $75,000,  the  percentage  tax  increase  over  present  law 
will  be  13.3  percent.  If  on  the  other  hand  a  $100,000  base  period 
income  corporation  has  $200,000  of  current  earnings  from  the  defense 
program,  its  percentage  tax  increase  is  only  10.57  percent — approxi¬ 
mately  one-half  of  that  of  the  $50,000  corporation  which  has  no 
increase  in  earnings  over  the  1946-49  period.  These  inequities  which 
are  illustrated  in  the  following  tables  might  readily  have  been  avoided 
had  there  been  minority  participation. 


Table  1. — Comparison  between  corporate  income  and  excess-profits  tax  liabilities 

under  present  law  and  H.  R.  4478 


Current  earnings 
(normal,  surtax, 

and  excess-profits 
net  income) 

Base 

period 

income 

Tax  liability,  present  law 

Tax  liability,  H 

R.  4473 

Increase  over 
present  law 

Normal 

and 

surtax 

Excess- 

profits 

tax 

Total 

tax 

Normal 

and 

surtax 

Excess- 

profits 

tax 

Total 

tax 

Amount 

Per¬ 

cent 

$50,000 _ 

$50, 000 

$18, 000 

$2, 250 

$20,  250 

$20,  500 

$3, 750 

$24, 250 

$4, 000 

19.  75 

$100,000.- . . . . 

100, 000 

41,500 

4,  500 

46, 000 

46,  500 

7,500 

54,  000 

8,000 

17. 39 

$125,000 _ 

100,000 

53,  250 

12,  000 

65,  250 

59,  500 

15,  000 

74,  500 

9,  250 

14. 18 

$150,000 . . 

100, 000 

65, 000 

19,  500 

84,  500 

72,  500 

22,  500 

95,  000 

10,  500 

12.  43 

$200,000 _ 

100, 000 

88, 500 

34,  500 

123,  000 

98,  500 

37,  500 

136,  000 

13,  000 

10.  57 

$500,000 . 

100, 000 

229,  500 

80,500 

1  310, 000 

254, 500 

95,  500 

2  350,  000 

40, 000 

12. 90 

i  Limitation  62  percent. 
1  Limitation  70  percent. 
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Table  2 


Current  earnings 

Base 

Tax  liability,  present  law 

Tax  liability,  H.  R.  4473 

Increase  over 
present  law 

(normal,  surtax, 

and  excess-profits 
net  income) 

period 

income 

Normal 

and 

surtax 

Excess- 

profits 

tax 

Total 

tax 

Normal 

and 

surtax 

Excess- 

profits 

tax 

Total 

tax 

Amount 

Per¬ 

cent 

$500,000 _ 

$500.  000 

$229,  500 

$22,  500 

$252,  000 

$254,  500 

$37,  500 

$292, 000 

$40, 000 

15. 87 

$625^000 _ 

500,  000 

288,  250 

60, 000 

348,  250 

319,  500 

75,000 

394,  500 

46,  250 

13.  28 

$750^000 _ 

500,  000 

347,  000 

97,  500 

444,  500 

384,  500 

112,  500 

497,  000 

52, 500 

11.81 

$1,000,000.. _ _ 

500,  000 
500,  000 

404,  500 

155,  500 

>  620,  000 

514,  500 

185,  500 

2  700, 000 

80,  000 

12.  90 

$2,500,000  _ 

1, 169,  500 

380, 500 

1 1,  550,  000 

1,  294,  500 

455,  500 

2 1,  750,  000 

200,  000 

12.  90' 

1  Limitation  02  percent. 

2  Limitation  70  percent. 


The  only  relief  provision  under  the  existing  excess-profits  tax  law 
for  many  small  corporations  which  cannot  meet  the  statutory  relief 
requirements  under  the  excess-profits  tax  is  the  62  percent  ceiling. 
The  Democratic  majority  of  the  committee  also  decided  in  a  party 
caucus  to  eliminate  this  relief  by  raising  the  ceiling  to  70  percent. 

Our  attention  has  already  been  called  to  a  great  number  of  inequities 
which  have  already  arisen  under  the  excess-profits  tax  law  passed 
6  months  ago.  An  attempt  should  at  least  be  made  to  remedy  these 
harsh  discriminations  and  inequities  rather  than  arbitrarily  expand 
them. 

EXCISE  TAXES 

The  Treasury  Department  recommended  an  increase  of  $3,000,000,- 
000  in  excise  taxes  as  follows: 


Item 

Proposed  increases  in  rates 

Estimated 
additional 
revenue  in  a 
full  year 

Passenger  automobiles _ _ _ 

From  7  to  20  percent  of  manufacturer’s 
price. 

From  10  to  25  percent  of  manufac¬ 
turer’s  price. 

From  $9  to  $12  per  gallon . 

$685, 000, 000 

425, 000, 000 

Refrigerators,  television  sets,  radios,  phonographs, 
electric,  gas,  and  oil  appliances,  and  other  con¬ 
sumer  durables. 

Alcoholic  beverages: 

Distilled  spirits _ _ _ _ 

Beer _ _ _ _ _ _ 

From  $8  to  $12  per  barrel _ 

710,000,000 

Wines _ _ _ _ _ 

Various  _  _  _ 

Cigarettes _  _ _ _ 

From  7  to  10  cents  per  pack _ 

]  525, 000, 000 

Cigars.  . .  . . . . . 

Various _ _ _ _ 

Gasoline _ _ _ 

580, 000, 000 
110, 000, 000 

Miscellaneous  revisions . . . 

Total _ _ _ 

3, 035, 000, 000 

Testimony  of  the  witnesses  during  the  public  hearings  showed  that 
adoption  of  the  Treasury  proposals  would  have  (1)  adversely  affected 
depressed  lines  of  business;  (2)  imposed  regressive  and  unfair  burdens 
on  consumers;  (3)  resulted  in  illegal  sales;  (4)  seriously  impaired  the 
ability  of  State  and  local  municipalities  to  raise  sufficient  revenue;, 
and  (5)  created  unfair  competitive  conditions. 

The  fact,  as  clearly  established  by  the  public  hearings,  is  that  as  in 
the  case  of  the  individual  income  tax  and  the  corporate  tax,  excise  tax 
rates  on  items  now  taxed  have  reached  their  limit.  Take,  as  just  one 
example,  the  case  of  cigarettes  where  Federal  excises  alone  already 
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represent  34  percent  of  the  retail  price.  By  increasing  the  tax  from 
7  cents  to  8  cents  a  pack  H.  R.  4473  will  make  the  Federal  tax  40 
percent  of  the  retail  price. 

Excise  tax  testimony  before  the  committee  during  the  public  hear¬ 
ings  was  confined  to  the  excise  recommendations  made  by  the  Treasury 
Department.  Id.  R.  4473  imposes,  however,  new  excises  on  certain 
selective  items,  such  as  electric  shavers,  electric  dishwashers,  cigarette 
lighters,  and  a  20-percent  manufacturers’  tax  on  inexpensive  fountain 
and  ball-point  pens  and  mechanical  pencils.  Inasmuch  as  no  recom¬ 
mendations  for  imposing  excise  taxes  on  these  new  items  were  made, 
the  manufacturers  of  these  products  did  not  appear  during  the  public 
hearings.  We  are  opposed  to  this  arbitrary  method  of  imposing  excise 
taxes  on  selective  items  without  at  least  affording  witnesses  an 
opportunity  to  be  heard. 

THE  NEW  20-PERCENT  WITHHOLDING 

H.  R.  4473  imposes  a  20-percent  withholding  on  corporate-bond 
interest,  dividend  disbursements,  and  on  royalties,  patents,  and  copy¬ 
rights  irrespective  of  whether  the  recipient  owes  any  taxes.  It  is 
estimated  that  approximately  $500,000,000  is  currently  being  received 
by  individuals  who  have  no  income-tax  liability  or  by  tax-exempt 
institutions  such  as  churches  and  hospitals  from  the  sources.  Apply¬ 
ing  the  20-percent  withholding  to  this  amount  means  that  approxi¬ 
mately  $100,000,000  will  be  withheld  by  the  Government  from  individ¬ 
uals  who  owe  no  taxes  and  from  tax-exempt  institutions. 

In  the  case  of  withholding  on  wages  and  salaries  established  in  the 
Current  Tax  Payment  Act  of  1943  the  amount  withheld  from  an 
employee  is  geared  to  the  number  of  the  taxpayer’s  dependents  and 
his  actual  tax  liability.  The  new  20-percent  withholding,  as  provided 
in  H.  R.  4473,  will,  however,  be  made  irrespective  of  the  number  of 
the  recipient’s  dependents. 

If  the  flat  20-percent  withholding  provided  for  in  this  bill  is  to 
become  law,  then  it  seems  to  us  that  at  the  very  least  additional 
attention  should  be  directed  to  the  serious  problem  of  preventing 
the  unjust  enrichment  of  the  Government  at  the  expense  of  the  people 
who  owe  no  taxes.  For  example,  an  elderly  couple  may  have  interest 
from  corporate  bonds  and  a  few  dividends  which  bring  in  $800  a  year 
and  together  with  the  husband’s  retirement  pay  have  a  yearly  income 
of  $2,400.  This  couple  will  have  no  tax  liability  but  they  will  be  out 
of  pocket  $160  next  year  as  the  result  of  withholding  20  percent  on 
their  $800.  Sometimes,'  around  the  middle  of  the  following  year 
they  will,  if  a  proper  claim  for  refund  is  made,  be  reimbursed  the  $160, 
but  of  course  by  that  time  approximately  one-lialf  of  this  amount 
will  already  have  been  withheld  on  the  current  year’s  dividends, 
and  by  the  end  of  the  year  they  will  be  out  of  pocket  the  full  $160 
all  over  again.  The  continuous  withholding  by  the  Government  of 
an  amount  equal  to  approximately  10  percent  of  this  couple’s  invest¬ 
ment  income  will  go  on  each  year  until  they  die  or  dispose  of  their 
investment. 

Very  little  of  the  alleged  leakage  from  the  income  tax  of  interest  is 
attributable  to  corporate  bond  interest  but  by  extending  the  with¬ 
holding  to  this  type  of  interest  the  taxpayer  will  be  required  to  make 
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difficult  tax  computations  on  liis  tax  return  because  some  interest  will 
be  withheld  against  and  some  will  not. 

Another  serious  and  objectionable  defect  arising  from  the  20-percent 
withholding  as  contained  in  H.  R.  4473  is  that  any  individual  receiving 
income  against  which  no  withholding  has  been  applied  (as  in  the  case 
of  Government  E  bonds  for  example),  will  automatically  be  precluded 
from  using  the  simplified  1040-A  return.  We  fear  that  the  result  of 
this  will  be  to  further  discourage  faithful  reporting  as  income  of  all 
interest  from  Government  bonds  which  is  alleged  by  the  Treasury 
to  be  one  of  the  largest  areas  of  tax  leakage. 

STRUCTURAL  AMENDMENTS 

H.  R.  4473  contains  several  commendable  structural  improvements 
and  adjustments  both  in  the  excise  and  the  income-tax  field.  These 
include,  for  example,  the  deferment  of  the  capital-gains  tax  from  the 
sale  of  a  personal  residence  where  the  proceeds  are  used  to  buy  another 
residence,  the  clarification  of  the  law  regarding  family  partnerships, 
the  addition  to  the  depletion  items  which  are  now  at  a  competitive 
disadvantage,  and  the  capital-gain  treatment  to  livestock.  In  con¬ 
nection  with  this  last  provision  the  term  “livestock”  should  be  given  a 
broad  rather  than  a  narrow  definition  and  the  gain  should  be  com¬ 
puted  in  accordance  with  the  method  of  livestock  accounting  used  by 
the  taxpayer  as  presently  recognized  by  the  Bureau  of  Internal  Revenue. 

Among  the  improvements  in  the  excise  tax  field  is  the  exemption 
from  the  admissions  tax  on  admissions  to  functions  given  by  nonprofit 
religious,  educational,  and  charitable  organizations,  including  agri¬ 
cultural  fairs;  the  adjustment  in  the  tax  on  photographic  apparatus; 
the  elimination  of  the  discriminatory  electrical  energy  tax;  the 
exclusion  from  the  base  of  the  tax  on  automotive  parts  and  acces¬ 
sories,  the  fair  market  value  of  “trade  ins”  and  the  allowance  of  a 
credit  for  the  tax  paid  where  the  parts  are  used  in  farm  machinery; 
the  exclusion  from  the  20-percent  tax  on  toilet  preparations  of  baby 
oils,  powders  and  lotions  and  the  exclusion  of  toilet  preparations  pur¬ 
chased  by  barber  shops  and  beauty  parlors  for  use  in  their  shops;  the 
exclusion  from  the  tax  on  sporting  goods  of  items  used  predominantly 
by  children  or  in  schools. 

There  are,  however,  several  structural  changes  contained  in  H.  R. 
4473  which  were  recommended  by  the  Treasury  Department  in 
executive  session.  Although  the  objectives  of  these  provisions  are 
desirable,  certain  amendments  to  them  should  be  made.  This  is 
particularly  true,  for  example,  of  section  123  of  H.  R.  4473  which 
imposes  a  limitation  on  the  surtax  exemption  and  the  minimum  excess 
profits  tax  credit  in  the  case  of  related  corporations. 
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IN  THE  HOUSE  OE  REPRESENTATIVES 

June  15, 1951 

Mr.  Doughton  introduced  the  following  bill ;  which  was  referred  to  the  Com¬ 
mittee  on  Ways  and  Means 

June  18, 1951 

Committed  to  the  Committee  of  the  Whole  House  on  the  State  of  the  Union 

and  ordered  to  be  printed 


A  BILL 

To  provide  revenue,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa - 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  (a)  Short  Title. — This  Act,  divided  into  titles  and 

4  sections  according  to  the  following  table  of  contents,  may 

5  be  cited  as  the  “Revenue  Act  of  1951”: 

TABLE  OF  CONTENTS 
Title  I — Increase  in  Income  Tax  Rates 

PART  I — INDIVIDUAL  INCOME  TAXES 

Sec.  101.  Defense  tax. 

(a)  Increase  in  rate  of  tax. 

(b)  Amendment  of  section  12  (b). 

(c)  Limitation  on  tax. 

(d)  Technical  amendments. 

Sec.  102.  Individuals  with  adjusted  gross  income  of  less  than  $5,000. 
Sec.  103.  Computation  of  tax  in  case  of  certain  joint  returns. 

Sec.  104.  Effective  date  of  part  I. 
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TABLE  OF  CONTENTS— Continued 
Title  I — Increase  in  Income  Tax  Rate— Continued 

PART  II — CORPORATION  INCOME  TAXES 

Sec.  121.  Increase  in  rate  of  corporation  normal  tax. 

(a)  Amendment  of  section  13. 

(b)  Maximum  tax. 

(c)  Mutual  insurance  companies  other  than  life  or  marine. 

(d)  Regulated  investment  companies. 

(e)  Business  income  of  certain  section  101  organizations. 

(f)  Technical  amendments. 

Sec.  122.  Credits  of  corporations. 

(a)  Dividends  received  credit. 

(b)  Credit  for  dividends  paid  on  certain  preferred  stock. 

(c)  Western  Hemisphere  trade  corporations. 

Sec.  123.  Surtax  exemptions  and  certain  credits  of  related  corporations. 

(a)  Limitation  on  surtax  exemption  in  the  case  of  related  corpo¬ 

rations. 

(b)  Insurance  companies. 

(c)  Minimum  excess  profits  credit. 

Sec.  124.  Computation  of  alternative  capital  gains  tax. 

(a)  Alternative  tax. 

(b)  Effective  date. 

Sec.  125.  Effective  date. 

PART  III - FISCAL  YEAR  TAXPAYERS 

Sec.  131.  Fiscal  year  taxpayers. 

(a)  Amendment  of  section  108. 

(b)  Computation  of  excess  profits  tax. 

(c)  Technical  amendments. 

Title  II — Withholding  of  Tax  at  Source 

PART  I — WITHHOLDING  OF  TAX  AT  SOURCE  ON  DIVIDENDS,  INTEREST, 

AND  ROYALTIES 

Sec.  201.  Collection  of  income  tax  at  source  on  dividends,  interest,  and 
royalties. 

Sec.  202.  Credit  for  tax  withheld. 

Sec.  203.  Credits  in  case  of  organizations  exempt  from  tax. 

Sec.  204.  Technical  amendments. 
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(b)  Act  Amendatory  of  Internal  Revenue 
Code. — Except  as  otherwise  expressly  provided,  wherever 
in  this  Act  an  amendment  or  repeal  is  expressed  in  terms  of 
an  amendment  to  or  repeal  of  a  chapter,  subchapter,  title, 
supplement,  section,  subsection,  subdivision,  paragraph,  sub- 
paragraph,  or  clause,  the  reference  shall  be  considered  to  be 
made  to  a  provision  of  the  Internal  Revenue  Code. 

(c)  Meaning  of  Terms  Used. — Except  as  otherwise 
expressly  provided,  terms  used  in  this  Act  shall  have  the 
same  meaning  as  when  used  in  the  Internal  Revenue  Code. 
TITLE  I— INCREASE  IN  INCOME  TAX  RATES 

PART  I— INDIVIDUAL  INCOME  TAXES 
SEC.  101.  DEFENSE  TAX. 

(a)  Increase  in  Rate  of  Tax. — Part  I  of  subchapter 
B  of  chapter  1  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“SEC.  16.  DEFENSE  TAX. 

“(a)  Individuals — Calendar  Year  1951. — In  the 
case  of  a  taxable  year  beginning  on  January  1,  1951,  and 
ending  on  December  31,  1951,  the  amount  of  the  combined 
normal  tax  and  surtax  under  sections  11  and  12,  and  the 
amount  of  the  combined  normal  tax  and  surtax  under  section 
421  (a)  (2),  shall  be  the  amount  of  such  combined  tax 

computed  without  regard  to  this  section,  increased  by  4  per 


centum. 
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“(b)  Individuals — Taxable  Years  Beginning 
After  August  31,  1951. — In  the  case  of  taxable  years 
beginning  after  August  31,  1951,  the  amount  of  the  conh- 
bined  normal  tax  and  surtax  under  sections  11  and  12,  and 
the  amount  of  the  combined  normal  tax  and  surtax  under 
section  421  (a)  (2) ,  shall  be  the  amount  of  such  combined 
tax  computed  without  regard  to  this  section,  increased  by 
12y  per  centum. 

“(c)  Alternative  Capital  Gains  Tax.— 

“(1)  Calendar  year  1951.— In  computing  an 
alternative  tax  under  paragraph  (1)  or  (2)  of  section 
117  (c)  for  a  taxable  year  beginning  on  January  1, 
1951,  and  ending  on  December  31,  1951,  the  amount  to 
be  added  to  the  partial  tax  under  such  paragraph  shall 
be  increased  by  4  per  centum. 

“  (2)  Taxable  years  beginning  after  august 
31,  1951. — In  computing  an  alternative  tax  under  para¬ 
graph  (1)  or  (2)  of  section  117  (c)  for  a  taxable 
year  beginning  after  August  31,  1951,  the  amount  to  be 
added  to  the  partial  tax  under  such  paragraph  shall  be 
increased  by  T2-§-  per  centum. 

“(3)  Taxable  years  beginning  before  Sep¬ 
tember  1,  1951,  AND  ENDING  AFTER  AUGUST  31, 
19  51 . — In  computing  an  alternative  tax  under  paragraph 
(1)  or  (2)  of  section  117  (c)  for  a  taxable  year  (other 
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than  one  beginning  on  January  1,  1951,  and  ending  on 
December  31,  1951)  beginning  before  September  1, 
1951,  and  ending  after  August  31,  1951,  the  amount 

to  be  added  to  the  partial  tax  under  such  paragraph  shall 

\ 

be  increased  by  a  percentage  which  bears  the  same 
ratio  to  12^  per  centum  as  the  number  of  months  in 
such  taxable  year  after  August  31,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year. 
For  the  purposes  of  this  paragraph,  a  calendar  month 
only  part  of  which  falls  within  a  taxable  year  (A) 
shall  be  disregarded  if  less  than  15  days  of  such  month 
are  included  in  such  taxable  year,  and  (B)  shall  he 
included  as  a  calendar  month  within  the  taxable  year 
if  more  than  14  days  of  such  month  fall  within  the  tax¬ 
able  year.” 

(b)  Amendment  of  Section  12  (b). — Section  12 
(b)  (relating  to  rates  of  surtax)  is  hereby  amended  by 
striking  out  paragraph  (2)  and  inserting  in  lieu  thereof 
the  following: 

“In  the  case  of  a  head  of  a  household,  the  tax  imposed 
by  this  subsection  shall  not  apply  to  any  taxable  year 
beginning  after  August  31,  1951.  In  the  case  of  an 
individual  whose  surtax  net  income  for  the  taxable  year 
is  over  $90,000,  the  tax  imposed  by  this  paragraph 
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shall  not  apply  if  the  defense  tax  provided  in  section  16 
is  applicable  to  such  taxable  year. 

“  (2)  Surtax  net  income  over  $9 o,ooo— cal¬ 
endar  year  1951. — In  the  case  of  a  taxable  year 

i 

beginning  on  January  1,  1951,  and  ending  on  December 
31,  1951,  if  the  surtax  net  income  of  the  individual 
is  over  $90,000,  there  shall  be  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 

If  the  surtax  net  income  is :  The  surtax  shall  be : 

Over  $90,000  but  not  over  $100,000.  $55,920  plus  83%  of  excess  over 

$90,000. 

Over  $100,000  but  not  over  $64,220  plus  84%  of  excess  over 

$150,000.  $100,000. 

Over  $150,000  but  not  over  $106,220  plus  85%  of  excess  over 

$200,000.  $150,000. 

Over  $200,000 _  $148,720  plus  86%  of  excess  over 

$200,000. 

“(3)  Surtax  net  income  over  $90,000 — tax¬ 
able  YEARS  BEGINNING  AFTER  AUGUST  31,  1951. — 
In  the  case  of  a  taxable  year  beginning  after  August  31, 
1951,  to  which  the  defense  tax  provided  by  section  16 
is  applicable,  if  the  surtax  net  income  of  the  individual  for 
the  taxable  year  is  over  $90,000,  there  shall  be  levied, 
collected,  and  paid  for  such  taxable  year  upon  the 
surtax  net  income  of  such  individual  a  surtax  of  $55,920 
plus  81  per  centum  of  the  excess  over  $90,000.” 
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1  (c)  Limitation  on  Tax— Section  12  (f)  (relating  to 

2  limitation  on  tax)  is  hereby  amended  to  read  as  follows: 

3  “(f)  Limitation  on  Tax. — 

4  “  ( 1 )  Taxable  years  to  which  defense  tax 

5  does  not  apply. — In  the  case  of  a  taxable  year  be- 

6  ginning  after  September  30,  1950,  other  than  a  taxable 

7  year  to  which  paragraph  (2)  or  (3)  is  applicable,  the 

8  combined  normal  tax  and  surtax  shall  in  no  event  ex- 
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ceed  87  per  centum  of  the  net  income  for  the  taxable 
year. 

“(2)  Calendar  year  i95i.— In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and  end¬ 
ing  December  31,  1951,  the  combined  normal  tax  and 
surtax,  increased  as  provided  in  section  16,  shall  in  no 
event  exceed  88  per  centum  of  the  net  income  for  the 
taxable  year. 

“  (3 )  Other  taxable  years  to  which  defense 
tax  applies. — In  the  case  of  a  taxable  year  beginning 
after  August  31,  1951,  to  which  the  defense  tax  provided 
in  section  16  is  applicable,  the  combined  normal  tax 
and  surtax,  increased  as  provided  in  section  16,  shall  in 
no  event  exceed  90  per  centum  of  the  net  income  for 
the  taxable  year.” 
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1  (d)  Technical  Amendments.— 

2  (1)  Section  11  (a)  (relating  to  normal  tax  on 

3  individuals)  is  hereby  amended  by  adding  at  the  end 

4  thereof  the  following  new  sentence:  ‘Tor  percentage 

5  increase  in  the  amount  of  tax  for  the  calendar  year  1951 

6  and  for  taxable  years  beginning  after  August  31,  1951, 

£  see  section  16.” 
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(2)  Section  12  (g)  (cross  references)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following : 

“(7)  Defense  tax. — For  percentage  increase  in 
the  amount  of  tax  for  the  calendar  year  1951  and  for 
taxable  years  beginning  after  August  31,  1951,  see  sec¬ 
tion  16. 

j 

“  (8)  Computation  of  tax  foe  ceetain  fiscal 
yeaes. — For  computation  of  tax  in  the  case  of  taxable 
years  (other  than  the  calendar  }^ear  1951)  beginning 
before  September  1,  1951,  and  ending  after  August  31, 
1951,  see  section  108  (h) 

SEC.  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS  INCOME 
OF  LESS  THAN  $5,000. 

Section  400  (relating  to  optional  tax  on  individuals 
with  adjusted  gross  incomes  of  less  than  $5,000)  is  hereby 
amended  by  striking  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following: 
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“Table  I 

“Taxable  year  beginning  January  1,  1951,  and  ending 
December  31,  1951 


If  adjusted 
gross  income 
is — 

And  the  number 
of  exemptions 
is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4 

5 

6 

7 

8  or 

more 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

The  income  and 
defense  tax  shall 
be — 

The  income  and  defense  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2,  350 

$313 

$188 

$188 

$63 

$63 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2,  350 

2,  375 

317 

193 

193 

68 

68 

0 

0 

0 

0 

0 

700 

725 

9 

0 

0 

0 

2.  375 

2.  400 

322 

197 

197 

73 

73 

0 

0 

0 

0 

0 

725 

750 

13 

0 

0 

0 

2,  400 

2,425 

327 

202 

202 

77 

77 

0 

0 

0 

0 

0 

750 

775 

18 

0 

0 

0 

2,  425 

2,  450 

332 

207 

207 

82 

82 

0 

0 

0 

0 

0 

775 

800 

23 

0 

0 

0 

2.  450 

2,  475 

336 

211 

211 

87 

87 

0 

0 

0 

0 

0 

800 

825 

27 

0 

0 

0 

2.  475 

2,  500 

341 

216 

216 

91 

91 

0 

0 

0 

0 

0 

825 

850 

32 

0 

0 

0 

2,  500 

2,  525 

346 

221 

221 

96 

96 

0 

0 

0 

0 

0 

850 

875 

37 

0 

0 

0 

2.  525 

2,  550 

350 

225 

225 

101 

101 

0 

0 

0 

0 

0 

875 

900 

41 

0 

0 

0 

2,  550 

2,  575 

355 

230 

230 

105 

■  105 

0 

0 

0 

0 

0 

900 

925 

46 

0 

0 

0 

2,575 

2,  600 

360 

235 

235 

110 

110 

0 

0 

0 

0 

0 

925 

950 

51 

0 

0 

0 

2,600 

2.  625 

364 

239 

239 

115 

115 

0 

0 

0 

0 

0 

950 

975 

55 

0 

0 

0 

2,  625 

2.  650 

369 

244 

244 

119 

119 

0 

0 

0 

0 

0 

975 

1,000 

60 

0 

0 

0 

2,650 

2,  675 

374 

249 

249 

124 

124 

0 

0 

0 

0 

0 

1,000 

1,  025 

65 

0 

0 

0 

2,  675 

2,700 

378 

254 

254 

129 

129 

4 

0 

0 

0 

0 

1,025 

1,  050 

69 

0 

0 

0 

2,  700 

2,  725 

383 

258 

258 

133 

133 

9 

0 

0 

0 

0 

1,050 

1,075 

74 

0 

0 

0 

2.  725 

2,  750 

388 

263 

263 

138 

138 

13 

0 

0 

0 

0 

1,075 

1,100 

79 

0 

0 

0 

2,  750 

2,775 

392 

268 

268 

143 

143 

18 

0 

0 

0 

0 

1,  100 

1,125 

83 

0 

0 

0 

2,  775 

2,  800 

397 

272 

272 

147 

147 

23 

0 

0 

0 

0 

1,  125 

1,150 

88 

0 

0 

0 

2,  800 

2.  825 

402 

277 

277 

152 

152 

27 

0 

0 

0 

0 

1,  150 

1.175 

93 

0 

0 

0 

2.  825 

2.  850 

406 

282 

282 

157 

157 

32 

0 

0 

0 

0 

1,175 

1.200 

98 

0 

0 

0 

2,850 

2,  875 

411 

286 

286 

161 

161 

37 

0 

0 

0 

0 

1,200 

1,225 

102 

0 

0 

0 

2.875 

2,  900 

416 

291 

291 

166 

166 

41 

0 

0 

0 

0 

1,225 

1,250 

107 

0 

0 

0 

2.900 

2,925 

421 

296 

296 

171 

171 

46 

0 

0 

0 

0 

1,  250 

1,275 

112 

0 

0 

0 

2.  925 

2.  950 

426 

300 

300 

176 

176 

51 

0 

0 

0 

0 

1,275 

1,300 

116 

0 

0 

0 

2.950 

2.  975 

431 

305 

305 

180 

180 

55 

0 

0 

0 

0 

1,300 

1,325 

121 

0 

0 

0 

2.  975 

3,  000 

430 

310 

310 

185 

185 

60 

0 

0 

0 

0 

1,325 

1,350 

126 

1 

0 

0 

3.  000 

3.  050 

444 

317 

317 

192 

192 

67 

0 

0 

0 

0 

1,350 

1,375 

130 

5 

0 

0 

3. 050 

3, 100 

454 

326 

326 

201 

201 

76 

0 

0 

0 

0 

1,375 

1, 40C 

135 

10 

0 

0 

3, 100 

3,150 

465 

335 

335 

211 

211 

86 

0 

0 

0 

0 

1,400 

1,425 

140 

15 

0 

0 

3,150 

3,  200 

475 

345 

345 

220 

220 

95 

0 

0 

0 

0 

1,  425 

1,450 

144 

20 

0 

0 

3,  200 

3.  250 

485 

354 

354 

229 

229 

105 

0 

0 

0 

0 

1,450 

1,475 

149 

24 

0 

0 

3.  250 

3.300 

496 

363 

363 

239 

239 

114 

0 

0 

0 

0 

1,475 

1.500 

154 

29 

0 

0 

3. 300 

3.  350 

506 

373 

373 

248 

248 

123 

0 

0 

0 

0 

1,500 

1 . 525 

158 

34 

0 

0 

3, 350 

3,  400 

516 

382 

382 

257 

257 

133 

8 

0 

0 

0 

1,525 

1,  550 

163 

38 

0 

0 

3,400 

3,  450 

526 

392 

392 

267 

267 

142 

17 

0 

0 

0 

1,  550 

1,  575 

168 

43 

0 

0 

3,  450 

3,  500 

537 

401 

401 

276 

276 

151 

27 

0 

0 

0 

1,  575 

1,  60C 

172 

48 

0 

0 

3,  500 

3.  550 

547 

410 

410 

285 

285 

161 

36 

0 

0 

0 

1,600 

1.  625 

177 

52 

0 

0 

3,  550 

3,  600 

557 

420 

420 

295 

295 

170 

45 

0 

0 

0 

1,625 

1.65C 

182 

57 

0 

0 

3,  600 

3,  650 

568 

430 

429 

304 

304 

179 

55 

0 

0 

0 

1,  650 

1.675 

186 

62 

0 

0 

3,  650 

3,700 

578 

441 

438 

314 

314 

189 

64 

0 

0 

0 

1,675 

1,700 

191 

66 

0 

0 

3.700 

3.  750 

588 

451 

448 

323 

323 

198 

73 

0 

0 

0 

1,700 

1.  725 

196 

71 

0 

0 

3.  750 

3,  800 

598 

461 

457 

332 

332 

207 

83 

0 

0 

0 

1,  725 

1,  750 

200 

76 

0 

0 

3,  800 

3.  850 

609 

471 

466 

342 

342 

217 

92 

0 

0 

0 

1,750 

1,  775 

205 

80 

0 

0 

3,  850 

3.  900 

619 

482 

476 

351 

351 

226 

191 

0 

0 

0 

1,775 

1,800 

21C 

85 

0 

0 

3,  900 

3.  950 

629 

492 

485 

360 

360 

236 

111 

0 

0 

0 

1,800 

1.825 

215 

90 

0 

0 

3,  950 

4,000 

640 

502 

495 

370 

370 

245 

120 

0 

0 

0 

1,825 

1.  850 

21S 

94 

0 

0 

4,  000 

4.  050 

650 

513 

504 

379 

379 

254 

129 

6 

0 

0 

1,  850 

1.  875 

224 

99 

0 

0 

4,050 

4.  100 

660 

523 

513 

388 

388 

264 

139 

14 

0 

0 

1,875 

1,900 

229 

104 

0 

0 

4.  100 

4,150 

671 

533 

523 

398 

398 

273 

148 

23 

0 

0 

1.900 

1,  925 

233 

108 

0 

0 

4,  150 

4,  200 

681 

544 

532 

407 

407 

282 

158 

33 

0 

0 

1.925 

1.950 

238 

113 

c 

0 

4.20C 

4,  250 

691 

554 

541 

417 

417 

292 

167 

42 

0 

0 

1,950 

1.975 

243 

118 

0 

0 

4,  250 

4,  300 

701 

564 

551 

427 

426 

301 

176 

51 

0 

0 

1,975 

2,  000 

247 

122 

0 

0 

4,  300 

4.  350 

712 

574 

560 

437 

435 

310 

186 

61 

0 

0 

2,  000 

2.  025 

252 

127 

2 

0 

4,  350 

4,  400 

722 

585 

569 

447 

445 

320 

195 

70 

0 

0 

2, 025 

2,  050 

257 

132 

7 

0 

4,400 

4.  450 

732 

595 

579 

458 

454 

329 

204 

80 

0 

0 

2,  050 

2,075 

261 

137 

12 

0 

4.  450 

4,  500 

743 

605 

688 

468 

463 

339 

214 

89 

0 

0 

2, 075 

2,  100 

266 

141 

16 

0 

4,500 

4,  550 

753 

616 

597 

478 

473 

348 

223 

98 

0 

0 

2,100 

2,125 

271 

146 

21 

0 

4,  550 

4,  600 

763 

'626 

607 

489 

482 

357 

232 

108 

0 

0 

2,125 

2,  150 

275 

151 

26 

0 

4,  600 

4.  650 

774 

636 

616 

499 

491 

367 

242 

117 

0 

0 

2, 150 

2,175 

280 

155 

3C 

0 

4,  650 

4,  700 

784 

647 

626 

509 

501 

376 

251 

126 

2 

0 

2,175 

2,200 

285 

160 

35 

0 

4,  700 

4,750 

794 

657 

635 

520 

510 

385 

261 

136 

11 

0 

2,200 

2,225 

28S 

165 

40 

0 

4,  750 

4.800 

804 

667 

644 

530 

519 

395 

270 

145 

20 

0 

2,  225 

2,  250 

294 

16S 

44 

0 

4,  800 

4,  850 

815 

677 

654 

540 

529 

404 

279 

154 

30 

0 

2,250 

2,  275 

299 

174 

49 

0 

4,  850 

4,  900 

825 

688 

663 

650 

538 

413 

289 

164 

39 

0 

2,  275 

2,300 

303 

17S 

54 

0 

4,900 

4,  950 

835 

698 

672 

661 

548 

423 

298 

173 

48 

0 

2,300 

2,325 

308 

183 

59 

0 

4,950 

5,  000 

846 

708 

682 

571 

557 

432 

307 

183 

58 

0 

14 


“Table  II 

“Taxable  years  beginning  after  August  31,  1951 


If  adjusted 
gross  in¬ 
come  is — 

And  the  num¬ 
ber  of  exemp¬ 
tions  is— 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

Bled 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

filed 

The  income 
and  defense 
tax  shall  be — 

The  income  and  defense  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2,  350 

$338 

$338 

$203 

$203 

$203 

$68 

$68 

$68 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2.350 

2,  375 

343 

343 

208 

208 

208 

78 

73 

73 

c 

( 

( 

( 

0 

700 

725 

9 

0 

0 

0 

2,  375 

2.  400 

348 

348 

213 

213 

213 

78 

78 

73 

c 

( 

( 

0 

0 

725 

750 

14 

0 

0 

0 

2,400 

2,  425 

354 

354 

219 

219 

219 

84 

84 

84 

c 

( 

( 

c 

0 

750 

775 

19 

0 

0 

0 

2,  425 

2,  450 

359 

359 

224 

224 

224 

89 

89 

89 

c 

( 

( 

0 

0 

775 

800 

24 

0 

0 

0 

2.  450 

2,  475 

364 

364 

229 

229 

229 

94 

94 

94 

c 

c 

0 

c 

0 

800 

825 

30 

0 

0 

0 

2,475 

2,  500 

369 

369 

234 

234 

234 

99 

99 

99 

c 

( 

c 

c 

0 

825 

850 

35 

0 

0 

0 

2,  500 

2,  525 

374 

374 

239 

239 

239 

104 

104 

104 

c 

c 

c 

c 

0 

850 

875 

40 

0 

0 

0 

2,  525 

2,550 

379 

379 

244 

244 

244 

109 

109 

109 

c 

t 

c 

c 

0 

875 

900 

45 

0 

0 

0 

2,  550 

2.575 

384 

384 

249 

249 

249 

114 

114 

114 

c 

c 

c 

c 

0 

900 

925 

50 

0 

0 

0 

2.  575 

2,  600 

389 

389 

2.54 

254 

254 

119 

119 

119 

0 

c 

c 

c 

0 

925 

950 

55 

0 

0 

0 

2,  600 

2,  625 

394 

394 

259 

259 

259 

124 

124 

124 

0 

c 

c 

0 

0 

950 

975 

60 

0 

0 

0 

2,625 

2,  650 

399 

399 

264 

264 

264 

129 

129 

129 

c 

c 

c 

0 

0 

975 

1,000 

65 

0 

0 

0 

2,  650 

2,  675 

404 

404 

269 

269 

269 

134 

134 

134 

0 

c 

0 

0 

0 

1.000 

1,025 

70 

0 

0 

0 

2,  675 

2,700 

409 

409 

274 

274 

274 

139 

139 

139 

4 

c 

c 

6 

0 

1,025 

1,050 

75 

0 

0 

0 

2,  700 

2:  725 

414 

414 

279 

279 

279 

144 

144 

144 

9 

0 

c 

0 

0 

1,050 

1,075 

80 

0 

0 

0 

2,  725 

2,  750 

419 

419 

284 

284 

284 

149 

149 

149 

14 

6 

c 

0 

0 

1,075 

1, 100 

85 

0 

0 

0 

2.  750 

2,  775 

424 

424 

289 

289 

289 

154 

154 

154 

19 

0 

0 

0 

0 

1, 100 

1, 125 

90 

0 

0 

0 

2,  775 

2,800 

429 

429 

294 

294 

294 

159 

159 

159 

24 

0 

0 

0 

0 

1, 125 

1,  150 

95 

0 

0 

0 

2.  800 

2,  825 

435 

435 

300 

300 

300 

165 

165 

165 

30 

0 

0 

0 

0 

1, 150 

1,175 

100 

0 

0 

0 

2,  825 

2,850 

440 

440 

305 

305 

305 

170 

170 

170 

35 

0 

0 

0 

0 

1,175 

1,200 

105 

0 

0 

0 

2,850 

2,  875 

445 

445 

310 

310 

310 

175 

175 

175 

40 

0 

0 

0 

0 

1,200 

1,225 

111 

0 

0 

0 

2,875 

2.  900 

450 

450 

315 

315 

315 

180 

180 

180 

45 

0 

0 

0 

0 

1,  225 

1,250 

116 

0 

0 

0 

2,900 

2.  925 

455 

455 

320 

320 

320 

185 

185 

185 

50 

0 

0 

0 

0 

1,250 

1,275 

121 

0 

0 

0 

2,925 

2,950 

461 

460 

325 

325 

325 

190 

190 

190 

55 

0 

0 

0 

0 

1,275 

1,300 

126 

0 

0 

0 

2,  950 

2,  975 

466 

466 

330 

330 

330 

195 

195 

195 

60 

0 

0 

0 

0 

1,300 

1,325 

131 

0 

0 

0 

2,975 

3,000 

472 

471 

335 

335 

335 

200 

200 

200 

65 

0 

0 

0 

0 

1,325 

1,350 

136 

1 

0 

0 

3,000 

3,  050 

480 

479 

343 

343 

343 

208 

208 

208 

73 

0 

0 

0 

0 

1,350 

1,375 

141 

6 

0 

0 

3, 050 

3,100 

491 

490 

353 

353 

353 

218 

218 

218 

83 

0 

0 

0 

0 

1,375 

1,400 

146 

11 

0 

0 

3, 100 

3, 150 

503 

500 

363 

363 

363 

228 

228 

228 

93 

0 

0 

0 

0 

1,400 

1,425 

151 

16 

0 

0 

3,150 

3,200 

514 

511 

373 

373 

373 

238 

238 

238 

103 

0 

0 

0 

0 

1,425 

1,450 

156 

21 

0 

0 

3,200 

3,  250 

525 

521 

383 

383 

383 

248 

248 

248 

113 

0 

0 

0 

0 

1,450 

1,475 

161 

26 

0 

0 

3,  250 

3,300 

536 

532 

393 

393 

393 

258 

258 

258 

123 

0 

0 

0 

0 

1,475 

1,500 

166 

31 

0 

0 

3,300 

3,  350 

547 

543 

403 

403 

403 

268 

268 

268 

133 

0 

0 

0 

0 

1,500 

1,525 

171 

36 

0 

0 

3,350 

3,  400 

558 

553 

413 

413 

413 

278 

278 

278 

143 

8 

0 

0 

0 

1,625 

1,550 

170 

41 

0 

0 

3,400 

3,  450 

569 

564 

424 

424 

424 

289 

289 

289 

154 

19 

0 

0 

0 

1,550 

1,575 

181 

46 

0 

0 

3,450 

3,  500 

581 

575 

434 

434 

434 

299 

299 

299 

164 

29 

0 

0 

0 

1,575 

1,600 

186 

51 

0 

0 

3,500 

3,  550 

592 

5S5 

444 

444 

444 

309 

309 

309 

174 

39 

0 

0 

0 

1,600 

1,625 

192 

57 

0 

0 

3,  550 

3,  600 

603 

596 

454 

454 

454 

319 

319 

319 

1S4 

49 

0 

0 

0 

1,625 

1,650 

197 

62 

0 

0 

3,600 

3,650 

614 

607 

465 

465 

464 

329 

329 

329 

194 

59 

0 

0 

0 

1.650 

1,675 

202 

67 

0 

0 

3,  650 

3,700 

625 

617 

477 

475 

474 

339 

339 

339 

204 

69 

0 

0 

0 

1,675 

1,700 

207 

72 

0 

0 

3,  700 

3,  750 

636 

628 

488 

486 

484 

349 

349 

349 

214 

79 

0 

0 

0 

1,700 

1,725 

212 

77 

0 

0 

3,  750 

3,  800 

647 

638 

499 

497 

494 

359 

359 

359 

224 

89 

0 

0 

0 

1,725 

1,750 

217 

82 

0 

0 

3,800 

3, 850 

659 

649 

510 

507 

505 

370 

370 

370 

235 

100 

0 

0 

0 

1,750 

1,775 

222 

87 

0 

0 

3,  850 

3.  900 

670 

660 

521 

518 

515 

380 

380 

380 

245 

110 

0 

0 

0 

1,775 

1,800 

227 

92 

0 

0 

3,  900 

3,950 

681 

670 

532 

529 

525 

390 

390 

390 

255 

120 

0 

0 

0 

1,800 

1,825 

232 

97 

0 

0 

3,  950 

4,000 

692 

681 

543 

539 

535 

400 

400 

400 

265 

130 

0 

0 

0 

1,825 

1,850 

237 

102 

0 

0 

4.000 

4,  050 

703 

692 

555 

550 

545 

410 

410 

410 

275 

140 

5 

0 

0 

1,850 

1,875 

242 

107 

0 

0 

4,  050 

4, 100 

714 

702 

566 

560 

555 

420 

420 

420 

285 

150 

15 

0 

0 

1.875 

1,900 

247 

112 

0 

0 

4,100 

4. 150 

725 

713 

577 

571 

565 

430 

430 

430 

295 

160 

25 

0 

0 

1,900 

1,925 

252 

117 

0 

0 

4, 150 

4,  200 

736 

723 

588 

582 

575 

440 

440 

440 

305 

170 

35 

0 

0 

1,925 

1,950 

257 

122 

0 

0 

4,  200 

4,  250 

748 

734 

599 

592 

586 

451 

451 

451 

316 

181 

46 

0 

0 

1,950 

1,  975 

262 

127 

0 

0 

4,  250 

4,  300 

759 

745 

610 

603 

596 

462 

461 

461 

326 

191 

56 

0 

0 

1,975 

2,000 

267 

132 

0 

0 

4,  300 

4,  350 

770 

755 

621 

614 

606 

473 

472 

471 

336 

201 

66 

0 

0 

2,000 

2,  025 

273 

138 

3 

0 

4,  350 

4,  400 

781 

766 

633 

624 

616 

484 

482 

481 

346 

211 

76 

0 

0 

2,  025 

2,050 

278 

143 

8 

0 

4,400 

4,  4.50 

792 

777 

644 

635 

626 

495 

493 

491 

356 

221 

86 

0 

0 

2,050 

2,  075 

283 

148 

13 

0 

4,  450 

4,  500 

803 

787 

655 

645 

636 

506 

504 

501 

366 

231 

96 

0 

0 

2,075 

2,  100 

288 

153 

18 

0 

4,  500 

4,  550 

814 

798 

666 

656 

646 

517 

514 

511 

376 

241 

106 

0 

0 

2,100 

2, 125 

293 

158 

23 

0 

4,  550 

4,600 

826 

809 

677 

667 

656 

529 

525 

521 

386 

251 

116 

0 

0 

2,125 

2,150 

298 

163 

28 

0 

4,  600 

4,  650 

837 

819 

688 

677 

667 

540 

536 

532 

397 

262 

127 

0 

0 

2,150 

2.  175 

303 

168 

33 

0 

4,  650 

4,  700 

848 

830 

699 

688 

677 

551 

546 

542 

107 

272 

137 

2 

0 

2,175 

2,  200 

308 

173 

38 

0 

4,  700 

4,  750 

859 

840 

710 

699 

687 

562 

557 

552 

417 

282 

147 

12 

.0 

2,200 

2,225 

313 

178 

43 

0 

4,  750 

4,  800 

870 

851 

722 

709 

697 

573 

568 

562 

427 

292 

157 

22 

0 

2,225 

2,  250 

318 

183 

48 

0 

4,  800 

4,  850 

881 

862 

733 

720 

707 

584 

578 

572 

437 

102 

167 

32 

0 

2,250 

2,  275 

323 

188 

53 

0 

4,  850 

4,  900 

892 

872 

744 

731 

717 

695 

589 

582 

447 

312 

177 

42 

0 

2.275 

2,  300 

328 

193 

58 

0 

4,  900 

4,  950 

904 

883 

755 

741 

727 

607 

599 

592 

457 

322 

187 

52 

0 

2,  300 

2,325 

333 

198 

63 

0 

4,950 

5,000 

915 

894 

766 

752 

737 

618 

610 

602 

467 

332 

197 

62 
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SEC.  103.  COMPUTATION  OF  TAX  IN  CASE  OF  CERTAIN 
JOINT  RETURNS. 

If  a  joint  return  of  a  husband  and  wife  is  filed  under 
the  provisions  of  section  51  (b)  (3)  of  the  Internal  Revenue 
Code  in  a  case  where  the  husband  and  wife  have  different 
taxable  years  because  of  the  death  of  either  spouse,  and  the 
taxable  year  of  the  surviving  spouse  covered  by  such  joint 
return  began  before  September  1,  1951,  and  ended  after 
August  31,  1951,  the  amendments  made  by  this  part  shall 
be  applicable  in  respect  of  such  joint  return  as  if  the  tax¬ 
able  years  of  both  spouses  covered  by  the  joint  return 
ended  on  the  date  of  the  closing  of  the  surviving  spouse’s 
taxable  year. 

SEC.  104.  EFFECTIVE  DATE  OF  PART  L 

Except  as  provided  in  section  103,  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respect  to 
taxable  years  ending  after  August  31,  1951.  For  treat¬ 
ment  of  taxable  years  (other  than  the  calendar  year  1951) 
beginning  before  September  1,  1951,  and  ending  after 
August  31,  1951,  see  section  131. 
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PART  II— CORPORATION  INCOME  TAXES 
SEC.  121.  INCREASE  IN  RATE  OF  CORPORATION  NORMAL 
TAX. 

(a)  Amendment  of  Section  13. — Subsections  (a) 
and  (b)  of  section  13  (relating  to  normal  tax  on  corpora¬ 
tions)  are  hereby  amended  to  read  as  follows: 

“  (a)  Definitions. — For  the  purposes  of  this  chapter — 
“  ( 1 )  Adjusted  net  income. — The  term  ‘adjusted 
net  income’  means  the  net  income  minus  the  credit  pro¬ 
vided  in  section  26  (a) ,  relating  to  interest  on  certain 
obligations  of  the  United  States  and  Government 
corporations. 

“  (2)  Normal-tax  net  income. — The  term  ‘nor¬ 
mal-tax  net  income’  means  the  adjusted  net  income 
minus  the  sum  of  the  following  credits : 

“  (A)  The  credit  for  dividends  received  pro¬ 
vided  in  section  26  (b)  ; 

“(B)  In  the  case  of  a  public  utility,  tire  credit 
for  dividends  paid  on  its  preferred  stock  provided 
in  section  26  (h)  ;  and 

“(0)  In  the  case  of  a  western  hemisphere 
trade  corporation  (as  defined  in  section  109),  the 
credit  provided  in  section  26  (i). 

“(b)  Imposition  of  Tax.— There  shall  be  levied, 
collected,  and  paid  for  each  taxable  year  upon  the  normal- 
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tax  net  income  of  every  corporation  (except  a  corporation 
subject  to  a  tax  imposed  by  section  231  (a),  supplement 
Gr,  or  supplement  Q)  a  tax  of  30  per  centum  of  the  normal- 
tax  net  income.” 

(b)  Maximum  Tax. — Section  430  (a)  (1)  (relat¬ 
ing  to  the  limitation  on  the  rate  of  the  excess  profits  tax)  is 
hereby  amended  by  striking  out  “62  per  centum”  and  insert¬ 
ing  in  lieu  thereof  “70  per  centum”. 

(c)  Mutual  Insurance  Companies  Other  Than 
Life  or  Marine. — 

(1)  Section  207  (a)  (1)  (relating  to  normal  tax 
and  surtax  on  mutual  insurance  companies,  other  than 
life  or  marine)  is  hereby  amended  by  striking  out  sub- 
paragraphs  (A)  and  (B)  and  inserting  in  lieu  thereof 
the  following: 

“(A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000/ whichever  is  the  lesser; 
plus 

“(B)  Surtax. — A  surtax  of  22  per  centum 
of  the  corporation  surtax  net  income  in  excess  of 
$25,000.” 

(2)  Section  207  (a)  (3)  (relating  to  a  normal 

H.  R.  4473 - 2 
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tax  and  surtax  on  interinsurers  and  reciprocal  under¬ 
writers)  is  hereby  amended  by  striking  out  subpara¬ 
graphs  (A)  and  (B)  and  inserting  in  beu  thereof  the 
following : 

“(A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser;  plus 

“(B)  Surtax. — A  surtax  of  22  per  centum  of 
the  corporation  surtax  net  income  in  excess  of 
$25,000,  or  33  per  centum  of  the  amount  by  which 
the  corporation  surtax  net  income  exceeds  $50,000, 
whichever  is  the  lesser.” 

(d)  Regulated  Investment  Companies. — Section 
362  (b)  (relating  to  tax  on  regulated  investment  com¬ 
panies)  is  hereby  amended  by  striking  out  paragraphs  (3) 
and  (4)  and  inserting  in  lieu  thereof  the  following: 

“  (3)  There  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  net  income  a 
tax  equal  to  30  per  centum  of  the  amount  thereof. 

“  (4)  There  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  surtax  net 
income  a  tax  equal  to  22  per  centum  of  the  amount 
thereof  in  excess  of  $25,000.” 
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(e)  Business  Income  of  Certain  Section  101 

Organizations— Section  421  (a)  (1)  (relating  to  im¬ 

position  of  tax  on  business  income  of  certain  section  101 
organizations)  is  hereby  amended  by  striking  out  “25  per 
centum”  and  inserting  in  lieu  thereof  “30  per  centum”. 

(f)  Technical  Amendments. — 

(1)  Repeal  of  section  14. — Section  14  (relat¬ 
ing  to  normal  tax  on  special  classes  of  corporations  in  the 
case  of  taxable  years  beginning  before  July  1,  1950) 
is  hereby  repealed. 

(2)  Amendment  of  section  i 5. —Section  15 
(relating  to  surtax  on  corporations)  is  hereby  amended 
to  read  as  follows : 

“SEC.  15.  SURTAX  ON  CORPORATIONS. 

“  (a)  Corporation  Surtax  Net  Income. — For  the 
purposes  of  this  chapter,  the  term  ‘corporation  surtax  net 
income’  means  the  net  income  minus  the  sum  of  the  follow¬ 
ing  credits : 

“  ( 1 )  The  credit  for  dividends  received  provided  in 
section  26  (b )  ; 

“  (2)  In  the  case  of  a  public  utility,  the  credit  for 
dividends  paid  on  its  preferred  stock  provided  in  section 
26  (h)  ; 

“(3)  In  the  case  of  a  western  hemisphere  trade 


20 


2  corporation  (as  defined  in  section  109),  the  credit  pro- 

2  vided  in  section  26  (i) . 

3  “(b)  Imposition  of  Tax. — There  shall  be  levied,  col- 

4  lected,  and  paid  for  each  taxable  year  upon  the  corporation 

5  surtax  net  income  of  every  corporation  ( except  a  corporation 

6  subject  to  a  tax  imposed  by  section  231  (a) ,  supplement  G, 

7  or  supplement  Q)  a  surtax  of  22  per  centum  of  the  amount 

8  of  the  corporation  surtax  net  income  in  excess  of  the  surtax 

9  exemption  provided  in  section  26  (j).” 

10  SEC.  122.  CREDITS  OF  CORPORATIONS. 

11  (a)  Dividends  Received  Credit. — Paragraphs  (1) 

12  and  (2)  of  section  26  (b)  (relating  to  credit  for  dividends 

13  received)  are  hereby  amended  to  read  as  follows : 

14  “  (1)  In  general. — 85  per  centum  of  the  amount 

15  received  as  dividends  (other  than  dividends  described 

16  in  paragraph  (2)  on  the  preferred  stock  of  a  public 

17  utility )  from  a  domestic  corporation  which  is  subject  to 

18  taxation  under  this  chapter;  and 

19  “  (2)  Certain  preferred  stock. — 62  per  centum 

20  of  the  amount  received  as  dividends  on  the  preferred 

21  stock  of  a  public  utility  which  is  subject  to  taxation  under 

22  this  chapter.” 

23  (b)  Credit  for  Dividends  Paid  on  Certain  Pre- 

24  ferred  Stock.— The  first  sentence  of  section  26  (h)  (1) 

25  (relating  to  amount  of  credit  for  dividends  paid  on  certain 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


21 


preferred  stock)  is  hereby  amended  to  read  as  follows:  “In 
the  case  of  a  public  utility,  an  amount  equal  to  27  per 
centum  of  the  lesser  of  (A)  the  amount  of  dividends  paid 
during  the  taxable  year  on  its  preferred  stock  or  (B)  the 
adjusted  net  income  for  such  taxable  year  minus  the  credit 
for  dividends  received  provided  in  subsection  (b)  for  such 
year.” 

(c)  Western  Hemisphere  Trade  Corporations. — 
Section  26  (i)  (relating  to  credit  of  a  western  hemisphere 
trade  corporation)  is  hereby  amended  to  read  as  follows: 

“  (i)  Western  Hemisphere  Trade  Corporations  — 
In  the  case  of  a  western  hemisphere  trade  corporation  (as 
defined  in  section  109) ,  an  amount  equal  to  27  per  centum 
of  its  normal-tax  net  income  computed  without  regard  to  the 
credit  provided  in  this  subsection.” 

SEC.  123.  SURTAX  EXEMPTIONS  AND  CERTAIN  CREDITS 
OF  RELATED  CORPORATIONS. 

(a)  Limitation  on  Surtax  Exemption  in  the 
Case  of  Related  Corporations. — Section  26  (relating 
to  credits  of  corporations)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  subsection : 

“(j)  Surtax  Exemption. — 

“(1)  In  general. — Except  in  the  case  of  a  cor¬ 
poration  to  which  paragraph  (2)  is  applicable  for  the 
taxable  year,  a  surtax  exemption  of  $25,000. 
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“(2)  Related  corporations. — In  the  case  of  a 
corporation  which  on  December  31  of  any  year  is  a 
member  of  a  controlled  group  as  defined  in  paragraph 
( 3 ) ,  a  surtax  exemption,  for  the  taxable  year  which 
includes  such  date,  in  an  amount  equal  to  $25,000 
divided  by  the  number  of  corporations  in  such  group  at 
the  close  of  such  date.  In  lieu  of  such  exemption,  a 
surtax  exemption  of  $25,000  for  the  controlled  group 
may  be  divided  (in  any  manner)  by  the  corporations 
which  at  the  close  of  such  date  are  members  of  such 
group  by  making  and  filing  with  the  Secretary  a  consent 
setting  forth  the  portion  of  the  $25,000  which  will 
be  taken  by  each  member  as  its  surtax  exemption  for 
its  taxable  year  which  includes  such  date.  The  consent 
shall  be  made  and  filed  at  such  time  and  in  such  manner 
as  the  Secretary  by  regulations  may  prescribe.  If  a 
member  of  a  controlled  group  has  a  taxable  year  which 
does  not  include  December  31,  the  surtax  exemption  for 
such  member  for  such  taxable  year  shall  be  an  amount 
equal  to  $25,000  divided  by  the  number  of  corporations 
in  such  group  at  the  close  of  such  taxable  year. 

“(3)  Definition  of  controlled  group.— For 
the  purposes  of  paragraph  (2),  a  ‘controlled  group’ 
means: 

“(A)  Any  group  of  one  or  more  chains  of 
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corporations  connected  through  ownership  with  a 
common  parent  corporation  if — 

“  (i)  stock  possessing  at  least  95  per 
centum  of  the  voting  power  of  all  classes  of 
stock  of  each  of  the  corporations  (except  the 
common  parent  corporation)  is  owned  directly 
by  one  or  more  of  the  other  corporations;  and 
“  (ii)  the  common  parent  corporation  owns 
directly  stock  possessing  at  least  95  per  centum 
of  the  voting  power  of  all  classes  of  stock  of  at 
least  one  of  the  other  corporations,  excluding, 
in  computing  such  voting  power,  stock  held  by 
such  other  corporations. 

“(B)  Any  group  of  two  or  more  corporations 
if  at  least  95  per  centum  of  the  voting  power  of  all 
classes  of  stock  of  each  of  the  corporations  is  owned, 
directly  or  indirectly,  by  or  for  one  individual,  or  is 
owned,  directly  or  indirectly,  by  or  for  not  more 
than  five  individuals  each  of  whom  owns  substan¬ 
tially  the  same  proportion  of  the  voting  power  in 
any  one  of  such  corporations  as  he  owns  in  each  of 
the  other  corporations.  For  the  purposes  of  this 
subparagraph — 

“  (i)  an  individual  shall  be  considered  as 
owning  substantially  the  same  proportion  of  the 
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voting  power  in  any  two  corporations  if,  and 
only  if,  he  could  own  the  same  proportion  of  the 
voting  power  in  each  by  increasing  by  not  more 
than  10  per  centum  his  voting  power  in  one  of 
the  corporations  and  decreasing  by  not  more 
than  10  per  centum  his  voting  power  in  the 
other  corporation; 

“(ii)  stock  owned,  directly  or  indirectly, 
by  or  for  a  corporation,  partnership,  estate, 
or  trust,  shall  be  considered  as  being  owned 
proportionately  by  or  for  its  shareholders,  part¬ 
ners,  or  beneficiaries; 

“(iii)  an  individual  shall  he  considered  as 
owning  the  stock  owned,  directly  or  indirectly, 
by  or  for  his  spouse; 

“(iv)  if  an  individual  owns  more  than  50 
per  centum  of  the  voting  power  in  any  corpora¬ 
tion  (including  the  voting  power  of  the  stock 
owned  by  him  upon  the  application  of  clauses 
(ii)  and  (iii)  ) ,  such  individual  shall  be  con¬ 
sidered  as  owning  the  stock  owned  in  such  cor¬ 
poration,  directly  or  indirectly,  by  or  for  his 
ancestors  and  lineal  decedents; 

(v)  stock  constructively  owned  by  a  per¬ 
son  by  reason  of  the  application  of  clause  (ii) 
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shall,  for  the  purpose  of  applying  clause  (ii), 
(iii) ,  or  (iv) ,  be  treated  as  actually  owned  by 
such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of 
clause  (iii)  or  (iv)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying 
either  such  clause  in  order  to  make  another  the 
constructive  owner  of  such  stock;  and 

“  (vi)  if  stock  may  be  treated  as  construc¬ 
tively  owned  by  two  or  more  individuals,  such 
stock  shall,  in  any  computation  to  determine 
the  proportionate  voting  power  of  such  individ¬ 
uals,  be  treated  in  such  computation  as  construc¬ 
tively  owned  by  the  individual  whose  construc¬ 
tive  ownership  of  such  stock  results  in  the 
corporation  being  a  member  of  a  controlled 
group. 

If  a  group  of  corporations  described  in  subparagraph 
(B)  includes  a  common  parent  corporation  included  in 
a  group  described  in  subparagraph  (A),  then  each 
member  of  the  group  described  in  subparagraph  (A)  of 
which  the  common  parent  corporation  is  a  member  shall 
be  a  member  of  the  group  described  in  subparagraph 
(B).  For  the  purposes  of  this  paragraph,  treasury 
stock  shall  not  be  considered  to  be  voting  stock.” 
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(b)  Insurance  Companies. — Section  201  (g)  (re¬ 
lating  to  credits  under  section  26  allowed  life  insurance  com- 
panies)  and  section  204  (f)  (relating  to  credits  under  sec¬ 
tion  26  allowed  to  insurance  companies  other  than  life  or 
mutual)  are  each  amended  by  adding  at  the  end  thereof 
the  following  new  sentence:  “In  computing  the  surtax  im¬ 
posed  by  this  section,  in  the  manner  provided  in  section 
15  (b),  the  surtax  exemption  provided  in  section  26  (j) 
shall  be  allowed.’’ 

(c)  Minimum  Excess  Profits  Credit. — The  last 
sentence  of  section  431  (relating  to  definition  of  adjusted 
excess  profits  net  income)  is  hereby  amended  to  read  as 
follows:  “If  such  sum  is  less  than  its  surtax  exemption 
provided  in  section  26  (j)  for  the  taxable  year,  such  sum 
shall  be  increased  to  the  amount  of  its  surtax  exemption 
for  such  year.” 

SEC.  124.  COMPUTATION  OF  ALTERNATIVE  CAPITAL  GAINS 
TAX. 

(a)  Alternative  Tax— Section  117  (c)  (1)  (relat¬ 
ing  to  alternative  tax  on  corporations)  is  hereby  amended 
by  striking  out  the  second  paragraph  and  inserting  in  lieu 
thereof  the  following: 
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“  (A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  the  amount  of 
such  excess,  at  the  rates  and  in  the  manner  as  if 
this  subsection  had  not  been  enacted. 

“(B)  There  shall  then  be  ascertained  an 
amount  equal  to  25  per  centum  of  such  excess. 
In  the  case  of  taxable  years  to  which  the  defense 
tax  provided  in  section  16  (c)  is  applicable,  such 
amount  shall  be  increased  by  the  percentage  speci¬ 
fied  in  such  section. 

“(0)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B) .” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  he  applicable  only  with  respect  to  taxable 
years  ending  after  August  31,  1951. 

SEC.  125.  EFFECTIVE  DATE. 

Except  as  provided  in  section  124,  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respect  to 
taxable  years  beginning  after  December  31,  1950.  For 
treatment  of  taxable  years  beginning  in  1950  and  ending 
in  1951,  see  part  III  of  this  title. 
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PART  III— FISCAL  YEAR  TAXPAYERS 
SEC.  131.  FISCAL  YEAR  TAXPAYERS. 

(a)  Amendment  of  Section  108. — Section  108  is 
hereby  amended  by  striking  out  paragraph  (2)  of  sub¬ 
section  (f)  and  inserting  in  lieu  thereof  the  following : 

“  (2)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  25  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable  year  after 
June  30,  1950,  and  before  January  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus  (if  the 
taxable  year  ends  in  1951) 

“  (3)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  30  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

In  computing  for  the  purposes  of  paragraph  ( 2 )  the  normal- 
tax  net  income  and  the  corporation  surtax  net  income,  the 
credits  provided  in  section  26  applicable  to  taxable  years 
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beginning  on  July  1,  1950,  shall  be  allowed  in  the  manner 
and  to  the  extent  provided  in  sections  13  and  15 
applicable  to  years  beginning  on  such  date,  except  that 
such  credits  shall  be  applied  without  regard  to  the  amend¬ 
ments  made  to  section  26  by  title  II  of  the  Excess  Profits 
Tax  Act  of  1950.  In  computing  for  the  purposes  of  para¬ 
graph  (3)  the  normal-tax  net  income  and  the  corporation 
surtax  net  income,  the  credits  provided  in  section  26  appli¬ 
cable  to  taxable  years  beginning  on  January  1,  1951,  shall 
be  allowed  in  the  manner  and  to  the  extent  provided  in  sec¬ 
tions  13  and  15  applicable  to  years  beginning  on  such  date. 

“  (g)  Taxable  Years  of  Corporations  Beginning 
After  June  30,  1950,  and  Before  1951,  and  Ending 
in  1951. — In  the  case  of  a  taxable  year  of  a  corporation 
beginning  after  June  30,  1950,  and  before  January  1,  1951, 
and  ending  after  December  31,  1950,  the  tax  imposed  by 
sections  13  and  15  shall  be  an  amount  equal  to  the  sum  of — 
“  ( 1 )  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable 
to  such  taxable  year,  which  the  number  of  days  in  such 
taxable  year  prior  to  January  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
imder  the  provisions  of  sections  13  and  15  applicable  to 
years  beginning  on  January  1,  1951,  as  if  such  pro- 
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visions  were  applicable  to  such  taxable  year,  which  the 
number  of  days  in  such  taxable  year  after  December 
31,  1950,  bears  to  the  total  number  of  days  in  such 
taxable  year.  For  the  purposes  of  this  paragraph  a 
surtax  exemption  of  $25,000  shall  be  allowed  in  lieu 
of  the  exemption  provided  in  section  26  (j) . 

“  (h)  Cebtain  Taxable  Years  of  Individuals 
Beginning  Before  September  1,  1951,  and  Ending 
After  August  31,  1951. — In  the  case  of  a  taxable  year 
(other  than  one  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951)  of  a  taxpayer,  other  than  a  corpora¬ 
tion,  beginning  before  September  1,  1951,  and  ending  after 
August  31,  1951,  the  tax  imposed  by  sections  11  and  12, 
section  400,  or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“  ( 1 )  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  taxable  years  beginning  on  October  1, 
1950,  which  the  number  of  calendar  months  in  such 
taxable  year  prior  to  September  1,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year, 
plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  years  beginning  on  September  1, 
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1951,  as  if  such  provisions  (other  than  the  provisions 
relating  to  head  of  household)  were  applicable  to  such 
taxable  year,  which  the  number  of  calendar  months 
in  such  taxable  year  after  August  31,  1951,  bears  to 
the  total  number  of  calendar  months  in  such  taxable 
year. 

For  the  purposes  of  this  subsection,  a  calendar  month  only 
part  of  which  falls  within  the  taxable  year  (A)  shall  be 
disregarded  if  less  than  15  days  of  such  month  are  included 
in  such  taxable  year,  and  (B)  shall  be  included  as  a  calendar 
month  within  the  taxable  year  if  more  than  14  days  of  such 
month  fall  within  the  taxable  year.  This  subsection  shall 
not  apply  in  the  case  of  a  trust  described  in  section  421 
(b)  (2)  if  the  taxable  year  of  such  trust  began  before 

January  1,  1951.” 

(b)  Computation  of  Excess  Profits  Tax. — Sub¬ 
section  (b)  of  section  430  (relating  to  computation  of  ex¬ 
cess  profits  tax  in  the  case  of  certain  taxable  years)  is  hereby 
amended  to  read  as  follows : 

“(b)  Certain  Taxable  Years  Beginning  Before 

1951.— 

“  ( 1 )  Taxable  years  ending  before  January 
l,  1951. — In  the  case  of  a  taxable  year  beginning  be¬ 
fore  July  1,  1950,  and  ending  after  June  30,  1950,  and 
before  January  1,  1951,  the  tax  imposed  by  subsection 
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(a)  shall  be  an  amount  equal  to  that  portion  of  a  tenta¬ 
tive  tax,  computed  under  the  provisions  of  subsection 
(a)  applicable  to  taxable  years  ending  on  December  31, 
1950,  which  the  number  of  days  in  such  taxable  year 
after  June  30,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

“(2)  Taxable  years  ending  after  December 
31,  19  50. — In  the  case  of  a  taxable  year  beginning 
before  January  1,  1951,  and  ending  after  December  31, 
1950,  the  tax  imposed  by  subsection  (a)  shall  be  an 
amount  equal  to  the  sum  of — 

“(A)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  subsection  (a)  ap¬ 
plicable  to  taxable  years  ending  on  December  31, 

1950,  which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  January  1, 

1951,  bears  to  the  total  number  of  days  in  such 
taxable  year,  plus 

“  (B)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  subsection  (a)  applicable 
to  taxable  years  beginning  on  January  1,  1951, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.” 
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(c)  Technical  Amendments. — 

(1)  Section  108  (e)  (2)  is  hereby  amended  by 
inserting  after  “section  400,”  the  following:  “applica¬ 
ble  to  years  beginning  on  October  1,  1950,”. 

(2)  Section  108  (g)  is  hereby  amended  by  strik¬ 
ing  out  “  (g)  ”  and  inserting  in  lieu  thereof  “  (i) 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 
PART  I— WITHHOLDING  OF  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES 
SEC.  201.  COLLECTION  OF  INCOME  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES. 
Subtitle  B  of  the  Internal  Revenue  Code  is  hereby 
amended  by  inserting  before  chapter  7  the  following  new 
chapter : 

“CHAPTER  6— COLLECTION  OF  INCOME  TAX  AT 
SOURCE  ON  DIVIDENDS,  INTEREST,  AND  ROY¬ 
ALTIES 

“Subchapter  A — Dividends  and  Interest 
“SEC.  1200.  DEFINITIONS. 

“As  used  in  this  chapter — 

“  (a)  Dividend. — The  term  ‘dividend”  means — 

“(i)  any  distribution  by  a  corporation  which  is  a 
dividend  as  defined  in  section  115  (a)  ;  and 


H.  R.  4473 - 3 


1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


“  (2)  a  payment  made  by  a  stockbroker  to  any  per¬ 
son  as  a  substitute  for  a  dividend  (as  defined  in  section 
115  (a)  )  upon  which  a  tax  is  required  to  be  deducted 
and  withheld  imder  this  subchapter. 

“(b)  Interest. — The  term  ‘interest’  means — 

“  ( 1 )  interest  on  all  bonds,  debentures,  notes,  cer¬ 
tificates,  or  other  evidences  of  indebtedness,  issued  by 
any  corporation,  with  interest  coupons  or  iu  registered 
form; 

“(2)  interest  on  deposits  with  stockbrokers; 

“(3)  interest  on  amounts  held  by  an  insurance 
company  under  an  agreement  to  pay  interest  thereon; 
and 

“(4)  interest  on  the  overpayment  of  any  internal 
revenue  tax,  except  income  or  excess  profits  taxes  im¬ 
posed  upon  corporations. 

“SEC.  1201.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“  (a)  Requirement  of  Withholding. — Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  dividend 
or  interest  shall  deduct  and  withhold  upon  such  dividend  or 
interest  a  tax  equal  to  20  per  centum  of  the  amount  thereof. 
If  the  withholding  agent  is  unable  to  determine  the  person 
to  whom  the  dividend  or  interest  is  payable,  such  tax  shall 
be  deducted  and  withheld  at  the  time  payment  thereof  would 
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be  made  if  such  person  were  known.  F or  certain  exemptions 
from  withholding,  see  section  1202. 

“(b)  Withholding  Where  Amount  of  Dividend 
is  Unknown. — If  the  withholding  agent  is  unable  to  deter¬ 
mine  the  portion  of  a  distribution  which  is  a  dividend,  the 
tax  required  to  be  deducted  and  withheld  under  this  sub¬ 
chapter  shall  be  computed  on  the  entire  amount  of  the 
distribution. 

“(c)  Indemnification  of  Withholding  Agent. — 
A  withholding  agent  shall  not  be  liable,  except  as  provided 
in  section  1203,  to  any  person  for  the  amount  of  any  tax 
required  to  be  deducted  and  withheld  under  this  subchapter. 

“(d)  Credit  for  Tax  Withheld. — For  credit,  against 
the  income  tax  of  the  recipient  of  the  income,  of  amounts 
required  to  be  deducted  and  withheld  under  this  subchapter, 
see  section  35. 

“SEC.  1202.  EXEMPTIONS  FROM  WITHHOLDING. 

“The  provisions  of  this  chapter  shall  not  apply  to: 
“(a)  A  dividend  paid  in  the  stock  or  rights  to  acquire 
the  stock  of  the  distributing  corporation,  whether  or  not  the 
recipient  of  such  stock  or  rights  had  an  option  to  be  paid 
in  money,  or  other  property,  in  lieu  of  such  stock  or  rights. 

“(b)  Distributions  (other  than  capital  gain  dividends 
described  in  section  362  (b)  (7)  )  to  shareholders  which 
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are  treated  under  chapter  1  as  amounts  received  upon  the 
sale  or  exchange  of  property,  or  distributions  with  respect 
to  which  gain  or  loss  is  not  recognized  under  chapter  1  to 
the  shareholders. 

“  (c)  Any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  under  the  provisions  of  section 
112  (c)  (2)  (relating  to  certain  distributions  made  in  pur¬ 
suance  of  a  plan  of  reorganization) ,  section  115  (g)  (relat¬ 
ing  to  redemptions  of  stock),  or  section  371  (e)  (2)  (re¬ 
lating  to  certain  distributions  pursuant  to  the  order  of  the 
Securities  and  Exchange  Commission) . 

“  (d)  A  dividend  paid  by  a  Federal  reserve  bank,  Fed¬ 
eral  land  hank,  Federal  home  loan  bank,  Central  Bank  for 
Cooperatives,  or  Bank  for  Cooperatives. 

“(e)  Any  interest  which,  irrespective  of  the  person  to 
whom  payable,  is  wholly  exempt  from  the  tax  imposed  by 
chapter  1. 

“  (f)  Dividends  or  interest  paid  by  a  corporation  to 
another  corporation  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  return 
under  chapter  1  for  the  preceding  taxable  year  of  the  payor 
corporation. 

“  (g)  Dividends  or  interest  paid  by  a  corporation  to  one 
or  more  (1)  governments,  (2)  political  subdivisions  thereof, 
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(3)  international  organizations,  or  (4)  wholly  owned  in¬ 
strumentalities  or  agencies  of  the  foregoing,  if  the  entire 
class  of  stock  in  respect  of  which  such  dividend  is  paid,  or  the 
entire  class  of  obligations  in  respect  of  which  such  interest 
is  paid,  is  owned  by  one  or  more  of  such  governments,  sub¬ 
divisions,  organizations,  instrumentalities,  or  agencies. 

“(h)  Interest  on  equipment  trust  certificates. 

(i)  Dividends  or  interest  paid  by  a  foreign  corpora¬ 
tion,  a  nonresident  alien  individual,  any  partnership  not  en¬ 
gaged  in  trade  or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens,  or  by 
an  international  organization. 

“(j)  (1)  Any  payment  of  a  dividend  or  interest  (ex¬ 
cept  coupon  bond  interest)  to  (A)  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States, 
(B)  a  nonresident  alien  individual,  (0)  any  partnership 
not  engaged  in  trade  or  business  within  the  United  States 
and  composed  in  whole  or  in  part  of  nonresident  aliens,  or 
(D)  any  foreign  government  or  international  organization. 

“  (2)  Any  payment  of  coupon  bond  interest  to  a  person 
described  in  paragraph  (1)  of  this  subsection,  but  only  if  a 
certificate  filed  (in  such  form  and  manner,  and  at  such  time, 
as  the  Secretary  may  by  regulations  prescribe)  with  the 
withholding  agent  discloses  that  the  recipient  of  such  pay- 
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ment  is  a  person  described  in  paragraph  ( 1 ) . 

“(k)  Any  payment  upon  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section  143 
(a)  (relating  to  tax-free  covenant  bonds,  etc.)  determined 
without  regard  to  the  provisions  of  paragraph  (2)  of  such 
section. 

“  (1)  Interest  on  an  obligation  of  a  corporation,  issued 
on  or  after  January  1,  1934,  and  before  January  1,  1951, 
containing  a  contract  or  provision  by  which  the  obligor 
agrees  to  pay  the  interest  without  deduction  for  any  tax 
which  the  obligor  may  be  required  to  pay  thereon  or  to  re¬ 
tain  therefrom  under  any  law  of  the  United  States. 

“(m)  Dividends  paid  pursuant  to  the  terms  of  a  lease 
of  property  entered  into  prior  to  January  1,  1951,  if  under 
such  lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  dividends  without  deduction  for  any  tax  which 
any  law  of  the  United  States  might  require  to  be  deducted 
and  withheld  upon  the  payment  of  dividends. 

“(n)  Amounts  (whether  or  not  designated  as  divi¬ 
dends)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative  bank, 
homestead  association,  credit  union,  or  any  similar  organiza¬ 
tion,  in  respect  of  withdrawable  or  repurchaseable  shares, 
investment  certificates,  or  deposits. 
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“SEC.  1203.  RETURNS  AND  PAYMENT. 

"(a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe,  by  making  a  return  of  the  total  amount 
of  dividends  and  interest  with  respect  to  which  tax  is 
required  to  be  deducted  and  withheld  by  such  person  under 
this  subchapter  for  such  period  and  paying  a  tax,  for  which 
such  person  shall  be  liable,  in  an  amount  equal  to  20  per 
centum  of  such  total. 

“(b)  Adjustment  of  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  due  for  any  period  under  subsection 
(a)  is  paid  with  respect  to  such  period,  proper  adjustments 
with  respect  to  the  tax  shall  be  made,  without  interest,  in 
such  manner  and  at  such  times  as  may  be  prescribed  by 
regulations  made  under  this  subchapter. 

“SEC.  1204.  CREDIT  FOR  REGULATED  INVESTMENT  COM¬ 
PANIES  AND  PERSONAL  HOLDING  COMPANIES. 

“In  the  case  of  any  withholding  agent  which  is  a  regu¬ 
lated  investment  company  as  defined  in  section  361  or  a 
personal  holding  company  as  defined  in  section  501,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  dividends  and  interest  received 
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1  by  it  during  a  taxable  year  shall  be  allowed,  under  regula- 

2  tions  prescribed  by  the  Secretary,  as  a  credit  against  (but 

3  not  in  excess  of)  the  tax  for  which  such  withholding  agent 

4  is  liable  under  section  1203  (a)  in  respect  of  dividends  and 

5  interest  paid  by  it  during  such  year.  For  the  purposes  of 

6  this  section  a  dividend  shall  be  considered  as  having  been 

7  paid  within  a  taxable  year  (1)  in  the  case  of  a  regulated 

8  investment  company,  if  treated  as  paid  during  such  taxable 

9  year  under  section  362  (b)  (8),  or  (2)  in  the  case  of  a 

10  personal  holding  company,  if  claimed  under  section  504  (c) , 

11  in  computing  undistributed  subchapter  A  net  income,  in  the 

12  return  for  such  year. 

13  “Subchapter  B — Royalties 

14  “SEC.  1220.  DEFINITION  OF  ROYALTY. 

15  “As  used  in  this  chapter,  the  term  ‘royalty’  means — 

16  “  (a)  any  rent  or  royalty  in  respect  of  mines,  oil 

17  and  gas  wells,  and  other  natural  deposits,  including  any 

18  delay  rental  and  any  minimum  royalty,  whether  or  not 

19  measured  by  production  or  by  a  share  of  gross  or  net 

20  income  therefrom,  and  any  payment  representing  a 

21  share  of  the  gross  or  net  income  derived  from  the  ex- 

22  traction  and  sale  of  any  natural  deposit,  but  only  if 

23  the  recipient  of  such  rent,  royalty,  or  payment  is  not 

24  personally  obligated  to  pay  a  proportionate  share  of 

25  development  or  operating  expenses.  For  the  pur- 
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poses  of  this  chapter,  if  a  royalty,  as  defined  in 
the  preceding  sentence,  is  paid  in  kind,  such  payment 
shall  not  constitute  payment  of  a  royalty,  but  if  the 
mineral,  oil,  gas,  or  other  natural  deposit  so  received  in 
kind  is  sold  by  or  on  behalf  of  the  recipient  to  the  pro¬ 
ducer  or  under  a  division  order,  the  purchaser  shall  be 
considered  as  making  payment  of  the  royalty  in  an 
amount  equal  to  the  purchase  price ; 

“  (b)  any  payment,  however  designated,  made  by 
a  corporation  for  the  privilege  of  using  any  patent,  pend¬ 
ing  application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  including  any  pay¬ 
ments  made  by  an  assignee  or  an  exclusive  licensee 
thereof,  if  measured  by  the  use  of  a  patent,  pending 
application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  or  if  payable  over 
a  period  substantially  coterminous  with  the  period  of 
the  payor’s  right  to  use  such  property,  but  not  including 
any  payments  in  respect  of  copyrights  made  to  an  or¬ 
ganization  to  which  subsection  (c)  is  applicable;  and 
“(c)  any  payment  made  by  an  organization  to 
its  members  in  respect  of  the  use  of  their  copyrights,  if 
such  organization  is  authorized  to  license  the  use  of  such 
copyrights  and  has  control  of’  the  receipt,  allocation,  and 
distribution  of  the  payments  made  for  such  use. 
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“SEC.  1221.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“(a)  Requirement  of  Withholding. — Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  royalty 
shall  deduct  and  withhold  upon  such  royalty  a  tax  equal  to 
20  per  centum  of  the  amount  thereof.  If  the  withholding 
agent  is  unable  to  determine  the  person  to  whom  the  royalty 
is  payable,  such  tax  shall  be  deducted  and  withheld  at  the 
time  payment  thereof  would  be  made  if  such  person  were 
known.  For  certain  exemptions  from  withholding  see  sec¬ 
tion  1222. 

“  (b)  Tax  Paid  by  Recipient. — If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  subchapter,  fails 
to  deduct  and  withhold  the  tax  under  this  subchapter,  and 
thereafter  the  tax  against  which  such  tax  may  be  credited  is 
paid,  the  tax  so  required  to  be  deducted  and  withheld  shall 
not  be  collected  from  the  withholding  agent,  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 

“(c)  Liability  for  Tax. — The  withholding  agent 
shall  be  liable  for  the  payment  of  the  tax  required  to  be 
deducted  and  withheld  under  this  subchapter,  and  shall  not 
be  liable  to  any  person  for  the  amount  of  any  such  payment. 
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1  “(d)  Refunds  and  Credits. — 

2  “  ( 1 )  Withholding  agent. — Where  there  has 

3  been  an  overpayment  of  tax  under  this  subchapter, 

4  refund  or  credit  shall  be  made  to  the  withholding  agent 

5  only  to  the  extent  that  the  amount  of  such  overpayment 

6  was  not  deducted  and  withheld  under  this  subchapter 

7  by  the  withholding  agent. 

8  “(2)  Recipient. — For  credit,  against  the  income 

9  tax  of  the  recipient  of  the  income,  of  amounts  deducted 

10  and  withheld  under  this  subchapter,  see  section  35. 

11  “SEC.  1222.  EXEMPTIONS  FROM  WITHHOLDING. 

12  “The  provisions  of  this*  chapter  shall  not  apply  to — 

13  “(a)  Royalties  paid  to  a  corporation  or  to  a  govem- 
11  ment  or  political  subdivision  thereof. 

15  “(h)  Royalties  paid  by  a  foreign  corporation,  a  non- 

10  resident  alien  individual,  a  partnership  not  engaged  in  trade 
17  or  business  within  the  United  States  and  composed  in  whole 
10  or  in  part  of  nonresident  aliens,  or  an  international  organi- 

19  zation. 

39  “(c)  Royalties  paid  to  (1)  a  nonresident  alien  indi- 

31  vidual,  (2)  a  partnership  not  engaged  in  trade  or  business 

32  within  the  United  States  and  composed  in  whole  or  in  part 

20  of  nonresident  aliens,  or  (3)  an  international  organization. 
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“SEC.  1223.  RETURNS  AND  PAYMENT. 

“  (a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe. 

“  (b)  Adjustment  of  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  imposed  by  this  subchapter  is  paid 
with  respect  to  any  payment  of  royalties,  proper  adjustments, 
with  respect  both  to  the  tax  and  the  amount  to  be  deducted, 
shall  be  made,  without  interest,  in  such  manner  and  at  such 
times  as  may  be  prescribed  by  regulations  made  under  this 
subchapter. 

“SEC.  1224.  RECEIPTS. 

(a)  Requirement. — Every  person  required  under 
this  subchapter  to  deduct  and  withhold  tax  on  a  royalty, 
shall,  not  later  than  January  31  of  the  year  succeeding  the 
calendar  year  in  which  the  royalty  is  paid,  furnish  to  the 
payee  of  the  royalty  a  written  statement  showing  the  amount 
of  the  royalties  paid  to  such  payee  during  such  calendar 
year,  and  the  amount  of  tax  deducted  and  withheld  under 
this  subchapter  in  respect  of  such  royalties. 

“  (b)  Statements  To  Constitute  Information 
Returns. — The  statements  required  to  be  furnished  by  this 
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section  in  respect  of  any  royalty  shall  be  furnished  at  such 
other  times,  shall  contain  such  other  information,  and  shall 
be  in  such  form  as  the  Secretary  may  by  regulations  pre¬ 
scribe.  A  duplicate  of  such  statement  if  made  and  filed  in 
accordance  with  regulations  prescribed  by  the  Secretary  shall 
constitute  the  return  required  to  be  made  in  respect  of  such 
royalties  under  section  147. 

“(c)  Extension  of  Time— The  Secretary,  under 
regulations  prescribed  by  him,  may  grant  to  any  person  a 
reasonable  extension  of  time  (not  in  excess  of  30  days)  with 
respect  to  the  statements  required  to  be  furnished  by  such 
person  under  this  section. 

“SEC.  1225.  PENALTIES. 

“  (a)  Criminal  Penalty. — In  lieu  of  any  other  pen¬ 
alty  provided  by  law  (except  the  penalty  provided  by  sub¬ 
section  (b)  of  this  section),  any  person  required  under  the 
provisions  of  section  1224  to  furnish  a  statement  who  will¬ 
fully  furnishes  a  false  or  fraudulent  statement,  or  who  will¬ 
fully  fails  to  furnish  a  statement  in  the  manner,  at  the  time, 
and  showing  the  information  required  under  section  1224, 
or  regulations  prescribed  thereunder,  shall  for  each  such 
offense,  upon  conviction  thereof,  be  fined  not  more  than 
$1,000,  or  imprisoned  for  not  more  than  one  year,  or  both. 

“  (b)  Civil  Penalty. — In  addition  to  the  penalty  pro- 
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1  vided  by  subsection  (a)  of  this  section,  any  person  required 

2  under  the  provisions  of  section  1224  to  furnish  a  statement 

3  who  willfully  furnishes  a  false  or  fraudulent  statement,  or 

4  who  willfully  fails  to  furnish  a  statement  in  the  manner,  at 

5  the  time,  and  showing  the  information  required  under  section 

6  1224,  or  regulations  prescribed  thereunder,  shall  for  each  such 
£  offense  be  subject  to  a  civil  penalty  of  not  more  than  $50. 
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“Subchapter  C — General  Provisions 
“SEC.  1230.  DEFINITIONS. 

“As  used  in  this  chapter — 

“  (a)  Taxable  Yeae. — The  term  Taxable  year’  shall 
have  the  same  meaning  as  when  used  in  chapter  1. 

“(b)  Person. — The  term  ‘person’  includes  any  gov¬ 
ernment  or  political  subdivision,  or  agency  or  instrumentality 
thereof. 

“(c)  Nonresident  Alien.— The  term  ‘nonresident 
alien  individual’  includes  an  alien  resident  of  Puerto  Eico. 
“SEC.  1231.  NONDEDUCTIBILITY  OF  TAX  IN  COMPUTING 
NET  INCOME. 

“Any  tax  deducted  and  withheld  under  this  chapter  shall 
not  be  allowed  as  a  deduction  in  computing  net  income  for 
the  purpose  of  any  tax  on  income  imposed  by  Act  of 
Congress. 

“SEC.  1232.  RETURN  AND  PAYMENT  BY  GOVERNMENTAL 
PAYOR. 

“If  the  person  referred  to  in  section  1203  (a)  or  1223 
(a)  is  the  United  States,  or  a  State,  Territory,  or  political 
subdivision  thereof,  or  the  District  of  Columbia,  or  any 
agency  or  instrumentality  of  any  one  or  more  of  the  fore- 
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going,  the  return  and  payment  required  by  such  sections 
shall  be  made  by  any  officer  or  employee  of  the  United 
States,  or  of  such  State,  Territory,  or  political  subdivision, 
or  of  the  District  of  Columbia,  or  of  such  agency  or  instru¬ 
mentality,  as  the  case  may  be,  having  control  of  the  payment 
of  the  dividend,  interest,  or  royalty,  or  appropriately  desig¬ 
nated  for  that  purpose. 

“SEC.  1233.  TAX-EXEMPT  ORGANIZATIONS— REFUND. 

“In  the  case  of  a  person  which  is  exempt  from  the  tax 
imposed  by  chapter  1,  if  the  amount  required  to  be  deducted 
and  withheld  as  tax  under  this  chapter  with  respect  to 
dividends  and  interest  received  by  it  during  any  calendar 
quarter,  and  the  amount  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  royalties  received  by  it  during 
such  calendar  quarter,  exceed  the  credit  claimed  by  and 
allowed  to  such  person  under  section  1637  for  such  quarter, 
the  excess  shall  be  immediately  refunded  or  credited  to  such 
person  as  an  overpayment  of  the  tax  imposed  by  this  chap¬ 
ter,  but  only  if  claim  therefor  is  filed  (or,  if  no  claim  is 
filed,  if  credit  or  refund  is  made)  after  the  close  of  such 
calendar  quarter  and  on  or  before  March  15  of  the  fourth 
calendar  year  beginning  after  the  close  of  such  calendar 
quarter.  No  interest  shall  he  allowed  or  paid  with  respect 
to  any  such  refund  or  credit  for  any  period  prior  to  the  date 
on  which  claim  for  such  refund  or  credit  is  filed  or  prior  to 
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March  16  of  the  calendar  year  succeeding  the  close  of  the 
calendar  quarter  in  respect  of  which  such  refund  or  credit 
is  claimed,  whichever  date  is  the  later. 

“SEC.  1234.  FAILURE  TO  FILE  RETURNS. 

“In  case  of  a  failure  to  make  and  file  any  return  re¬ 
quired  under  this  chapter  within  the  time  prescribed  by 
law  or  prescribed  by  the  Secretary  in  pursuance  of  law, 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause 
and  not  to  willful  neglect,  the  addition  to  the  tax  or  taxes 
required  to  be  shown  on  such  return  shall  not  he  less  than  $5. 
“SEC.  1235.  OTHER  LAWS  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700,  and  the 
provisions  of  section  3661,  shall,  insofar  as  applicable  and 
not  inconsistent  with  the  provisions  of  this  chapter,  be  ap¬ 
plicable  with  respect  to  the  tax  under  this  chapter.” 

SEC.  202.  CREDIT  FOR  TAX  WITHHELD. 

Section  35  (relating  to  credit  against  income  tax)  is 
hereby  amended  as  follows: 

( 1 )  by  striking  from  the  heading  thereof  the  words 
“ON  WAGES”; 

(2)  by  inserting  at  the  beginning  of  the  first  para¬ 
graph  thereof  the  following  heading:  “  (a)  Credit  for 
Tax  Withheld  ox  Wages. — and 
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(3)  by  inserting  at  the  end  thereof  the  following 
new  subsection: 

“  (b)  Credit  for  Tax  Withheld  ox  Dividends,  In¬ 
terest,  and  Royalties. — Under  regulations  prescribed  by 
the  Secretary — 

“  ( 1 )  In  general. — The  amount  required  to  be 
deducted  and  withheld  as  tax  under  chapter  6  upon  any 
payment  of  a  dividend  or  interest,  and  the  amount  de¬ 
ducted  and  withheld  as  tax  under  such  chapter  upon 
any  payment  of  a  royalty,  shall  be  allowed  as  a  credit, 
to  the  recipient  of  the  income,  against  the  tax  imposed 
by  this  chapter  for  the  taxable  year  in  which  the  divi¬ 
dend,  interest,  or  royalty  is  received. 

“( 2 )  Partnerships,  trusts,  and  estates. — If 
the  recipient  of  the  dividend,  interest,  or  royalty  is  a 
partnership  or  a  common  trust  fund,  then  the  credit 
shall  not  be  allowed  to  such  recipient,  but  the  members 

of  the  partnership,  or  the  participants  in  the  common 

\ 

trust  fund,  as  the  case  may  be,  shall  be  allowed  their 
proportionate  share  of  such  credit.  If  the  recipient  is 
an  estate  or  trust,  and  if  any  legatee,  heir,  or  beneficiary 
subject  to  the  tax  imposed  by  this  chapter  is  required 
to  include  a  portion  of  such  dividend,  interest,  or  royalty 
in  computing  his  net  income,  such  legatee,  heir,  or 
beneficiary  shall  be  allowed  such  portion  of  the  credit 
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as  Is  properly  allocable  to  him  on  the  basis  of  the  in¬ 
come  allocable  to  him  under  section  162  for  the  tax¬ 
able  year  of  the  estate  or  trust,  and  such  portion  of  the 
credit  shall  not  be  allowed  to  the  estate  or  trust. 

“(3)  Regulated  investment  companies  and 
personal  holding  companies. — In  the  case  of  a  regu¬ 
lated  investment  company  or  a  personal  holding  com¬ 
pany,  the  credit  provided  in  paragraph  (1)  shall  be 
reduced  by  the  amount  of  credit  allowed  such  company 
under  section  1204. 

“(4)  Tax  exempt  organizations.— The  credit 
provided  by  this  subsection  shall  not  be  allowed  to  any 
recipient  which  is  exempt  from  income  tax.  Tor  credit 
against  the  liability  of  such  a  recipient  in  respect  of  the 
employment  taxes  imposed  by  subchapter  A  and  sub¬ 
chapter  D  of  chapter  9,  see  section  1637.  For  refund 
under  chapter  6  in  the  case  of  such  a  recipient,  see 
section  1233.” 

SEC.  203.  CREDITS  IN  CASE  OF  ORGANIZATIONS  EXEMPT 
FROM  TAX. 

Subchapter  E  of  chapter  9  (relating  to  employment  taxes) 
is  hereby  amended  by  adding  after  section  1636  the  following 
new  section: 
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“SEC.  1637.  SPECIAL  CREDIT  IN  CASE  OF  ORGANIZATIONS 
EXEMPT  FROM  INCOME  TAX. 

“In  the  case  of  any  person  (including  any  government 
or  political  subdivision,  agency,  or  instrumentality  thereof) 
which  is  exempt  from  the  tax  imposed  by  chapter  1,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
chapter  6  with  respect  to  dividends  and  interest  received 
by  it  during  any  calendar  quarter,  and  the  amount  deducted 
and  withheld  as  tax  under  such  chapter  with  respect  to 
royalties  received  by  it  during  such  calendar  quarter,  shall 
be  allowed,  under  regulations  prescribed  by  the  Secretary, 
as  a  credit  against  (but  not  in  excess  of)  the  amount  shown 
on  the  return  of  such  person  as  its  liability  (after  the  adjust¬ 
ments,  if  any,  provided  for  in  sections  1401  (c)  and  1411) 
for  such  quarter  in  respect  of  the  taxes  imposed  by  sub¬ 
chapter  A  and  subchapter  D  of  this  chapter.  Such  credit 
shall  be  allowed  only  if  claim  therefor  is  made,  in  accord¬ 
ance  with  such  regulations,  at  the  time  of  the  filing  of  the 
return  under  subchapter  A  and  subchapter  D  for  such  quarter. 
For  refund  under  chapter  6,  see  section  1233.” 

SEC.  204.  TECHNICAL  AMENDMENTS. 

(a)  Tax  Computed  by  Collector. — Section  51  (f) 
(relating  to  tax  computed  by  collector)  is  hereby  amended 
to  read  as  follows: 

“(f)  Tax  Computed  by  Collector, — 
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“  ( 1 )  Return  requirements. — An  individual  en¬ 
titled  to  elect  to  pay  the  tax  imposed  by  supplement  T 
whose  gross  income  is  less  than  $5,000  and  is  entirely 
from  one  or  more  of  the  following  sources:  wages  as 
defined  in  section  1621  (a),  or  dividends  (other  than 
a  capital  gain  dividend  as  defined  in  section  362  (b) 

( 7 )  )  or  interest  on  which  tax  is  required  to  be  deducted 
and  withheld  under  chapter  6,  shall  at  his  election  he 
relieved,  by  using  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection,  from  show¬ 
ing  on  the  return  the  tax  imposed  by  this  chapter.  In 
such  case  the  tax  shall  be  computed  by  the  collector. 

“(2)  Result  of  computation. — After  the  col¬ 
lector  has  computed  the  tax,  lie  shall  mail  to  the  tax¬ 
payer  a  notice  stating  the  amount  determined  by  the 
collector  as  payable  and  making  demand  therefor. 

“  (3)  Regulations. — The  Secretary  shall  prescribe 
regulations  for  carrying  out  this  subsection,  and  such 
regulations  may  provide  for  the  application  of  the  rules 
of  this  subsection  to  cases  where  the  gross  income  in¬ 
cludes  items  other  than  those  enumerated  in  paragraph 
( 1 )  if  the  gross  income  from  such  other  sources  is  not 
more  than  $200,  and  to  cases  where  the  gross  income  is 
$5,000  or  more  but  not  more  than  $5,200.  Such  regu¬ 
lations  shall  provide  for  the  application  of  this  sub- 
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section  in  tlie  case  of  husband  and  wife,  including  pro¬ 
visions  determining  when  a  joint  return  under  this 
subsection  may  be  permitted  or  required  and  what  con¬ 
stitutes  a  joint  return,  whether  the  liability  shall  be  joint 
and  several,  and  whether  one  spouse  may  make  return 
under  this  subsection  and  the  other  without  regard  to 
this  subsection. 

“(4)  Method  of  election. — The  election  to 
have  the  benefits  of  this  subsection  shall  be  made  by 
making  return  on  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection.  An  elec¬ 
tion  so  made  shall  constitute  an  election  to  pay  the  tax 
imposed  by  supplement  T.” 

(b)  Requirement  of  Declaration  of  Estimated 
Tax. — Section  58  (a)  (relating  to  declaration  of  estimated 
tax)  is  hereby  amended  to  read  as  follows: 

“(a)  Requirement  of  Declaration. — Every  in¬ 
dividual  (other  than  an  estate  or  trust  and  other  than  a 
nonresident  alien  with  respect  to  whose  wages,  as  defined 
in  section  1621  (a),  withholding  under  subchapter  D  of 
chapter  9  is  not  made  applicable,  but  including  every  alien 
individual  who  is  a  resident  of  Puerto  Rico  during  the  entire 
taxable  year)  shall,  at  the  time  prescribed  in  subsection  (d) , 
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make  a  declaration  of  bis  estimated  tax  for  the  taxable 
year  if — 

“(1)  bis  gross  income  from  wages  (as  defined  in 
section  1621)  and  from  dividends,  interest,  and  royal¬ 
ties,  as  defined  in  chapter  6,  upon  which  a  tax  is  required 
to  be  deducted  and  withheld  under  such  chapter,  can 
reasonably  be  expected  to  exceed  the  sum  of  $4,500 
plus  $600  with  respect  to  each  exemption  provided  in 
section  25  (b)  ;  or 

“(2)  his  gross  income  from  sources  other  than 
wages  (as  defined  in  section  1621)  and  other  than 
dividends,  interest,  and  royalties,  as  defined  in  chapter  6, 

i 

upon  which  a  tax  is  required  to  he  deducted  and  with¬ 
held  under  such  chapter,  can  reasonably  be  expected  to 
exceed  $100  for  the  taxable  year  and  his  gross  income 
to  be  $600  or  more.” 

(c)  Ceedit  Under  Section  143. — Section  143  (relat¬ 
ing  to  withholding  of  tax  at  source)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new  subsection: 

“(i)  Credit  for  Tax  Withheld  at  Source. — 
Where  any  person  is  required  to  deduct  and  withhold  a  tax 
under  subsection  (b)  on  an  amount  on  which  a  tax  was  re¬ 
quired  to  he  deducted  and  withheld  under  subchapter  A  of. 
chapter  6,  or  on  an  amount  on  which  a  tax  was  deducted  and 
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withheld  under  subchapter  B  of  such  chapter,  such  person 
shall  deduct  and  withhold  only  the  excess  of— 

“  ( 1 )  the  amount  which  would  be  required  to  be 
deducted  and  withheld  under  subsection  (b)  but  for  the 
application  of  chapter  6,  over 

“  (2)  the  amount  required  to  be  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable.” 

(d)  Credit  Under  Section  144. — Section  144  (relat¬ 
ing  to  payment  of  corporation  income  tax  at  source)  is 
hereby  amended  by  striking  out  the  period  at  the  end 
thereof  and  adding  in  lieu  thereof  the  following:  Pro¬ 

vided  further,  That,  where  any  person  is  required  under 
this  section  to  deduct  and  withhold  a  tax  on  an  amount 
on  which  a  tax  was  required  to  be  deducted  and  withheld 
under  subchapter  A  of  chapter  6,  or  on  an  amount  on  which 
a  tax  was  deducted  and  withheld  under  subchapter  B  of 
such  chapter,  such  person  shall  deduct  and  withhold  only 
the  excess  of — 

“(1)  the  amount  which  would  be  required  to  be 
deducted  and  withheld  under  this  section  but  for  the 
application  of  chapter  6,  over 
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“  (2)  the  amount  required  to  be  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable.” 

(e)  Information  at  Source. — Subsections  (a)  and 
(b)  of  section  147  (relating  to  information  at  source)  are 
hereby  amended  to  read  as  follows : 

“(a)  Payments  of  Rent,  Salaries,  Interest, 
Etc. — All  persons,  in  whatever  capacity  acting,  including 
lessees  or  mortgagors  of  real  or  personal  property,  fidu¬ 
ciaries,  and  employers,  making  payment  to  another  person, 
of — 

“  ( 1 )  rent,  salaries,  wages,  premiums,  annuities, 
compensations,  remunerations,  emoluments,  or  other 
fixed  or  determinable  gains,  profits,  and  income  (other 
than  payments  described  in  section  148  (a)  or  149) ,  of 
$600  or  more  in  any  taxable  year,  or 

“(2)  interest,  upon  which  tax  is  required  to  be 
deducted  and  withheld  under  chapter  6,  of  $300  or  more 
in  any  taxable  year,  or 

“  (3)  interest,  upon  which  tax  is  not  required  to  be 
deducted  and  withheld  under  chapter  6,  of  $100  or  more 
in  any  taxable  year, 
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or,  in  the  case  of  such  payments  made  by  the  United  States, 
the  officers  or  employees  of  the  United  States  having  infor¬ 
mation  as  to  such  payments  and  required  to  make  returns 
in  regard  thereto  by  the  regulations  hereinafter  provided  for, 
shall  render  a  true  and  accurate  return  to  the  Secretary, 
under  such  regulations  and  in  such  form  and  manner  and  to 
such  extent  as  may  be  prescribed  by  him,  setting  forth  the 
amount  of  such  gains,  profits,  and  income,  and  the  name  and 
address  of  the  recipient  of  such  payment. 

“(b)  Returns  Regardless  of  Amount  of  Pay¬ 
ment. — Such  returns  may  be  required,  regardless  of 
amounts,  (1)  in  the  case  of  payments  of  interest,  and  (2) 
in  the  case  of  collections  of  items  (not  payable  in  the  United 
States)  of  interest  upon  the  bonds  of  foreign  countries  and 
interest  upon  the  bonds  of  and  dividends  from  foreign 
corporations  by  persons  undertaking  as  a  matter  of  business 
or  for  profit  the  collection  of  foreign  payments  of  such 
interest  or  dividends  by  means  of  coupons,  checks,  or  bills 
of  exchange.  This  subsection  shall  not  apply  to  payments 
of  interest  (other  than  coupon  bond  interest)  upon  which 
tax  is  required  to  be  deducted  and  withheld  imder  chapter  6.” 

(f)  Information  by  Corporations. — Section  148 
(a)  (relating  to  information  by  corporations  in  the  case  of 
dividend  payments)  is  hereby  amended  by  inserting  a 
comma  in  lieu  of  the  period  at  the  end  thereof  and  adding 
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the  following:  “except  that  if  the  amount  of  dividends  paid 
to  any  shareholder  during  a  calendar  year  is  less  than  $300 
and  tax  is  required  to  he  deducted  and  withheld  under  chap¬ 
ter  6  upon  the  entire  amount  of  such  dividends,  no  such 
return  shall  be  required  with  respect  to  such  shareholder  for 
such  calendar  year.” 

(g)  Clerical  Amendment. — Section  169  (b)  (re¬ 
lating  to  taxation  of  common  trust  funds)  is  hereby  amended 
by  striking  out  “or  chapter  6”  and  by  striking  out  “chapters” 
and  inserting  in  lieu  thereof  “chapter”. 

(h)  Amount  of  Credit  Considered  as  Payment. — 
Section  322  (a)  (2)  (relating  to  refunds  and  credits)  is 
hereby  amended  to  read  as  follows: 

“(2)  Treatment  of  credits.— The  amount  of 
the  credit  provided  in  section  35  against  the  tax  for  any 
taxable  year  shall,  to  the  extent  thereof,  be  considered 
as  payment  of  the  tax  for  such  year,  whether  or  not  the 
withholding  agent  has  paid  to  the  collector  the  amount 
of  the  tax  deducted  and  withheld  at  the  source  under 
subchapter  D  of  chapter  9  or  subchapter  B  of  chapter  6 
or  the  amount  of  tax  required  to  be  deducted  and  with¬ 
held  at  source  under  subchapter  A  of  chapter  6.” 

(i)  Special  Period  of  Limitations  for  Small 
Eefunds  on  Tax  Withheld  at  Source. — Section  322 
(b)  (relating  to  statute  of  limitations  on  filing  claim  for 
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credit  or  refund)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  (7)  Special  period  of  limitations  with  re¬ 
spect  TO  CERTAIN  OVERPAYMENTS  RESULTING  FROM 
TAX  WITHHELD  ON  DIVIDENDS,  INTEREST,  OR  ROYAL¬ 
TIES. — In  the  case  of  an  individual  filing  a  claim  for 
credit  or  refund  of  an  overpayment  for  a  taxable  year 
for  which  he  was  not  required  under  section  51  (a)  to 
make  a  return,  if  the  overpayment  is  attributable  to  the 
credit  allowed  under  section  35  for  tax  required  to  be 
deducted  and  withheld  under  subchapter  A  of  chapter  6 
(relating  to  tax  withheld  at  source  on  dividends  and 
interest)  or  for  tax  deducted  and  withheld  under  sub- 
chapter  B  of  such  chapter  (relating  to  tax  withheld  at 
source  on  royalties) ,  in  lieu  of  the  period  of  limitation 
prescribed  in  paragraph  ( 1 ) ,  the  period  shall  be  seven 
years  from  the  date  prescribed  by  law  for  filing  a  return 
for  the  taxable  year  with  respect  to  which  the  claim  is 
made.  In  such  a  case,  the  amount  of  credit  or  refund 
may  exceed  the  portion  of  the  tax  paid  within  the  period 
prescribed  in  paragraph  (2 ) ,  to  the  extent  of  the 
amount  of  the  overpayment  attributable  to  such  credit 
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allowed  under  section  35,  or  to  the  extent  of  $2,  which¬ 
ever  is  the  lesser.” 

(j)  Presumptions  as  to  Date  of  Payment. — Sec¬ 
tion  322  (e)  (relating  to  presumption  as  to  date  of  pay¬ 
ment  )  is  hereby  amended  to  read  as  follows : 

“(e)  Presumptions  as  to  Date  of  Payment. — For 
the  purpose  of  this  section — 

“  ( 1 )  any  amount  allowable  as  a  credit  under  sec¬ 
tion  32  (relating  to  credit  for  tax  withheld  at  source  on 
tax-free  covenant  bonds  and  on  payments  to  nonresi¬ 
dent  aliens  and  foreign  corporations)  or  under  section 
35  (relating  to  credit  for  tax  withheld  at  source  on 
wages,  dividends,  interest,  and  royalties)  shall,  in  re¬ 
spect  of  the  person  entitled  to  such  credit,  be  deemed 
to  have  been  paid  by  him  on  the  last  day  prescribed 
by  law  (determined  without  regard  to  any  extension  of 
time  granted  the  taxpayer)  for  the  filing  of  the  return 
for  his  taxable  year  with  respect  to  which  such  amount 
is  allowable  as  a  credit;  and 

“(2)  any  amount  paid  as  estimated  tax  for  any 
taxable  year  shall  be  deemed  to  have  been  paid  on  the 
last  day  prescribed  by  law  (determined  without  regard 
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to  any  extension  of  time  granted  the  taxpayer)  for  the 
filing  of  the  return  for  such  taxable  year.” 

(k)  Interest  on  Overpayments. — Section  3771  (f) 
is  hereby  amended  to  read  as  follows: 

“(f)  Tax  Withheld  at  Source  and  Estimated 
Tax  — 

“  ( 1 )  Claims  filed  under  special  period  of 

LIMITATIONS  PROVIDED  IN  SECTION  322  (b)  (7)r — If 
credit  or  refund  of  the  overpayment  would  be  barred 
under  section  322  (b)  except  for  paragraph  (7)  thereof, 
no  interest  shall  be  allowed  or  paid  with  respect  to  the 
overpayment  for  any  period  ending  prior  to  the  expira¬ 
tion  of  six  months  after  the  date  on  which  the  claim 
was  filed. 

“  (2)  Cross  reference. — For  date  of  payment  in 
respect  of  estimated  tax  and  tax  withheld  at  source,  see 
section  322  (e).” 

(l)  Definition  of  Withholding  Agent. — Section 
3797  (a)  (16)  is  hereby  amended  by  striking  out  “143  or 
144”,  and  by  inserting  in  lieu  thereof  “143,  144,  1201,  or 
1221”. 

(m)  Effective  Date. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  be  applicable  to  taxable  years 
beginning  after  December  31,  1951. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 


63 


PART  II— INCREASE  IN  WITHHOLDING  OF  TAX 
AT  SOURCE  ON  WAGES 
SEC.  221.  PERCENTAGE  METHOD  OF  WITHHOLDING. 

Section  1622  (a)  (relating  to  percentage  method  of 
withholding)  is  hereby  amended  by  striking  out  “18  per 
centum”  and  inserting  in  lieu  thereof  “20  per  centum”. 

SEC.  222.  WAGE  BRACKET  WITHHOLDING. 

The  tables  contained  in  section  1622  (c)  (1)  (relating 
to  wage  bracket  withholding)  are  hereby  amended  to  read 
as  follows: 
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“If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are —  And  the  number  of  withholding  exemptions  claimed  is — 
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0 

0 

0 

0 

$47 _ 

$48._ . 

9.60 

7.00 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

$48.. . 

$49 _ 

9.80 

7.20 

4.60 

2.  00 

0 

0 

0 

0 

0 

0 

0 

$49.. . 

$50. . 

10.  00 

7. 40 

4.80 

2  20 

0 

0 

0 

0 

0 

0 

0 

$50 _ 

$51. . . 

10.20 

7. 60 

6.  00 

2.40 

0 

0 

0 

0 

0 

0 

0 

$51 . 

$52 _ 

10.  40 

7.80 

5.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

$52 _ 

$53- . 

10.  60 

S.  00 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

0 

$53 . 

$54.'. _ 

10. 80 

8. 20 

5. 60 

3. 00 

.40 

0 

0 

0 

0 

0 

0 

$54.. . 

$55 . 

11.00 

8. 40 

5. 80 

3.  20 

.70 

0 

0 

0 

0 

0 

0 

$55.. . 

$56 . . 

11.20 

8. 60 

6. 00 

3. 50 

.90 

0 

0 

0 

0 

0 

0 

$56 . . 

$57 _ 

11.40 

8. 80 

6.20 

3.70 

1. 10 

0 

0 

0 

0 

0 

0 

$57 _ 

$58 _ 

11.60 

9. 00 

6.  50 

3.90 

1.30 

0 

0 

0 

0 

0 

0 

$58 . 

$59 _ 

11.80 

9. 30 

6. 70 

4. 10 

1.50 

0 

0 

0 

0 

0 

0 

$59 . . 

$60 . 

12. 00 

9.  50 

6.  90 

4.30 

1.70 

0 

0 

0 

0 

0 

0 

$60 _ 

$62. . . 

12.40 

9. 80 

7.20 

4.60 

2.00 

0 

0 

0 

0 

0 

0 

$62. . 

$64 _ 

12.  80 

10.  20 

7.  60 

5.  00 

2. 40 

0 

0 

0 

0 

0 

0 

$64 _ 

$66 _ 

13.20 

10.  00 

8.00 

5.  40 

2.  SO 

.20 

0 

0 

0 

0 

0 

$66 _ 

$68 _ 

13.60 

11.00 

8.  40 

5.  80 

3.20 

.60 

0 

0 

0 

0 

0 

$68 . 

$70 _ 

14.  00 

11.40 

8.  80 

0.20 

3.60 

1.00 

0 

0 

0 

0 

0 

$70 . 

$72 . 

14.  40 

11.80 

9.  20 

6.60 

4.  00 

1.40 

() 

0 

0 

0 

0 

$72 _ 

$74 _ 

14.80 

12.20 

9.60 

7.00 

4.  40 

1.80 

0 

0 

0 

0 

0 

$74 _ 

$76 . . 

15.  20 

12.60 

10.  00 

7.  40 

4.80 

2.20 

0 

0 

0 

0 

0 

$76 _ 

$78 _ 

15.60 

13. 00 

10.  40 

7.80 

5.20 

2.60 

0 

0 

0 

0 

0 

$78 _ 

$80 _ 

16.00 

13.40 

10.  SO 

8.20 

5.60 

3. 00 

.40 

0 

0 

0 

0 

$80 _ 

$82 _ 

16. 40 

13.  80 

11.20 

8.60 

6.  00 

3.40 

.80 

0 

0 

0 

0 

$82 _ 

$84 _ 

16.  80 

14.  20 

11.  60 

9.  00 

6.  40 

3.  80 

1.20 

0 

0 

0 

0 

$84 . 

$86 . 

17.  20 

14.  60 

12.  00 

9.  40 

6.  80 

4.  20 

1.60 

0 

0 

0 

0 

$86 _ 

$88 _ 

17. 60 

15.00 

12.  40 

0.  SO 

7. 20 

4.00 

2. 00 

0 

0 

0 

0 

$88  .  .. 

$90... 

18.00 

15. 40 

12.  80 

10.  20 

7.60 

5.00 

2.  40 

o 

0 

0 

0 

$90... . 

$92 _ 

18.  40 

15.80 

13.  20 

10.00 

8.00 

5. 40 

2.90 

.30 

0 

0 

0 

$92 . . 

$94 _ 

18.80 

16.20 

13. 60 

11.00 

8.40 

5.90 

3.30 

.70 

0 

0 

0 

$94 _ 

$96 _ 

19.20 

16.  60 

14. 00 

11.40 

8.  90 

0. 30 

3.  70 

1.10 

0 

0 

0 

$96 _ 

$98 _ 

19.60 

17.  00 

14.50 

11.90 

9.  30 

6. 70 

4. 10 

1.50 

0 

0 

0 

$98 _ 

$100 . 

20.  00 

17.  50 

14.  90 

12.  30 

9.70 

7. 10 

4.  50 

1.90 

0 

0 

0 

$100 _ 

$105 . 

20.  80 

IS.  20 

15.  60 

13.  00 

10.  40 

7. 80 

5.  20 

2.  60 

0 

o 

0 

$105. . 

$110 _ 

21.80 

19.  20 

16.  60 

14.00 

11.  40 

8. 80 

6.  20 

3.60 

1.00 

0 

0 

$110 _ 

$115 _ 

22.  80 

20.  20 

17.60 

15.00 

12.  40 

9. 80 

7.20 

4.60 

2.00 

0 

0 

$115  _ 

$120 _ 

23.80 

21.  20 

18.  60 

16.00 

13.40 

10.  80 

8.  20 

5.  60 

3. 00 

.40 

0 

$120 _ 

$125. . 

24.80 

22.  20 

19.  60 

17.00 

14.40 

11.80 

9.  20 

6.  60 

4. 00 

1.40 

0 

$125  . 

$130  .. 

25.  80 

23.  20 

20.  60 

18.00 

15.40 

12.  80 

10.  20 

7.  GO 

5. 00 

2.  50 

o 

$130 _ 

$135 _ 

26. 80 

24.  20 

21.60 

19. 00 

16. 40 

13.90 

11.30 

8.  70 

6.10 

3.  50 

.90 

$135.. . 

$140 _ 

27.80 

25.  20 

22.70 

20.10 

17.  50 

14.90 

12.30 

9. 70 

7. 10 

4.50 

1.90 

$140 _ 

$145 _ 

28.  90 

26.  30 

23.  70 

21. 10 

18.50 

15.00 

13. 30 

10.  70 

8. 10 

5.  50 

2.90 

$115 _ 

$150. . 

29.  90 

27.30 

24.70 

22.10 

19.  50 

16.90 

14.  30 

11.70 

9. 10 

6.50 

3.90 

$150 _ 

$160 _ 

31.  40 

28.  80 

26.  20 

23. 60 

21.00 

18.  40 

1 5.  80 

13.  20 

10.  60 

8.00 

5.  40 

$160 _ 

$170 _ 

33.  40 

30.  80 

28.20 

25.  60 

23.  00 

20.40 

17. 80 

15.  20 

12.60 

10.00 

7.50 

$170 _ 

$180 _ 

35.  40 

32.  80 

30.  20 

27.60 

25. 10 

22.  50 

19. 90 

17.  30 

14.  70 

12. 10 

9.  50 

$180 _ 

$190 . 

37.  50 

34.90 

32.  30 

29.70 

27.10 

24.50 

21.90 

19.30 

16.70 

14.10 

11.50 

$190 . . 

$200 _ 

39.50 

36. 90 

34.  30 

31. 70 

29.10 

26.50 

23.90 

21.30 

18.70 

16. 10 

13.50 

$200  and  over _  20  percent  of  the  excess  over  $200  plus — 


40.60 


37. 00 


36.30 


32.  70 


30.10 


27.60 


24.  00 


10.70 


22.30 


17. 10 


14.60 
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“If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least 

But  less 
than 

more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 _ 

$26. . . 

20%  of 

wages 

$5.  50 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

0 

$0 

$26 _ 

$28 . 

.36 

0 

0 

0 

0 

0 

0 

0 

0 

$28 _ 

$30. . 

5.90 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30 _ 

$32 _ 

6. 30 

1. 10 

0 

0 

0 

0 

0 

0 

to 

0 

0 

$32... . 

$34. . . 

6.  70 

1.50 

0 

0 

0 

0  . 

0 

0 

0 

0 

0 

$34 _ 

$36 _ 

7. 10 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36.. . 

$38 _ 

7.50 

2.30 

0 

0 

0 

0 

0 

0 

0 

0 

to 

$38 _ 

$40 _ 

7.90 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40.. . 

$42  . 

8.30 

3. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42 _ 

$44 _ 

8.  70 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$44 . 

$46 _ 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 _ 

$48 _ 

9.50 

4. 30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50 _ 

9.90 

4.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50. . 

$52... 

10. 30 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52 _ 

$54 _ 

10.  70 

5.50 

.30 

0 

0 

0 

0 

0 

0 

0 

to 

$54 _ 

$56...  . 

11. 10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$56 _ 

$58. . 

11.  50 

6. 40 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$58 _ 

$60 _ 

11.90 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$60 _ 

$62. . 

12.  40 

7.20 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

$62 _ 

$64 _ 

12.80 

7.60 

2.40 

0 

0 

0 

0 

0 

0 

0 

to 

$64 _ 

$66.... 

13.20 

8.00 

2.80 

0 

0 

0 

0 

0 

0 

0 

0 

$66 _ 

$68 _ 

13.60 

8.40 

3.20 

0 

0 

0 

0 

0 

0 

0 

0 

$68 _ 

$70 _ 

14.  00 

8. 80 

3.60 

0 

0 

0 

0 

0 

0 

0 

0 

$70 _ 

$72. . 

14.40 

9.20 

4.00 

0 

0 

0 

0 

0 

0 

0 

0 

$72.... 

$74... 

14.  80 

9.60 

4.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$74. . 

$76. . 

15.  20 

10.00 

4.80 

0 

0 

0 

0 

0 

0 

0 

0 

$76 _ 

$78. . . 

15.60 

10.  40 

5.20 

0 

0 

0 

0 

0 

0 

0 

0 

$78. . 

$80 _ 

16.00 

10.  80 

5.60 

.40 

0 

0 

0 

0 

0 

•  0 

0 

$80 _ 

$82... . 

16.  40 

11.  20 

6.00 

.80 

0 

0 

0 

0 

0 

0 

0 

$82 _ 

$84 _ 

16.80 

11.60 

6.  40 

1.  20 

0 

0 

0 

0 

0 

0 

0 

$84 _ 

$86 _ 

17.20 

12.00 

6.  80 

1.60 

0 

0 

0 

0 

0 

0 

0 

$86.. . 

$88 _ 

17.  60 

12.40 

7.20 

2.  00 

0 

0 

0 

0 

0 

0 

0 

$88.. . 

$90. . . 

18.  00 

12.80 

7.60 

2.40 

0 

0 

0 

0 

0 

0 

0 

$90 _ 

$92 . . 

18.  40 

13.20 

8.  00 

2.  90 

0 

0 

0 

0 

0 

0 

0 

$92 _ 

$94... 

18.  80 

13.  60 

8.40 

3.  30 

0 

0 

0 

0 

0, 

0 

0 

$94 _ 

$96... . 

19.20 

14.  00 

8.90 

3.70 

0 

0 

0 

0 

0 

0 

0 

$96.... 

$98  .. 

19.  60 

14.  50 

9.  30 

4. 10 

0 

0 

0 

0 

0 

0 

0 

$98 . 

$100. . 

20.  00 

14.90 

9.70 

4.50 

0 

0 

0 

0 

0 

0 

0 

$100 _ 

$102 _ 

20.  50 

15.30 

10. 10 

4.90 

0 

0 

0 

0 

0 

0 

0 

$102 . 

$104 _ 

20.90 

15.70 

10.  50 

5.  30 

.10 

0 

0 

0 

0 

0 

0 

$104 _ 

$106 _ 

21.30 

16.10 

10.  90 

5.70 

.50 

0 

0 

0 

0 

0 

0 

$106 _ 

$108 _ 

21.70 

16.50 

11. 30 

6. 10 

.90 

0 

0 

0 

0 

0 

0 

$108 _ 

$110 _ 

22. 10 

16. 90 

11.70 

6.  50 

1.30 

0 

0 

0 

0 

0 

0 

$110 _ 

$112. . . 

22.50 

17.30 

12.10 

6.90 

1.70 

0 

0 

0 

0 

0 

0 

$112 _ 

$114 _ 

22. 90 

17.70 

12.50 

7.30 

2. 10 

0 

0 

0 

0 

0 

0 

$114... 

$116 . 

23.30 

18.10 

12.90 

7.70 

2. 50 

0 

0 

0 

0 

0 

0 

$116 _ 

$118.. . 

23.70 

18. 50 

13.30 

8. 10 

2.90 

0 

0 

0 

0 

0 

0 

$118 _ 

$120 _ 

24. 10 

18.  90 

13.70 

8.50 

3.30 

0 

0 

0 

0 

0 

0 

$120 _ 

$124 _ 

24.70 

19.50 

14.30 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

$124 _ 

$128 . 

25.  50 

20.30 

15.10 

9.  90 

4.  70 

0 

0  ■ 

0 

0 

0 

0 

$128 _ 

$132 _ 

26.30 

21.10 

15.90 

10.70 

5.60 

.40 

0 

to 

0 

0 

0 

$132 _ 

$136 _ 

27. 10 

21.90 

16.80 

11.60 

6.40 

1.20 

0 

0 

0 

0 

0 

$136 _ 

$140 _ 

27.  90 

22. 80 

17. 60 

12.  40 

7.20 

2.  00 

0 

to 

0 

0 

0 

$140 _ 

$144 _ 

28.80 

23.60 

18.40 

13.20 

8.00 

2.80 

0 

0 

0 

0 

0 

$144 _ 

$148 _ 

29.60 

24.40 

19.20 

14.00 

8.80 

3.60 

0 

0 

0 

0 

0 

$148.. . 

$152.  .  .  . 

30.40 

25.20 

20. 00 

14. 80 

9.60 

4.40 

0 

0 

0 

0 

0 

$152 _ 

$156 _ 

31.20 

26. 00 

20.80 

15.60 

10. 40 

5.20 

0 

0 

0 

0 

0 

$156 _ 

$160  ... 

32.00 

26. 80 

21.60 

16.40 

11.20 

6.00 

.80 

0 

0 

0 

0 

$160 _ 

$164 _ 

32.80 

27.60 

22. 40 

17.20 

12.00 

6.80 

1.70 

0 

0 

0 

0 

$164 _ 

$168 _ 

33.60 

28.  40 

23.20 

18.00 

12.80 

7.70 

2.50 

0 

0 

0 

0 

$168 _ 

$172 _ 

34.40 

29.  20 

24.00 

18.80 

13.70 

8. 50 

3.30 

0 

0 

0 

0 

$172 _ 

$176 _ 

35.20 

30. 00 

24.  90 

19.  70 

14. 50 

9. 30 

4.10 

0 

0 

0 

0 

$176 _ 

$180 _ 

36.00 

30.  90 

25.  70 

20.50 

15.30 

10.10 

4. 90 

0 

0 

0 

0 

$180  . . 

$184 _ 

36. 90 

31.70 

26.  50 

21.30 

16. 10 

10.  90 

5.70 

.50 

0 

0 

0 

$184 _ 

$188 _ 

37.70 

32.  50 

27.30 

22. 10 

16. 90 

11.70 

6.50 

1.30 

0 

0 

0 

$188. . 

$192 _ 

38. 50 

33.30 

28. 10 

22.  90 

17. 70 

,12.  50 

7.30 

2. 10 

0 

0 

0 

$192 _ 

$196 _ 

39.30 

34. 10 

28.  90 

23.70 

18.50 

13.30 

8. 10 

2. 90 

0 

0 

0 

$196. . 

$200 _ 

40.10 

34. 90 

29.  70 

24.50 

19.30 

14.10 

8. 90 

3.70 

0 

0 

0 

$200 _ 

$210 _ 

41.50 

36.30 

31.10 

25.  90 

20.  70 

15.60 

10  40 

5.20 

0 

0 

0 

$210. . 

$220 _ 

43.50 

38.30 

33.20 

28.00 

22. 80 

17. 60 

12. 40 

7.20 

2. 00 

0 

0 

$220 _ 

$230 _ 

45.60 

40. 40 

35.20 

30.  00 

24.80 

19.60 

14.40 

9.20 

4.00 

0 

0 

$230.. . 

$240 _ 

47.60 

42.  40 

37.20 

32.00 

26.80 

21.60 

16.40 

11.20 

6.00 

.90 

0 

$240... 

$250 _ 

49.60 

44.40 

39. 20 

34.00 

28. 80 

23.70 

18.50 

13. 30 

8.10 

2.  90 

0 

$250 . . 

$260 _ 

51. 60 

46.40 

41.30 

36.10 

30. 90 

25.70 

20.50 

15.30 

10. 10 

4.90 

0 

$260  . 

$270 . . 

53.  70 

48.  50 

43.30 

38.10 

32.  90 

27.  70 

22.50 

17.30 

12.  10 

6.  90 

1.70 

$270 _ 

$280. . 

55.  70 

50.  50 

45.30 

40. 10 

34.90 

29.70 

24.  50 

19.30 

14.10 

9.00 

3.80 

$280.. . 

$290 _ 

57.  70 

52.  50 

47.30 

42. 10 

36.90 

31.80 

26.60 

21.40 

16.20 

11.00 

5.  80 

$290 . 

$300. . 

59.70 

54.50 

49.40 

44.20 

39.00 

33.80 

28.60 

23.40 

18.20 

13.00 

7.80 

$300. . 

$320 _ 

62.80 

57.60 

52. 40 

47.20 

42.00 

36.80 

31.60 

26.40 

21.20 

16.00 

10.90 

$320 _ 

$340 _ 

66.  80 

61.60 

56.40 

51.20 

46.10 

40.90 

35.70 

30.  50 

25.30 

20. 10 

14.90 

$340. . 

$360 _ 

70. 90 

65. 70 

60.50 

55.30 

50.10 

44.  90 

39. 70 

34.50 

29.30 

24. 10 

19.00 

$360. . 

$380 _ 

74. 90 

69.70 

64.60 

59.30 

54.20 

49.00 

43.80 

38.60 

33.40 

28.20 

23.00 

$380 . 

$400 . 

79.00 

73.80 

68.60 

63.40 

58. 20 

53.00 

47.80 

42.60 

37.40 

32.  20 

27.10 

&400  and  over 

20  percent  of  the  excess  over  $400  plus — 

81.00 

75.80 

70. 60 

65.40 

60.20 

55.00 

49.80 

44.70 

39.50 

34.30 

29.10 
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“If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is- 

0 

i 

2 

3 
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46.  30 

35.00 

23.80 

12.50 

1.30 

0 

0 

0 

0 

0 

$288 . . 

$296 _ 

59. 10 

47.  90 

36.60 

25.  40 

14.  10 

2.  90 

0 

0 

0 

0 

0 

$296- . 

$304 _ 

60.  80 

49.  50 

38.  30 

27.00 

15.  80 

4.50 

0 

0 

0 

0 

0 

$304 . 

$312. . 

62.  40 

51.  10 

39.  90 

28.  60 

17.40 

6. 10 

0 

0 

0 

0 

0 

$312 _ 

$320 _ 

64.00 

52.  70 

41.50 

30.20 

19.00 

7.  70 

0 

0 

0 

0 

0 

$320 . . 

$328 _ 

65.  60 

54.  40 

43.10 

31. 90 

20.  60 

9.  40 

0 

0 

0 

0 

0 

$328. . 

$336 _ 

67.  20 

56.00 

44.  70 

33.  50 

22.  20 

11.00 

0 

0 

0 

0 

0 

$336 _ 

$344 . - 

68.  90 

57.60 

46.  40 

35.10 

23.  90 

12.  60 

1.40 

0 

0 

0 

0. 

$344 _ 

$352 _ 

70.50 

59.20 

48.00 

36.70 

25.  50 

14.20 

3. 00 

0 

0 

0 

0 

$352 _ 

$360 . 

72. 10 

60.80 

49.60 

38.  30 

27.  10 

15. 80 

4.  00 

0 

0 

0 

0 

$360 . 

$368 . . 

73.  70 

62.50 

51.20 

40.00 

28.  70 

17.  .50 

6.  20 

0 

0 

0 

0 

$368 . - 

$376 . . 

75.  30 

64.10 

52.80 

41.60 

30.  30 

19.  10 

7.80 

0 

0 

0 

0 

$376- . 

$384 _ 

77.00 

65.  70 

54.50 

43.  20 

32.00 

20.  70 

9.50 

0 

0 

0 

0 

$384 _ 

$392 . . 

78.  60 

67.  30 

56.10 

44.  80 

33.  60 

22.  30 

11. 10 

0 

0 

0 

0 

$392 _ 

$400 _ 

80.  20 

68.90 

57.  70 

46.  40 

35.  20 

23.90 

12.  70 

1.  40 

0 

0 

0 

$400 _ 

$420 _ 

83.00 

71.80 

60.  50 

49.30 

38.00 

26.80 

15.  50 

4.  30 

0 

0 

0 

$420 . 

$440 . . 

87.  10 

75.  80 

64.  60 

53.  30 

42. 10 

30.  80 

19.  60 

8.  30 

0 

0 

0 

$440 . . 

$460 _ 

91.10 

79.  90 

68.  60 

57.  40 

46.  10 

34.  90 

23.60 

12.40 

1. 10 

0 

0 

$460 _ 

$480 . 

95.  20 

83. 90 

72.  70 

61.  40 

50.20 

38.  90 

27.70 

16.40 

5.  20 

0 

0 

$480 . 

$500 _ 

99.  20 

88.00 

76.  70 

65.  50 

54.  20 

43.00 

31.  70 

20.50 

9.  20 

0 

0 

$500 

$520 

103.  30 

92.  00 

80.  80 

69.  50 

58.  30 

47.00 

35.  80 

24. 50 

13.30 

2.00 

0 

$520 . . 

$540 _ 

107.  30 

96. 10 

84.  80 

73.60 

62.  30 

51.10 

39.  80 

28.60 

17.  30 

6  10 

0 

$540 _ 

$560 _ 

111.  40 

100. 10 

88.  90 

77.60 

66. 40 

55. 10 

43.  90 

32.60 

21.40 

10.10 

0 

$560 . 

$580 _ 

115.40 

104.  20 

92.  90 

81.  70 

70.  40 

59.  20 

47.  90 

36.  70 

25. 40 

14.20 

2.90 

$580  _ 

$600. . . 

119.  50 

108.  20 

97.  00 

85.  70 

74.  50 

63.20 

52.00 

40.  70 

29.  50 

18.  20 

7.00 

$600  _ 

$640. . . 

125.60 

114.  30 

103. 10 

91.80 

80.60 

69.  30 

58.. 10 

46.  80 

35.60 

24.30 

13.10 

$640  _ 

$680 _ 

133.  70 

122.  40 

111.  20 

99.  90 

88.70 

77.  40 

66.  20 

54.  90 

43.70 

32. 40 

21.20 

$680 _ 

$720 _ 

141.80 

130.50 

119.  30 

108.  00 

96. 80 

85.  50 

74.  30 

63.  00 

51.80 

40.50 

29.  30 

$720- . 

$760 . . 

149.  90 

138.  60 

127.  40 

116. 10 

104.  90 

93.  60 

82.  40 

71.10 

59.  90 

48.  60 

37. 40 

$760 . . 

$800 . . 

158.  00 

146.  70 

135.  50 

124.  20 

113.  00 

101.70 

90.  50 

79.  20 

68.00 

56.  70 

45.50 

$800 _ 

$840 _ 

166. 10 

154.  80 

143.  60 

132. 30 

121.10 

109.  80 

98.60 

87.  30 

76. 10 

64.  80 

53.60 

$840 _ 

$880 _ 

174.  20 

162.  90 

151.70 

140.  40 

129.  20 

117.  90 

106.  70 

95.  40 

84.  20 

72.  90 

61.  70 

$880 . 

$920 . . 

182.  30 

171.00 

159. 80 

148.  50 

137. 30 

126.  00 

114.  80 

103.  50 

92.  30 

81.00 

69.80 

$920 . 

$960 . 

190.  40 

179. 10 

167.  90 

156.60 

145.  40 

134. 10 

122.  90 

111.  60 

100.  40 

89. 10 

77.90 

$960 _ 

$1,000 _ 

198.50 

187. 20 

176.00 

164.70 

153.  60 

142.  20 

131.00 

119.70 

108.50 

97.  20 

86.00 

$1,000  and  over . 

20  percent  of  the  excess  over  $1,000  pins 

202.50 

191. 30 

180.00 

168.80 

157.  50 

146.  30 

135. 00 

123.80 

112.50 

101.  30 

90.00 
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“If  the  payroll  period  with  respect  to  an  employee  is  a  daily 
payroll  period  or  a  miscellaneous  payroll  period 


And  the  wages  di¬ 
vided  by  the  num¬ 
ber  of  days  in  such 
period  are — 

And  the  number  of  withholding  exemptions  claimed  is- 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

Bu  t  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

At  least 

than 

the  number  of  days  in  such  period — 

$0 _ 

$2.00 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00. . 

$2.25 . 

$0. 45 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25 _ 

$2.50 _ 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50_  . 

$2.75 _ 

.55 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75 . 

$3.00 . 

.60 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00 

$3.25--. 

.65 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 _ 

$3.50 _ 

.70 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.50 _ 

$3.75 _ 

.75 

.35 

■  0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 _ 

$4.00 _ 

.80 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00. 

$4.25 . 

.85 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 _ 

$4.50 . . 

.90 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 . . 

$4.75 . . 

.95 

.55 

.20 

0 

0 

0- 

0 

0 

0 

0 

0 

$4.75 _ 

$5.00 _ 

1.00 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 _ 

$5.25 . 

1.05 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 _ 

$5.50 _ 

1.10 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 _ 

$5.75 . 

1.15 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5.75 . 

$6.00 _ 

1.20 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.00 . 

$6.25 . 

1.25 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.25 _ 

$6.50 . 

1.30 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$6.50--.. 

$6.75 . 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$6.75 _ 

$7.00 _ 

1.40 

1.00 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

$7.00 _ 

$7.25 _ 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.25 _ 

$7.50 _ 

1.50 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7.50. . 

$7.75 _ 

1.55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

0 

0 

$7.75 _ 

$8.00 _ 

1.60 

1.20 

.85 

.50 

.10 

0 

0 

0 

0 

0 

0 

$8.00 _ 

$8.25 _ 

1.65 

1.30 

.90 

.55 

.15 

0 

0 

0 

0 

0 

0 

$8.25 _ 

$8.50 _ 

1.70 

1.35 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.50 _ 

$8.75 _ 

1.75 

1.40 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$8.75 _ 

$9.00 _ 

1.80 

1.45 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.00 . 

$9.25 _ 

1.85 

1.50 

1.10 

.75 

.35 

0 

0 

0 

0 

0 

0 

$9.25 _ 

$9.50 _ 

1.90 

1.65 

1. 15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9.50 _ 

$9.75 _ 

1.95 

1.60 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

0 

$9.75 _ 

$10.00 _ 

2.  00 

1.65 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

2.10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

$10.50 _ 

$11.00 _ 

2.20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

$11.00 _ 

$11.50 _ 

2. 30 

1.90 

1.  55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

$11.50 _ 

$12.00 _ 

2. 40 

2.  00 

1.65 

1.25 

.90 

.55 

.15 

0 

0 

0 

0 

$12.00 _ 

$12.50 _ 

2.  50 

2.10 

1.75 

1. 35 

1.00 

.65 

25 

0 

0 

0 

0 

$12.50 _ 

$13.00 _ 

2.60 

2.  20 

1.85 

1.45 

1.10 

.75 

.35 

0 

0 

0 

0 

$13.00 _ 

$13.50 _ 

2.70 

2.  30 

1.95 

1.55 

1.20 

.85 

.45 

.10 

0 

0 

0 

$13.50 _ 

$14.00 _ 

2.80 

2.40 

2.05 

1.65 

1.30 

.95 

.55 

.20 

0 

0 

0 

$14.00 _ 

$14.50 . 

2.  90 

2.  50 

2. 15 

1.80 

1.40 

1. 05 

.65 

.30 

0 

0 

0 

$14.50 _ 

$15.00 _ 

3.  00 

2.60 

2.  25 

1.90 

1.50 

1.15 

.75 

.40 

.05 

0 

0 

$15.00 _ 

$15.50 _ 

3.10 

2.  70 

2.  35 

2. 00 

1.60 

1.25 

.85 

.50 

.16 

0 

0 

$15.50 . 

$16.00 _ 

3.  20 

2.  80 

2.45 

2. 10 

1.70 

1. 35 

.95 

.60 

.25 

0 

0 

$16.00 _ 

$16.50 _ 

3. 30 

2. 90 

2.55 

2.20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

$16.50 _ 

$17.00 _ 

3.40 

3. 00 

2.  65 

2.  30 

1.90 

1.55 

1.15 

.80 

.45 

.05 

0 

$17.00 _ 

$17.50 _ 

3.  50 

3. 10 

2.  75 

2.  40 

2. 00 

1.65 

1.25 

.90 

.55 

.15 

0 

$17.50 _ 

$18.00 _ 

3. 60 

3.  20 

2. 85 

2.  50 

2. 10 

1.75 

1.40 

1.00 

.65 

.25 

0 

$18.00 _ 

$18.50 _ 

3.70 

3.35 

2.  95 

2.  60 

2.20 

1.85 

1.50 

1.10 

.75 

.35 

0 

$18.50 _ 

$19.00 _ 

3.  80 

3.45 

3.05 

2.70 

2.  30 

1.95 

1.60 

1.20 

.85 

.  45 

.10 

$19.00 _ 

$19.50 _ 

3.  90 

3.  55 

3.15 

2.  80 

2.  40 

2.  05 

1.70 

1.30 

.95 

.55 

.20 

$19.50 _ 

$20.00 _ 

4. 00 

3. 65 

3.  25 

2.  90 

2.  50 

2. 15 

1.80 

1.40 

1.05 

.65 

.30 

$20.00 _ 

$21.00 _ 

4.15 

3. 80 

3.  40 

3.  05 

2.  65 

2.30 

1.95 

1.55 

1.20 

.80 

.45 

$21.00 _ 

$22.00 _ 

4. 35 

4. 00 

3.  60 

3.  25 

2.  85 

2.50 

2.15 

1.75 

1.40 

1.00 

.65 

$22.00 _ 

$23.00 _ 

4.  55 

4.  20 

3. 80 

3.  45 

3.10 

2.70 

2.35 

1.95 

1.60 

1. 25 

.85 

$23.00 _ 

$24.00 _ 

4.  75 

4.  40 

4.  00 

3.  65 

3. 30 

2.  90 

2.  55 

2.15 

1.80 

1.45 

1.05 

$24.00 _ 

$25.00 _ 

4.  95 

4.  60 

4.  20 

3.  85 

3.50 

3.10 

2.  75 

2.35 

2. 00 

1.65 

1.25 

$25.00 _ 

$26.00 _ 

5.15 

4.80 

4.40 

4.  05 

3.  70 

3. 30 

2.  95 

2.  55 

2.20 

1.85 

1.45 

$26.00 _ 

$27.00 _ 

5.35 

5.  00 

4.  65 

4.  25 

3. 90 

3.  50 

3.15 

2. 80 

2.  40 

2.05 

1.65 

$27.00 _ 

$28.00 _ 

5.  55 

5.  20 

4.  85 

4.  45 

4.10 

3.  70 

3. 35 

3. 00 

2.60 

2.25 

1.85 

$28.00 _ 

$29.00 _ 

5.  75 

5.40 

5. 05 

4.65 

4.  30 

3. 90 

3.55 

3. 20 

2.80 

2.45 

2.  05 

$29.00 . 

$30.00 . 

5.95 

5. 60 

5.25 

4.  85 

4.  50 

4.10 

3.75 

3. 40 

3. 00 

2. 66 

2.30 

$30  and  over . 

20  percent  of  the  excess  over  $30  plus — 

V 

6.10 

5.70 

5. 35 

4. 95 

4. 60 

4. 25 

1 

3.85  | 

3. 50 

3. 10 

2.75 

2. 40” 
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1  SEC.  223.  ADDITIONAL  WITHHOLDING  OF  TAX  ON  WAGES 

2  UPON  AGREEMENT  BY  EMPLOYER  AND  EM- 

3  PLOYEE. 

4  Section  1622  (relating  to  income  tax  collected  at  source 

5  on  wages)  is  hereby  amended  by  adding  at  the  end  thereof 

6  the  following  new  subsection: 

7  “(k)  Additional  Withholding.— The  Secretary  is 

8  authorized  by  regulations  to  provide,  under  such  conditions 

9  and  to  such  extent  as  he  deems  proper,  for  withholding  in 

10  addition  to  that  otherwise  required  under  this  section  in  cases 

11  in  which  the  employer  and  the  employee  agree  (in  such 

12  form  as  the  Secretary  may  by  regulations  prescribe)  to  such 

13  additional  withholding.  Such  additional  withholding  shall 

14  for  all  purposes  be  considered  tax  required  to  be  deducted 

15  and  withheld  under  this  subchapter.” 

16  SEC.  224.  EFFECTIVE  DATE. 

1*7  The  amendments  made  by  this  part  shall  he  applicable 
1®  only  with  respect  to  wages  paid  on  or  after  September  1, 
I9  1951. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 

SEC.  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF  HOUSE¬ 
HOLD. 


(a)  Surtax  in  Case  of  Head  of  Household. — Sec¬ 
tion  12  (c)  is  hereby  amended  to  read  as  follows: 

“(c)  Head  of  Household. — 

“  ( 1 )  Rates  of  surtax. — In  the  case  of  taxable 
years  beginning  after  August  31,  1951,  there  shall  be 
levied,  collected,  and  paid  for  each  taxable  year  upon 
the  surtax  net  income  of  every  individual  who  is  the 
head  of  a  household  the  surtax  shown  in  the  following 
table : 


If  the  surtax  net  income  is : 

Not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000_ 

Over  $12,000  but  not  over  $14,000- 

Over  $14,000  but  not  over  $16,000- 

Over  $16,000  but  not  over  $18,000_ 

Over  $18,000  but  not  over  $20, 000- 

Over  $20,000  but  not  over  $22,000_ 

Over  $22,000  but  not  over  $24,000_ 

Over  $24,000  but  not  over  $26,000_ 


The  surtax  shall  be : 

17%  of  the  surtax  net  income. 

$340,  plus  18%  of  excess  over 

$2,000. 

$700,  plus  21%  of  excess  over 
$4,000. 

$1,120,  plus  23%  of  excess  over 

$6,000. 

$1,580,  plus  27%  of  excess  over 

$8,000. 

$2,120,  plus  29%  of  excess  over 

$10,000. 

$2,700,  plus  33%  of  excess  over 

$12,000. 

$3,360,  plus  36%  of  excess  over 
$14,000. 

$4,080,  plus  39%  of  excess  over 
$16,000. 

$4,860,  plus  40%  of  excess  over 
$18,000. 

$5,660,  plus  44%  of  excess  over 

$20,000. 

$6,540,  plus  46%  of  excess  over 

$22,000. 

$7,460,  plus  48%  of  excess  over 
$24,000. 
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If  the  surtax  net  income  is:  The  surtax  shall  be: 

Over  $26,000  but  not  over  $28,000-  $8,420,  plus  49%  of  txcess  over 

$26,000. 

Over  $28,000  but  not  over  $32,000_  $9,400,  plus  52%  of  excess  over 

$28,000. 

Over  $32,000  but  not  over  $36,000_  $11,480,  plus  54%  of  excess  over 

$32,000. 

Over  $36,000  but  not  over  $40,000_  $13,640,  plus  57%  of  excess  over 

$36,000. 

Over  $40,000  but  not  over  $14,000-  $15,920,  plus  60%  of  excess  over 

$40,000. 

Over  $44,000  but  not  over  $50,000.  $18,320,  plus  62%  of  excess  over 

$44,000. 

Over  $50,000  but  not  over  $60,000_  $22,040,  plus  65%  of  excess  over 

$50,000. 

Over  $60,000  but  not  over  $70,000-  $28,540,  plus  68%  of  excess  over 

$60,000. 

Over  $70,000  but  not  over  $80,000_  $35,340,  plus  71%  of  excess  over 

$70,000. 

Over  $80,000  but  not  over  $90,000_  $42,440,  plus  74%  of  excess  over 

$80,000. 


Over  $90,000 
$100,000. 

but 

not 

over 

$49,840,  plus  76% 
$90,000. 

of 

excess 

over 

Over  $100,000 
$120,000. 

but 

not 

over 

$57,440,  plus  79% 
$100,000. 

of 

excess 

over 

Over  $120,000 
$150,000. 

but 

not 

over 

$73,240,  plus  81% 
$120,000. 

of 

excess 

over 

Over  $150,000 
$160,000. 

but 

not 

over 

$97,540,  plus  83% 
$150,000. 

of 

excess 

over 

Over  $160,000 
$180,000. 

but 

not 

over 

$105,840,  plus  84% 
$160,000. 

of 

excess 

over 

Over  $180,000 
$200,000. 

but 

not 

over 

$122,640,  plus  85% 
$180,000. 

of 

excess 

over 

Over  $200,000 
$300,000. 

but 

not 

over 

$139,640,  plus  87% 
$200,000. 

of 

excess 

over 

Over  $300,000  _ 

$226,640,  plus  88% 
$300,000. 

of 

excess 

over 

1  In  the  case  of  the  head  of  a  household  whose  surtax 

2  net  income  for  the  taxable  year  is  over  $90,000,  this 

3  paragraph  shall  not  apply  if  the  defense  tax  provided  in 

4  section  16  is  applicable  to  such  taxable  year.  For  per- 

5  centage  increase  in  the  amount  of  tax  imposed  by  this 

6  subsection,  see  section  16. 

7  “(2)  Surtax  net  income  over  $90,000. — In 
the  case  of  a  taxable  year  beginning  after  August  31, 
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1951,  to  which  the  defense  tax  provided  in  section  16 
is  applicable,  if  the  surtax  net  income  for  the  taxable 
year  of  an  individual  who  is  the  head  of  a  household 
is  over  $90,000,  there  shall  he  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 


If  the  surtax  net  income  is:  The  surtax  shall  be: 


Over  $90,000 
$100,000. 

but 

not 

over 

$49,840,  plus  75% 
$90,000. 

of 

excess 

over 

Over  $100,000 
$120,000. 

but 

not 

over 

$57,340,  plus  76% 
$100,000. 

of 

excess 

over 

Over  $120,000 
$140,000. 

but 

not 

over 

$72,540,  plus  78% 
$120,000. 

of 

excess 

over 

Over  $140,000 

but 

not 

over 

$88,140,  plus  80% 

of 

excess 

over 

V  y  V  Cl  tpiJ-OjOVu  UlU/  1 1 U  U  U  V  Jp'-lLlo  Uv  J  (J  U 1  vAeUDO  U  V  Cl 

$160,000.  $140,000. 

Over  $160,000 _  $104,140,  plus  81%  of  excess  over 

$160,000. 


“  (3)  Definition  of  head  of  household. — Dor 
the  purposes  of  this  chapter,  an  individual  shall  be 
considered  a  head  of  a  household  if,  and  only  if,  such 

individual  is  not  married  at  the  close  of  his  taxable  vear 

%/ 

and  maintains  as  his  home  a  household  which  constitutes 
for  such  taxable  year  the  principal  place  of  abode,  as  a 
member  of  such  household,  of: 

“(A)  A  son  or  daughter  (including  a  stepson 
or  stepdaughter)  of  the  taxpayer,  or  a  descendant 
of  such  son  or  daughter,  but  if  such  son,  daughter, 
or  descendant  is  married  at  the  close  of  the  tax¬ 
payer’s  taxable  year,  only  if  the  taxpayer  is  en- 
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titled  to  an  exemption  for  the  taxable  year  for  such 
person  under  section  25  (b)  ;  or 

“(B)  Any  other  person  who  is  a  dependent 
of  the  taxpayer,  if  the  taxpayer  is  entitled  to  an 
exemption  for  the  taxable  year  for  such  person 
under  section  25  (b) . 

An  individual  shall  be  considered  as  maintaining  a  house¬ 
hold  only  if  over  half  of  the  cost  of  maintaining  the 
household  dining  the  taxable  year  is  furnished  by  such 
individual. 

“(4)  Determination  of  status. — For  the  pur¬ 
poses  of  this  subsection — 

“  (A)  a  legally  adopted  child  of  a  person  shall 
be  considered  a  child  of  such  person  by  blood; 

“(B)  an  individual  who  is  legally  separated 
from  his  spouse  under  a  decree  of  divorce  or  of 
separate  maintenance  shall  not  be  considered  as 
married ; 

“(0)  a  taxpayer  shall  be  considered  as  not 
married  at  the  close  of  his  taxable  year  if  at  any 
time  during  the  taxable  year  his  spouse  is  a  non¬ 
resident  alien;  and 

“(D)  a  taxpayer  shall  be  considered  as  married 
at  the  close  of  his  taxable  year  if  his  spouse  (other 
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than  a  spouse  described  in  subparagraph  (C)  )  died 
during  the  taxable  year. 

“(5)  Nonresident  alien. — For  the  purposes  of 
this  chapter  a  taxpayer  shall  in  no  case  be  considered 
a  head  of  a  household  if  at  any  time  during  the  taxable 
year  he  is  a  nonresident  alien.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  August  31,  1951. 

SEC.  302.  EXPENDITURES  IN  THE  DEVELOPMENT  OF 
MINES. 

(a)  Deduction  of  Expenditures. — Section  23  (a) 
(1)  (relating  to  deductions  from  gross  income)  is  hereh}’’ 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

“(D)  Development  of  mines. — Expendi¬ 
tures  paid  or  incurred  after  December  31,  1950,  in 
the  development  of  a  mine  or  other  natural  deposit 
(other  than  an  oil  or  gas  well) ,  to  the  extent  paid 
or  incurred  after  the  existence  of  ores  or  minerals 
in  commercially  marketable  quantities  has  been 
disclosed,  shall  be  deductible,  on  a  ratable  basis,  as 
the  units  of  produced  ores  or  minerals  benefited  by 
such  expenditures  are  sold.  Such  expenditures,  and 
the  adjustments  to  basis  provided  in  section  113 
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(b)  (1)  ( J) ,  shall  not  be  taken  into  account  in 

determining  the  adjusted  basis  of  the  property  for 
the  purpose  of  computing  depletion  under  section 
114.  This  subparagraph  shall  not  apply  to  expend¬ 
itures  for  the  acquisition  or  improvement  of  prop¬ 
erty  of  a  character  which  is  subject  to  the  allowance 
for  depreciation  provided  in  section  23  (1) .  For 
purposes  of  this  subparagraph,  allowances  for  de¬ 
preciation  shall  be  considered  as  expenditures.” 

(b)  Adjusted  Basis  foe  Determining  Gain  or 
Loss  Upon  Sale  or  Exchange— Section  113  (b)  (1) 
(relating  to  adjusted  basis  of  property)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  subparagraph : 

“  ( J)  for  amounts  allowed  as  deductions  under 
section  23  (a)  (1)  (D)  (relating  to  certain  ex¬ 

penditures  in  the  development  of  mines)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer’s  taxes  under  this 
chapter,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable  year  and  prior 
years.” 

(c)  Technical  Amendment. — Section  24  (a)  (2) 

(relating  to  items  not  deductible)  is  hereby  amended  by 
adding  after  the  word  “estate”  the  following:  except 

expenditures  for  the  development  of  mines  or  deposits 
deductible  under  section  23  (a)  (1)  (D)”. 
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(cl)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950. 

SEC.  303.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAXPAYER’S 
RESIDENCE. 

(a)  Nonbecognition  of  Gain  in  Certain  Cases. — 

Section  112  (relating  to  recognition  of  gain  or  loss)  is  hereby 

amended  by  adding  at  the  end  thereof  the  following  new 

* 

subsection : 

“  (n)  Gain  Erom  Sale  or  Exchange  of  Resi¬ 
dence.— 

“(1)  Nonrecognition  of  gain. — If  property 
(hereinafter  in  this  subsection  called  ‘old  residence’) 
used  by  the  taxpayer  as  his  principal  residence  is  sold 
by  him  and,  within  a  period  beginning  one  year  prior 
to  the  date  of  such  sale  and  ending  one  year  after  such 
date,  property  (hereinafter  in  this  subsection  called  ‘new 
residence’)  is  purchased  and  used  by  the  taxpayer  as 
his  principal  residence,  gain  (if  any)  from  such  sale 
shall  be  recognized  only  to  the  extent  that  the  taxpayer’s 
selling  price  of  the  old  residence  exceeds  the  taxpayer’s 
cost  of  purchasing  the  new  residence. 

“  (2)  Rules  for  application  of  subsection.— 
For  the  purposes  of  this  subsection: 

“(A)  An  exchange  by  the  taxpayer  of  his 
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residence  for  other  property  shall  be  considered  as 
a  sale  of  such  residence,  and  the  acquisition  of  a 
residence  upon  the  exchange  of  property  shall  he 
considered  as  a  purchase  of  such  residence. 

“(B)  If  the  taxpayer’s  residence  (as  a  result 
of  its  destruction  in  whole  or  in  part,  theft,  or 
seizure)  is  compulsorily  or  involuntarily  converted 
into  property  or  into  money,  such  destruction,  theft, 
or  seizure  shall  be  considered  as  a  sale  of  the  resi¬ 
dence;  and  if  the  residence  is  so  converted  into 
property  which  is  used  by  the  taxpayer  as  his  resi¬ 
dence,  such  conversion  shall  be  considered  as  a 
purchase  of  such  property  by  the  taxpayer. 

“(C)  In  the  case  of  an  exchange  or  conversion 
described  in  subparagraph  (A)  or  (B),  in  deter¬ 
mining  the  extent  to  which  the  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchas¬ 
ing  the  new  residence,  the  amount  realized  by  the 
taxpayer  upon  such  exchange  or  conversion  shall  be 
considered  the  selling  price  of  the  old  residence. 

“(D)  A  residence  any  part  of  which  was  con¬ 
structed  or  reconstructed  by  the  taxpayer  shall  be 
\  ,  ,  ( 
considered  as  purchased  by  the  taxpayer.  In.  de¬ 
termining  the  taxpayer’s  cost  of  purchasing  a  resi¬ 
dence,  there  shall  be  included  only  so  much  of  his 
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cost  as  is  attributable  to  the  acquisition,  construc¬ 
tion,  reconstruction,  and  improvements  made  which 
are  properly  chargeable  to  capital  account,  during 
the  period  specified  in  paragraph  ( 1 ) . 

“(E)  If  a  residence  is  purchased  by  the  tax¬ 
payer  prior  to  the  date  of  his  sale  of  the  old  resi¬ 
dence,  the  purchased  residence  shall  not  be 
treated  as  his  new  residence  if  sold  or  otherwise 
disposed  of  by  him  prior  to  the  date  of  the  sale  of 
the  old  residence. 

“(F)  If  the  taxpayer,  during  the  period  de¬ 
scribed  in  paragraph  ( 1 ) ,  purchases  more  than  one 
residence  which  is  used  by  him  as  his  principal 
residence  at  some  time  within  one  year  after  the  date 
of  the  sale  of  the  old  residence,  only  the  last  of  such 
residences  so  used  by  him  after  the  date  of  such 
sale  shall  constitute  the  new  residence.  If  within 
the  one  year  referred  to  in  the  preceding  sentence 
property  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  destroyed,  stolen,  seized,  requisitioned,  or 
condemned,  or  is  sold  or  exchanged  under  threat 
or  imminence  thereof,  then  for  the  purposes  of 
the  preceding  sentence  such  one  year  shall  he  con- 
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sidered  as  ending  with  the  date  of  such  destruction, 
theft,  seizure,  requisition,  condemnation,  sale,  or 
exchange. 

“(3)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  applicable  writh  respect  to  the 
sale  of  the  taxpayer’s  residence  if  within  one  year  prior 
to  the  date  of  such  sale  the  taxpayer  sold  at  a  gain  other 
property  used  by  him  as  his  principal  residence,  and  any 
part  of  such  gain  was  not  recognized  by  reason  of  the 
provisions  of  paragraph  ( 1 ) .  For  the  purposes  of  this 
paragraph,  the  destruction,  theft,  seizure,  requisition,  or 
condemnation  of  property  or  the  sale  or  exchange  of 
property  under  threat  or  imminence  thereof,  shall  not  be 
considered  as  a  sale  of  such  property. 

“  (4)  Basis  of  new  residence. — Where  the  pur¬ 
chase  of  a  new  residence  results,  under  paragraph  ( 1 ) , 
in  the  nonrecognition  of  gain  upon  the  sale  of  an  old 
residence,  in  determining  the  adjusted  basis  of  the  new 
residence  as  of  any  time  following  the  sale  of  the  old 
residence,  the  adjustments  to  basis  shall  include  a  reduc¬ 
tion  by  an  amount  equal  to  the  amount  of  the  gain  not 
so  recognized  upon  the  sale  of  the  old  residence.  For 
this  purpose,  the  amount  of  the  gain  not  so  recognized 
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upon  the  sale  of  the  old  residence  includes  only  so  much 
of  such  gain  as  is  not  recognized  hy  reason  of  the  cost, 
up  to  such  time,  of  purchasing  the  new  residence. 

“(5)  Tenant-stockholder  in  a  cooperative 
apartment  corporation. — For  the  purposes  of  this 
subsection,  section  113  (b)  (1)  (K) ,  and  section  117 
(h)  (7),  references  to  property  used  by  the  taxpayer 
as  his  principal  residence,  and  references  to  the  residence 
of  a  taxpayer,  shall  include  stock  held  by  a  tenant- 
stockholder  (as  defined  in  section  23  (z)  (2)  )  in  a 
cooperative  apartment  (as  defined  in  such  section)  if — 
“  (A)  in  the  case  of  stock  sold,  the  apartment 
which  the  taxpayer  was  entitled  to  occupy  as  such 
stockholder  was  used  by  him  as  his  principal  resi¬ 
dence,  and 

“(B)  in  the  case  of  stock  purchased,  the  tax¬ 
payer  used  as  his  principal  residence  the  apartment 
which  he  was  entitled  to  occupy  as  such  stockholder. 
“(6)  Husband  and  wife. — If  the  taxpayer  and 
his  spouse,  in  accordance  with  regulations  which  shall 
be  prescribed  by  the  Secretary  pursuant  to  this  para¬ 
graph,  consent  to  the  application  of  subparagraph  (B) 
of  this  paragraph,  then — 

“  (A)  for  the  purposes  of  this  subsection,  the 
words  Taxpayer’s  selling  price  of  the  old  residence’ 
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shall  mean  the  selling  price  (of  the  taxpayer,  or 
of  the  taxpayer  and  his  spouse)  of  the  old  residence, 
and  the  words  ‘taxpayer’s  cost  of  purchasing  the 
new  residence’  shall  mean  the  cost  (to  the  tax¬ 
payer,  his  spouse,  or  both)  of  purchasing  the  new 
residence  (whether  held  by  the  taxpayer,  his  spouse, 
or  the  taxpayer  and  his  spouse)  ;  and 

“(B)  so  much  of  the  gain  upon  the  sale  of  the 
old  residence  as  is  not  recognized  solely  by  reason 
of  this  paragraph,  and  so  much  of  the  adjustment 
under  paragraph  (4)  to  the  basis  of  the  new  resi¬ 
dence  as  results  solely  from  this  paragraph,  shall 
be  allocated  between  the  taxpayer  and  his  spouse  as 
provided  in  such  regulations. 

This  paragraph  shall  apply  only  if  the  old  residence  and 
the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  their  principal  residence.  In  case  the  tax¬ 
payer  and  his  spouse  do  not  consent  to  the  application 
of  subparagraph  (B)  of  this  paragraph,  then  the  recog¬ 
nition  of  gain  upon  the  sale  of  the  old  residence  shall  be 
determined  under  this  subsection  without  regard  to  the 
rules  provided  in  this  paragraph. 

“(7)  Statute  of  limitations— If  the  taxpayer 
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during  a  taxable  year  sells  at  a  gain  property  used  by 
him  as  bis  principal  residence,  then — 

“(A)  tbe  statutory  period  for  the  assessment 
of  any  deficiency  attributable  to  any  part  of  such 
gain  shall  not  expire  prior  to  the  expiration  of  three 
years  from  the  date  the  Secretary  is  notified  by  the 
taxpayer  (in  such  manner  as  the  Secretary  may  by 
regulations  prescribe)  of — 

“(i)  the  taxpayer’s  cost  of  purchasing  the 
new  residence  which  the  taxpayer  claims  re¬ 
sults  in  nonrecognition  of  any  part  of  such  gain, 
“(ii)  the  taxpayer’s  intention  not  to  pur¬ 
chase  a  new  residence  within  the  period  speci¬ 
fied  in  paragraph  (1) ,  or 

“(iii)  a  failure  to  make  such  purchase 
within  such  period;  and 

‘‘(B)  such  deficiency  may  be  assessed  prior  to 
the  expiration  of  such  three-year  period  notwith¬ 
standing  the  provisions  of  any  other  law  or  rule  of 
law  which  would  otherwise  prevent  such  assess¬ 
ment.” 

(b)  Technical  Amendments. — 

(1)  Section  112  (f)  (relating  to  involuntary  con¬ 
versions)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  subsection  shall  not  apply, 
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in  the  case  of  property  used  by  the  taxpayer  as  his 
principal  residence,  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  the  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 

imminence  thereof,  occurred  after  December  31,  1950.” 

(2)  Section  113  (a)  (9)  (relating  to  basis  of 

property  acquired  as  a  result  of  involuntary  conversions) 
is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  '‘This  paragraph  shall  not  apply  in  respect 
of  property  acquired  as  a  result  of  a  compulsory  or 
involuntary  conversion  of  property  used  by  the  taxpayer 
as  his  principal  residence  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  such  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 

imminence  thereof,  occurred  after  December  31,  1950.” 

(3)  Section  113  (b)  (1)  (relating  to  adjusted 

basis  of  property)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subparagraph  : 

“  (K)  in  the  case  of  a  residence  the  acquisition 
of  which  resulted,  under  the  provisions  of  section 
112  (n),  in  the  nonrecognition  of  any  part  of  the 
gain  realized  upon  the  sale,  exchange,  or  involun¬ 
tary  conversion  of  another  residence,  to  the  extent 
provided  in  section  112  (n)  (4) .” 

(4)  Section  117  (h)  (relating  to  determination  of 
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holding  period)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

“  ( 7 )  In  determining  the  period  for  which  the  tax¬ 
payer  has  held  a  residence,  the  acquisition  of  which 
resulted  under  section  112  (n)  in  the  nonrecognition  of 
any  part  of  the  gain  realized  on  the  sale,  exchange,  or 
involuntary  conversion  of  another  residence,  there  shall 
be  included  the  period  for  which  such  other  residence 
had  been  held  as  of  the  date  of  such  sale,  exchange,  or 
involuntary  conversion.” 

(5)  Section  276  (relating  to  period  of  limitation 
upon  assessment  and  collection)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following: 

“(e)  Gain  Upon  Sale  or  Exchange  of  Resi¬ 
dence. — In  the  case  of  a  deficiency  described  in  section 
112  (n)  (7) ,  such  deficiency  may  be  assessed  at  any  time 
prior  to  the  expiration  of  the  time  therein  provided.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950,  but  the  provisions  of  section  112  (n) 

( 1 )  and  ( 6 )  of  the  Internal  Revenue  Code  shall  apply  only 
with  respect  to  residences  sold  (within  the  meaning  of  such 
section)  after  such  date. 
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SEC.  304.  PERCENTAGE  DEPLETION. 

(a)  Allowance  of  Percentage  Depletion. — Bo 
much  of  paragraph  (4)  of  section  114  (b)  as  precedes  the 
last  sentence  of  subparagraph  (A)  is  hereby  amended  to 
read  as  follows: 

“(4)  Percentage  depletion  for  coal  and 

METAL  MINES  AND  FOR  CERTAIN  OTHER  MINES  AND 

NATURAL  MINERAL  DEPOSITS. — 

“  (A)  In  general. — The  allowance  for  deple¬ 
tion  under  section  23  (m)  in  the  case  of  the  follow¬ 
ing  mines  and  other  natural  deposits  shall  be — 

“(i)  in  the  case  of  asbestos,  sand,  gravel, 
stone  (including  pumice,  scoria,  and  slate) , 
brick  and  tile  clay,  shale,  oyster  shell,  clam 
shell,  granite,  and  marble,  5  per  centum, 

“  (ii)  in  the  case  of  coal,  10  per  centum, 
“  (iii)  in  the  case  of  metal  mines,  bauxite, 
fluorspar,  flake  graphite,  vermiculite,  beryl, 
feldspar,  mica,  talc  (including  pyrophillite ) , 
lepidolite,  spodumene,  barite,  ball  and  sagger 
clay,  china  clay,  phosphate  rock,  rock  asphalt, 
trona,  bentonite,  gilsonite,  thenardite  (includ¬ 
ing  thenardite  from  brines  or  mixtures  of 
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brine),  potash,  borax,  fuller’s  earth,  tripoli,  re¬ 
fractory  and  fire  clay,  quartzite,  perlite,  diato- 
maceous  earth,  metallurgical  grade  limestone, 
and  chemical  grade  limestone,  15  per  centum, 
and 

“  (iv)  in  the  case  of  sulfur,  23  per  centum, 
of  the  gross  income  from  the  property  during  the 
taxable  year,  excluding  from  such  gross  income  an 
amount  equal  to  any  rents  or  royalties  paid  or 
incurred  by  the  taxpayer  in  respect  of  the  property.” 

(b)  Technical  Amendment. — So  much  of  para¬ 
graph  (2)  of  section  114  (b)  as  precedes  “discovered  by 
the  taxpayer  after  February  28,  1913”  is  hereby  amended 
to  read  as  follows : 

“(2)  Discovery  value  in  tub  case  of 
mines. — In  the  case  of  mines  (except  mines  in  respect 
of  which  percentage  depletion  is  allowable  under  para¬ 
graph  (4)  of  this  subsection)”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  he  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  305.  CAPITAL  GAINS  AND  LOSSES. 

(a)  Treatment  of  Long-Term  Capital  Gains  and 
.  Losses.— 

(1)  Amendment  of  section  2 3 . — Section  23  (re- 
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lating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(cc)  Long-Term  Capital  Gains.— In  the  case  of 
a  taxpayer  other  than  a  corporation,  the  deduction  for  long¬ 
term  capital  gains  provided  in  section  117  (b) .” 

(2)  Amendment  of  section  iit  (b). — Section 
117  (b)  (relating  to  treatment  of  long-term  capital  gains 
and  losses)  is  hereby  amended  to  read  as  follows: 

“  (b)  Deduction  From  Gross  Income. — In  the  case 
of  a  taxpayer  other  than  a  corporation,  if  for  any  taxable 
year  the  net  long-term  capital  gain  exceeds  the  net  short¬ 
term  capital  loss,  50  per  centum  of  the  amount  of  such 
excess  shall  be  a  deduction  from  gross  income.  In  the  case 
of  an  estate  or  trust,  the  deduction  shall  be  computed  by 
excluding  the  portion  (if  any) ,  of  the  gains  for  the  taxable 
year  from  sales  or  exchanges  of  capital  assets,  which,  under 
section  162  (b)  or  (c),  is  includible  by  the  income  bene¬ 
ficiaries  as  gain  derived  from  the  sale  or  exchange  of  capital 
assets.” 

(b)  Alternative  Tax. — Section  117  (c)  (2)  (re¬ 
lating  to  alternative  tax)  is  hereby  amended  to  read  as 
follows : 

“  (2)  Other  taxpayers. — If  for  any  taxable  year 
the  net  long-term  capital  gain  of  any  taxpayer  (other 
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than  a  corporation)  exceeds  the  net  short-term  capital 
loss,  there  shall  be  levied,  collected,  and  paid,  in  lieu 
of  the  tax  imposed  by  sections  11  and  12  (or,  in  the 
case  of  certain  tax-exempt  trusts,  in  lieu  of  the  tax 
imposed  by  section  421),  a  tax  determined  as  follows, 
if  and  only  if  such  tax  is  less  than  the  tax  imposed  by 
such  section: 

“(A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  an  amount  equal 
to  50  per  centum  of  such  excess,  at  the  rates  and 
in  the  manner  as  if  this  subsection  had  not  been 
enacted. 

“  (B)  There  shall  then  be  ascertained  an  amount 
equal  to  25  per  centum  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term 
capital  loss.  In  the  case  of  taxable  years  to  which 
the  defense  tax  provided  in  section  16  (c)  is  appli¬ 
cable,  such  amount  shall  be  increased  by  the  per¬ 
centage  specified  in  such  section. 

“(C)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B).” 

(c)  Technical  Amendments. — 

( 1 )  Amendment  of  section  2  2  (n). — Section  22 
(n)  (relating  to  the  definition  of  adjusted  gross  income) 
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is  hereby  amended  by  striking  out  the  word  “and”  at 
the  end  of  paragraph  (5),  by  striking  out  the  period 
at  the  end  of  paragraph  (6)  and  inserting  in  lieu  thereof 
and”,  and  by  inserting  after  paragraph  (6)  the  fol¬ 
lowing  new  paragraph: 

“  (7)  Long-tekm  capital  gains. — The  deduction 
allowed  by  section  23  (cc) .” 

( 2 )  Amendment  of  section  117  (a). — Paragraphs 
(2)  and  (4)  of  section  117  (a)  (relating  to  definitions 
of  short-term  capital  gain  and  long-term  capital  gain) 
are  each  hereby  amended  by  striking  out  “net  income” 
and  inserting  in  lieu  thereof  “gross  income”. 

(3)  Amendment  of  section  117  (j). — Section 
117  (j)  (2)  (A)  (relating  to  gains  and  losses  from 
involuntary  conversion  and  from  the  sale  or  exchange 
of  certain  property  used  in  the  trade  or  business)  is 
hereby  amended  to  read  as  follows: 

“(A)  In  determining  under  this  paragraph 
whether  gains  exceed  losses,  the  gains  described 
therein  shall  he  included  only  if  and  to  the  extent 
taken  into  account  in  computing  gross  income  and 
the  losses  described  therein  shall  be  included  only 
if  and  to  the  extent  taken  into  account  in  computing 
net  income,  except  that  subsection  (d)  shall  not 
apply.” 
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(4)  Amendment  of  section  122  (d)  (4). — Section 
122  (d)  (4)  (relating  to  computation  of  net  operating 
loss  deduction)  is  hereby  amended  to  read  as  follows: 

“(4)  The  amount  deductible  on  account  of  losses 
from  sales  or  exchanges  of  capital  assets  shall  not  exceed 
the  amount  includible  on  account  of  gains  from  such 
sales  or  exchanges.  The  deduction  provided  in  section 
23  (cc)  shall  not  be  allowed; ” 

(5)  Amendment  of  section  162  (a). — Section 
162  (a)  (relating  to  computation  of  net  income  of 
estates  and  trusts)  is  hereby  amended  by  striking  .out 
the  semicolon  and  inserting  in  lieu  thereof  a  period  and 
the  following:  “Where  any  amount  of  the  income  so 
paid  or  set  aside  is  attributable  to  gain  from  the  sale 
or  exchange  of  capital  assets  held  for  more  than  six 
months,  proper  adjustment  of  the  deduction  otherwise 
allowable  under  this  subsection  shall  be  made  for  any 
deduction  allowable  to  the  trust  under  section  23  (cc) 
(d)  Effective  Date. — The  amendments  made  by  this 

section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  the  enactment  of  this  Act. 
In  determining  under  section  117  (e)  of  the  Internal  Rev¬ 
enue  Code  the  amount  of  the  carryover  to  a  taxable  year 
beginning  on  or  after  such  date,  of  the  capital  loss  for  a 
taxable  year  beginning  before  such  date,  such  amendments 
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shall  not  affect  the  computation  of  the  amount  of  the  net 
capital  loss  or  of  the  net  capital  gain  for  any  taxable  year 
beginning  before  such  date. 

SEC.  306.  SALES  OF  LIVESTOCK. 

Effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950,  section  117  (j)  (1)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  sentence: 
“Such  term  also  includes  livestock  held  by  the  taxpayer  for 
draft,  breeding,  or  dairy  purposes  for  12  months  or  more.” 
SEC.  307.  TAX  TREATMENT  OF  COAL  ROYALTIES. 

(a)  Definition  of  Property  Used  in  the  Trade  or 
Business. — Section  117  (j)  (1)  (relating  to  the  definition 
of  property  used  in  the  trade  or  business)  is  hereby  amended 
by  adding  after  the  word  “timber”  in  the  second  sentence 
thereof  the  following:  “or  coal”. 

(b)  Gain  or  Loss  Upon  Certain  Disposals  of 
Timber  or  Coal. — Section  117  (k)  (2)  (relating  to  the 
disposal  of  timber)  is  hereby  amended  to  read  as  follows: 

“(2)  In  the  case  of  the  disposal  of  timber  or  coal 
(held  for  more  than  6  months  prior  to  such  disposal) 
by  the  owner  thereof  under  any  form  or  type  of  contract 
by  virtue  of  which  the  owner  retains  an  economic  interest 
in  such  timber  or  coal,  the  difference  between  the  amount 
received  for  such  timber  or  coal  and  the  adjusted  deple¬ 
tion  basis  thereof  shall  be  considered  as  though  it  were 
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a  gain  or  loss,  as  the  case  may  be,  upon  the  sale  of  such 
timber  or  coal.  Such  owner  shall  not  he  entitled  to  the 
allowance  for  percentage  depletion  provided  for  in  sec¬ 
tion  114  (b)  (4)  with  respect  to  such  coal.  In  the 

case  of  coal,  this  paragraph  shall  not  apply  if  such  owner 
is  personally  obligated  to  pay  a  share  of  the  cost  of 
mining  operations.” 

(c)  Clerical  Amendment. — The  heading  to  section 
117  (k)  (relating  to  the  gain  or  loss  upon  the  cutting  of 
timber)  is  hereby  amended  to  read  as  follows:  “(k)  Gain 
OR  Loss  IN  THE  CASE  OF  TIMBER  OR  COAL. — 

(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
ending  after  December  31,  1950  (whether  the  disposal  of 
the  coal  occurred  on,  before,  or  after  such  date),  but  shall 
apply  only  with  respect  to  amounts  received  or  accrued  after 
such  date. 

SEC.  308.  COLLAPSIBLE  CORPORATIONS. 

(a)  Definitions  with  Respect  to  Collapsible  Corpora¬ 
tions. — Section  117  (m)  (2)  (relating  to  definitions  with 
respect  to  collapsible  corporations)  is  hereby  amended  to 
read  as  follows : 

“(2)  Definitions. — 

“(A)  For  the  purposes  of  this  subsection,  the 
term  ‘collapsible  corporation’  means  a  corporation 
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formed  or  availed  of  principally  for  the  manufacture, 
construction,  or  production  of  property,  for  the  pur¬ 
chase  of  property  which  (in  the  hands  of  the  cor¬ 
poration)  is  property  described  in  subsection  (a) 
(1)  (A) ,  or  for  the  holding  of  stock  in  a  corpora¬ 
tion  so  formed  or  availed  of,  with  a  view  to — 

“(i)  the  sale  or  exchange  of  stock  by  its 
shareholders  (whether  in  liquidation  or  other¬ 
wise)  ,  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  manufac¬ 
turing,  constructing,  producing,  or  purchasing 
the  property  of  a  substantial  part  of  the  net  in¬ 
come  to  be  derived  from  such  property,  and 
“(ii)  the  realization  by  such  shareholders 
of  gain  attributable  to  such  property. 

“(B)  For  the  purposes  of  subparagraph  (A), 
a  corporation  shall  be  deemed  to  have  manufac¬ 
tured,  constructed,  produced,  or  purchased  property, 
if— 

“(i)  it  engaged  in  the  manufacture,  con¬ 
struction,  or  production  of  such  property  to  any 
extent, 

“  (ii)  it  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  such  property  in  the  hands  of  a  per- 
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son  who  manufactured,  constructed,  produced, 
or  purchased  the  property,  or 

“  (iii)  it  holds  property  having  a  basis 
determined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  property  manufactured,  constructed, 
produced,  or  purchased  by  the  corporation.” 

(b)  Limitations  on  Application  of  Section  117 
(m). — Subparagraphs  (A),  (B),  and  (0)  of  section  117 
(m)  (3)  (relating  to  the  limitations  on  the  application  of 
section  117  (m)  )  are  hereby  amended  to  read  as  follows: 

“(A)  this  subsection  shall  not  apply  unless,  at 
any  time  after  the  commencement  of  the  manufac¬ 
ture,  construction,  or  production  of  the  property,  or 
at  the  time  of  the  purchase  of  the  property  described 
in  subsection  (a)  (1)  (A)  or  at  any  time  there¬ 
after,  such  shareholder  (i)  owned  (or  was  con¬ 
sidered  as  owning)  more  than  10  per  centum 
in  value  of  the  outstanding  stock  of  the  corporation, 
or  (ii)  owned  stock  which  was  considered  as  owned 
at  such  time  by  another  shareholder  who  then  owned 
(or  was  considered  as  owning)  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  the 
corporation ; 
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“(B)  this  subsection  shall  not  apply  to  the 
gain  recognized  during  a  taxable  year  unless  more 
than  70  per  centum  of  such  gain  is  attributable  to 
the  property  so  manufactured,  constructed,  pro¬ 
duced,  or  purchased;  and 

“(C)  this  subsection  shall  not  apply  to  gain 
realized  after  the  expiration  of  three  years  following 
the  completion  of  such  manufacture,  construction, 
production,  or  purchase.” 

(c)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  to  taxable  years  beginning  after 
December  31,  1950.  The  determination  of  the  tax  treat¬ 
ment  of  gains  realized  in  taxable  years  beginning  prior  to 
January  1,  1951,  shall  be  made  as  if  this  section  had  not 
been  enacted  and  without  inferences  drawn  from  the  fact 
that  the  amendment  to  section  117  (m)  made  by  this  sec¬ 
tion  is  not  expressly  made  applicable  to  gains  realized  in 
taxable  years  beginning  prior  to  such  date  and  without 
inferences  drawn  from  the  limitations  contained  in  section 
117  (  m) ,  as  amended  by  this  section. 

SEC.  309.  DEALERS  IN  SECURITIES— CAPITAL  GAINS  AND 
ORDINARY  LOSSES. 

Effective  with  respect  to  sales  or  exchanges  made  after 
the  expiration  of  the  thirtieth  day  after  the  date  of  the  enact- 
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ment  of  this  Act,  section  117  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(n)  Dealers  in  Securities.— 

“  ( 1 )  Capital  gains. — Gain  by  a  dealer  in  securi¬ 
ties  from  the  sale  or  exchange  of  any  security  shall  in  no 
event  be  considered  as  gain  from  the  sale  or  exchange 
of  a  capital  asset  unless — 

“(A)  the  security  was,  prior  to  the  expiration 
of  the  thirtieth  day  after  the  date  of  its  acquisition  or 
after  the  date  of  the  enactment  of  the  Revenue  Act 
of  1951  (whichever  is  the  later) ,  clearly  identified 
in  the  dealer’s  records  as  a  security  held  for  invest¬ 
ment;  and 

“(B)  the  security  was  not,  at  any  time  after 
the  expiration  of  such  thirtieth  day,  held  by  such 
dealer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business. 

“(2)  Ordinary  losses. — Loss  by  a  dealer  in  se¬ 
curities  from  the  sale  or  exchange  of  any  security  shall 
in  no  event  be  considered  as  loss  from  the  sale  or  ex¬ 
change  of  property  which  is  not  a  capital  asset  if  at  any 
time  after  the  thirtieth  day  following  the  date  of  the 
enactment  of  the  Revenue  Act  of  1951  the  security  was 
clearly  identified  in  the  dealer’s  records  as  a  security 
held  for  investment. 
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“  (3)  Definition  of  security. — For  the  purposes 
of  this  subsection  the  term  ‘security’  means  any  share 
of  stock  in  any  corporation,  certificate  of  stock  or  in¬ 
terest  in  any  corporation,  note,  bond,  debenture,  or  evi¬ 
dence  of  indebtedness,  or  any  evidence  of  an  interest 
in  or  right  to  subscribe  to  or  purchase  any  of  the 
foregoing.” 

SEC.  310.  TREATMENT  OF  GAIN  ON  SALES  OF  CERTAIN 
PROPERTY  BETWEEN  SPOUSES  AND  BETWEEN 
AN  INDIVIDUAL  AND  A  CONTROLLED  CORPORA¬ 
TION. 

(a)  Disallowance  of  Capital  Gain  Treatment. — 
Section  117  (relating  to  capital  gains  and  losses)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(o)  Gain  From  Sale  of  Certain  Property  Be¬ 
tween  Spouses  or  Between  an  Individual  and  a 
Controlled  Corporation  — 

“  ( 1 )  Treatment  of  gain  as  ordinary  in¬ 
come. — In  the  case  of  a  sale  or  exchange,  directly  or 
indirectly,  of  property  described  in  paragraph  (2)  — 

“(A)  between  a  husband  and  wife;  or 
“(B)  between  an  individual  and  a  corporation 
more  than  50  per  centum  in  value  of  the  outstand-  . 
H.  E.  4473 - 7 
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ing  stock  of  which  is  owned,  directly  or  indirectly, 
by  or  for  such  individual, 

any  gain  recognized  to  the  transferor  from  the  sale  or 
exchange  of  such  property  shall  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  subsection  (j). 
“  (2)  Subsection  applicable  only  to  sales  ok 

EXCHANGES  OF  DEPRECIABLE  PROPERTY. — This  Subsec- 
tion  shall  apply  only  in  the  case  of  a  sale  or  exchange  of 
property  by  a  transferor  which  in  the  hands  of  the  trans¬ 
feree  is  property  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  23  (1) . 

“(3)  Stock  ownership— For  the  purposes  of 
determining,  in  applying  paragraph  (1)  (B) ,  the 

ownership  of  stock — 

“  (A)  stock  owned,  directly  or  indirectly,  by  or 
for  a  corporation,  partnership,  estate,  or  trust,  shall 
be  considered  as  being  owned  proportionately  by  or 
for  its  shareholders,  partners,  or  beneficiaries ; 

“(B)  an  individual  shall  be  considered  as  own¬ 
ing  the  stock  owned,  directly  or  indirectly,  by  or  for 
his  spouse ; 

“(C)  if  an  individual  owns  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  a  cor¬ 
poration  (including  stock  considered  as  owned  by 
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him  under  subparagraphs  (A)  and  (B)),  such 
individual  shall  he  considered  as  owning  the  stock 
owned  in  such  corporation,  directly  or  indirectly, 
by  or  for  his  brothers  and  sisters  (whether  by  the 
whole  or  the  half  blood) ,  ancestors,  and  lineal 
descendants ; 

“(D)  stock  constructively  owned  by  a  person 
by  reason  of  the  application  of  subparagraph  (A) 
shall,  for  the  purpose  of  applying  subparagraph 
(A),  (B),  or  (0),  he  treated  as  actually  owned 
by  such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of  sub- 
paragraph  (B)  or  (C)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying  either 
such  subparagraph  in  order  to  make  another  the 
constructive  owner  of  such  stock.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  with  respect  to  taxable  years 
ending  after  April  30,  1951,  but  shall  apply  only  with 
respect  to  sales  or  exchanges  made  after  May  3,  1951. 

SEC.  311.  LIFE  INSURANCE  COMPANIES. 

(a)  Reserve  and  Other  Policy  Liability  Credit 
for  1951. — So  much  of  section  202  (b)  (2)  (relating  to 
definition  of  reserve  and  other  policy  liability  credit)  as 
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precedes  subparagraph  (A)  thereof  is  hereby  amended  to 
read  as  follows: 

“  (2)  Special  rule  for  1949,  1950,  and  1951  .— 
In  the  case  of  the  taxes  imposed  for  a  taxable  year 
beginning  in  1949,  1950,  or  1951,  the  figure  to  be  used 
for  such  year  shall  be  computed  as  provided  in  paragraph 
( 1 )  except  that — 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  to  taxable  years  beginning 
in  1951. 

SEC.  312.  TAX  TREATMENT  OF  CERTAIN  INVESTMENT  COM¬ 
PANIES. 

(a)  Inclusion  of  Certain  Registered  Manage¬ 
ment  Companies  in  the  Definition  of  Regulated 
Investment  Company. — Section  361  (relating  to  defini¬ 
tion  of  regulated  investment  companies)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“(c)  Certain  Investment  Companies.— If  the 
Securities  and  Exchange  Commission  determines  in  accord¬ 
ance  with  regulations  issued  by  it,  and  certifies  to  the  Secre¬ 
tary  not  more  than  60  days  prior  to  the  close  of  the  taxable 
year  of  a  registered  management  company,  that  such  invest¬ 
ment  company  is  principally  engaged  in  the  furnishing  of 
capital  to  other  corporations  which  are  principally  engaged 
in  the  development  or  exploitation  of  inventions,  tech- 
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nological  developments,  new  processes,  or  products  not 
previously  generally  available,  such  investment  company 
may,  in  the  computation  of  50  per  centum  of  the  value  of 
its  assets  under  subparagraph  (A)  of  subsection  (b)  (3) 
for  any  quarter  of  such  taxable  year,  include  with  respect 
to  any  issuer  securities  which  constitute  more  than  10  per 
centum  of  the  outstanding  voting  securities  of  such  issuer  if 
the  investment  company  has  not  continuously  held  any 
security  of  such  issuer  (or  of  any  predecessor  company 
of  such  issuer  as  determined  under  regulations  prescribed 
by  the  Secretary)  for  10  or  more  years  preceding  such 
quarter  of  such  taxable  year.  The  provisions  of  this  sub¬ 
section  shall  not  apply  at  the  close  of  any  quarter  of  a  tax¬ 
able  year  to  an  investment  company  if  at  the  close  of  such 
quarter  more  than  25  per  centum  of  the  value  of  its  total 
assets  is  represented  by  securities  of  issuers  with  respect 
to  each  of  which  the  investment  company  holds  more  than 
10  per  centum  of  the  outstanding  voting  securities  of  such 
issuer  and  in  respect  of  each  of  which  or  any  predecessor 
thereof  the  investment  company  has  continuously  held  any 
security  for  10  or  more  years  preceding  such  quarter  unless 
the  value  of  its  total  assets  so  represented  is  reduced  to 
25  per  centum  or  less  within  30  days  after  the  close  of  such 
quarter.  The  terms  used  in  this  subsection  shall  have  the 
same  meaning  as  in  subsection  (b)  (3)  of  this  section.  For 
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the  purposes  of  this  subsection,  a  corporation  shall  be  con¬ 
sidered  to  be  principally  engaged  in  the  development  or 
exploitation  of  inventions,  technological  improvements,  new 
processes,  or  products  not  previously  generally  available,  for 
at  least  10  years  after  the  date  of  the  first  acquisition  of  any 
security  in  such  corporation  or  any  predecessor  thereof  by 
such  investment  company  if  at  the  date  of  such  acquisition 
the  corporation  or  its  predecessor  was  principally  so  en¬ 
gaged.  For  the  purposes  of  the  certification  hereunder,  the 
Securities  and  Exchange  Commission  shall  have  authority  to 
issue  such  rules,  regulations  and  orders,  and  to  conduct  such 
investigations  and  hearings,  either  public  or  private,  as  it 
may  deem  appropriate.” 

(b)  Technical  Amendment.  Section  361  (b)  (3) 
(A)  is  hereby  amended  by  inserting  after  “the  total  assets 
of  the  taxpayer  and”  the  following:  “,  except  and  to  the 
extent  provided  in  subsection  (c),”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  sha1!  be  applicable  only  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

SEC.  313.  FAMILY  PARTNERSHIPS. 

(a)  Definition  of  Partner.— Section 3797  (a)  (2) 
is  hereby  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing:  “A  person  shall  be  recognized  as  a  partner  for  income 
tax  purposes  if  he  owns  a  capital  interest  in  a  partnership  in 
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which  capital  is  a  material  income-producing  factor,  whether 
or  not  such  interest  was  derived  by  purchase  or  gift  from 
any  other  person.” 

(b)  Allocation  of  Partnership  Income. — Sup¬ 
plement  F  of  chapter  1  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  section : 

“SEC.  191.  FAMILY  PARTNERSHIPS. 

“In  the  case  of  any  partnership  interest  created  by 
gift,  the  distributive  share  of  the  donee  under  the  partner¬ 
ship  agreement  shall  he  includible  in  his  gross  income,  except 
to  the  extent  that  such  share  is  determined  without  allow¬ 
ance  of  reasonable  compensation  for  services  rendered  to 
the  partnership  by  the  donor,  and  except  to  the  extent  that 
the  portion  of  such  share  attributable  to  donated  capital  is 
proportionately  greater  than  the  share  of  the  donor  attribut¬ 
able  to  the  donor’s  capital.  The  distributive  share  of  a  part¬ 
ner  in  the  earnings  of  the  partnership  shall  not  be  dimin¬ 
ished  because  of  absence  due  to  military  service.  For  the 
purpose  of  this  section,  an  interest  purchased  by  one  mem¬ 
ber  of  a  family  from  another  shall  be  considered  to  be  created 
by  gift  from  the  seller,  and  the  fair  market  value  of  the  pur¬ 
chased  interest  shall  be  considered  to  be  donated  capital. 
The  ‘family’  of  any  individual  shall  include  only  his  spouse, 
ancestors,  and  lineal  descendants,  and  any  trust  for  the 
primary  benefit  of  such  persons.” 
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(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  with  respect  to  taxable  years 
beginning  after  December  31,  1950.  The  determination 
as  to  whether  a  person  shall  be  recognized  as  a  partner  for 
income  tax  purposes  for  any  taxable  year  beginning  before 
January  1,  1951  shall  be  made  as  if  this  section  had  not 
been  enacted  and  without  inferences  drawn  from  the  fact 
that  this  section  is  not  expressly  made  applicable  with 
respect  to  taxable  years  beginning  before  January  1,  1951. 

TITLE  IV— EXCISE  TAXES 

Part  I — Tax  on  Admissions  and  Cabarets 
SEC.  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS. 

Section  1700  (a)  (1)  (relating  to  tax  on  single  or 

season  tickets)  is  hereby  amended  by  striking  out  the 
second  and  fourth  sentences  thereof. 

SEC.  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX. 

(a)  Reinstatement  of  Prewar  Exemptions. — 
Notwithstanding  section  541  (b)  of  the  Revenue  Act  of 
1941,  the  provisions  of  section  1701  (relating  to  exemptions 
from  the  admissions  tax)  shall  apply  to  amounts  paid  on 
or  after  the  effective  date  specified  in  section  403  of  this 
Act  for  admissions  on  or  after  such  date. 

(b)  Amendment  of  Section  1701  (a).— Section 
1701  (a)  (relating  to  religious,  educational,  or  charitable 
entertainments)  is  hereby  amended  to  read  as  follows : 
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“(a)  Religious,  Educational,  oe  Chaeitable 
Enteetainments,  Etc 

“  ( 1 )  In  geneeal. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  any  admissions  all  the  proceeds  of  which 
inure — 

“(A)  exclusively  to  the  benefit  of  religious, 
educational,  or  charitable  institutions,  societies,  or 
organizations,  societies  for  the  prevention  of  cruelty 
to  children  or  animals,  or  societies  or  organizations 
conducted  for  the  sole  purpose  of  maintaining  sym¬ 
phony  orchestras  and  receiving  substantial  support 
from  voluntary  contributions  or  of  maintaining  a 
cooperative  or  community  center  moving-picture 
theatre — if  no  part  of  the  net  earnings  thereof  inures 
to  the  benefit  of  any  private  stockholder  or  indi¬ 
vidual  ; 

“(B)  exclusively  to  the  benefit  of  National 
Guard  organizations,  Reserve  Officers’  associations 
or  organizations,  posts  or  organizations  of  war  vet¬ 
erans,  or  auxiliary  units  or  societies  of  any  such  posts 
or  organizations,  if  such  posts,  organizations,  units, 
or  societies  are  organized  in  the  United  States  or  any 
of  its  possessions,  and  if  no  part  of  their  net  earn¬ 
ings  inures  to  the  benefit  of  any  private  stockholder 
or  individual;  or 
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“(C)  exclusively  to  the  benefit  of  a  police  or 
fire  department  of  any  city,  town,  village,  or  other 
municipality,  or  exclusively  to  a  fund  for  the  sole 
benefit  of  members  of  such  a  police  or  fire  depart¬ 
ment  or  the  dependents  or  heirs  of  such  members. 
“(2)  Nonexempt  admissions. — The  exemption 
provided  under  paragraph  (1)  shall  not  apply  in  the 
case  of  admissions  to  (A)  any  athletic  game  or  exhibi¬ 
tion  unless  the  proceeds  inure  exclusively  to  the  benefit 
of  an  elementary  or  secondary  school,  (B)  wrestling 
matches,  prize  fights,  or  boxing,  sparring,  or  other  pugi¬ 
listic  matches  or  exhibitions,  or  (C)  carnivals,  rodeos,  or 
circuses  in  which  any  professional  performer  or  operator 
participates  for  compensation.” 

(c)  Admissions  to  Municipal  Swimming  Pools, 
Etc. — Section  1701  is  hereby  amended  by  striking  out  the 
period  at  the  end  of  subsection  (c)  and  inserting  in  lieu 
thereof  “;  or”  and  by  adding  at  the  end  of  such  section  the 
following  new  subsection: 

“(d)  Municipal  Swimming  Pools,  Etc. — Any  ad¬ 
missions  to  swimming  pools,  bathing  beaches,  skating  rinks, 
or  other  places  providing  facilities  for  physical  exercise,  op¬ 
erated  by  any  State  or  political  subdivision  thereof  or  by  the 
United  States  or  any  agency  or  instrumentality  thereof — if 
the  proceeds  therefrom  inure  exclusively  to  the  benefit  of 
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the  State,  political  subdivision,  United  States,  agency,  or 
instrumentality.  For  the  purposes  of  this  subsection  the 
term  ‘State’  includes  Alaska,  Hawaii,  and  the  District  of 
Columbia.” 

SEC.  403.  EFFECTIVE  DATE  OF  AMENDMENTS  RELATING 
TO  ADMISSIONS. 

The  amendments  made  by  sections  401  and  402  shall 
be  applicable  with  respect  to  amounts  paid  on  or  after  the 
first  day  of  the  first  month  which  begins  more  than  ten 
days  after  the  date  of  the  enactment  of  this  Act  for  admis¬ 
sions  on  or  after  such  date. 

SEC.  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

(a)  Ballrooms  and  Dance  Halls. — Section  1700 
(e)  (1)  (relating  to  tax  on  cabarets,  roof  gardens,  etc.)  is 
hereby  amended  by  inserting  after  the  second  sentence 
thereof  the  following  new  sentence:  “In  no  case  shall  such 
term  include  any  ballroom,  dance  hall,  or  other  similar  place 
where  the  serving  or  selling  of  food,  refreshment,  or  mer¬ 
chandise  is  merely  incidental,  unless  such  place  would  be 
considered,  without  the  application  of  the  preceding  sentence, 
as  a  ‘roof  garden,  cabaret,  or  other  similar  place’.” 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  only  with  respect  to 
periods  after  10  antemeridian  on  the  first  day  of  the  first 
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month  which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

Part  II — Tax  on  Cigarettes 
SEC.  421.  TAX  ON  CIGARETTES. 

(a)  Increase  in  Rate. — Section  2000  (c)  (2) 

(tax  on  cigarettes)  is  hereby  amended  by  striking  out 
“$3.50”  and  inserting  in  lieu  thereof  “$4”. 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  Act. 

SEC.  422.  FLOOR  STOCKS  TAX  ON  CIGARETTES. 

Section  2000  (relating  to  tax  on  tobacco,  etc.)  is  hereby 

amended  by  adding  at  the  end  thereof  the  following  new 

\ 

subsection : 

“(f)  1951  Eloor  Stocks  Tax.— 

“(1)  Tax. — Upon  cigarettes  subject  to  tax  under 
this  section  weighing  not  more  than  three  pounds  per 
thousand,  which  on  the  effective  date  of  section  421 
of  the  Revenue  Act  of  1951  are  held  by  any  person 
for  sale,  there  shall  be  levied,  assessed,  collected,  and 
paid  a  floor  stocks  tax  at  a  rate  equal  to  the  increase 
in  rate  of  tax  made  applicable  to  such  cigarettes  by  the 
Revenue  Act  of  1951. 

“(2)  Returns. — Every  person  required  by  this 
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subsection  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  month  next  following  the  month  in  which 
section  421  (a)  of  the  Revenue  Act  of  1951  takes  effect, 
under  such  regulations  as  the  Secretary  shall  prescribe, 
make  a  return  and  pay  such  tax,  except  that  in  the  case 
of  such  cigarettes  held  by  manufacturers  and  importers, 
the  Secretary  may  collect  the  tax  with  respect  to  such 
cigarettes  by  means  of  stamps  rather  than  return,  and 
in  such  case  may  make  an  assessment  against  such  manu¬ 
facturer  or  importer  having  cigarette  tax  stamps  on 
hand  on  the  effective  date  of  such  section  for  the  differ¬ 
ence  between  the  amount  paid  for  such  stamps  and  the 
increased  rate  imposed  by  such  section. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  section  2000,  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

Part  III — Retailers’  Excise  Taxes 
SEC.  431.  TAX  ON  LIGHTERS. 

Section  2400  (relating  to  retailers’  excise  tax  on  jewelry, 
etc.)  is  hereby  amended  by  striking  out  in  the  first  sentence 
thereof  the  words  “and  binoculars.”  and  inserting  in  lieu 
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thereof  the  following:  “binoculars ;  and  mechanical  lighters 
for  cigarettes,  cigars,  or  pipes.” 

SEC.  432.  RETAILERS’  EXCISE  TAX  ON  TOILET  PREPARA¬ 
TIONS. 

(a)  Baby  Oils,  Etc. — Section  2402  (a)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “The  tax  imposed  by  this  subsection  shall  not  apply 
to  lotion,  oil,  powder,  or  other  article  intended  to  be  used  or 
applied  only  in  the  care  of  babies.” 

(b)  Sales  to  Barber  Shops,  Etc. — Section  2402 
(b)  is  hereby  amended  to  read  as  follows : 

“(b)  Beauty  Parlors,  Etc. — For  the  purposes  of 
subsection  (a) ,  the  sale  of  any  article  described  in  such  sub¬ 
section  to  any  person  operating  a  barbershop,  beauty  parlor, 
or  similar  establishment  for  use  in  the  operation  thereof,  or 
for  resale,  shall  not  be  considered  as  a  sale  at  retail.  The 
resale  of  such  article  at  retail  by  such  person  shall  be  subject 
to  the  provisions  of  subsection  (a) .” 

SEC.  433.  EFFECTIVE  DATE  OF  PART  III. 

The  amendments  made  by  this  part  shall  apply  only 
to  articles  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the  enact¬ 
ment  of  this  Act. 
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Part  IV — Diesel  Fuel 

SEC.  441.  DIESEL  FUEL  USED  IN  HIGHWAY  VEHICLES. 

(a)  Imposition  of  Tax. — The  Internal  Revenue  Code 
is  hereby  amended  by  adding  after  chapter  19  the  following 
new  chapter: 

“CHAPTER  20— DIESEL  FUEL 
“SEC.  2450.  TAX  ON  DIESEL  FUEL. 

“There  is  hereby  imposed  a  tax  of  2  cents  a  gallon  upon 
any  liquid  (other  than  any  product  taxable  under  section 
3412)  — 

“  ( 1 )  sold  by  any  person  to  an  owner,  lessee,  or 
other  operator  of  a  diesel-powered  highway  vehicle,  for 
use  as  a  fuel  in  such  vehicle,  or 

“(2)  used  by  any  person  as  a  fuel  in  a  diesel- 
powered  highway  vehicle  unless  there  was  a  taxable  sale 
of  such  liquid  under  clause  ( 1 ) . 

“SEC.  2451.  RETURNS  AND  PAYMENT. 

“(a)  Requirement. — Every  person  liable  for  tax 
under  this  chapter  shall  make  returns  and  pay  the  taxes  due  to 
the  collector  for  the  district  in  which  is  located  his  principal 
place  of  business,  or  if  he  has  no  principal  place  of  business 
in  the  United  States,  then  to  the  collector  at  Baltimore, 
Maryland.  Such  returns  shall  contain  such  information  and 
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be  made  at  such  times  and  in  such  manner  as  the  Secretary- 
may  by  regulations  prescribe. 

“(b)  Interest. — The  tax  shall,  without  assessment  or 
notice,  be  due  and  payable  to  the  collector  at  the  time  pre¬ 
scribed  for  filing  the  return.  If  the  tax  is  not  paid  when 
due,  there  shall  be  added  as  part  of  the  tax  interest  at  the 
rate  of  6  per  centum  per  annum  from  the  time  when  the 
tax  became  due  until  paid. 

“SEC.  2452.  CREDITS  AND  REFUNDS. 

“(a)  Non-Taxable  Use  or  Sale  by  Vendee.— A 
credit  against  tax  under  this  chapter,  or  a  refund,  may  be 
allowed  or  made  to  a  person  in  the  amount  of  tax  paid  by 
him  under  this  chapter  with  respect  to  his  sale  of  any  liquid 
to  a  vendee  for  use  as  fuel  in  a  diesel-powered  highway 
vehicle,  if  such  person  establishes,  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary,  that — 

“  ( 1 )  the  vendee  used  such  liquid  otherwise  than 
as  fuel  in  such  a  vehicle  or  resold  such  liquid,  and 

“(2)  such  person  has  repaid  or  agreed  to  repay 
the  amount  of  such  tax  to  such  vendee,  or  has  obtained 
the  consent  of  the  vendee  to  the  allowance  of  the  credit 
or  refund. 

No  interest  shall  be  allowed  with  respect  to  any  amount  of 
tax  credited  or  refunded  under  the  provisions  of  this  sub¬ 
section. 
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“(b)  Proof  Required  in  Case  of  Certain  Over¬ 
payments. — No  overpayment  of  tax  under  this  chapter 
shall  be  credited  or  refunded  (otherwise  than  under  sub¬ 
section  (a)  )  in  pursuance  of  a  court  decision  or  otherwise, 
unless  the  person  who  paid  the  tax  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  (1)  that 
he  has  not  included  the  tax  in  the  price  of  the  article  with 
respect  to  which  it  was  imposed,  or  collected  the  amount 
of  tax  from  the  vendee,  or  ( 2 )  that  he  has  repaid  the  amount 
of  the  tax  to  the  ultimate  purchaser  of  the  article,  or  files 
with  the  Secretary  written  consent  of  such  ultimate  pur¬ 
chaser  to  the  allowance  of  the  credit  or  refund. 

“SEC.  2453.  TAX-FREE  SALES. 

“Under  regulations  prescribed  by  the  Secretary,  no  tax 
under  this  chapter  shall  be  imposed  with  respect  to  the 
sale  of  any  liquid  for  the  exclusive  use  of  any  State,  Terri¬ 
tory  of  the  United  States,  or  any  political  subdivision  of  the 
foregoing,  or  the  District  of  Columbia,  or  with  respect  to 
the  use  by  any  of  the  foregoing  of  any  liquid  as  fuel  in  a 
diesel-powered  highway  vehicle. 

“SEC.  2454.  APPLICABILITY  OF  ADMINISTRATIVE  PROVI¬ 
SIONS. 

“All  provisions  of  law  (including  penalties)  applicable 
in  respect  of  the  taxes  imposed  by  section  2700  shall,  inso- 
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far  as  applicable  and  not  inconsistent  with  this  chapter,  be 
applicable  in  respect  of  the  taxes  imposed  by  this  chapter. 
“SEC.  2455.  RULES  AND  REGULATIONS. 

“The  Secretary  shall  prescribe  and  publish  all  needful  rules 
and  regulations  for  the  enforcement  of  this  chapter.” 

(b)  Effective  Date. — The  amendment  made  hy  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  ten  days  after  the  date  of 
the  enactment  of  this  Act. 

Part  V — Liquor 

SEC.  451.  INCREASE  IN  TAX  ON  DISTILLED  SPIRITS  FROM 
$9  TO  $10.50  PER  GALLON. 

(a)  Distilled  Spirits  Generally. — Section  2800 
(a)  (1)  is  hereby  amended  by  striking  out  “$6”  and  in¬ 
serting  in  lieu  thereof  “$10.50”. 

(b)  Imported  Perfumes  Containing  Distilled 

Spirits. — Section  2800  (a)  (3)  is  hereby  amended  by 

striking  out  “$6”  and  inserting  in  lieu  thereof  “$10.50”. 

(c)  Floor  Stocks  Tax. — Section  2800  is  amended 
by  inserting  at  the  end  thereof  the  following  new  subsection : 

“  (1)  1951  Floor  Stocks  Tax.— 

“(1)  Tax. — Upon  all  distilled  spirits  upon  which 
the  internal  revenue  tax  imposed  by  law  has  been  paid, 
and  which  on  the  effective  date  of  section  451  (a)  of 
the  Eevenue  Act  of  1951,  are  held  and  intended  for  sale 
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or  for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  levied,  assessed,  col¬ 
lected,  and  paid  a  floor  stocks  tax  of  $1.50  on  each  proof- 
gallon,  and  a  proportionate  tax  at  a  like  rate  on  all  frac¬ 
tional  parts  of  such  proof-gallon. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by 
paragraph  (1)  to  pay  any  floor  stocks  tax  shall,  on  or 
before  the  end  of  the  thirtieth  day  following  the  effective 
date  of  section  451  (a)  of  the  Revenue  Act  of  1951 
make  a  return  and  shall,  on  or  before  the  first  day  of 
the  third  month  following  such  effective  date,  pay  such 
tax.  Payment  of  the  tax  shown  to  be  due  may  be  ex¬ 
tended  to  a  date  not  later  than  the  first  day  of  the  tenth 
month  following  the  effective  date  of  such  section  upon 
the  filing  of  a  bond  for  payment  thereof  in  such  form 
and  amount  and  with  such  surety  or  sureties  as  the 
Secretary  may  prescribe. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  internal 
revenue  taxes  on  distilled  spirits  shall,  insofar  as  appli¬ 
cable  and  not  inconsistent  with  this  subsection,  be  appli¬ 
cable  in  respect  of  the  floor  stocks  tax  imposed  here¬ 
under.  Eor  the  purposes  of  this  subsection  the  term 
‘distilled  spirits’  shall  include  products  produced  in  such 
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manner  that  the  person  producing  them  is  a  rectifier 
within  the  meaning  of  section  3254  (g) 

SEC.  452.  WINES. 

(a)  Increase  in  Rate  of  Tax. — 

(1)  Still  wines. — So  much  of  section  3030  (a) 
(l)  (A)  (tax  on  still  wines,  etc.)  as  precedes  the  sec¬ 
ond  sentence  thereof  is  hereby  amended  to  read  as 
follows : 

“(A)  Imposition. — Upon  all  still  wines,  in¬ 
cluding  vermouth,  and  all  artificial  or  imitation 
wines  or  compounds  sold  as  still  wine,  produced  in 
or  imported  into  the  United  States  on  or  after  the 
effective  date  of  section  452  (a)  of  the  Revenue 
Act  of  1951,  or  which  on  such  date  were  on  any 
winery  premises  or  other  bonded  premises  or  in 
transit  thereto  or  at  any  custom  house,  there  shall 
be  levied,  collected,  and  paid  taxes  at  rates  as  fol¬ 
lows,  when  sold,  or  removed  for  consumption  or 
sale: 

“On  wines  containing  not  more  than  14  per 
centum  of  absolute  alcohol,  17  cents  per  wine- 
gallon,  the  per  centum  of  alcohol  under  this  section 
to  be  reckoned  by  volume  and  not  by  weight; 
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“On  wines  containing  more  than  14  per  centum 
and  not  exceeding  21  per  centum  of  absolute  alco¬ 
hol,  67  cents  per  wine-gallon; 

“On  wines  containing  more  than  21  per  centum 
and  not  exceeding  24  per  centum  of  absolute  alcohol, 
$2.25  per  wine-gallon; 

“All  such  wines  containing  more  than  24  per 
centum  of  absolute  alcohol  by  volume  shall  be  classed 
as  distilled  spirits  and  shall  pay  tax  accordingly.” 

(2)  Sparkling  wines,  liqueurs,  and  cor¬ 
dials. — Section  3030  (a)  (2)  (tax  on  sparkling  wines, 
liqueurs,  and  cordials)  is  hereby  amended  as  follows: 

(A)  By  striking  out  “after  June  30,  1940,  or 
which  on  July  1,  1940”  and  inserting  in  lieu  thereof 
“on  or  after  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951,  or  which  on  such  date”; 

(B)  By  striking  out  “10  cents”  and  inserting 
in  lieu  thereof  “17  cents”;  and 

(O)  By  striking  out  “5  cents”  each  place  it 
occurs  and  inserting  in  lieu  thereof  “12  cents”. 

(b)  Floor  Stocks. — Subchapter  F  of  chapter  26  is 
hereby  amended  by  inserting  at  the  end  thereof  the  following 
new  section: 
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1  “SEC.  3195.  1951  FLOOR  STOCKS  TAX  ON  WINES. 

2  “(a)  Upon  all  wines  upon  which  the  internal  revenue 

3  tax  imposed  by  law  has  been  paid,  and  which  on  the  effective 

4  date  of  section  452  (a)  of  the  Revenue  Act  of  1951  are  held 

5  and  intended  for  sale  or  for  use  in  the  manufacture  or  pro- 

6  duction  of  an  article  intended  for  sale,  there  shall  be  levied, 

7  assessed,  collected,  and  paid  a  floor  stocks  tax  at  rates  equal 

8  to  the  increases  in  rates  of  tax  made  applicable  to  such  articles 

9  by  section  452  (a)  of  the  Revenue  Act  of  1951. 

10  “(b)  Returns. — Under  such  regulations  as  the  Secre- 

11  tary  shall  prescribe,  every  person  required  by  subsection  (a) 

12  to  pay  any  floor  stocks  tax  shall,  on  or  before  the  end  of  the 

13  thirtieth  day  following  the  effective  date  of  section  452  (a) 

14  of  the  Revenue  Act  of  1951  make  a  return  and  shall,  on  or 

15  before  the  first  day  of  the  third  month  following  such  effec- 

16  tive  date,  pay  such  tax.  Payment  of  the  tax  shown  to  be  due 

17  may  be  extended  to  a  date  not  later  than  the  first  day  of  the 
1®  tenth  month  following  the  effective  date  of  section  452  (a) 
19  of  the  Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
29  payment  thereof  in  such  form  and  amount  and  with  such 

21  surety  or  sureties  as  the  Secretary  may  prescribe. 

22  “(c)  Laws  Applicable. — All  provisions  of  law,  in- 

23  eluding  penalties,  applicable  in  respect  of  the  taxes  imposed 

24  by  section  3030  (a)  shall,  insofar  as  applicable  and  not  in- 
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consistent  with  this  section,  be  applicable  with  respect  to  the 
floor  stocks  tax  imposed  by  subsection  (a) .” 

SEC.  453.  FERMENTED  MALT  LIQUOR. 

(a)  Increase  in  Tax  on  Fermented  Malt  Liquors 
From  $8  to  $9  per  Barrel— Section  3150  (a)  (tax 
on  fermented  malt  liquors )  is  hereby  amended  ( 1 )  by  strik¬ 
ing  out  “$7”  and  inserting  in  lieu  thereof  “$9”,  and  (2) 
by  striking  out  the  second  sentence  thereof. 

(b)  Floor  Stocks  Tax— Section  3150  is  hereby 
amended  by  inserting  at  the  end  thereof  the  following  new 
subsection : 

“  (g)  1951  Floor  Stocks  Tax.— 

“  (1)  Tax. — Upon  all  fermented  malt  liquors  upon 
which  the  internal  revenue  tax  imposed  by  law  has  been 
paid,  and  which  on  the  effective  date  of  section  453  (a) 
of  the  Revenue  Act  of  1951  are  held  by  any  person  and 
intended  for  sale  there  shall  be  levied,  assessed,  collected, 
and  paid  a  floor  stocks  tax  at  a  rate  of  $1  per  barrel  of 
31  gallons. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by  para¬ 
graph  ( 1 )  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  thirtieth  day  following  the  effective  date 
of  section  453  (a)  of  the  Revenue  Act  of  1951  make  a 
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return  and  shall,  on  or  before  the  first  day  of  the  third 
month  following  such  effective  date,  pay  such  tax.  Pay¬ 
ment  of  the  tax  shown  to  be  due  may  be  extended  to  a 
date  not  later  than  the  first  day  of  the  tenth  month 
following  the  effective  date  of  section  453  (a)  of  the 
Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(3)  Laws  Applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  subsection  (a)  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  he  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

SEC.  454.  CLERICAL  AMENDMENT. 


The  table  contained  in  section  1650  (relating  to  the  war 


tax  rates  of  certain  miscellaneous  taxes)  is  hereby  amended 


by  striking  out  the  following: 


!,2800  (a)  (1)._, 
2800  (a)  (3)... . 

3030  (a)  (1)„.. 


30301(a)  (2) 


3150. 


Distilled  Spirits . . . 

Imported  Perfumes  Containing 
Distilled  Spirits. 

Still  Wines: 

(1)  Not  over  14%  of  Alcohol... 

(2)  Over  14%  and  not  over 
21%  of  Alcohol. 

(3)  Over  21%  and  not  over 
24%  of  Alcohol. 

Sparkling  Wines,  Liqueurs,  and 
Cordials: 

(1)  Champagne  or  Sparkling 
Wine. 

(2)  Artificially  Carbonated 
Wine. 

(3)  Liqueurs,  Cordials,  Etc... 

Fermented  Malt  Liquors _ 


$6  per  gallon. 
$6  per  gallon 


10  cents  per  gallon. 
40  cents  per  gallon. 

$1  per  gallon _ 


10  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

$7  per  barrel . . . 


$9  per  gallon. 
$9  per  gallon. 


15  cents  per  gallon. 
60  cents  per  gallon. 

$2  per  gallon. 


15  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

$8  per  barrel.” 
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SEC.  455.  EFFECTIVE  DATE  OF  PART  V. 

The  amendments  made  by  this  part  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  this  Act. 

Part  VI — Occupational  Taxes 
SEC.  461.  DEALERS  IN  LIQUORS. 

(a)  Wholesale  Dealers  in  Liquors. — Section 
3250  (a)  (1)  (relating  to  occupational  tax  on  wholesale 
dealers  in  liquors)  is  hereby  amended  by  striking  out  “$110” 
and  inserting  in  lieu  thereof  “$200”. 

(b)  Retail  Dealers  in  Liquors.— Section  3250 
(b)  (1)  (relating  to  occupational  tax  on  retail  dealers  in 
liquors)  is  hereby  amended  by  striking  out  “$27.50”  and 
inserting  in  lieu  thereof  “$50”. 

(c)  Wholesale  Dealers  in  Malt  Liquors. — Sec¬ 
tion  3250  (d)  (1)  (relating  to  tax  on  wholesale  dealers  in 
malt  liquors)  is  hereby  amended  by  striking  out  “$55”  and 
inserting  in  lieu  thereof  “$100”. 

i 

SEC.  462.  DRAWBACK  IN  THE  CASE  OF  DISTILLED  SPIRITS 
USED  IN  THE  MANUFACTURE  OF  CERTAIN  NON¬ 
BEVERAGE  PRODUCTS. 

(a)  Drawback. — Section  3250  (1)  (5)  (relating  to 
manufacture  of  certain  nonbeverage  products)  is  hereby 
amended  by  striking  out  “$3.75”  and  inserting  in  lieu 
thereof  “$9.50”. 
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(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act,  and  on  which  the  internal  revenue  tax  was  paid 
at  the  rate  of  $10.50  specified  in  section  2800  (a)  (1)  or 
at  a  rate  equivalent  to  such  rate. 

(c)  Technical  Amendment.— Section  309  (c)  of  the 
Revenue  Act  of  1943  is  hereby  amended  by  adding  at  the 
end  thereof  the  following:  “Subsection  (b)  shall  not  be 
applicable  in  any  case  in  which  drawback  is  allowed  at  the 
rate  of  $9.50  under  section  3250  (1)  (5)  of  the  Internal 
Revenue  Code,  as  amended  by  the  Revenue  Act  of  1951.” 
SEC.  463.  TAX  ON  COIN-OPERATED  GAMING  DEVICES. 

Section  3267  (a)  (tax  on  coin-operated  gaming  de¬ 
vices)  is  hereby  amended  by  striking  out  “$150”  wherever 
appearing  therein  and  inserting  in  lieu  thereof  “$250”. 

SEC.  464.  TAX  ON  BOWLING  ALLEYS  AND  BILLIARD  AND 

% 

POOL  TABLES. 

(a)  Increase  in  Rate.— Section  3268  (relating  to 
rate  of  tax)  is  hereby  amended  by  striking  out  “$10”  and 
inserting  in  lieu  thereof  “$25”. 
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(b)  Clerical  Amendment. — The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  mis¬ 
cellaneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 

"3268 _ |  Billiard  and  Pool  Tables;  and  |  $10  per  year  per  table;  I  $20  per  year  per  table;  $20 

I  Bowling  Alleys.  I  $10  per  year  per  alley.  I  per  year  per  alley.” 

SEC.  465.  EFFECTIVE  DATE  OF  PART  VI. 

The  amendments  made  by  sections  461,  463,  and  464 
shall  take  effect  on  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act.  In  the  case  of  the  year  beginning  July  1,  1951, 
where  the  trade  or  business  on  which  the  tax  is  imposed 
was  commenced  prior  to  the  first  day  of  the  month  specified 
in  the  preceding  sentence,  the  increase  in  tax  resulting  from 
such  amendments  shall  be  reckoned  proportionately  from 
the  first  day  of  such  month  to  and  including  the  thirtieth 
day  of  June  following  and  shall  be  due  on,  and  payable  on 
or  before,  the  last  day  of  the  month  specified  in  the  preced¬ 
ing  sentence. 

Part  VII — Wagering 
SEC.  471.  WAGERING  TAXES. 

(a)  Imposition  of  Taxes. — Subtitle  B  (relating  to 
miscellaneous  taxes)  is  hereby  amended  by  inserting  after 
chapter  27  the  following  new  chapter: 
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“CHAPTER  27A— WAGERING  TAXES 
“Subchapter  A — Tax  on  Wagers 
“SEC.  3285.  TAX. 

“  (a)  Wagers. — There  shall  be  imposed  on  wagers,  as 
defined  in  subsection  (b),  an  excise  tax  equal  to  10  per 
centum  of  the  amount  thereof. 

“(b)  Definitions. — For  the  purposes  of  this  chapter — 
“(1)  The  term  ‘wager’  means  (A)  any  wager 
with  respect  to  a  sports  event  or  a  contest  placed  with  a 
person  engaged  in  the  business  of  accepting  such  wagers, 
(B)  any  wager  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest,  if  such  pool  is  conducted 
for  profit,  and  (C)  any  wager  placed  in  a  lottery  con¬ 
ducted  for  profit. 

“  (2)  The  term  ‘lottery’  includes  the  numbers  game, 
policy,  and  similar  types  of  wagering.  The  term  does 
not  include  (A)  any  game  of  a  type  in  which  usually 
(i)  the  wagers  are  placed,  (ii)  the  winners  are  deter¬ 
mined,  and  (iii)  the  distribution  of  prizes  or  other 
property  is  made,  in  the  presence  of  all  persons  placing 
wagers  in  such  game,  and  (B)  any  drawing  conducted 
by  an  organization  exempt  from  tax  under  section  101,  if 
no  part  of  the  net  proceeds  derived  from  such  drawing 
inures  to  the  benefit  of  any  private  shareholder  or 
individual. 
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“  (c)  Amount  of  Wager. — In  determining  the  amount 
of  any  wager  for  the  purposes  of  this  subchapter,  all  charges 
incident  to  the  placing  of  such  wager  shall  be  included; 
except  that  if  the  taxpayer  establishes,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  that  an  amount 
equal  to  the  tax  imposed  by  this  subchapter  has  been  col¬ 
lected  as  a  separate  charge  from  the  person  placing  such 

4 

wager,  the  amount  so  collected  shall  be  excluded. 

“  (d)  Persons  Liable  for  Tax— Each  person  who  is 
engaged  in  the  business  of  accepting  wagers  shall  be  liable 
for  and  shall  pay  the  tax  under  this  subchapter  on  all  wagers 
placed  with  him.  Each  person  who  conducts  any  wagering 
pool  or  lottery  shall  be  liable  for  and  shall  pay  the  tax  under 
this  subchapter  on  all  wagers  placed  in  such  pool  or  lottery. 

“  (e)  Exclusions  Erom  Tax. — No  tax  shall  be  im¬ 
posed  by  this  subchapter  (1)  on  any  wager  placed  with, 
or  on  any  wager  placed  in  a  wagering  pool  conducted  by,  a 
parimutuel  wagering  enterprise  licensed  under  State  law, 
and  ( 2 )  on  any  wager  placed  in  a  coin-operated  device  with 
respect  to  which  an  occupational  tax  is  imposed  by  section 
3267. 

“(f)  Territorial  Extent. — The  tax  imposed  by  this 
subchapter  shall  apply  only  to  wagers  (1)  accepted  in  the 
United  States,  or  (2)  placed  by  a  person  who  is  in  the 
United  States  (A)  with  a  person  who  is  a  citizen  or  resident 
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1  of  the  United  States,  or  (B)  in  a  wagering  pool  or  lottery 

2  conducted  by  a  person  who  is  a  citizen  or  resident  of  the 

3  United  States. 

4  “SEC.  3286.  CREDITS  AND  REFUNDS. 

5  “  (a)  No  overpayment  of  tax  under  this  sub  chapter  shall 

6  be  credited  or  refunded  (otherwise  than  under  subsection 

7  (b)  ) ,  in  pursuance  of  a  court  decision  or  otherwise,  unless 

8  the  person  who  paid  the  tax  establishes,  in  accordance  with 

9  regulations  prescribed  by  the  Secretary,  (1)  that  he  has 
16  not  collected  (whether  as  a  separate  charge  or  otherwise) 

11  the  amount  of  the  tax  from  the  person  who  placed  the  wager 

12  on  which  the  tax  was  imposed,  or  (2)  that  he  has  repaid  the 
18  amount  of  the  tax  to  the  person  who  placed  such  wager, 

14  or  unless  he  files  with  the  Secretary  written  consent  of  the 

15  person  who  placed  such  wager  to  the  allowance  of  the  credit 

16  or  the  making  of  the  refund.  In  the  case  of  any  laid-off 

17  wager,  no  overpayment  of  tax  under  this  suhehapter  shall 

18  be  so  credited  or  refunded  to  the  person  with  whom  such 

19  laid-off  wager  was  placed  unless  he  establishes,  in  accord- 
26  ance  with  regulations  prescribed  by  the  Secretary,  that  the 

21  provisions  of  the  preceding  sentence  have  been  complied 

22  with  both  with  respect  to  the  person  who  placed  the  laid-off 

23  wager  with  him  and  with  respect  to  the  person  who  placed 

24  the  original  wager. 


25 


“  (b)  Where  any  taxpayer  lays  off  part  or  all  of  a  wager 
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with  another  person  who  is  liable  for  tax  under  this  sub¬ 
chapter  on  the  amount  so  laid  off,  a  credit  against  the  tax 
imposed  by  this  subchapter  shall  be  allowed,  or  a  refund 
shall  be  made  to,  the  taxpayer  laying  off  such  amount.  Such 
credit  or  refund  shall  be  in  an  amount  which  bears  the  same 
ratio  to  the  amount  of  tax  which  such  taxpayer  paid  under 
this  subchapter  on  the  original  wager  as  the  amount  so  laid 
off  hears  to  the  amoimt  of  the  original  wager.  Credit  or 
refund  under  this  subsection  shall  he  allowed  or  made  only 
in  accordance  with  regulations  prescribed  by  the  Secretary; 
and  no  interest  shall  be  allowed  with  respect  to  any  amount 
so  credited  or  refunded. 

“SEC.  3287.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700  shall, 
insofar  as  applicable  and  not  inconsistent  with  the  provisions 
of  this  subchapter,  he  applicable  with  respect  to  the  tax 
imposed  by  this  subchapter.  In  addition  to  all  other  records 
required  pursuant  to  section  2709,  each  person  liable  for  tax 
under  this  subchapter  shall  keep  a  daily  record  showing  the 
gross  amount  of  all  wagers  on  which  he  is  so  liable. 

“Subchapter  B — Occupational  Tax 
“SEC.  3290.  TAX. 

“A  special  tax  of  $50  per  year  shall  be  paid  by  each 
person  who  is  liable  for  tax  under  subchapter  A  or  who  is  en- 
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gaged  in  receiving  wagers  for  or  on  behalf  of  any  person 
so  liable. 

“SEC.  3291.  REGISTRATION. 

“(a)  Each  person  required  to  pay  a  special  tax  under 
this  subchapter  shall  register  with  the  collector  of  the 
district — 

“  ( 1 )  his  name  and  place  of  residence ; 

“  (2)  if  he  is  liable  for  tax  under  subchapter  A,  each 
place  of  business  where  the  activity  which  makes  him  so 
liable  is  carried  on,  and  the  name  and  place  of  resi¬ 
dence  of  each  person  who  is  engaged  in  receiving  wagers 
for  him  or  on  his  behalf ;  and 

“  (3)  if  he  is  engaged  in  receiving  wagers  for  or  on 
behalf  of  any  person  liable  for  tax  under  subchapter 
A,  the  name  and  place  of  residence  of  each  such  person. 
“(b)  Where  subsection  (a)  requires  the  name  and 
place  of  residence  of  a  firm  or  company  to  be  registered, 
the  names  and  places  of  residence  of  the  several  persons 
constituting  the  firm  or  company  shall  be  registered. 

“(c)  In  accordance  with  regulations  prescribed  by  the 
Secretary,  the  collector  may  require  from  time  to  time  such 
supplemental  information  from  any  person  required  to  regis¬ 
ter  under  this  section  as  may  be  needful  to  the  enforcement 
of  this  chapter. 
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“SEC.  3292.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“Sections  3271,  3273  (a) ,  3275,  3276,  3277,  3279,  and 
3280  shall  extend  to  and  apply  to  the  special  tax  imposed 
by  this  subchapter  and  to  the  persons  upon  whom  it  is 
imposed,  and  for  that  purpose  any  activity  which  makes  a 
person  liable  for  special  tax  under  this  subchapter  shall  be 
considered  to  be  a  business  or  occupation  described  in  chap¬ 
ter  27.  No  other  provision  of  subchapter  B  of  chapter  27 
shall  so  extend  or  apply. 

“SEC.  3293.  POSTING. 

“Every  person  liable  for  special  tax  under  this  sub¬ 
chapter  shall  place  and  keep  conspicuously  in  his  principal 
place  of  business  the  stamp  denoting  the  payment  of  such 
special  tax;  except  that  if  he  has  no  such  place  of  business, 
he  shall  keep  such  stamp  on  his  person,  and  exhibit  it,  upon 
request,  to  any  officer  or  employee  of  the  Bureau  of  Internal 
Revenue. 

“SEC.  3294.  PENALTIES. 

“(a)  Failure  to  Pay  Tax. — Any  person  who  does 
any  act  which  makes  him  liable  for  special  tax  under  this 
subchapter,  without  having  paid  such  tax,  shall,  besides  be¬ 
ing  liable  to  the  payment  of  the  tax,  be  fined  not  less  than 
$1,000  and  not  more  than  $5,000. 


H.  R.  4473 - 9 
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“(b)  Failure  to  Post  oe  Exhibit  Stamp. — Any 
person  who,  through  negligence,  fails  to  comply  with  section 
3293,  shall  be  liable  to  a  penalty  of  $50,  and  the  cost  of 
prosecution.  Any  person  who,  through  willful  neglect  or 
refusal,  fails  to  comply  with  section  3293,  shall  be  liable  to  a 
penalty  of  $100,  and  the  cost  of  prosecution. 

“  (c)  Willful  Violations— The  penalties  prescribed 
by  section  2707  with  respect  to  the  tax  imposed  by  section 
2700  shall  apply  with  respect  to  the  tax  imposed  by  this 
subchapter. 

“Subchapter  C — Miscellaneous  Provisions 
“SEC.  3297.  APPLICABILITY  OF  FEDERAL  AND  STATE  LAWS. 

“The  payment  of  any  tax  imposed  by  this  chapter  with 
respect  to  any  activity  shall  not  exempt  any  person  from  any 
penalty  provided  by  a  law  of  the  United  States  or  of  any 
State  for  engaging  in  the  same  activity,  nor  shall  the  payment 
of  any  such  tax  prohibit  any  State  from  placing  a  tax  on  the 
same  activity  for  State  or  other  purposes. 

“SEC.  3298.  INSPECTION  OF  BOOKS. 

“Notwithstanding  section  3631,  the  books  of  account  of 
my  person  liable  for  tax  under  this  chapter  may  be  examined 
and  inspected  as  frequently  as  may  be  needful  to  the  en¬ 
forcement  of  this  chapter.” 

(b)  Technical  Amendment.— Section  3310  (f) 

(relating  to  discretion  allowed  the  Commissioner  with  re- 
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spect  to  returns  and  payment  of  tax)  is  hereby  amended  by 
inserting  after  “subchapter  A  of  chapter  25,”  the  following: 
“subchapter  A  of  chapter  27 A,”. 

SEC.  472.  EFFECTIVE  DATE  OF  PART  VII. 

The  tax  imposed  by  subchapter  A  of  chapter  2  7 A,  as 
added  by  section  471,  shall  apply  only  with  respect  to 
wagers  placed  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment 
of  this  Act.  No  tax  shall  be  payable  under  subchapter  B  of 
chapter  27A,  as  added  by  section  471,  with  respect  to  any 
period  prior  to  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  enactment  of  this  Act. 

Part  VIII — Manufacturers’  Excise  Taxes 
SEC.  481.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR  ACCES¬ 
SORIES. 

(a)  Increase  in  Tax  on  Trucks. — Section  3403 
(a)  (tax  on  trucks,  busses,  etc.)  is  hereby  amended  by 
striking  out  “5  per  centum”  and  inserting  in  lieu  thereof 
“8  per  centum”. 

(b)  Increase  in  Tax  on  Passenger  Automobiles 
and  Motorcycles. — Section  3403  (b)  (tax  on  automo¬ 
bile  chassis  and  bodies,  etc.)  is  hereby  amended  to  read  as 
follows : 

“  (b)  Other  Chassis  and  Bodies,  etc. — 

“  ( 1 )  Other  automobile  chassis  and  bodies,  chassis 
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and  bodies  for  trailers  and  semi-trailers  (other  than 
house  trailers)  suitable  for  use  in  connection  with  pas¬ 
senger  automobiles,  and  motorcycles  (including  in  each 
case  parts  or  accessories  therefor  sold  on  or  in  connection 
therewith  or  with  the  sale  thereof) ,  except  tractors,  10 
per  centum. 

“  (2)  Chassis  and  bodies  for  house  trailers  (includ¬ 
ing  in  each  case  parts  or  accessories  therefor  sold  on  or 
in  connection  therewith  or  with  the  sale  thereof) ,  7 
per  centum. 

A  sale  of  an  automobile,  trailer,  or  semi-trailer  shall,  for 
the  purposes  of  this  subsection,  be  considered  to  be  a  sale  of 
the  chassis  and  of  the  body.” 

(c)  Increase  in  Tax  on  Parts  or  Accessories. — 
Section  3403  (c)  (tax  on  parts  or  accessories  for  automo¬ 
biles,  etc.)  is  hereby  amended  by  striking  out  “5  per  centum” 
and  inserting  in  lieu  thereof  “8  per  centum”. 

(d)  Rebuilt  Partis  or  Accessories.— Section  3403 
(c)  (tax  on  parts  or  accessories)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  determining 
the  sale  price  of  a  rebuilt  automobile  part  or  accessory  there 
shah  be  excluded  from  the  price,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  value  of  a  like  part  or 
accessory  accepted  in  exchange.” 

(e)  Technical  Amendment.— Section  3403  (e) 
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(relating  to  certain  credits  against  the  tax  imposed  by  section 
3403)  is  hereby  amended  by  striking  out  “in  the  case  of  an 
article  taxable  under  subsection  (a),  5  per  centum,  and  in 
the  case  of  an  article  taxable  under  subsection  (b),  7  per 
centum”  and  inserting  in  lieu  thereof  “in  the  case  of  an  article 
taxable  under  subsection  (a),  8  per  centum,  in  the  case  of 
an  article  taxable  under  subsection  (b)  (1) ,  10  per  centum, 
and  in  the  case  of  an  article  taxable  under  subsection  (b) 
(2) ,  7  per  centum”. 

(f)  Parts  oe  Accessoeies  foe  Faem  Equip¬ 
ment. — Section  3443  (a)  (3)  (A)  is  hereby  amended 

by  striking  out  the  period  at  the  end  of  clause  (v)  and  in¬ 
serting  in  Heu  thereof  a  semicolon,  and  by  inserting  after 
clause  (v)  the  following: 

“(vi)  in  the  case  of  articles  taxable  under 
section  3403  (c)  (other  than  spark  plugs, 
storage  batteries,  leaf  springs,  coils,  timers,  and 
tire  chains) ,  used  or  resold  for  use  as  repair 
or  replacement  parts  or  accessories  for  farm 
equipment  (other  than  equipment  taxable 
under  subsection  (a)  or  (b)  of  section 
3403) 

(g)  Effective  Date  of  Subsection  (f) . — The 
amendment  made  by  subsection  (f)  shall  be  effective  with 
respect  to  articles  purchased  (by  the  user  thereof)  on  or 
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after  the  first  day  of  the  first  month  which  begins  more 
than  ten  days  after  the  date  of  the  enactment  of  this  Act. 

(h)  Removal  of  Tax  on  Tires  for  Toys,  Etc. — 
Paragraph  (1)  of  section  3400  (a)  (relating  to  tax  on 
tires)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “The  tax  imposed  by  this  paragraph  shall  not 
apply  to  (A)  tires  which  are  not  more  than  20  inches  in 
diameter  and  not  more  than  one  and  three-fourths  inches 
in  cross-section,  if  such  tires  are  of  all-rubber  construction 
(whether  hollow  center  or  solid)  without  fabric  or  metal 
reinforcement,  or  (B)  tires  of  extruded  tiring  with  internal 
wire  fastening  agent.” 

SEC.  482.  NAVIGATION  RECEIVERS  SOLD  TO  THE  UNITED 
STATES. 

(a)  Exemption  on  Sales  to  United  States  of 
Certain  Radio  Sets. — Section  3404  (a)  (relating  to  man¬ 
ufacturers’  excise  tax  on  radio  receiving  sets,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “No  tax  shall  be  imposed  under  this  subsection  with 
respect  to  the  sale  to  the  United  States  for  its  exclusive  use 
of  a  communication,  detection,  or  navigation  receiver  of  the 
type  used  in  commercial,  military,  or  marine  installations.” 

(b)  Tax-Eree  Sales  of  Radio  Parts.— Section  3404 
(b)  (relating  to  manufacturers’  excise  tax  on  component 
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parts  of  radio  receiving  sets,  etc. )  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  sentence:  “Under 
regulations  prescribed  by  the  Secretary,  no  tax  shall  be  im¬ 
posed  under  this  subsection  with  respect  to  the  sale  of  any 
article  for  use  by  the  vendee  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  communication, 
detection,  or  navigation  receivers  of  the  type  used  in  com¬ 
mercial,  military,  or  marine  installations  if  such  receivers 
are  to  he  sold  by  the  vendee  to  the  United  States  for  its 
exclusive  use.  If  any  article  sold  tax-free  to  such  vendee 
is  not  so  used  by  him,  or  being  so  used  the  receiver  is  not  so 
sold,  the  vendee  shall  be  considered  as  the  manufacturer  or 
producer  of  such  article.” 

(c)  Refund  in  Case  of  Use  of  Parts— Section 
3443  (a)  (1)  (relating  to  credits  and  refunds)  is  hereby 
amended  to  read  as  follows : 

“  ( 1 )  to  a  manufacturer  or  producer,  in  the  amount 
of  any  tax  under  this  chapter  which  has  been  paid 
with  respect  to  the  sale  of — 

“(A)  any  article  (other  than  a  tire,  inner  tube, 
or  automobile  radio  or  television  receiving  set  tax¬ 
able  under  section  3404)  purchased  by  him  and 
used  by  him  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  an  article 
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with  respect  to  which  tax  under  this  chapter  has 
been  paid,  or  which  has  been  sold  free  of  tax  by 
virtue  of  section  3442,  relating  to  tax-free  sales; 

“(B)  any  article  described  in  section  3404  (b) 
purchased  by  him  and  used  by  him  as  material  in 
the  manufacture  or  production  of,  or  as  a  com¬ 
ponent  part  of,  communication,  detection,  or  navi¬ 
gation  receivers  of  the  type  used  in  commercial, 
military,  or  marine  installations  if  such  receivers 
have  been  sold  by  him  to  the  United  States  for  its 
exclusive  use.” 

(d)  Refund  in  Case  of  Resale  to  United 
States. — Section  3443  (a)  (3)  (A)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following: 

“(vii)  in  the  case  of  a  communication, 
detection,  or  navigation  receiver  of  the  type 
used  in  commercial,  military,  or  marine  installa¬ 
tions,  resold  to  the  United  States  for  its  ex¬ 
clusive  use.” 

(e)  Use  by  Manufacturer  of  Taxable  Parts. — 
Section  3444  (h)  (relating  to  tax  on  use  by  manufacturer  of 
taxable  articles)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  section  shall  not  apply  with 
respect  to  the  use  by  the  manufacturer,  producer,  or  importer 
of  articles  described  in  section  3404  (b)  if  such  articles  are 
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used  by  him  as  material  in  the  manufacture  or  production  of, 
or  as  a  component  part  of,  communication,  detection,  or 
navigation  receivers  of  the  type  used  in  commercial,  military, 
or  marine  installations  if  such  receivers  are  to  be  sold  to  the 
United  States  for  its  exclusive  use.” 

(f)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  take  effect  as  provided  in 
section  489.  The  amendments  made  by  subsections  (c)  and 
(e)  shall  be  applicable  with  respect  to  articles  used  in 
receivers  sold  to  the  United  States  on  or  after  the  first  day  of 
the  first  month  which  begins  more  than  ten  days  after  the 
date  of  the  enactment  of  this  Act,  and  the  amendment  made 
by  subsection  (d)  shall  be  applicable  with  respect  to 
articles  resold  to  the  United  States  on  or  after  such 
first  day. 

SEC.  483.  REPEAL  OF  TAX  ON  CERTAIN  SPORTING  GOODS; 

INCREASE  IN  TAX  ON  REMAINING  SPORTING 
GOODS. 

Section  3406  (a)  (1)  (relating  to  manufacturers’  ex¬ 
cise  tax  on  sporting  goods)  is  hereby  amended  to  read  as 
follows : 

“  ( 1 )  Sporting  Goods. — Badminton  nets ;  badminton 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
badminton  racket  frames  (measuring  22  inches  over-all  or 
more  in  length)  ;  badminton  racket  string;  badminton  shuttle- 
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cocks;  badminton  standards;  baseballs;  baseball  bats  (meas¬ 
uring  26  inches  or  more  in  length)  ;  baseball  body  protectors 
and  shin  guards;  baseball  gloves  and  mitts;  baseball  masks; 
billiard  and  pool  tables  (measuring  45  inches  over-all  or 
more  in  length)  ;  billiard  and  pool  balls  and  cues  for  such 
tables;  bowling  balls  and  pins;  clay  pigeons  and  traps  for 
throwing  clay  pigeons;  croquet  balls  and  mallets;  curling 
stones ;  deck  tennis  rings,  nets,  and  posts ;  fishing  rods,  creels, 
reels,  and  artificial  lures,  baits,  and  flies;  golf  bags  (measur¬ 
ing  26  inches  or  more  in  length)  ;  golf  balls;  golf  clubs 
(measuring  30  inches  or  more  in  length)  ;  polo  balls;  polo 
mallets;  skis;  ski  poles;  snow  shoes;  squash  balls;  squash 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
squash  racket  frames  (measuring  22  inches  over-all  or  more 
in  length)  ;  squash  racket  string;  table  tennis  tables,  balls, 
nets,  and  paddles;  tennis  balls;  tennis  nets;  tennis  rackets 
(measuring  22  inches  over-all  or  more  in  length)  ;  tennis 
racket  frames  (measuring  22  inches  over-all  or  more  in 
length)  ;  tennis  racket  string;  15  per  centum.” 

SEC.  484.  ADDITION  OF  CERTAIN  ITEMS  TO  THE  TAX  ON 
ELECTRIC,  GAS,  AND  OIL  APPLIANCES;  RE¬ 
MOVAL  OF  TAX  ON  ELECTRIC  HEATING  PADS. 

Section  3406  (a)  (3)  (relating  to  manufacturers’ 

excise  tax  on  electric,  gas,  and  oil  appliances)  is  hereby 
amended  (1)  by  striking  out  “electric  heating  pads  and 
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blankets”  and  inserting  in  lieu  thereof  “electric  blankets, 
sheets,  and  spreads”,  and  (2)  by  inserting  after  “juicers;” 
the  following:  “and  the  following  appliances  of  the  house¬ 
hold  type:  electric  belt-driven  fans;  electric  or  gas 
clothes  driers ;  electric  door  chimes ;  electric  dehumidi¬ 
fiers  ;  electric  dishwashers ;  electric  floor  polishers  and 
waxers;  electric  food  choppers  and  grinders;  electric  hedge 
trimmers ;  electric  ice  cream  freezers ;  electric  mangles ; 
electric  motion  or  still  picture  projectors;  electric  pants 
pressers;  electric  shavers;  and  power  lawn  mowers;”. 

SEC.  485.  ADJUSTMENTS  OF  TAX  RATES  ON  PHOTOGRAPHIC 
APPARATUS  AND  FILM;  REPEAL  OF  TAX  ON 
CERTAIN  ITEMS. 

(a)  Items  Subject  to  Tax— Section  3406  (a)  (4) 
(relating  to  the  manufacturers’  excise  tax  on  photographic 
apparatus)  is  hereby  amended  to  read  as  follows: 

“(4)  Photographic  Apparatus.— Cameras  and 
camera  lenses,  and  unexposed  photographic  film  in  rolls 
(including  motion  picture  film) ,  20  per  centum.  The 
tax  imposed  under  this  paragraph  shall  not  apply  to 
X-ray  cameras,  to  cameras  weighing  more  than  four 
pounds  exclusive  of  lens  and  accessories,  to  still  camera 
lenses  having  a  focal  length  of  more  than  one  hundred 
and  twenty  millimeters,  to  motion  picture  camera  lenses 
having  a  focal  length  of  more  than  thirty  millimeters,  to 
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X-ray  film,  to  film  more  than  one  hundred  and  fifty 
feet  in  length,  or  to  film  more  than  twenty-five  feet 
in  length  and  more  than  thirty  millimeters  in  width. 
Any  person  who  acquires  unexposed  photographic  film 
not  subject  to  tax  under  this  paragraph  and  sells  such 
unexposed  film  in  form  and  dimensions  subject  to  tax 
hereunder  (or  in  connection  with  a  sale  cuts  such  film 
to  form  and  dimensions  subject  to  tax  hereunder)  shall 
for  the  purposes  of  this  subsection  be  considered  the 
manufacturer  of  the  film  so  sold  bv  him.” 

(b)  Floor  Stocks  Refunds  on  Bulbs.— 

(1)  With  respect  to  any  photo-flash  or  other  bulb 
upon  which  the  tax  imposed  under  section  3406  (a) 
(4)  of  the  Internal  Revenue  Code  has  been  paid,  and 
which  on  the  effective  date  specified  in  section  489  of 
this  Act  is  held  by  any  person  and  intended  for  sale,  or 
for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  credited  or  refunded  to 
the  manufacturer  or  producer  of  such  bulb  (without 
interest) ,  subject  to  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary,  an  amount  equal  to  so  much 
of  the  tax  so  paid  as  has  been  paid  by  such  manufacturer 
or  producer  to  such  person  as  reimbursement  for  the 
elimination  on  such  effective  date  of  the  tax  on  such  bulb, 
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if  claim  for  such  credit  or  refund  is  filed  with  the  Secre¬ 
tary  prior  to  the  expiration  of  three  months  after  such 
effective  date.  No  credit  or  refund  shall  be  allowable 
under  this  paragraph  for  any  bulb  held  by  any  person 
for  sale  which  was  purchased  by  such  person  as  a  com¬ 
ponent  part  of  any  other  article. 

(2)  No  person  shall  be  entitled  to  credit  or  refund 
under  paragraph  ( 1 )  unless  he  has  in  his  possession  such 
evidence  of  the  inventories  with  respect  to  which  he  has 
made  the  reimbursements  described  in  paragraph  ( 1 )  as 
the  regulations  under  paragraph  ( 1 )  shall  prescribe. 

(3)  All  provisions  of  law,  including  penalties,  ap¬ 

plicable  with  respect  to  the  tax  imposed  under  section 
3406  (a)  (4)  of  the  Internal  Revenue  Code  shall, 

insofar  as  applicable  and  not  inconsistent  with  this  sub¬ 
section,  be  applicable  hi  respect  of  the  credits  and  refunds 
provided  for  in  this  subsection  to  the  same  extent  as  if 
such  credits  or  refunds  constituted  credits  or  refunds  of 
such  taxes. 

SEC.  486.  IMPOSITION  OF  TAX  ON  MECHANICAL  PENCILS 
AND  FOUNTAIN  AND  BALL  POINT  PENS. 

Chapter  29  (relating  to  manufacturers’  excise  and  im¬ 
port  taxes)  is  hereby  amended  by  adding  after  section  3407 
the  following  new  section: 
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“SEC.  3408.  TAX  ON  MECHANICAL  PENCILS  AND  FOUNTAIN 
AND  BALL  POINT  PENS. 

“(a)  Imposition  of  Tax. — There  shall  be  imposed 
on  the  following  articles,  sold  by  the  manufacturer,  producer, 
or  importer,  a  tax  equal  to  20  per  centum  of  the  price  for 
which  so  sold:  Mechanical  pencils,  fountain  pens,  and  ball 
point  pens. 

“(b)  Exemption  if  Article  Taxable  as  Jew¬ 
elry. — No  tax  shah  be  imposed  under  this  section  on  any 
article  taxable  under  section  2400  (relating  to  jewelry  tax) 
SEC.  487.  REPEAL  OF  TAX  ON  ELECTRICAL  ENERGY. 

(a)  Repeal  of  Tax. — Section  3411  (relating  to  tax 
on  electrical  energy  for  domestic  or  commercial  consump¬ 
tion),  and  sections  3441  (d),  3444  (b),  and  3447  (c) 
(related  provisions),  are  hereby  repealed. 

(b)  Effective  Date.— 

(1)  Except  as  provided  in  paragraph  (2),  the 
provisions  of  subsection  (a)  shall  apply  to  electrical 
energy  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

(2)  In  the  case  of  electrical  energy  sold  which  is 
billed  to  the  customer  for  a  period  beginning  before  the 
effective  date  specified  in  paragraph  (1)  and  ending 
on  or  after  such  date,  the  provisions  of  subsection  (a) 
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shall  apply  to  that  portion  of  the  amount  billed  for  the 
electrical  energy  sold  during  such  period  which  the  num¬ 
ber  of  days  in  such  period  on  and  after  such  effective  date 
bears  to  the  total  number  of  days  in  such  period.  This 
section  shall  not  apply  to  electrical  energy  sold  before 
such  effective  date  for  which  a  bill  was  rendered  prior 
to  such  date. 

SEC.  488.  TAX  ON  GASOLINE. 

(a)  Increase  in  Rate—  Section  3412  (a)  is  hereby 
amended  by  striking  out  “T§-  cents”  and  inserting  in  lieu 
thereof  “2  cents”. 

(b)  Floor  Stocks  Tax— Section  3412  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“  (f)  1951  Eloor  Stocks  Tax. — On  gasoline  subject  to 
tax  under  this  section  which,  on  the  effective  date  of  section 
488  (a)  of  the  Revenue  Act  of  1951,  is  held  and  intended 
for  sale,  there  shall  be  levied,  assessed,  collected,  and  paid 
a  floor  stocks  tax  at  the  rate  of  \  cent  per  gallon.  The  tax 
shall  not  apply  to  gasoline  in  retail  stocks  held  at  the  place 
where  intended  to  be  sold  at  retail,  nor  to  gasoline  held  for 
sale  by  the  manufacturer,  producer,  or  importer  thereof.” 
SEC.  489.  EFFECTIVE  DATE  OF  PART  VIII. 

Except  as  otherwise  expressly  provided  in  this  part, 
the  amendments  made  by  this  part  shall  take  effect  on  the 
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first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  Act. 

Part  IX — Miscellaneous  Excise  Tax  Amendments 


SEC.  491.  REDUCTION  OF  TAX  ON  TELEGRAPH  DISPATCHES. 


(a)  Reduction  of  Tax. — The  first  sentence  of  section 
3465  (a)  (1)  (B)  is  hereby  amended  to  read  as  follows: 
“On  the  amount  paid  within  the  United  States  for  each 
telegraph,  cable,  or  radio  dispatch  or  message  a  tax  equal 
to  20  per  centum  of  the  amount  so  paid,  except  that  in  the 
case  of  each  international  telegraph,  cable,  or  radio  dispatch 
or  message  the  rate  shall  be  10  per  centum.” 

(b)  Clerical  Amendment.— The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  miscel¬ 
laneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 


“3465  (a)  (1)  (B)  (in¬ 
sofar  as  it  relates  to 
domestic  telegraph, 
cable,  and  radio  dis¬ 
patches)  . 


Domestic  Telegraph,  Cable,  or 
Radio  Dispatches. 


15  per  centum 


25  per  centum.” 


(c)  Effective  Date. — Subject  to  the  provisions  of 
subsection  (d),  the  amendments  made  by  this  section  shall 
apply  with  respect  to  amounts  paid  on  or  after  the  rate  reduc¬ 
tion  date  (as  defined  in  subsection  (e)  )  for  services  rendered 
on  or  after  such  date. 

(d)  Amounts  Paid  Pursuant  to  Bills  Ren¬ 
dered. — The  amendments  made  by  this  section  shall  not 
apply  with  respect  to  amounts  paid  pursuant  to  bills  rendered 
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prior  to  the  rate  reduction  date.  In  the  case  of  amounts  paid 
pursuant  to  hills  rendered  on  or  after  the  rate  reduction  date 
for  services  for  which  no  previous  bill  was  rendered,  the 
amendments  made  by  this  section  shall  apply  except  with 
respect  to  such  services  as  were  rendered  more  than  2 
months  before  such  date.  In  the  case  of  services  rendered 
more  than  2  months  before  such  date  the  provisions  of 
sections  1650  and  3465  of  the  Internal  Revenue  Code  in 
effect  at  the  time  such  services  were  rendered  shall  be 
applicable  to  the  amounts  paid  for  such  services. 

(e)  Rate  Reduction  Date. — For  the  purposes  of  this 
section  the  term  “rate  reduction  date”  means  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act. 

SEC.  492.  EXEMPTION  OF  FISHING  TRIPS  FROM  TAX  ON 
TRANSPORTATION. 

(a)  Exemption. — Section  3469  (b)  (relating  to 

exemption  of  certain  trips  from  the  tax  on  transportation  of 
persons)  is  hereby  amended  by  striking  out  “or  to  amounts” 
and  inserting  in  lieu  thereof  “to  amounts”,  and  by  inserting 
after  the  words  “one  month  or  less”  the  following  “,  or  to 
amounts  paid  for  transportation  by  boat  for  the  purpose  of 
fishing  from  such  boat”. 

(b)  Effective  Date. — The  amendment  made  by  sub- 
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section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act  for  transportation  on 
or  after  such  first  day. 

SEC.  493.  TRANSPORTATION  OF  OIL  BY  WATER. 

(a)  Imposition  of  Tax— Chapter  30  (relating  to 
transportation  and  communications  taxes)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subchapter: 

“SUBCHAPTER  F— TRANSPORTATION  OF  OIL  BY 

WATER 

“SEC.  3476.  TRANSPORTATION  OF  OIL  BY  WATER. 

“  (a)  Tax. — There  shall  be  imposed  upon  all  transporta¬ 
tion  (other  than  transportation  taxable  under  section  3475) 
of  crude  petroleum  and  liquid  products  thereof  by  water, 
from  one  point  in  the  United  States  to  another,  a  tax  equal  to 
3  per  centum  of  the  fair  charge  for  such  transportation. 

“(b)  Fair  Charge  Defined. — For  the  purposes  of 
this  section,  the  fair  charge  for  transportation  shall  be  com¬ 
puted  on — 

“  (1)  the  basis  of  the  charge  for  such  transportation 
made  by  persons  performing  like  transportation  for  hire, 
as  determined  by  the  Secretary,  or 

“(2)  if  no  such  charge  exists,  then  on  the  basis 
of  a  reasonable  charge  for  such  transportation,  as  deter¬ 
mined  by  the  Secretary. 
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“(c)  Exemption  From  Tax. — The  tax  imposed  by 
this  section  shall  not  apply  to — 

“(1)  transportation  within  the  premises  of  a  pro¬ 
ducing  property,  refinery,  bulk  plant,  terminal,  or  gaso¬ 
line  plant; 

“(2)  transportation  in  a  vessel  of  a  product  to  be 
used  (without  unloading)  as  fuel  supplies,  ship’s  stores, 
sea  stores,  or  legitimate  equipment,  on  such  vessel; 

“  (3)  transportation  by  and  for  the  exclusive  use  of 
the  Government  of  the  United  States,  or  by  and  for  the 
exclusive  use  of  any  State,  Territory,  or  political  subdi¬ 
vision  thereof,  or  the  District  of  Columbia;  or 

“(4)  products  transported  by  an  individual  for  his 
personal  use  and  not  for  business  purposes. 

“(d)  Return  and  Payment  of  Tax. — The  tax  im¬ 
posed  by  this  section  shall  be  paid  by  the  person  furnishing 
the  transportation  subject  to  the  tax.  Every  person  liable  for 
the  tax  imposed  under  this  section  shall  make  returns  and  pay 
such  taxes  to  the  collector  for  the  district  in  which  is  located 
his  principal  place  of  business  or,  if  he  has  no  principal  place 
of  business  in  the  United  States,  then  to  the  collector  at 
Baltimore,  Maryland.  Such  returns  shall  contain  such  infor- 
mation  and  be  made  at  such  times  and  in  such  manner  as  the 
Secretary  by  regulations  may  prescribe.” 

(b)  Technical  Amendment.— Section  3475  (a) 
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1  (relating  to  tax  on  transportation  of  property)  is  hereby 

2  amended  by  adding  at  the  end  thereof  the  following  new 

3  sentence:  “In  the  case  of  transportation  of  crude  petroleum 

4  and  liquid  products  thereof  by  water  from  one  point  in  the 

5  United  States  to  another,  if  (other  than  in  the  case  of  an 

6  arm’s  length  transaction)  the  amount  paid  for  such  trans- 

7  portation  is  less  than  the  fair  charge  therefor  (as  defined  in 

8  section  3476  (b)  )  the  tax  imposed  by  section  3476,  and  not 

9  the  tax  imposed  by  this  section,  shall  apply  with  respect  to 
16  such  transportation.” 

11  (c)  Effective  Date. — The  amendments  made  by  this 

12  section  shall  be  applicable  only  with  respect  to  transportation 

12  which  begins  on  or  after  the  first  day  of  the  first  month 

14  which  begins  more  than  ten  days  after  the  date  of  the 

15  enactment  of  this  Act. 

16  SEC.  494.  ARTICLES  FROM  FOREIGN  TRADE  ZONES. 

17  (a)  Imported  Articles.— Upon  all  articles  specified 

18  in  section  2000  (c)  (2),  2800  (a),  3030  (a),  or  3150 

19  (a)  of  the  Internal  Revenue  Code  on  which  the  internal 

20  revenue  taxes  imposed  by  law  have  been  determined, 

21  pursuant  to  section  3  of  the  Act  of  June  18,  1934,  as 

22  amended  (U.  S.  C.,  title  19,  sec.  81c),  prior  to  the 

23  effective  date  of  the  rates  of  tax  imposed  on  such 

24  articles  by  this  Act,  and  which  on  or  after  such  effective 

25  date  are  brought  from  foreign  trade  zones  into  customs 
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territory  of  the  United  States,  there  shall  he  levied,  assessed, 
collected,  and  paid  on  such  articles,  in  addition  to  the  tax 
so  determined,  an  additional  tax  at  rates  equal  to  the  in¬ 
creases  in  rates  of  tax  made  applicable  to  such  articles  by 
this  Act.  The  tax  imposed  by  this  subsection  shall  be  col¬ 
lected,  paid,  and  accounted  for  at  the  same  time  and  in  the 
same  manner  as  tax  on  such  article  is  collected,  paid,  and 
accounted  for  when  brought  from  the  foreign  trade  zone 
into  the  customs  territory. 

(b)  Previously  Taxpaid  Articles.— Upon  all  tax- 
paid  articles  specified  in  section  2000  (c)  (2),  2800  (a), 
3030  (a),  or  3150  (a)  of  the  Internal  Revenue  Code 
which  have  been  taken  into  foreign  trade  zones  from 
the  customs  territory  of  the  United  States  and  placed 
under  the  supervision  of  the  collector  of  customs,  pur¬ 
suant  to  the  second  proviso  of  section  3  of  the  Act 
of  June  18,  1934,  as  amended  (U.  S.  C.,  title  19,  sec. 
81c) ,  prior  to  the  effective  date  of  the  rates  of  tax  imposed 
on  such  articles  by  this  Act,  and  which  on  or  after  such 
effective  date  are  (without  loss  of  identity^)  returned  from 
foreign  trade  zones  to  customs  territory  of  the  United  States, 
there  shall  he  levied,  assessed,  collected,  and  paid  on  such 
articles  an  additional  tax  at  rates  equal  to  the  increases  in 
rates  of  tax  made  applicable  to  such  articles  by  this  Act. 
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1  The  tax  imposed  by  this  subsection  on  any  article  shall  be 

2  collected,  paid,  and  accounted  for  at  the  same  time  and  in 

3  the  same  manner  as  if  such  article  had  been  taken  into  the 

4  foreign  trade  zone  free  of  tax. 

5  TITLE  V— MISCELLANEOUS  PROVISIONS 

6  AND  AMENDMENTS 

7  SEC.  501.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS  FROM 

8  INCOME  TAX  FOR  PRIOR  TAXABLE  YEARS. 

9  Section  302  of  the  Revenue  Act  of  1950  (relating  to 

10  exemption  of  certain  organizations  for  past  years)  is  amended 

11  by  adding  at  the  end  thereof  the  following  new  subsection: 

12  “  (d)  Profits  Inuring  to  the  Benefit  of  Certain 

13  Educational  Organizations. — Eor  any  taxable  year 
II  beginning  prior  to  January  1,  1951,  an  organization  operated 

15  for  the  primary  purpose  of  carrying  on  a  trade  or  business 

16  for  profit,  no  part  of  the  net  earnings  of  which  inures  to  the 
1^  benefit  of  any  private  shareholder  or  individual  and  all  of  the 
16  net  earnings  of  which  inure  to  the  benefit  of  an  educational 

19  organization  which  normally  maintains  a  regular  faculty  and 

20  curriculum  and  normally  has  a  regularly  organized  body  of 

21  pupils  or  students  in  attendance  at  the  place  where  its  educa- 

22  tional  activities  are  regularly  carried  on,  shall  not  be  denied 
22  exemption  from  taxation  under  section  101  of  the  Internal 
21  Revenue  Code  on  the  ground  that  it  is  carrying  on  a  trade  or 
25  business  for  profit.” 
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SEC.  502.  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME. 

(a)  Percentage  of  Average  Base  Period  Net 
Income  Taken  Into  Account. — 

(1)  In  general. — Paragraph  (1)  (A),  and 

paragraph  (2),  of  section  435  (a)  (relating  to  excess 
profits  credit  based  on  income)  are  each  amended  by 
striking  out  ‘‘85  per  centum”  and  inserting  in  lieu 
thereof  “75  per  centum”. 

( 2 )  Taxable  years  beginning  before  January 

1,  1951,  AND  ENDING  AFTER  DECEMBER  31,  1950. — 

Section  435  (a)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

“(4)  Taxable  years  beginning  in  1950  and 
ending  in  1951. — In  the  case  of  a  taxable  year  be¬ 
ginning  before  January  1,  1951,  and  ending  after 
December  31,  1950,  there  shall  be  used,  for  the  pur¬ 
poses  of  paragraph  (1)  (A)  and  paragraph  (2),  in 

lieu  of  85  per  centum  of  the  average  base  period  net 
income,  an  amount  equal  to  the  sum  of — 

“(A)  that  portion  of  an  amount  equal  to  85 
per  centum  of  the  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  prior 
to  January  1,  1950,  hears  to  the  total  number  of 
days  in  such  taxable  year,  plus 

“(B)  that  portion  of  an  amount  equal  to  75 
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per  centum  of  tlie  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.” 

(b)  Effective  Date. — The  amendments  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  ending  after  December  31,  1950. 

SEC.  503.  ESTATE  AND  GIFT  TAX  TREATMENT  OF  UNITED 
STATES  BONDS  HELD  BY  CERTAIN  NONRESI¬ 
DENT  ALIENS. 

(a)  Estate  Tax. — Effective  with  respect  to  estates  of 
decedents  dying  after  February  10,  1939,  section  861  (re¬ 
lating  to  the  computation  of  the  net  estate  of  a  decedent 
nonresident  not  a  citizen  of  the  United  States)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(c)  United  States  Bonds. — For  the  purposes  of 
subsection  (a),  the  value  of  the  gross  estate  (determined 
as  provided  in  section  811)  of  a  decedent  who  was  not 
engaged  in  business  in  the  United  States  at  the  time  of  his 
death — 

“  ( 1 )  shall  not  include  obligations  issued  by  the 

United  States  prior  to  March  1,  1941 ;  and 

“  (2)  shall  include  obligations  issued  by  the  United 

States  on  or  after  March  1,  1941,  but  only  if  the  dece- 
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dent  died  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1951.” 

(b)  Gift  Tax. — Effective  with  respect  to  gifts  made 
after  the  date  of  enactment  of  this  Act,  section  1000  (b) 
(relating  to  application  of  gift  tax)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following :  “In  the  case  of  such 
a  nonresident  who  is  not  engaged  in  business  in  the  United 
States  at  the  time  of  a  transfer  of  obligations  issued  by  the 
United  States,  the  tax  shall  apply  in  respect  of  any  such 
obligations  only  if  issued  on  or  after  March  1,  1941.” 

SEC.  504.  REORGANIZATION  PLAN  NUMBERED  26  OF  1950. 

The  provisions  of  Reorganization  Plan  Numbered  26 
of  1950  shall  be  applicable  to  all  functions  vested  by  this 
Act  in  any  officer,  employee,  or  agency  of  the  Department 
of  the  Treasury. 
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CONGRESSIONAL  RECORD— APPENDIX 


1951 

about  is  a  necessity  in  Los  Angeles,  then 
why  should  it  not  be  built  under  the  super¬ 
vision,  and  with  the  help,  of  the  State  or 
the  county  of  Los  Angeles.  The  Federal  Gov¬ 
ernment  is  $257,000,000,000  in  debt,  and  we 
have  had  a  deficit  on  our  operating  expenses 
every  year,  except  the  2  years  of  the  Eightieth 
Congress,  since  1930.  If  the  members  of 
your  Board  can  spend  more  money  every 
year  than  they  take  in,  and  not  suffer  by  it, 
then  the  Federal  Government  can  do  it,  and 
I  wish  to  heaven  you  would  send  me  pronto 
a  diagram  showing  how  it  is  done.  If  your 
members  cannot  do  it,  then  the  Federal  Gov¬ 
ernment  cannot  do  it  either,  without  even¬ 
tual  damage.  The  blunt  fact  is  that  we  have 
reached  the  point  of  damage.  This  is  no 
longer  an  academic  matter.  The  time  for 
action  is  now  and  the  emergency  is  here. 

Please  give  my  regards  to  the  members  of 
your  Board;  I  probably  know  some  of  them, 
and  accept  my  appreciation  for  an  increas¬ 
ing  interest  in  a  genuinely  serious  problem. 

Sincerely  yours, 

John  Phillips, 
Member  of  Congress. 

I  had  received  somewhat  similar  let¬ 
ters  or  wires,  from  veterans  organiza¬ 
tions,  as  follows:  Prom  the  Los  Angeles 
County  Council,  Marine  Corps  League, 
signed  by  Mr.  Harold  Starlin  as  chair¬ 
man  of  the  housing  committee,  dated 
June  5;  from  the  Los  Angeles  County 
Council  of  the  Disabled  American  Vet¬ 
erans,  to  which  organization  I  myself 
belong,  signed  by  Mr.  Louis  B.  Harrison 
as  housing  chairman,  dated  June  5.  To 
both  of  these  I  sent  copies  of  the  Tryon 
letter.  In  the  meantime,  I  think  I 
should  say,  Mr.  Speaker,  one  of  my  col¬ 
leagues  in  the  California  delegation  had 
mimeographed  copies  made  of  this  let¬ 
ter  and  was  not  only  sending  them  out 
in  reply  to  similar  letters  from  his  own 
district,  but  was  supplying  them  to  other 
members  of  the  delegation  for  similar 
use.  I  was  now  answering  my  mail  on 
the  subject  by  getting  mimeographed 
copies  of  my  own  letter  from  my  col¬ 
league’s  office. 

At  the  other  end,  the  public-housing 
termites  had  been  busy  too.  Wires  from 
labor  unions  were  coming  in.  This  has 
always  intrigued  me.  Why  does  a  union 
member  want  to  go  all-out  for  public 
housing,  paid  for  by  Federal  taxpayers? 
Union  members  do  the  work  in  either 
case,  but  in  all  cases,  Federal,  State,  or 
local,  union  members  pay  for  it  through 
taxes  and  they  pay  more  when  the  Fed¬ 
eral  Government  charges  its  customary 
house  percentage  for  supervision  and 
political  interest.  Only  in  privately 
built  housing  is  the  taxpayer  relieved  of 
this  take.  State  or  local  housing  can 
be  cheaper  and  better  than  Federally 
built  public  housing.  We  just  don’t  do 
things  as  cheaply  as  they  are  done  under 
local  supervision,  that  is  all. 

Dated  May  29, 1  received  a  letter  from 
the  Southern  California  Pipe  Trades  Dis¬ 
trict  Council,  No.  16,  signed  by  Mr.  Wal¬ 
ter  A.  Bertelsen  as  president,  “represent¬ 
ing  10,000  journeymen,”  and  on  the  same 
day  a  wire  from  Mr.  Ray  Waters,  secre¬ 
tary  of  Laborers  Local  No.  300,  which 
said  that  the  action  of  the  House  meant 
the  end  of  slum  clearance,  with  which 
I  Suggest  it  had  little  or  nothing  to  do. 
On  May  30,  Mr.  E.  J.  Brown,  business 


manager  of  Plumbers  Local  No.  70  wired 
me  his  concern,  and  on  June  6  Mr.  Rob¬ 
ert  L.  Spears,  secretary-treasurer  of 
CIO  San  Diego  Industrial  Union  Council, 
sent  me  a  somewhat  similar  wire,  and  on 
June  9,  Mr.  Patrick  Sosso,  president  of 
Local  923,  UAW-CIO,  sent  me  a  longer 
wire  urging  me  to  “exercise  to  the  fullest 
extent  my  prestige  and  influence”  to  re¬ 
store  the  larger  figure  in  the  bill,  a 
request,  I  may  add,  which  would  com¬ 
pliment  any  Member  of  the  House  of 
Representatives. 

There  may  have  been  other,  but  these 
are  at  hand  as  I  put  together  the  ma¬ 
terial  for  this  statement.  I  will  take  my 
reply  to  Mr.  Spears  as  a  sample  of  my 
replies : 

June  8,  1951. 

My  Dear  Mr.  Spears:  It  is  not  at  all  clear 
to  me  why  a  reduction  of  any  number  of 
units  in  the  independent  offices  appropria¬ 
tion  bill  is  a  severe  blow  to  all  labor.  The 
houses  will  have  to  be  built  and  labor  will 
build  them,  and  on  the  record  of  our  ex¬ 
periences  of  the  last  few  years,  a  whole  I6t 
more  will  be  built  as  soon  as  we  get  away 
from  the  idea  that  only  the  Government  can 
build  houses  and  that  only  the  Government 
has  any  money  to  spend.  The  Federal  Gov¬ 
ernment  happens  to  be  broke  while  the  State 
government  is  justifiably  proud  of  having  a 
balance  of  $50,000,000,  and  I  have  not  heard 
of  San  Diego  County  being  broke. 

While  the  Federal  agency  has  fooled 
around  building  35,000  units,  private  build¬ 
ers  have  built  several  million  units.  It  looks 
to  me  as  if  labor  should  put  its  money  on 
the  nose  of  private  industry. 

I  have  written  letters  on  this  same  subject 
to  several  -veterans’  organization  in  Los  An¬ 
geles,  and  to  save  myself  time  in  replying 
to  your  wire  of  June  5,  I  am  enclosing  a 
mimeographed  copy  (which  another  Member 
of  Congress  actually  had  made  of  my  letter) 
of  one  of  those  letters.  Some  of  the  figures 
may  startle  you. 

Cordially  yours, 

John  Phillips, 
Member  of  Congress. 

Now,  Mr.  Speaker,  the  issue  is  clear 
cut..  The  other  body,  in  its  committee, 
has  put  back  the  figure  of  50,000  as  the 
number  of  units  which  may  be  started 
in  the  coming  fiscal  year.  Moreover,  I 
understand  the  other  body,  in  the  com- ' 
mittee  at  least — there  has  not  yet  been 
floor  action — has  changed  the  wording 
and  has  removed  the  necessary  restric¬ 
tions  on  the  public  housing  authorities, 
preventing  them  from  making  plans  and 
promises,  for  years  ahead,  which  in  the 
past  have  misled  sincere  groups  in  local 
areas  to  think  there  is  some  commitment 
on  the  ,  part  of  the  Government  of  the 
United  States. 

It  is  now  up  to  the  House,  in  confer¬ 
ence  and  on  the  floor.  My  position  is 
clearly  stated.  How  many  others  are 
there  in  this  House  who  will  take  the 
necessary  courageous  action  to  prevent 
a  further  depreciation  of  the  dollar,  who 
will  act — not  merely  talk — against  the 
free  spending  of  Federal  money  which 
is  one  of  the  prime  causes  of  the  present 
inflationary  trend?  How  many  will  take 
action  to  stop  in  its  tracks  a  movement 
which  openly  on  the  pages  of  history 
has  been  one  of  the  first  steps  to  so¬ 
cialistic  control  of  any  nation,  and  the 
eventual  destruction  of  that  nation  as 
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a  free  people?  This  is  only  one  small 
item,  but  it  is  an  opportunity  for  action, 
not  just  for  wishful  thinking.  I  have 
confidence  in  the  House  of  Representa¬ 
tives. 

I  almost  forgot  to  say,  Mr.  Speaker, 
that  while  these  relatively  few  letters 
and  telegrams  were  coming  in,  urging 
me  to  support  an  increase  of  the  figure 
limiting  public  housing  in  this  bill,  I 
had  many  times  that  number  of  letters 
commending  the  committee  and  the 
House  of  Representatives  for  cutting  it 
down  to  5,000.  I  am  interested  today, 
in  this  statement,  only  in  the  wires  and 
letters  asking  for  the  increase  of  the 
figure,  and  particularly  in  the  evidences 
of  cohesive  propaganda  on  that  side. 


Summary  of  Provisions  of  Revenue  Bill 
of  1951  as  Prepared  by  the  Staff  of  the 
Committee  on  Ways  and  Means 


EXTENSION  OF  REMARKS 

OF 

HON.  FRED  L.  CRAWFORD 

OF  MICHIGAN 

IN  THE  HOUSE  OF  REPRESENTATIVES 
Monday,  June  18,  1951 

Mr.  CRAWFORD.  Mr.  Speaker,  un¬ 
der  leave  to  extend  my  remarks  in  the 
Record,  I  include  the  following: 


Summary  of  the  provisions  of  H.  R.  4473 
(revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and  Means 


*.31  EJ'rstT  ON  REVENUES  IN  A  FULL  YEAR 


OF  OPERATION  1 


I.  Income  Taxes 

(A)  CORPORATIONS 

Rates:  Increased  normal  tax  rate  from  25  to 
30  percent  and  over-all  ceiling  on  normal 
tax,  surtax  and  excess  profits  tax  from  62  to 
70  percent,  effective  Jan.  l,  1951.  Reduced 
the  average  earnings  credit  for  excess  profits 
tax  from  85  to  75  percent  of  the  earnings  in 
the  3  best  years  in  the  4-year  period,  1946-49, 

effective  Jan.  1, 1951 . . . . 

Capital  gains:  Increased  tax  liability  on  net 
capital  gains  by  12J4  percent,  effective 
Sept.  1,  1951.  Increase  for  calendar  year 
1951  is  4  percent . . . . 


Amount 

(millions) 


2  $2, 817 


38 


Total  from  corporations. 


2, 855 


(B)  INDIVIDUALS 

Imposed  a  12)4  percent  increase  in  income  and 
capital  gains  tax  liability,  to  be  known  as 
a  defense  tax;  raised  the  maximum  effective 
rate  limitation  from  87  to  90  percent  and  set 
the  marginal  rate  of  tax  on  surtax  net  income 
of  $80,000  and  over  at  94)6  percent,  effective 
Sept.  1,  1951.  Increase  for  calendar  year 

1951  is  4  percent . . . 

Gave  single  persons  who  arc  heads  of  house¬ 
holds  one-half  of  the  advantage  that  married 
taxpayers  have  over  single  persons  from 
income  splitting.  Effective  Sept.  1, 1951 _ 

Total  from  individuals . 


2,903 

-56 
2, 847 


*  Estimated  effect  on  revenues  prepared  by  the  staff 
Cf  the  Joint  Committee  on  Internal  Revenue  Taxation. 

2  The  estimate  breaks  down  as  follows:  5-percent 
Increase  in  the  normal  tax  rate  and  over-all  ceiling, 
$2,085;  decreasing  base  period  earnings  credit  from  85  to 
75  percent  and  increasing  the  ceiling  from  67  to  70  percent, 
$732;  total,  $2,817, 
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Summary  of  the  provisions  of  H.  R.  4473 
(revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and 
M  eans — Continued 


Summary  of  the  provisions  of  H.  R.  4473 
(revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and 
M  eans — Continued 


Summary  of  the  provisions  of  H.  R.  4473 
(revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and 
Means — Continued 


Amount 

(millions) 


II.  Excise  Taxes 


Amount 

(millions) 


II.  Excise  Taxes— Continued 


Amount 

(millions) 


II.  Excise  Taxes— Continued 


Generally  the  effective  date  for  changes  is  the 
first  day  of  the  first  month  which  begins 
more  than  10  days  after  date  of  enactment. 

(A)  admissions 

(1)  Exempted  benefit  performances  where 

proceeds  inure  to  religious,  educational 
(including  nonprofit  opera  companies) 
or  charitable  institutions;  nonprjfit 
community-supported  symphony  or¬ 
chestras  and  cooperative  or  community 
center  motion  picture  theaters;  non¬ 
profit  agricultural  fairs;  National  Guard, 
Reserve  officers’  and  veterans’  organ¬ 
izations;  police  and  fire  departments, 
and  funds  set  up  for  the  benefit  of  their 
members  or  dependents;  and  exempted 
swimming  pools  and  other  places  pro¬ 
viding  facilities  for  physical  exercise  if 
operated  by  governmental  units - 

(2)  The  following  admissions  would  not  be  ex¬ 

empted:  Wrestling  or  boxing  matches; 
carnivals,  rodeos  or  circuses  where  pro¬ 
fessionals  participate  for  compensation; 
or  athletic  contests  unless  the  proceeds 
inure  exclusively  to  the  benefit  of  ele¬ 
mentary  or  secondary  schools. . . 

(3)  Exempted  free  admissions,  and  in  the  case 

of  admissions  at  reduced  rates  applied 
the  tax  to  the  amount  actually  paid _ 

fB)  APPLIANCES— ELECT TilC,  GAS,  AND  OIL 

Made  no  change  in  rates,  but  broadened  the 
base  to  include  power  lawn  mowers,  electric 
or  gas  clothes  driers,  and  the  following  elec¬ 
tric  items  of  the  household  type:  Belt-driven 
fans,  dehumidifiers,  dishwashers,  doorbell 
chimes,  food  choppers  and  meat  grinders, 
hedge  clippers,  ice-cream  freezers,  sheets  and 
spreads,  shavers,  floor  polishers  and  waxers, 
pants  pressers,  mangles,  and  motion  or  still 
picture  projectors _ _ 

Exempted  electric  heating  pads . 

(C)  AUTOMOBILES,  MOTORCYCLES 

Increased  from  7  to  10  percent,  but  exempted 
house  trailers  from  the  3-percent  increase _ 

(D)  AUTOMOTIVE  PARTS  AND  ACCESSORIES 

(1)  New:  Increased  from  5  to  8  percent. . . 

(2)  Rebuilt:  Eliminated  from  the  tax  base  the 

fair  market  value  of  the  old  part  traded 
in  on  rebuilt  part _ 

(3)  Farm  equipment:  Provided  tax  refund  or 

credit  where  used  on  such  equipment. 
Spark  plugs,  storage  batteries,  leaf 
springs,  coils,  timers,  and  tire  chains 
not  included  in  provision . . . 

(E)  BEES 

Increased  from  $8  to  $9  per  barrel.  Imposed 
a  floor  stocks  tax  of  $1  per  barrel  on  persons 
holding  for  sale  when  increase  becomes 
effective.  (For  increase  in  occupational 
tax  see  “Distilled  spirits”.).. _ _ 

(F)  BOWLING  ALLEYS  AND  BILLIARD  AND  POOL 
TABLES 

Increased  the  tax  per  alley  or  table  from  $20  to 
$25  per  year _ _ _ _ _ 

(O)  CABARETS 

Exempted  ballrooms  and  dance  halls  where 
serving  of  foods,  etc.,  is  incidental  to  furnish¬ 
ing  music  and  dancing  privileges . . 

OT)  CIGARETTE,  CIGAR,  AND  PIPE  LIGHTERS 

Imposed  20  percent  retail  tax  by  including  in 
base  of  jewelry  tax . . . 

d)  CIGARETTES 

Increased  from  7  to  8  cents  per  package  ($3.50 
to  $4.50  per  thousand).  Imposed  1  cent  per 
package  floor  stocks  tax  on  persons  holding 
for  sale  on  effective  date  of  increase _ 

Footnotes  at  end  of  table. 
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-6 


19 

-1 


196 

56 


0 

0 


4  68 


1 


0 


2 


*177 


(I)  COIN-OPERATED  GAMING  DEVICES 

Increased  annual  occupational  tax  from  $150 
to  $250 . . . . 

(K)  COMMUNICATIONS 

Domestic  telegraph,  radio,  and  cable  services: 
Reduced  tom  25  to  20  percent . ... 

a)  DIESEL  FUEL 

Imposed  a  2-eents  per  gallon  tax  where  sold  to, 
or  used  by,  operators  of  Diesel-powered 
highway  vehicles _ _ _ 

(M)  DISTILLED  SPIRITS 

(1)  Tax:  Increased  from  $9  to  $10.50  per  proof 

gallon  and  increased  draw-back  where 
used  in  foods,  medicines,  etc.,  from  $6  to  . 
»  $9.50  per  gallon  (decreases  nettax  from  $3 

to  $1).  Imposed  a  floor  stocks  tax  of  $1.50 
per  gallon  on  persons  holding  for  sale  or 
use  in  articles  intended  for  sale  on  date 
increase  becomes  effective _ 

(2)  Annual  occupational  tax:  Increased  for 

retail  liquor  dealers  from  827.50  to  $50; 
wholesale  liquor  dealers  from  $110  to 
,  $200;  and  wholesale  malt  liquor  dealers 
from  $55  to  $100 . 

(MM)  ELECTRICAL  ENERGY 

Repealed  tax  entirely _ 

(N)  FOUNTAIN  AND  BALL-POINT  PENS  AND 

MECHANICAL  PENCILS 

Imposed  20  percent  manufacturers’  tax _ 

(O)  GASOLINE 

Increased  from  m  to  2  cents  per  gallon  and 
im  nosed  a  floor-stocks  tax  of  H  cent  per 
gallon  on  wholesalers’  supplies  on  date  of 
increase _ 

(P)  PHOTOGRAPHIC  APPARATUS  AND  EQUIP¬ 
MENT 

Established  a  Sot  rate  of  tax  of  20  percent  in 
lieu  of  the  present  25  percent  rate  on  appara¬ 
tus  and  equipment  end  15  percent  on  films, 
and  exempted  “business  cost”  items  from 
the  tax.  Provided  floor-stocks  refund  on 
photoflash  bulbs  to  persons  holding  for  sale 
on  effective  date. _ _ 

(Q)  RADIOS,  ETC. 

Co  umunication,  detection,  and  navigation 
receivers:  Exempted  from  tax  type  used  in 
commercial,  military,  or  marine  installa¬ 
tions  when  sold  to  the  United  States  for  its 
exclusive  use _ 

(R)  SPORTING  GOODS 

Increased  from  10  to  15  percent  but  exempted 
from  tax  items  primarily  used  in  schools  and 
by  children,  except  baseballs  and  baseball 
equipment _ 

(S)  TIRES  FOR  TOYS,  LAWN  MOWERS,  ETC.  • 

Exempted  from  5  cents  per  pound  tax  where 
tires  arenot  more  than  20  inches  in  diameter 
and  tires  with  internal  wire  fasteners _ 

(T)  TOILET  PREPARATIONS 

Exempted  from  20-percent  retail  tax  baby  oils, 
powders,  and  lotions,  and  toilet  preparations 
used  in  barber  and  beauty  shops _ 

(U)  TRANSPORTATION 

(1)  Persons:  Exempted  fishing  boat  trips  from 

tax  on  transportation  of  persons. . . 

(2)  Property:  Extended  the  base  to  include 

transportation  of  oil  by  barge  or  tanker 
by  shippers  who  transport  their  own  oil— 

Footnotes  at  end  of  table. 


(V)  TRUCKS,  TRUCK  TRAILERS,  AND  BUSSES 

Increased  from  5  to  8  percent . . . 

$7 

fW)  WAGERING 

Imposed  a  10-percent  tax  on  that  part  of  the 
gross  receipts  of  persons  from  the  business  of 
taking  wagers  on  which  they  assume  the 
risk  of  profit  or  loss,  from  operation  of  wager¬ 
ing  pools,  and  from  lotteries,  including 
numbers,  policy,  and  similar  types  of  wager¬ 
ing,  and  imposed  an  occupational  tax  of*$50 
per  year  on  persons  accepting  wagers  or 
—  operating  a  handbook  or  lottery,  with  pen- 
alties . . . 

(X)  WINE 

Increased  present  taxes  on  the  average  about 
12)i  percent.  Imposed  floor  stocks  tax  on 
persons  holding  for  sale  or  use  in  articles  in¬ 
tended  for  sale  on  date  increase  becomes 
effective _ > . . . 


$61 


400 


(!) 


4 168 


8 


-104 


24 


Total  from  excise  taxes. . 

III.  Capital  Gains  Tax 


1,252 


CA)  RATES 

Applied  the  12)£-percent  increase  in  individ  ual 
income  tax  liability  to  the  alternative  tax  on 
capital  gains  of  individuals  and  corporations.. 

CB)  RESIDENCES  (INCLUDING  COOPERATIVE 
APARTMENTS) 


0 


Recognized  the  gam  on  sale  of  residence  only  to 
the  extent  the  proceeds  exceed  the  cost  of  a 
new  residence  purchased  within  1  year 
before  or  after  sale  of  the  old  residence  and 
gave  the  new  residence  the  same  basis  as  the 
old  residence.  Effective  Jan.  1,  1951 . 


-112 


(C)  LIVESTOCK. 

Extended  capital  gain  treatment  to  livestock 
held  by  taxpayers  for  draft,  breeding  or 
«  210  dairy  purposes  for  12  months  or  more,  effec¬ 
tive  Jan.  1,  1951 . . 

(D)  COAL  ROYALTIES 

Treated  as  capital  gain  instead  of  ordinary 
income.  Effective  Jan.  1,  1951.. . . 

IV.  Miscellaneous 

(A)  DEVELOPMENT  EXPENDITURES  OF  MINES 

Treated  expenditures  incurred  in  the  develop- 
“ ment  of  mines,  after  discovery  of  commercial 
quantities,  as  deferred  expenses  deductible 
ratably  over  the  period  mineral  benefited  is 
sold,  effective  Jan.  1, 1951 _ _ _ 


-15 


-18 


-20 


(8) 


0 


-1 


-7 


0 


(B)  EDUCATIONAL  INSTITUTIONS 

Exempted  income  derived  from  unrelated 
active  business  of  feeder  corporations  for 
years  prior  to  1951.  (Such  income  was  made 
taxable  by  the  Revenue  Act  of  1950  for  1951 
and  following  years) _ _ _ 

(C)  FAMILY  PARTNERSHIPS 

Recognized  as  a  partner  a  person  owning  a 
capital  interest  in  a  partnership  in  which 
capital  is  a  material  income-producing  fac¬ 
tor  whether  or  not  such  interest  is  derived 
by  purchase  or  gift.  Distributive  shares  for 
tax  purposes  would  be  determined  after 
allowance  of  reasonable  compensation  for 
services  rendered  the  partnership,  but 
would  not  be  diminished  because  of  absence 
due  to  military  service.  Effective  Jan.  1, 
1951 . . . . . 

(D)  INSURANCE  COMPANIES 

Continued  for  1951  the  stopgap  legislation 
adopted  in  the  Revenue  Act  of  1950  for  the 
taxation  of  life-insurance  companies  (in¬ 
structed  the  staffs  to  continue  their  studies 
of  permanent  legislation  for  taxation  of  life- 
insurance  companies  and  to  study  the  tax¬ 
ation  of  stock  and  mutual  fire  and  casualty 
insurance  companies) _ 

Footnotes  at  end  of  table. 
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Summary  of  the  provisions  of  H.  R.  4473 
( revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and 
M  eans — Continued 


Amount 

(millions) 


IV.  Miscellaneous— Continued 
(E)  LOOPHOLES 

(1)  Closely  held  corporations:  Provided  that 

depreciable  assets  sold  by  stockholders 
to  the  corporation  be  considered  non¬ 
capital  assets  and  that  gains  from  such 
sales  be  treated  as  ordinary  income. 
Effective  for  taxable  years  ending  after 
Apr.  30, 1951,  but  will  apply  only  to  sales 
or  exchanges  made  after  May  3,  1951 . 

(2)  Collapsible  corporations:  Included  in  this 

term  a  corporation  which  is  organized  to 
convert  profits  from  sales  of  inventory 
and  stock  in  trade  into  capital  gains. 
Effective  Jan.  1, 1951. 

(3)  Corporation  split-ups:  Permitted  only  1 

surtax  exemption  and  only  1  minimum 
excess  profits  tax  credit  to  members  of  a 
controlled  group  of  corporations  (com¬ 
panies  of  common  ownership  of  95  per¬ 
cent  or  more  of  the  voting  power  of  the 
corporate  stock).  Effective  Jan.  1, 1951.. 

(4)  Dealers  in  securities:  Required  to  clearly 

earmark  securities  upon  purchase  or 
acquisition  as  to  whether  or  not  they 
■are  held  for  investment  or  sale.  Trans¬ 
fers  from  one  account  to  the  other  not 
recognized  for  tax  purposes.  Securities 
would  be  considered  as  being  in  inven¬ 
tory  unless  specifically  earmarked  for 
investment.  Effective  for  sales  or  ex¬ 
changes  of  securities  made  after  expira¬ 
tion  of  30th  day  after  date  of  enactment. 
Gains  and  losses :  Long-term  losses  to  offset 
short-term  gains  in  full,  and  long-term 
gains  to  offset  short-term  losses  before 
reducing  the  long-term  gains  or  losses  by 
the  50-percent  limitation  under  present 
law.  Effective  for  taxable  years  be¬ 
ginning  on  or  after  date  of  enactment.. 

(6)  Nonresident  aliens:  Included  in  the  tax¬ 
able  estate  of  nonresident  aliens  United 
States  Government  bonds  issued  on  or 
after  Mar.  1,  1941,  where  decedent  dies 
after  date  of  enactment  and  such  aliens 
are  not  engaged  in  trade  or  business  in 
the  United  States  and  the  bonds  are 
physically  present  in  the  United  States. 
This  decision  also  imposes  a  gift  tax  on 
such  aliens  on  gift  of  bonds  issued  after 
Mar.  1, 1941 . - . . 


(5) 


Total  from  closing  loopholes. 
(F>  PERCENTAGE  DEPLETION 


Effective  Jan.  1, 1951 _ 1 . 

Added  following  at  rate  of  5  percent:  Sand, 
gravel,  granite,  marble,  stone  (including 
pumice,  scoria,  and  slate),  brick  and  tile 
clay,  shale,  oyster  and  clam  shell,  and  asbes¬ 
tos;  and  the  following  at  the  rate  of  15  per¬ 
cent:  Borax,  fuller’s  earth,  refractory  and 
fire  clay,  quartzite,  perlite,  diatomaceous 
earth,  metallurgical  and  chemical  grade 

limestone  and  tripoli . . . . 

Coal:  Increased  the  allowance  from  5  to  10 

percent.. . . . 

Thenardite:  Removed  the  restriction  which 
only  allows  the  15-percent  rate  when  it  is 
obtained  from  brines  and  mixtures  of  brine. 


Loss  from  changes  in  percentage  deple¬ 
tion . _v . 


(G)  VENTURE  CAPITAL 

Amended  sec.  361  of  the  Internal  Revenue 
Code  so  as  to  exempt  from  corporation 
income  tax  venture  capital  companies  which 
have  as  their  principal  purpose  the  supply¬ 
ing  of  capital  to  corporations  engaged 
principally  in  developing  or  exploiting  new 
inventions,  improvements  or  new  devices, 
processes  or  products,  where  such  com¬ 
panies  distribute  substantially  all  their  in¬ 
come,  including  capital  gains,  to  their  stock¬ 
holders.  These  companies  would  be  exempt 
from  tax  even  though  they  own  more  than 
10  percent  of  the  stock  of  the  companies  in 
which  they  have  investments.  Effective 
Jan.  1, 1951.  . . . . 


-67 


(*) 


Footnotes  at  end  of  table. 


Summary  of  the  provisions  of  H.  R.  4473 
( revenue  bill  of  1951),  as  prepared  by  the 
staff  of  the  Committee  on  Ways  and 
Means — Continued 


Amount 

(millions) 


IV.  Miscellaneous— Continued 


(H)  WITHHOLDING  ON  DIVIDENDS,  ROYALTIES, 
AND  CERTAIN  PAYMENTS  OF  INTEREST  TO 
INDIVIDUALS 


Effective  for  amounts  paid  in  1952  and  subse¬ 
quent  years,  payors  would  be  required  to 
withhold  tax  at  the  rate  of  20  percent,  with¬ 
out  personal  exemption,  and  transmit  to  the 
Bureau  of  Internal  Revenue  20  percent  of 
gross  payments.  Records  of  amounts  with¬ 
held  for  each  individual  would  not  be  re¬ 
quired  for  either  the  Bureau  or  individual 
payees  except  as  set  forth  under  Form  1099 
information  returns  below.  Tax-exempt 
organizations  would  be  permitted  to  claim 
credit  for  taxes  withheld  on  payments  to 
them  as  an  offset  against  their  liability  for 
income  and  social  security  taxes  withheld 
from  wages  paid  their  employees.  Recipi¬ 
ents  would  proceed  in  filing  income  tax  re¬ 
turns  just  as  they  do  now  in  the  case  of  sal¬ 
aries  and  wages  where  taxes  have  been  with¬ 
held,  taking  credit  for  taxes  withheld  and 
claiming  refund  if  overpayment  has  oc¬ 
curred.  The  following  payments  would  be 
subject  to  the  withholding  requirement  with 
exceptions  specified: 

(1)  Dividends,  except  patronage  divi¬ 

dends  of  cooperatives  and  amounts 
paid  by  mutual  savings  banks, 
building  and  loan  associations,  sav¬ 
ings  and  loan  associations,  home¬ 
stead  associations,  credit  unions, 
cooperative  banks  or  similar  organ¬ 
izations  on  “withdrawable  or  re- 
purchasable  shares,,  investment 
certificates  or  deposits’’.-. . - 

(2)  Royalty  payments  in  respect  of  mines, 

oil  and  gas  wells  and  other  natural 
deposits,  patents,  copyrights,  trade 
marks,  etc . . . . 

(3)  Interest  on  bonds  or  other-evidences  of 

indebtedness  of  corporations,  on 
deposits  with  stock  brokers,  on 
amounts  held  by  an  insurance  com¬ 
pany  under  agreement,  and  on 
overpayment  of  Federal  taxes  ex¬ 
cept  corporate  income  or  excess 
profits  taxes;  but  excluding  interest 
on  United  States  savings  bonds, 
postal  savings  certificates,  and  bank 
deposits;  and  interest  paid  by  sav¬ 
ings  and  loan  associations,  building 
and  loan  associations,  cooperative 
banks,  homestead  associations, 
credit  unions  and  similar  organiza¬ 
tions . . . 

Total  from  withholding  from  divi¬ 
dends,  roy-alties,  and  interest... 

Refund  claims:  Recipients  would  be  per¬ 
mitted  to  accumulate  refund  claims  for  a 
period  of  7  years  for  the  first  $2  withheld  each 
year.  The  present  3-year  statute  would  be 
applicable  on  the  amount  of  claims  in  excess 

of  $2  each  year . . . . . 

Form  1099  information  returns:  Required  ofi 
payments  of  interest  of  $100  or  more  where 
withholding  is  not  applicable,  and  on  pay¬ 
ments  of  dividends  and  interest  of  $300  or 
more  where  withholding  is  applicable,  and 
on  all  royalty  payments.  Receipts  are  to  be 
furnished  recipients  of  royalty  payments 
only . 


$323 


O)  WITHHOLDING  ON  WAGES  AND  SALARIES 

Increased  amount  to  be  withheld  from  18  per¬ 
cent  .to  about  20  percent,  effective  with  re¬ 
spect  to  wages  and  salaries  paid  on  or  after 
Sept.  1, 1951.  (This  change  made  necessary 
so  as  to  collect  additional  taxes  due  resulting 
from  the  imposition  of  the  defense  tax  of 
12 H  percent  on  individuals.)  Permitted 
employers  and  employees  to  agree  to  have 
withholding  on  wages  and  salaries  at  a  rate 
which  will  cover  full  tax  liability  of  em¬ 
ployees _ ... . . . 

Total  estimated  Increase  in  revenue 
from  all  taxes _ _ _ 


(°) 

7,199 


8  Loss  negligible. 

4  Estimate  does  not  show  effect  on  revenue  of  floor 
stocks  tax  since  it  is  applied  only  on  effective  date  of 
increase. 

*  Estimate  does  not  show  effect  on  revenue  of  floor- 
stocks  tax  and  refund  since  they  apply  only  on  effective 
date  of  increase. 

0  No  effect. 

7  This  will  result  in  an  increase  in  revenue  of  less  than 
$500,000. 

8  No  continuing  effect. 

•  See  income  taxes. 

10  No  permanent  loss. 

n  No  effect. 

17  This  estimate  is  the  increase  over  receipts  under 
pre-1950  formula. 


Reports  of  Experiments  Conducted  at 
Eniwetok 


EXTENSION  OP  REMARKS 

OF 

HON.  F.  EDWARD  HEBERT 

OP  LOUISIANA 

IN  THE  HOUSE  OF  REPRESENTATIVES 

Monday,  June  18,  1951 

Mr.  HEBERT.  Mr.  Speaker,  I  recently 
had  the  privilege  of  witnessing  the 
atomic -bomb  tests  and  thermonuclear 
experiments  conducted  by  Joint  Task 
Force  3  on  Eniwetok  Atoll.  I  was  there 
as  the  representative  of  the  House  Armed 
Services  Committee  through  designation 
by  the  distinguished  gentleman  from 
Georgia  [Mr.  Vinson],  chairman  of  the 
committee. 

Subsequent  to  my  appointment  and 
prior  to  my  departure  for  the  tests  I 
was  requested  by  Mr.  Frank  Allen,  man¬ 
aging  editor  of  the  Pulitzer  prize  winning 
newspaper,  the  New  Orleans  States,  to 
write  my  impressions  of  the  blasts.  I 
assured  Mr.  Allen  I  would  do  so  pro¬ 
vided  I  had  the  permission  and  clear¬ 
ance  of  the  Atomic  Energy  Commission. 

I  explained  the  request  to  the  Honor¬ 
able  Gordon  Dean,  Chairman  of  the 
Atomic  Energy  Commission,  and  re¬ 
quested  that  he  clear  for  security  any¬ 
thing  which  I  might  write  or  say  con¬ 
cerning  the  atomic  bomb  tests.  Mr. 
Dean  agreed  to  do  so  and  has  been  most 
cooperative.  At  the  suggestion  of  Mr. 
Dean  it  was  further  agreed  that  any¬ 
thing  which  I  might  write  would  only  be 
released  after  Lt.  Gen.  Elwood  R.  (Pete) 
Quesada,  commander  of  Joint  Task 
Force  Three,  would  make  his  official  re¬ 
port  in  Washington  at  a  general  press 
conference. 

In  accordance  with  this  agreement  I 
prepared  a  series  of  articles  and  sub¬ 
mitted  them  to  Mr.  Dean  who  read  and 
discussed  them  with  me  informally. 
After  this  conference  I  had  prepared  an¬ 
other  manuscript  and  this  paper  was 
formally  submitted  to  the  Atomic  Energy 
Commission  and  carefully  checked  and 
censored  for  purposes  of  security.  A 
third  manuscript  was  then  prepared  for 
release  and  publication  under  the  copy¬ 
right  of  the  New  Orleans  States,  which 
had  requested  the  articles. 

The  New  Orleans  States,  through  Mr. 
Allen,  subsequently  made  the  articles 
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available  to  the  Associated  Press,  the 
International' News  Service,  the  News¬ 
paper  Enterprise  Association,  through 
Peter  Edson,  the  Gannett  newspapers, 
the  newspapers  serviced  by  the  office  of 
Bascom  N.  Timmons,  the  New  York  News 
and  the  Chicago  Tribune  through  John 
O’Donnell,  wnd  many  other  newspapers. 

A  personal  description  of  the  blast  by 
radio  was  givep  by  me  for  use  over  the 
two  radio  stations  operated  and  owned 
in  Louisiana  by  former  Gov.  James  A. 
Noe,  Station  WNOE  at  New  Orleans  and 
Station  KNOE  at  Monroe,  La.  A  number 
of  other  radio  stations  subsequently  ob¬ 
tained  copies  of  the  broadcast  and  used 
them  on  the  air.  These  included  Ed¬ 
ward  R.  Murrow’s  feature  program  over 
the  Columbia  Broadcasting  System. 

Two  things  are  important  in  connec¬ 
tion  with  the  articles. 

The  first  is  that  they  were  cleared  by 
the  Atomic  Energy  Commission  and  re¬ 
leased  only  with  permission  of  '  that 
agency.  \ 

The  second  is  that  I  received  no  re¬ 
muneration  or  fee  of  any  kind  whatso¬ 
ever  in  connection  with  the  articles. 

I  was  approached  to  sell  the  articles 
but  rejected  the  proposal  on  the  basis 
that  these  articles  were  the  result  of  an 
official  trip  which  I  had  made  at  the  ex¬ 
pense  of  the  Government  and  I  did  not 
feel  that  I  should  be  reimbursed  for 
something  which  I  had  done  in  an  offi¬ 
cial  capacity.  This  was  the  same  posi¬ 
tion  which  I  had  taken  in  1945  when 
I  was  a  member  of  a  subcommittee  of 
the  old  Naval  Affairs  Committee  and 
had  gone  to  Europe  shortly  after  the 
cessation  of  hostilities.  Upon  my  return 
I  wrote  a  book  in  the  form  of  a  per¬ 
sonal  diary  which  I  called,  “I  went,  I  saw, 
I  heard.” 

This  book  was  subsequently  published 
by  some  civic-minded  individuals  in  New 
Orleans  and  were  placed  on  sale.  I  re¬ 
fused  to  accept  any  remuneration  for  the 
book  and  requested  that  any  profits  de¬ 
rived  be  turned  over  to  the  Navy  relief 
fund. 

I  merely  recite  these  facts  in  order 
to  keep  the  record  straight  on  the  sub¬ 
ject.  I  offer  the  explanation  in  order 
that  there  will  not  be  any  doubt  in  any¬ 
body’s  mind  concerning  any  phase  of 
these  articles.  It  is  just  something 
about  which  I  feel  very  keenly  and  de¬ 
sired  to  express  myself. 

And  now  to  the  subject  at  hand  and 
the  purpose  of  my  request  to  bring  this 
matter  before  the  House. 

Since  the  publication  of  these  articles 
I  have  been  deluged  with  congratulatory 
messages. 

Being  human  and  having  all  the  weak¬ 
nesses  attendant  to  being  human,  I  na¬ 
turally  have  been  most  flattered  by  these 
many  compliments  and  in  them  feel  a 
great  degree  of  satisfaction.  The  reac¬ 
tion  has  gone  far  beyond  any  expecta¬ 
tion  which  I  ever  had  in  connection  with 
these  articles  when  I  first  sat  down  at  a 
typewriter  to  write  them. 

Many  of  my  colleagues  have  been  gra¬ 
cious  enough  to  urge  that  I  place  these 
articles  in  the  Record  in  order  that  they 
may  become  a  permanent  records  I 
have  agreed  to  do  so  and  for  that  reason 
I  have  asked  permission  to  bring  them 
to  your  attention  at  this  time. 


There  were  three  articles. 

The  first  article,  which  is  the  eyewit¬ 
ness  description  of  the  actual  explosion 
of  the  bomb,  will,  of  course,  be  found 
the  most  interesting  and  dramatic. 

The  second  article  deals  with  the  every¬ 
day  life  on  Eniwetok,  while  the  third 
article  is  composed  of  some  amusing  and 
interesting  anecdotes  which  I  picked  up 
on  my  trip  there. 

I  hope  these  articles  will  prove  inter¬ 
esting,  informative,  and  entertaining  to 
each  one  of  you. 

I  feel  that  in  writing  them  I  have  dis¬ 
charged  a  responsibility  which  has  been 
placed  on  me  as  one  being  privileged 
to  witness  these  epoch  experiments. 

Are  We  Playing  With  Things  Which  Belong 
Only  to  God? — Have  X  Seen  the  End  of 
the  World? 

(By  Representative  F.  Edward  Hebert) 

I  have  seen  and  heard  the  greatest  explo¬ 
sion  ever  created  by  man  in  the  history  of 
the  world. 

I  had  a  feeling  that  I  was  standing  at  the 
gates  of  hell  looking  into  eternity. 

I  was  at  Eniwetok. 

It  was  an  unforgettable  experience  which 
■defies  description. 

A  There  space  was  annihilated — there  time 
Wits  measured  by  the  millionth  of  a  second 
and  heat  multiplied  by  a  million  times  a 
degree  Fahrenheit.  -  / 

The\ensation,  the  emotion,  the  reaction 
to  witnessing  an  atom  bomb  explosion  for 
the  first  ’time  is  something  which  cannot 
be  reduced1-,  to  paper  nor  translated  into 
words.  It  isNsomething  far  beyond  written 
or  oral  description.  It  is  something  which 
challenges  the  imagination  and  confuses  the 
realization  of  what  has  really  happened. 

There  is  an  empty  feeling  in  the  pit  of 
your  stomach  and  you  are  bewildered  when 
out  of  the  blackness1  a  great  ball  of  fire 
plunges  into  your  vision  and  a  wave  of  heat 
simultaneously  sweeps  adross  your  face. 

"What  am  I  doing  here?”  js  about  the  only 
question  that  comes  into  y<$ur  mind  and  it 
is  a  question  which  has  no  ikiswer  because 
everything  else  is  forgotten.  V 
You  feel  so  pitifully  helpless.\ 

I  have  walked  the  streets  of  destroyed 
Hiroshima  and  have  seen  the  scarred,  victims 
of  the  first  atomic  blast  ever  dropped  on  a 
peopld.  \ 

I  have  flown  over  Nagasaki,  where  |he 
second  atom  bomb  was  dropped.  \ 

1  have  heard  first-hand  the  details  of  that 
dropping  of  the  first  bomb  by  the  men  who 
dropped  the  bomb  and  I  have  been  thorough¬ 
ly  saturated  with  the  scientific  explanation 
of  the  splitting  of  the  atom  but  all  of  that 
means  nothing  when  you  are  brought  face 
to  face  with  the  experience  of  actually  being 
present  when  an  atom  bomb  is  exploded. 

Of  course  every  precaution  is  taken  for  the 
safety  of  yourself  and  those  involved  in  the 
explosion  but  the  cold  fact  that  you  are 
about  to  witness  an  experiment  cannot  be 
erased  from  your  mind. 

You  keep  asking  yourself  the  question: 
‘‘Suppose  something  goes  wrong,  what 
then?” 

Theoretically  and  scientifically  you  have 
been  placed  in  a  position  which  is  safe  from 
harm  according  to  the  calculations  of  human 
beings,  but  suppose  they  have  miscalcu¬ 
lated?  Suppose  they  have  made  a  mistake? 

This  Eniwetok  experiment  was  something 
new.  It  was  to  be  something  more  powerful 
and  more  devastating  than  anything  else 
which  man  had  ever  attempted. 

This  bomb  was  several  times  the  power  of 
the  bomb  dropped  on  Hiroshima. 

In  order  to  better  understand  the  power 
Involved  take  the  Hiroshima  bomb  as  an  ex¬ 
ample. 

This  bomb  detonated  approximately  20,000 
tons  of  TNT  as  measured  by  atomic  energy, 


By  the  same  yardstick  the  explosion  of  ni¬ 
trate  at  Texas  City  several  years  ago  which 
killed  hundreds  of  persons  and  practically 
destroyed  the  city  detonated  approximately 
1,500  tons  of  comparable  power. 

This  Hiroshima’s  bomb  was  approximately 
10  times  greater  than  the  Texas  City’s  blast 
and  the  bomb  which  was  detonated  in  con¬ 
nection  with  the  effect  on  structures  at 
Eniwetok  was  several  times  greater  than 
Hiroshima  which  destroyed  that  city  and  the 
blast  which  I  witnessed  was  even  greater 
than  that. 

Here’s  another  way  to  explain  the  power. 

Suppose  an  ordinary -stick  of  dynamite,  as 
used  in  a  hand  grenade,  was  stacked  one  on 
top  the  other,  it  would  encase  the  outside 
of  a  17-story  office  building  on  a  city  square 
of  ground.  / 

By  arithmetical  deduction,  a  bomb  for  ex¬ 
ample  2 y2  times  20,  kilotons,  would  mean 
100,000,000  pounds  of  dynamite  or  TNT.  And, 
measured  according  to  the  building  yardstick, 
it  would  represent  approximately  a  60-story 
building  on  four  squares  of  city  ground. 

And  again  the  blast  which  I  witnessed  at 
Eniwetok  was  greater  than  this. 

It  certainly  must  now  become  apparent 
how  difficult  it  is  fully  grasp  the  potential 
of  such  an  explosion  to  fully  comprehend 
its  destructive  capacity. 

It  was  calculated  to  generate  heat  greater 
than  that  which  man  believes  to  be  in  the 
center  of  the  sun. 

Whether  or  not  it  was  to  be  a  success  was 
strictly  a  matter  of  conjecture — and  hope. 

Perhaps  to  the  scientific  mind  the  atom 
bomb  can  be  understood  and  its  full  mean¬ 
ing  of  a  millionth-of-a-second  measurement 
grasped,  but  certainly  not  to  a  lay  mind  like 
myself.  It  was  all  beyond  my  compre¬ 
hension. 

I  kept  recalling  a  story  which  I  had  heard 
when  I  was  a  student  at  Jesuits.  It  was 
told  during  the  course  of  a  retreat  by  a 
learned  Jesuit  priest  who  was  attempting  to 
make  our  young  minds  realize  and  grasp  the 
significance  and  the  understanding  of  what 
eternity  really  meant. 

‘‘Suppose  a  tiny  sparrow  would  take  one 
drop  of  water  from  the  Atlantic  Ocean”  he 
had  explained,  “and  cross  the  continent  with 
that  drop  of  water  and  deposit  it  in  the 
Pacific  Ocean.  Then  suppose  the  sparrow 
would  return  to  the  Atlantic  Ocean  and  get 
another  drop  of  water  and  again  fly  across 
the  continent  and  deposit  that  drop  in  the 
Pacific  Ocean  until  the  Atlantic  Ocean  had 
been  emptied  into  the  Pacific  Ocean,  then 
eternity  would  only  be  beginning.” 

As  eternity  defies  full  understanding  and 
comprehension  so  does  the  full  import  and 
^significance  of  an  atom  bomb  defy  under¬ 
standing  and  comprehension. 

■The  moment  of  detonation  of  an  atom 
bofnb  is  the  result  of  the  cooperation  and 
physical  endeavor  and  output  of  thousands 
of  meh  multiplying  that  many  more  hours. 

The  day  of  the  shot  comes  only  after 
months  Sad  months  of  preparation. 

The  experiment  started  many  years  ago 
when  the  mind  of  man  first  conceived  the 
idea  of  splitting  the  atom.  Eniwetok  it¬ 
self  started  a  long,  long  time  ago  in  scientific 
minds,  was  then  translated  to  the  laboratory 
and  now  brought  into  full  scale  experimental 
force. 

I  frankly  didn’t  know  what  to  expect  when 
I  arrived  on  Eniwetok.  I  had  no  idea  or 
conception  of  what  it  would  be  like. 

Those  in  the  official  party  of  observers, 
and  they  were  limited,  departed  from  Wash¬ 
ington  early  one  morning.  We  were  in  Cali¬ 
fornia  approximately  10  hours  later.  The 
next  morning  we  left  for  Hawaii  and  were 
there  just  before  the  sun  went  down.  Next 
morning  we  winged  out  over  the  Pacific  and 
landed  at  Eniwetok  shortly  before  dusk 
after  flying  over  Bikini,  the  site  of  the  first 
postwar  atomic  experiment  after  Nagasaki. 

Lt.  Gen.  Elwood  R.  (Pete)  Quesada  and 
his  staff  met  us  upon  arrival  and  escorted 
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Report 
No.  629 


CONSIDERATION  OF  H.  R.  4473 


June  19,  1951. — Referred  to  the  House  Calendar  and  ordered  to  be  printed. 


Mr.  Sabath,  from  the  Committee  on  Rules,  submitted  the  following 

REPORT 

[To  accompany  H.  Res.  262] 

The  Committee  on  Rules,  having  had  under  consideration  House 
Resolution  262,  reports  the  same  to  the  House  with  the  recommenda¬ 
tion  that  the  resolution  do  pass. 
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House  Calendar  No.  48 

H.  RES.  262 

[Report  No.  629] 


IN  THE  HOUSE  OE  REPRESENTATIVES 

June  19, 1951 

Mr.  Sabath  from  the  Committee  on  Rules,  reported  the  following  resolution ; 
which  was  referred  to  the  House  Calendar  and  ordered  to  be  printed 


RESOLUTION 

1  Resolved,  That  immediately  upon  the  adoption  of  this 

2  resolution  it  shall  be  in  order  to  move  that  the  House  resolve 

3  itself  into  the  Committee  of  the  Whole  House  on  the  State 
I  of  the  Union  for  the  consideration  of  the  bill  (H.  R.  4473) 

5  to  provide  revenue,  and  for  other  purposes,  and  all  points 

6  of  order  against  the  bill  are  hereby  waived.  That  after  gen- 
X  era!  debate,  which  shall  be  confined  to  the  bill  and  continue 
3  not  to  exceed  two  days,  such  general  debate  to  end  not  later 
9  than  four  o’clock  post  meridiem  on  the  second  day  of  debate, 

and  which  shall  be  confined  to  the  bill,  to  be  equally  divided 
11  and  controlled  by  the  chairman  and  ranking  minority  mem¬ 
ber  of  the  Committee  on  Ways  and  Means,  the  bill  shall  be 
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considered  as  having  been  read  for  amendment.  No  amend¬ 
ment  shall  be  in  order  to  said  bill  except  amendments  offered 
by  the  direction  of  the  Committee  on  Ways  and  Means,  and 
said  amendments  shall  be  in  order,  any  rule  of  the  House  to 
the  contrary  notwithstanding.  Amendments  offered  by 
direction  of  the  Committee  on  Ways  and  Means  may  be 
offered  to  any  section  of  the  bill  at  the  conclusion  of  the 
general  debate,  but  said  amendments  shall  not  be  subject 
to  amendment.  At  the  conclusion  of  the  consideration  of  the 
bill  for  amendment,  the  Committee  shall  rise  and  report 
the  bill  to  the  House  with  such  amendments  as  may  have 
been  adopted,  and  the  previous  question  shall  be  considered 
as  ordered  on  the  bill  and  amendments  thereto  to  final  pas¬ 
sage  without  intervening  motion  except  one  motion  to 
recommit. 
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It  was  Col.  Lewis  A.  Pick  who  collab¬ 
orated  with  the  then  United  States  Chief 
of  Engineers  Gen.  Jadwin  and  the  fa¬ 
mous  jadwin  plan  for  the  protection  of 
the  lower  Mississippi  River  Valley  was 
born  and  ,  legislation  introduced  and 
passed  by  the  Congress,  which  plan  has 
been  followed  by  succeeding  Chiefs  of 
the  Corps  of  Engineers,  and  is  even  to¬ 
day  being  prosecuted,  and  with  a  few 
more  years  apprbpriations  from  Con¬ 
gress  the  plan  and  program  will  be  com¬ 
pleted  and  forever  gi^e  protection  and , 
security  to  the  people  of  the  lower  Mis¬ 
sissippi  River  Valley. 

After  the  Jadwin-Pick  plan  got  under 
way  on  the  Mississippi,  General  Pick 
was  transferred  to  the  Missouri  River 
Basin,  and  there  again  who  worked  out 
a  comprehensive  plan  for  the  Missouri 
River  Basin?  You  know.  Everyone  in 
the  Missouri  River  Valley  knows.  Gen. 
Lewis  A.  Pick.  There  were  great  recla¬ 
mation  projects  under  way  in  the  Mis¬ 
souri  River  Valley  at  that  time,  and  it 
was  necessary  for  General  Pick  to  co¬ 
operate  with  the  then  representative  of 
the  Reclamation  Bureau,  Mr.  Sloane. 
Then  was  born  the  Pick-Sloane  plan  for 
the  protection  of  the  Missouri  River  Val¬ 
ley.  Like  the  lower  Mississippi  River 
plan,  the  Pick-Sloane  plan  for  the  Mis¬ 
souri  River  Basin  is  now  being  com¬ 
pleted. 

During  Woi’ld  War  II  General  Pick 
was  assigned  the  most  difficult  tasks 
that  any  engineer  had  ever  undertaken, 
and  all  his  missions  weer  completed. 

Ever  heard  of  the  Lido  Road?  And 
who  built  it?  Gen.  Lewis  A.  Pick,  then 
a  brigadier  general  in  World  War  II,  was 
given  the  task  of  building  this  road 
through  what  was  known  as  impenetra¬ 
ble  jungles — through  a  country  where 
the  white  man  had  never  before  set  foot. 

Mr.  Speaker,  I  have  heard  the  story 
of  the  building  of  the  Lido  Road  in  the 
India-Burma-China  theater.  Every  GI 
could  tell  it. 

It  was  said  that  General  Pick  was  as¬ 
signed  the  task  of  building  the  Lido  Road 
by  the  Joint  Chiefs  of  Staff  and  he  was 
sent  a  complement  of  the  best  engineers 
in  the  Corps  and  engineers  of  fame  from 
civil  life  to  assist  him  in  planning  and  , 
building  this  great  strategic  undertaking/ 

When  these  engineers  arrived  on  the 
scene  General  Pick  immediately  called  a 
meeting  of  the  group  to  discuss  the  prob¬ 
lem.  Maps  were  checked  and  thp' assist¬ 
ants  given  a  chance  to  inspect.as  much 
of  the  country  as  possible  ap'd  make  a 
study  and  report  back  to  General  Pick. 
A  meeting  was  held  by  General  Pick  and 
the  engineers  all  given  an  opportunity 
to  express  their  opinions.  Every  one  of 
the  engineers  present  stated  that  it  was 
an  impossible  task.  After  all  of  them 
had  spoken  and  advised  against  the  un¬ 
dertaking  General  Pick  rose  and  said 
“Gentlemen,  all  right,  we  will  begin 
building  the  Lido  Road  tomorrow  morn¬ 
ing,  and  we/Will  build  it.”  And  in  spite 
of  all  the  almost  seemingly  insurmount¬ 
able  obstacles  and  the  opinions  and  ad¬ 
vice  of>famous  engineers,  General  Pick 
completed  the  Lido  Road  on  schedule. 

I  .could  go  on  and  on  and  tell  you  of 
the  exploits  and  leadership  of  General 
Pick  as  an  engineer  and  the  great  works 


that  were  built  under  his  supervision. 
The  great  dams  in  the  West  and  North¬ 
west,  the  works  on  the  Columbia  River 
and  others — all  will  bear  the  imprint  of 
a  great  engineer  and  a  great  patriotic 
American. 

Last  year  when  the  Midwest  was  in 
the  throes  of  a  blizzard,  one  of  the  worst 
in  the  history  of  this  country,  the  Presi¬ 
dent  sent  General  Pick  to  take  personal 
charge  of  the  operations  to  save  the  lives 
of  the  people  and  save  thousands  of  head 
of  livestock  from  destruction.  This  he 
did  without  much  acclaim. 

Looking  back  on  the  disasters  in  our 
country,  our  people  in  Louisiana  and  the 
entire  Mississippi  River  Valley  were  re¬ 
assured  and  glad  to  have  General  Pick 
in  charge  of  the  fight  in  the  greatest  of 
all  floods  in  the  Mississippi  River  Val¬ 
ley,  the  flood  of  1927,  when  General  Pick 
was  a  colonel  in  charge  of  the  New  Or¬ 
leans,  La.,  district  engineer’s  office  where 
he  made  a  brilliant  fight  with  the  odds 
against  him. 

It  has  been  my  pleasure  within  the  last 
f  ew  months  to  listen  to  several  magnifi¬ 
cent  speeches  given  by  General  Pick  be¬ 
fore  a  number  of  waterway  organiza¬ 
tion^  and  if  we  will  follow  his  advice  and 
recommendations,  there  is  no  question  in 
my  mind  that  the  country  will  be  more 
securely  protected  from  floods ;  that  our 
resources  will  be  conserved,  and  that 
most  of  our  water  and  waterway  prob¬ 
lems  will  be  solved. 

Mr.  Speaker,  Gen.  Lewis  A.  Pick  needs 
no  defense  from  me  to  testify  to  his 
ability,  character,’  honor,  and  devotion 
to  his  position  as  a'  great  engineer,  his 
devotion  to  his  country,  and  the  respect 
and  esteem  in  which  he  is  held  by  the 
American  people  in  all  parts  of  the  coun¬ 
try,  for  long  a,go  it  has  been  said  “By 
their  works,  ye  shall  know  them”  and 
the  great  works  of  General  Pick  as  an 
Army  engineer,  a  soldier,  a  Christian 
gentleman,  a  good  and  kind  man,  his  de¬ 
pendability  will  stand,  now  and  long 
after  fie  has  passed  this  earth,  and  his 
great  works  will  stand  as  monuments 
to  -his  brilliant  career. 

I  have  said  before  and  I  repeat,  that 
A  hope  that  General  Pick  will  have  the 
opportunity  to  build  the  Great  Lakes- 
St.  Lawrence  seaway  project  as  the 
crowning  glory  of  a  great  engineer  and 
a  great  American. 

(Mr.  LARCADE  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

LEAVE  OF  ABSENCE 

By  unanimous  consent,  leave  of  ab¬ 
sence  was  granted  to  Mr.  Teague  and  Mr. 
Evins  (at  the  request  of  Mr.  Priest), 
for  Tuesday,  June  19,  1951,  on  accqunt 
of  official  business. 

EXTENSION  OF  REMARKS 

Mr.  McCORMACK  asked  and  was 
given  permission  to  extend  his  remarks 
and  include  a  telegram  received  from 
Governor  Dever,  of  Massachusetts. 

Mr.  RILEY  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  and  in¬ 
clude  an  editorial  appearing  in  the  Au¬ 
gusta  Chronicle. 

Mr.  BARTLETT  asked  and  was  given 
permission  to  extend  his  remarks  and 
include  a  newspaper  article. 


Mr.  PASSMAN  asked  and  was  given 
permission  to  extend  his  remarks  and 
include  an  address  delivered  by  Miss 
Margaret  Hunter  of  Gilbert,  La. 

Mr.  YORTY  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  in  three 
instances  and  include  extraneous  mat¬ 
ter. 

Mr.  POLK  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  and  in¬ 
clude  a  copy  of  a  bill  he  introduced  yes¬ 
terday. 

Mr.  LANE  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  in  three 
instances  and  include  extraneous  mat¬ 
ter. 

Mr.  MORANO  asked  and  was  given 
permission  to  extend  his  remarks  and 
include  an  editorial  appearing  in  Life. 

Mr.  ANGELL  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  and  in¬ 
clude  an  editorial. 

Mr.  DONDERO  and  Mr.  AYRES  asked 
and  were  given  permission  to  extend 
their  remarks. 

Mr.  HUGH  D.  SCOTT,  JR.,  asked  and 
was  given  permission  to  extend  his  re¬ 
marks  and  include  extraneous  matter. 

Mr.  HAYS  of  Ohio  and  Mr.  RANKIN 
asked  and  were  given  permission  to  ex¬ 
tend  their  remarks  and  include  extrane¬ 
ous  matter. 

Mr.  BUSBEY  asked  and  was  given 
permission  to  revise  and  extend  the  re¬ 
marks  he  made  in  Committee  and  in¬ 
clude  extraneous  matter. 

Mr.  RIBICOFF  (at  the  request  of  Mr. 
Klein)  was  given  permission  to  extend 
his  remarks  and  include  extraneous  mat¬ 
ter. 

Mr.  ADDONIZIO  (at  the  request  of 
Mr.  Rodino)  was  given  permission  to 
extend  his  remarks  and  include  an  edi¬ 
torial. 

Mr.  RODINO  asked  and  was  given 
permission  to  extend  his  remarks  and 
include  an  editorial. 

Mr.  ASPINALL  asked  and  was  given 
permission  to  extend  his  remarks  in  two 
instances  and  include  editorials. 

Mr.  VAN  ZANDT  (at  the  request  of 
Mr.  Crawford)  was  given  permission 
to  extend  his  remarks  in  two  instances 
and  include  editorials. 

Mr.  CLEVENGER  (at  the  request  of 
Mr.  Crawford)  was  given  permission 
to  extend  his  remarks  and  include  an 
editorial. 

Mr.  STEFAN  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  in  four 
instances  and  include  editorials. 

Mr.  CURTIS  of  Nebraska  asked  and 
was  given  permission  to  extend  his  re¬ 
marks  and  include  a  newspaper  article. 

Mr.  GOSSETT  asked  and  was  given 
permisison  to  extend  his  remarks  and 
include  an  editorial, 

Mr.  OSTERTAG  asked  and  was  given 
permission  to  extend  his  remarks  and 
include  a  newspaper  article. 

Mr.  BUDGE  (at  the  request  of  Mr. 
Saylor)  was  given  permission  to  extend 
his  remarks. 

ADJOURNMENT 

Mr.  SHELLEY.  Mr.  Speaker,  I  move 
that  the  House  do  now  adjourn. 

The  motion  was  agreed  to;  accord¬ 
ingly  (at  2  o’clock  and  2  minutes  p.  m.) , 
the  House  adjourned  until  tomorrow. 
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Wednesday,  June  20,  1951,  at  12  o’clock 
noon. 

executive  communications,  etc. 

538.  Under  clause  2  of  rule  XXIV,  a 
letter  from  the  Secretary  of  the  Treas¬ 
ury,  transmitting  the  Annual  Report  of 
the  Exchange  Stabilization  Fund  created 
by  section  10  .(b)  of  the  Gold  Reserve 
Act  of  1934  for  the  fiscal  year  ending 
June  30,  1950,  pursuant  to  section  10  (a) 
of  the  act,  was  taken  from  the  Speaker’s 
table  and  referred  to  the  Committee  on 
Banking  and  Currency. 


REPORTS  OF  COMMITTEES  ON  PUBLIC 
BILLS  AND  RESOLUTIONS 

Under  clause  2  of  rule  XIII,  reports  of 
committees  were  delivered  to  the  Clerk 
for  printing  and  reference  to  the  proper 
calendar  as  follows : 

Mr.  SABATH:  Committee  on  Rules.  House 
Resolution  262.  Resolution  providing  for  the 
consideration  of  H.  R.  4473,  to  provide  reve¬ 
nue,  and  for  other  purposes;  without  amend¬ 
ment  (Rept.  No.  629) .  Referred  to  the  House 
Calendar. 


REPORTS  OF  COMMITTEES  ON  PRIVATE 
BILLS  AND  RESOLUTIONS 

Under  clause  2  of  rule  XIII,  reports  of 
committees  were  delivered  to  the  Clerk 
for  printing  and  reference  to  the  proper 
calendar  as  follows : 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  51.  An  act  for  the  relief  of  Arthur 
Henrik  Sorensen,  Maren  Anderson  Sorensen, 
and  minor  child,  Evelyn  Sorensen;  without 
amendment  (Rept.  No.  587) .  Referred  to  the 
Committee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  124.  An  act  for  the  relief  of  Mrs. 
George  (Wong  Tze-yen)  Poy;  without 
amendment  (Rept.  No.  588).  Referred  to 
the  Committee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  275.  An  act  for  the  relief  of  Rafael 
Kubelik,  his  wife,  Ludmila  Kubelik,  and  their 
minor  son,  Martin  Kubelik;  without  amend¬ 
ment  (Rept.  No.  589).  Referred  to  the  Com¬ 
mittee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  470.  An  act  for  the  relief  of  Sister 
Bertha  Pfeiffer  and  Sister  Elzbieta  Zabinska; 
with  amendment  (Rept.  No.  590).  Referred 
to  the  Committee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  631.  An  act  for  the  relief  of  Conrad 
Xavier  Charles  Mauerer;  without  amend¬ 
ment  (Rept.  No.  591) .  Referred  to  the  Com¬ 
mittee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  879.  An  act  for  the  relief  of  Luigi 
Podesta;  without  amendment  (Rept.  No. 
592).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  WALTER:  Committee  on  the  Judici¬ 
ary.  S.  1229.  An  act  for  the  relief  of  Jan 
Josef  Wieckowski  and  Ills  wife  and  daughter; 
with  amendment  (Rept.  No.  593).  Referred 
to  the  Committee  of  the  Whole  House. 

Mr.  KEATING:  Committee  on  the  Judi¬ 
ciary.  S.  699.  An  act  for  the  relief  of  James 
M.  Shellenberger,  Jr.,  a  minor;  without 
amendment  (Rept.  No.  594).  Referred  to 
the  Committee  of  the  Whole  House. 

Mr.  GOSSETT:  Committee  on  the  Judi¬ 
ciary.  H.  R.  579.  a  bill  for  the  relief  of 
Hendryk  Kempski;  with  amendment  (Rept. 
No.  595 ) .  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GOSSETT:  Committee  on  the  Judi¬ 
ciary.  H.  R.  580.  A  bill  for  the  relief  of 
Kwangnyeng  Chu;  with  amendment  (Rept. 


No.  596).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GRAHAM:  Committee  on  the  Judi¬ 
ciary.  H.  R.  581.  A  bill  for  the  relief  of 
Isabel  Tabit;  with  amendment  (Rept.  No. 
597).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GOSSETT:  Committee  on  the  Judi¬ 
ciary.  H.  R.  627.  A  bill  for  the  relief  of  Mrs. 
Tjitske  Bandstra  Van  Der  Velde;  with 
amendment  (Rept.  No.  598).  Referred  to 
the  Committee  of  the  Whole  House. 

Mr.  FEIGHAN :  Committee  on  the  Judi¬ 
ciary.  H.  R.  677.  A  bill  for  the  relief  of 
Ramute  Alexandra  Vailokaitis;  with  amend¬ 
ment  (Rept.  No.  599).  Referred  to  the  Com¬ 
mittee  of  the  Whole  House. 

Mr.  WALTER:  Committee  on  the  Judi¬ 
ciary.  H.  R.  870.  A  bill  for  the  relief  of  An¬ 
ton  Bernhard  Blikstad;  with  amendment 
(Rept.  No.  600).  Referred  to  the  Committee 
of  the  Whole  House. 

Mr.  GRAHAM:  Committee  on  the  Judi¬ 
ciary.  H.  R.  970.  A  bill  to  adjust  the  status 
of  an  alien  who  is  in  the  United  States  and 
who  is  a  quota  immigrant;  with  amendment 
(Rept.  No.  601).  Referred  to  the  Committee 
of  the  Whole  House. 

Mr.  FELLOWS:  Committee  on  the  Judi¬ 
ciary.  H.  R.  1136.  A  bill  for  the  relief  of 
Sister  Natalie  (Marie  Palagyi)  and  Sister 
Alice  (Elizabeth  Slachta) ;  with  amendment 
(Rept.  No.  602).  Referred  to  the  Committee 
of  the  Whole  House. 

Mfv  FELLOWS:  Committee  on  the  Judi¬ 
ciary.  H.  R.  1420.  A  bill  for  the  relief  Jit  Dr. 
Eugen  Jose  Singer  and  Mrs.  Frieda, Singer; 
with  amendment  (Rept.  No.  603).  .Referred 
to  the  Committee  of  the  Whole  HoUse. 

Mr.  GRAHAM:  Committee  on'  the  Judi¬ 
ciary.  H.  R.  HISS.  A  bill  for  the  relief  of 
Sister  M.  Crocefissa  and  Sistejr  M.  Reginalda; 
with  amendment'v(Rept.  No. '604) .  Referred 
to  the  Committee  Qf  the  Whole  House. 

Mr.  GRAHAM:  Committee  on  the  Judi¬ 
ciary.  .H.  R.  2160.  A4feill  for  the  relief  of 
Sister  M.  Leonida;  with  amendment  (Rept. 
No.  605).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  FELLOWS/  Committee  on  the  Judi¬ 
ciary.  H.  R.  2292.  A  bill  for  the  relief  of  Jai 
Young  Lee;  With  amendment,  (Rept.  No. 
600) .  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GRAHAM:  Committee  on  the  Judi¬ 
ciary.  H.  R.  2787.  A  bill  for  the  relief  of 
Thomas  Alva  Raphael  (Richards);  without 
amendment  (Rept.  No.  607) .  Referred  to  the 
Corfimittee  of  the  Whole  House. 

Mr.  FEIGHAN :  Committee  on  the  Judi¬ 
ciary.  H.  R.  3214.  A  bill  for  the  relief  of 
Irene  Senutovitch;  with  amendment  (Rept. 
No.  608).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GOSSETT:  Committee  on  the  Judi¬ 
ciary.  H.  R.  3819.  A  bill  for  the  relief  of 
Ann  Elisabeth  (Diana  Elizabeth)  Reingru- 
ber;  without  amendment  (Rept.  No.  609). 
Referred  to  the  Committee  of  the  Whole 
House. 

Mr.  FEIGHAN:  Committee  on  the  Judi¬ 
ciary.  H.  R.  3823.  A  bill  for  the  relief  of 
Shozo  Ichiwawa;  without  amendment  (Rept. 
No.  610).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  WALTER:  Committee  on  the  Judi¬ 
ciary.  H.  R.  4038.  A  bill  for  the  relief  of 
Dr.  George  Alexandras  Chromakis;  without 
amendment  (Rept.  No.  611).  Referred  to 
the  Committee  of  the  Whole  House. 

Mr.  FELLOWS:  Committee  on  the  Judi¬ 
ciary.  House  Concurrent  Resolution  111. 
Concurrent  resolution  favoring  the  granting 
of  the  status  of  permanent  residence  to  cer¬ 
tain  aliens;  without  amendment  (Rept.  No. 
612).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  JONAS:  Committee  on  the  Judiciary. 
H.  R.  623.  A  bill  for  the  relief  of  Carroll  O. 
Switzer;  without  amendment  (Rept.  No. 
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613).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  BYRNE  of  New  York:  Committee  on 
the  Judiciary.  H.  R.  828.  A  bill  for  the  re¬ 
lief  of  Maj.  Bruce  B.  Calkins;  with  amend¬ 
ment  (Rept.  No.  614).  Referred  t,o  the 
Committee  of  the  Whole  House. 

Mr.  JONAS:  Committee  on  the  Judiciary. 
H.  R.  1485.  A  bill  for  the  relief  of  R.  E.  Agee 
and  Margaret  E.  Agee;  with  y&mendment 
(Rept.  No.  615).  Referred  to  tlie  Committee 
of  the  Whole  House.  J 

Mr.  GOODWIN :  'Committee  on  the  Judi¬ 
ciary.  H.  R.  1688.  A  bill,  for  the  relief  of 
James  J.  Lieberman;  without  amendment 
(Rept.  No.  616).  Referred  to  the  Committee 
of  the  Whole  House./ 

Mr.  BYRNE  of  N^w  York:  Committee  on 
the  Judiciary.  JI.  R.  1961.  A  bill  for  the 
relief  of  Guy  Christian;  without  amendment 
(Rept.  No.  617).  Referred  to  the  Committee 
of  the  Whole' House. 

Mr.  JONAS:  Committee  on  the  Judiciary. 
H.  R.  227 5/  A  bill  for  the  relief  of  J.  Alfred 
Pulliamy  with  amendment  (Rept.  No.  618). 
Referred  to  the  Committee  of  the  Whole 
House. 

Mr.  BYRNE  of  New  York :  Committee  on 
the  Judiciary.  H.  R.  2459.  A  bill  for  the  re¬ 
lief  of  Ollie  O.  Evans,  Jr.;  with  amendment 
(Rept.  No.  619).  Referred  to  the  Committee 
of  the  Whole  House. 

Mr.  BYRNE  of  New  York:  Committee  on 
the  Judiciary.  H.  R.  2550.  A  bill  for  the 
relief  of  Thomas  G.  Digges;  without  amend¬ 
ment  (Rept.  No.  620).  Referred  to  the  Com¬ 
mittee  of  the  Whole  House. 

Mr.  BYRNE  of  New  York:  Committee  on 
the  Judiciary.  H.  R.  3730.  A  bill  for  the  re¬ 
lief  of  the  estate  of  Elwood  Grissinger;  with¬ 
out  amendment  (Rept.  No.  621).  Referred 
to  the  Committee  of  the  Whole  House. 

Mr.  RODINO:  Committee  on  the  Judi¬ 
ciary.  H.  R.  2858.  A  bill  for  the  relief  of 
William  C.  Reed;  without  amendment  (Rept. 
No.  622).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  GOODWIN:  Committee  on  the  Judi¬ 
ciary.  H.  R.  3430.  A  bill  for  the  -relief  of 
the  estate  of  Nora  B.  Kennedy;  with  amend¬ 
ment  (Rept.  No.  623).  Referred  to  the  Com¬ 
mittee  of  the  Whole  House. 

Mr.  RODINO.  Committee  on  the  Judiciary. 
H.  R.  3891.  A  bill  for  the  relief  of  Paul  D. 
Banning,  Chief  Disbursing  Officer,  Treasury 
Department,  and  for  other  purposes;  without 
amendment  (Rept.  No.  624).  Referred  to  the 
Committee  of  the  Whole  House. 

Mr.  RODINO:  Committee  on  the  Judiciary. 
H.  R.  3966.  A  bill  for  the  relief  of  George  S. 
Paschke;  without  amendment  (Rept.  No. 
625).  Referred  to  the  Committee  of  the 
Whole  House. 

Mr.  BYRNE  of  New  York:  Committee  on 
the  Judiciary.  H.  R.  4226.  A  bill  for  the  re¬ 
lief  of  Walter  M.  Smith;  with  amendment 
(Rept.  fJo.  626).  Referred  to  the  Committee 
of  the  Whole  House. 

Mr.  BYRNE  Of  New  York:  Committee  on 
the  Judiciary.  H.  R.  3246.  A  bill  for  the  re¬ 
lief  of  Mrs.  Maud  M.  Wright  and  Mrs.  Maxine 
Roberts,  formerly  Mrs.  Maxine  Mills;  with 
amendment  (Rept.  No.  627) .  Referred  to  the 
Committee  of  the  Whole  House. 

Mr.  BYRNE  of  New  York:  Committee  on 
the  Judiciary.  H.  R.  4269.  A  bill  for  the  re¬ 
lief  of  John  S.  Downing;  without  amendment 
(Rept.  No.  628).  Referred  to  the  Committee 
of  the  Whole  House. 


PUBLIC  BILLS  AND  RESOLUTIONS 

Under  clause  3  of  rule  XXII,  public 
bills  and  resolutions  were  introduced  and 
severally  referred  as  follows: 

By  Mr.  BLATNIK: 

H.  R.  4509.  A  bill  to  increase  the  member¬ 
ship  of  the  District  of  Columbia  Recreation 
Board,  and  for  other  purposes;  to  the  Com¬ 
mittee  on  the  District  of  Columbia. 
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ual  veteran  was,  and  the  questioning  of 
determining,  therefore,  the  credits  that 
would  be  allowed  or  not  allowed. 

Mr.  RANKIN.  This  includes  income 
from  all  sources. 

Mr.  BYRNES  of  Wisconsin.  But  does 
it  not  require  a  constant  check?  In 
other  words,  at  the  present  time,  as  I 
understand  it,  a  determination  is  made 
at  the  beginning  of  the  year  and  this  will 
require  the  determination  to  be  made 
constantly  as  the  income  changes,  does 
it  not?  V 

Mr.  RANKIN.  That  is  right. 

Mr.  BYRNES  of  Wisconsin.  So  that 
from  now  on  the  veterans  will  have  to 
report  in  any  change  in  their  income 
status? 

Mr.  RANKIN.  That  is  correct. 

Mr.  BYRNES  of  Wisconsin.  Whether 
it  occurs  during  thegpourse  of  the  year? 

Mr.  RANKIN.  That  is  correct. 

Mr.  BYRNES  of  Wisconsin.  An^  the 
gentleman  does  not  feel  that  would  im¬ 
pose  too  much  of  an  administrative 
burden  to  use  that  type  of  rule? 

Mr.  RANKIN.  No.  I  do  not  think  it  '• 
would  impose  any  extra  burden,  because 
they  can  report  from  time  to  time. 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  RANKIN.  I  yield. 

Mrs.  ROGERS  of  Massachusetts. 
The  same  thing  is  done  under  the  pres¬ 
ent  law,  so  this  does  not  add  anything. 

Mr.  RANKIN.  Why,  certainly. 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  RANKIN.  I  yield. 

Mr.  AUGUST  H.  ANDRESEN.  How 
would  they  consider  cases  under  the  pro¬ 
posed  bill  for  a  widow  with  minor  chil¬ 
dren?  What  would  her  income  be? 

Mr.  RANKIN.  Three  thousand  dol- 
]arS 

Mr.  AUGUST  H.  ANDRESEN.  So  the 
dependents  are  included  to  raise  the  in¬ 
come  level? 

Mr.  RANKIN.  To  raise  it  $500  for 
widows  with  dependents. 

Mr.  TACKETT.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  RANKIN.  I  yield. 

Mr.  TACKETT.  Relative  to  a  widow 
or  mother  of  a  deceased  veteran,  what 
are  the  limitations  on  her  ownership  of 
property  which  may  have  come  to  her  by 
virtue  of  the  death  of  a  veteran? 

Mr.  RANKIN.  That  is  not  involved. 

Mr.  TACKETT.  That  is  no  longer  a 
question?  / 

Mr.  RANKIN.  It  is  a  question  of  in¬ 
come.  / 

Mr.  TACKETT.  Only  a  question  of 
Income?  f 

Mr.  RANKIN.  Yes.  f 

Mr.  TACKETT.  I  thapk  the  gentle¬ 
man. 

Mr.  KEAN.  Mr.  Speaker,  will  the  gen¬ 
tleman  yield?  / 

Mr.  RANKIN.  Ltfield. 

Mr.  KEAN.  H^w  about  life  insurance? 
There  has  been  gome  criticism  about  this 
provision  because  of  the  fact  that  some¬ 
body  who  gets  a  life-insurance  payment 
In  five  yeajriy  installments  is  considered 
to  have  Received  income  for  those  5 
years,  vmereas,  if  the  person  gets  the 
life  insurance  in  a  lump  sum,  he  is  ex¬ 
empted.  Does  the  same  situation  con¬ 
tinue  here? 


Mr.  RANKIN.  That  is  included  in  the 
present  law.  The  only  thing  this  bill 
does  is  just  to  raise  the  limitation. 

Mr.  KEAN.  There  is  no  change  in  that 
provision,  which  I  might  say  I  think  is 
very  unfair? 

Mr.  RANKIN.  And  it  includes  income 
from  all  sources. 

Mr.  FULTON.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  RANKIN.  I  yield. 

Mr.  FULTON.  If  there  is  a  widow 
with  three  dependent  children,  for  ex¬ 
ample,  and  the  children  have  income,  is 
the  income  of  the  whole  family  unit 
added  up  to  make  this  limit,  or  is  it  just 
the  widow’s  income  alone  that  is  con¬ 
sidered? 

Mr.  RANKIN.  They  will  be  counted 
as  single  individuals,  and  the  $1,800  pro¬ 
vision  would  apply. 

Mr.  FULTON.  The  income  then  of 
each  child  is  considered  separate  and 
apart  from  the  income  of  every  other 
child  and  from  its  mother? 

Mr.  RANKIN.  Yes,  that  is  the  law 
now. 

\  The  SPEAKER.  The  time  of  the  gen¬ 
tleman  from  Mississippi  has  expired. 

fcljfr.  McCORMACK.  Mr.  Speaker,  I 
ask  unanimous  consent  that  the  gen¬ 
tleman’s  time  be  extended  for  five  addi¬ 
tional  rninutes. 

.The  SPEAKER.  Is  there  objection  to 
the  request.of  the  gentleman  from  Mas- 
sachusetts?\ 

There  was  no  objection. 

Mr.  FULTON.  If  the  mother’s  income 
is  over,  for  example,  neyertheless  the 
children’s  benefits  might  continue  sep- 

qvqIpIvP 

Mr.  RANKIN.  TKjft  is  right. 

Mr.  JAVITS.  My.  Speaker,  will  the 
gentleman  yield  for  a  question? 

In  considering  the  bilDdid  the  sub¬ 
committee  which,  I  gather,  had  hear¬ 
ings  on  the  bill  consider  also'  the  whole 
question  of  the  cost  of  living  of  a  normal 
family  and  try  to  adjust  the  wholq  prob¬ 
lem  on  tl>at  basis? 

Mr.  RANKIN.  That  is  exactly  what 
we  are  trying  to  do. 

Mr.  JAVITS.  That  seems  to  me  to  be 
the  essential  basis. 

Mi’.  McCORMACK.  Mr.  Speaker,  will 
the  gentleman  yield? 

Mr.  RANKIN.  I  yield. 

Mr.  McCORMACK.  I  remember  this 
bill,  or  a  similar  bill,  passed  in  a  pre¬ 
vious  Congress,  is  that  correct? 

Mr.  RANKIN.  It  was  reported  from 
the  committee. 

The  SPEAKER.  The  question  is  on 
the  engrossment  and  third  reading  of 
the  bill. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  and  was  read  the 
third  time. 

The  SPEAKER.  The  question  is  on 
the  passage  of  the  bill. 

The  bill  was  passed. 

A  motion  to  reconsider  was  laid  on  the 
table. 

COST-OF-LIVING  INCREASE  IN  COMPEN¬ 
SATION  AND  PENSION  RATES 

Mr.  RANKIN.  Mr.  Speaker,  I  call  up 
the  last  bill,  H.  R.  4394,  to  provide  cer¬ 
tain  increases  in  the  monthly  rates  of 
compensation  and  pension  payable  to 
veterans  and  their  dependents,  and  for 
other  purposes. 


The  Clerk  read  the  title  of  the  bill. 

Mr.  RANKIN.  Mr.  Speaker,  I  ask 
unanimous  consent  that  this  bill  be  cc 
sidered  in  the  House  as  in  Committed  of 
the  Whole. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  ivprn.  Mis¬ 
sissippi? 

There  was  no  objection. 

The  Clerk  read  the  bill,  as  follows: 

Be  it  enacted,  etc.,  That  all  monthly  rates 
of  compensation  payable  ■under  laws  admin¬ 
istered  by  the  Veterans’  Administration  for 
disability  rated  io  percent  to  49  percent  are 
hereby  increased  by  5  percent,  and  for  dis¬ 
ability  rated  50  percent  to  100  percent  are 
hereby  increased  by  15  percent:  Provided, 
That  such  increases  shall  not  apply  to  special 
awards  and  allowances,  dependency  allow¬ 
ances,  or  subsistence  allowances. 

Sec.  2.  Paragraph  I  (f),  part  III,  Veterans 
Regulation  No.  1  (a),  as  amended,  is  hereby 
amended  po  read  as  follows: 

“I.  (f )  '‘The  amount  of  pension  payable 
under  tg'rms  of  part  III  shall  be  $63  monthly, 
excepj/that,  where  such  veterans  shall  have 
been-  rated  permanent  and  total  and  in 
receipt  of  pension  for  a  continuous  period 
of  10  years  or  reach  the  age  of  65  years,  the 
amount  of  pension  shall  be  $75  monthly: 
Provided,  That — ” 

Sec.  3.  Paragraph  IV  of  part  I  of  Veterans 
Regulation  No.  1  (a),  as  amended,  is  hereby 
amended  to  read  as  follows: 

“IV.  The  surviving  widow,  child  or  chil¬ 
dren,  and  dependent  mother  or  father  of 
any  deceased  person  who  died  as  the  result 
of  injury  or  disease  incurred  in  or  aggra¬ 
vated  by  active  military  or  naval  service  as 
provided  in  part  I,  paragraph  I,  hereof,  shall 
be  entitled  to  receive  compensation  at  the 
monthly  rates  specified  next  below: 

“Widow  but  no  child,  $75;  widow  with  one 
child,  $121  (with  $29  for  each  additional 
child);  no  widow  but  one  child,  $67;  no 
widow  but  two  children,  $94  (equally  di¬ 
vided)  ;  no  widow  but  three  children,  $122 
(equally  divided)  (with  $23  for  each  addi¬ 
tional  child;  total  amount  to  be  equally 
divided);  dependent  mother  or  father,  $60 
(or  both),  $35  each.” 

Sec.  4.  Section  2  of  Public  Law  No.  484, 
Seventy-third  Congress,  as  amended,  is  here¬ 
by  amended  to  read  as  follows: 

“Sec.  2.  That  the  monthly  rates  of  pension 
shall  be  as  follows:  Widow  but  no  child,  $48; 
widow  and  one  child,  $60  (with  $7.20  for 
each  additional  child) ;  no  widow  but  one 
child,  $26;  no  widow  but  two  children,  $39 
(equally  divided);  no  widow  but  three  chil¬ 
dren,  $52  (equally  divided)  with  $7.20  for 
each  additional  child  (the  total  amount  to 
be  equally  divided) .” 

Sec.  5.  The  increased  rates  authorized  by 
this  act  shall  be  effective  from  the  first  day 
of  the  second  calendar  month  following  the 
date  of  approval  of  this  act. 

Mr.  RANKIN.  Mr.  Speaker,  this  bill 
represents  considerable  study  by  a  sub¬ 
committee  which  had  presented  to  it 
several  bills  proposing  to  give  a  cost-of- 
living  increase  in  all  rates  of  compensa¬ 
tion  and  pension.  These  proposals 
ranged  from  a  10  percent  increase  to  25 
percent. 

The  bill,  as  reported,  provides  for  a  5 
percent  increase  in  the  rates  of  com¬ 
pensation  where  the  disability  is  less 
than  50  percent,  and  where  the  disability 
is  rated  more  than  50  percent,  the  in¬ 
crease  is  15  percent.  In  the  case  of 
compensation  for  widows  and  children 
because  of  a  service-connected  death, 
no  increase  is  given  the  widow  without 
children,  but  the  widows  with  children 
are  increased  by  15  percent. 

Pension  rates  applicable  to  non-serv¬ 
ice-connected  cases  today  are  $60  a 
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month,  or  $72  if  the  veteran  has  been 
oh  the’  rolls  for  a  continuous  period  of 
10  years  or  has  reached  the  age  of  65. 
This  bill  provides  a  $3  increase  in  both 
these  categories  to  make  the  rates  $63 
and.  $75.  For  widows’  pensions  for 
Wo&d  War  I  and  II,  the  committee  has 
endeavored  to  raise  this  group  to  the 
level  of  the  Spanish  War  widows.  The 
present  rate  for  a  widow  of  World  War  I 
or  II  is  $42,  and  this  bill  brings  it  up  to 
$48  to  make  it  uniform  with  the  Spanish 
War.  Similar  increase  is  provided  for 
children. 

The  Veterans’  Administration  has  ad¬ 
vised  that  the  first  year  cost  would  be 
approximately  $148,000,000. 

Mr.  FULTON.  What  is  the  cost  per 
year  ? 

Mr.  RANKIN.  It  is  estimated  it  will 
cost  $148,000,000. 

Mr.  Speaker,  I  submit  the  bill  is  justi¬ 
fied  and  should  be  passed. 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  I  am  delighted  that  the  mem¬ 
bership  of  this  House  has  taken  this  day 
for  the  consideration  of  legislation  bene¬ 
ficial  to  veterans  and  their  dependents. 
In  all  11  bills  have  been  considered  and 
passed. 

Of  course,  I  am  especially  pleased  at 
the  passage  of  the  amputee  car  bill.  I 
have  just  telephoned  the  good  news  to 
the  Korean  conflict  amputees  at  Walter 
Reed  Hospital.  There  are  about  200 
of  them  out  there,  and  they  are  over¬ 
joyed  by  your  favorable  action  in  their 
behalf.  There  is  no  doubt  but  that 
the  passage  of  this  bill  will  affect  most 
favorably  the  physical  progress  of  these 
badly  wounded  men.  Many  of  them 
face  operation  after  operation  before 
they  can  be  discharged,  but  as  one  19- 
year-old  legless  veteran  said  to  me: 
“This  gives  us  something  to  look  for¬ 
ward  to.  It  probably  means  the  differ¬ 
ence  between  getting  a  job  and  being 
idle  at  home.”  They  are  fine,  uncom¬ 
plaining  young  men  and  you  have  en- 
heartened  them  greatly. 

The  SPEAKER.  The  question  is  on 
the  engrossment  and  third  reading  of 
the  bill. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  and  was  read  the 
third  time. 

The  SPEAKER.  The  question  is  on 
the  passage  of  the  bill. 

The  bill  was  passed. 

A  motion  to  reconsider  was  laid  on  the  . 
table. 

GENERAL  LEAVE  TO  EXTEND 

Mr.  RANKIN.  'Mr.  Speaker,  I  ask 
unanimous  consent  that  all  Members 
may  have  five  legislative  days  in  which 
to  revise  and  extend  their  remarks  on 
the  bills  just  passed. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Mis¬ 
sissippi? 

There  yjas  no  objection. 

Mr.  RANKIN.  That  is  all  we  have  at 
this  tim£,  Mr.  Speaker. 

The  SPEAKER.  The  Clerk  will  con¬ 
tinue  to  call  the  committees. 

The  Clerk  called  the  Committee  on 
Ways  and  Means. 

The  SPEAKER.  That  concludes  the 
call  of  the  committees  on  Calendar  | 
Wednesday. 


HOUR  OP  MEETING  TOMORROW 

Mr.  McCORMACK.  Mr.  Speaker,  as 
it  is  the  intention  only  to  adopt  the  rule 
today  on  the  tax  bill,  I  ask  unanimous 
consent,  after  consultation  with  mem¬ 
bers  on  both  sides  of  the  Ways  and 
Means  Committee  and  the  leadership  on 
both  sides,  that  when  the  House  ad¬ 
journs  today  it  adjourn  to  meet  tomor¬ 
row  at  10  o’clock. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Mas¬ 
sachusetts? 

There  was  no  objection. 

REVENUE  ACT,  1951 

Mr.  SABATH.  Mr.  Speaker,  I  call  up 
House  Resolution  262  and  ask  for  its 
immediate  consideration. 

The  Clerk  read  the  resolution,  as  fol¬ 
lows: 

Resolved,  That  immediately  upon  the 
adoption  of  this  resolution  it  shall  be  in 
order  to  move  that  the  House  resolve  itself 
into  the  Committee  of  the  Whole  House  on 
the  State  of  the  Union  for  the  consideration 
of  the  bill  (H.  R.  4473)  to  provide  revenue, 
and  for  other  purposes,  and  all  points  of 
Order  against  the  biU  are  hereby  waived. 
That  after  general  debate,  which  shall  be 
confined  to  the  bill  and  continue  not  to  ex¬ 
ceed  2  days,  such  general  debate  to  end  not 
later  than  4  o’clock  p.  m.,  on  the  second  day 
of  debate,  and  which  shall  be  confined  to  the 
bill,  to  be  equally  divided  and  controlled  by 
the  chairman  and  ranking  minority  mem¬ 
ber  of  the  Committee  on  Ways  and  Means, 
the  bill  shall  be  considered  as  having  been 
read  for  amendment.  No  amendment  shall 
be  in  order  to  said  bill  except  amendments 
offered  by  the  directon  of  the  Committee  on 
Ways  and  Means,  and  said  amendments  shall 
be  in  order,  any  rule  of  the  House  to  the 
contrary  notwithstanding.  Amendments  of¬ 
fered  by  direction  of  the  Committee  on  Ways 
and  Means  may  be  offered  to  any  section  of 
the  bill  at  the  conclusion  of  the  general  de¬ 
bate,  but  said  amendments  shall  not  be  sub¬ 
ject  to  amendment.  At  the  conclusion  of 
the  consideration  of  the  bill  for  amendment, 
the  Committee  shall  rise  and  report  the  bill 
to  the  House  with  such  amendments  as  may 
have  been  adopted,  and  the  previous  ques¬ 
tion  shall  be  considered  as  ordered  on  the 
bill  and  amendments  thereto  to  final  pas¬ 
sage  without  intervening  motion  except  one 
motion  to  recommit. 

The  SPEAKER  pro  tempore  (Mr. 
Walter).  The  gentleman  from  Illinois 
[Mr.  Sabath]  is  recognized  for  1  hour. 

Mr.  SABATH.  Mr.  Speaker,  as  usual, 
I  am  pleased  to  say  that  later  on  I  shall 
grant  30  minutes  of  the  hour  of  debate 
alloted  on  the  rule  to  the  gentleman  from 
Ohio  [Mr.  Brown]. 

Mr.  Speaker,  this  is  a  closed  rule  and 
provides  for  2  days  of  general  debate, 
with  the  debate  closing  not  later  than 
tomorrow  at  4  o’clock. 

Mr.  BROWN  of  Ohio.  The  gentle¬ 
man  means  Friday  at  4  o’clock,  does  he 
not?  We  are  not  going  to  start  debating 
the  bill  until  tomorrow. 

Mr.  SABATH.  Friday  at  4  o’clock. 
I  thank  the  gentleman  for  the  correc¬ 
tion.  Once  in  a  while  he  is  right. 

Mr.  BROWN  of  Ohio.  The  gentle¬ 
man  from  Illinois  this  time  was  wrong. 

Mr.  SABATH.  I  appreciate  the  gen¬ 
tleman’s  correction. 

To  proceed,  I  wish  to  say  all  points  of 
order  are  waived.  No  amendments  will 
be  permitted  unless  they  be  offered  by 
the  Committee  on  Ways  and  Means. 


Mr.  MARTIN  of  Massachusetts.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  SABATH.  Yes,  I  yield  to  the  gen¬ 
tleman  from  Massachusetts. 

Mr.  MARTIN  of  Massachusetts.  I 
should  like  to  ask  the  gentleman  who 
has  just  been  explaining  the  details  of 
the  rule  if  this  is  one  of  those  vicious 
rules  I  have  heard  the  gentleman  dis¬ 
cuss  in  the  past. 

Mr.  SABATH.  Yes;  it  is;  it  is  a  vi¬ 
cious  rule,  but  all  of  the  Republican 
Members  who  appeared  before  the  Rules 
Committee  pleaded  and  urged  and  ad¬ 
vocated  this  closed  rule  to  a  greater  de¬ 
gree  than  the  Democrats. 

Mr.  MARTIN  of  Massachusetts.  And 
the  gentleman  yielded  because  the  Re¬ 
publicans  asked  him  to  do  it? 

Mr.  SABATH.  Being  a  good-natured 
man,  sometimes  I  cannot  refuse  to  yield 
although  I  think  these  gentlemen  have 
been  wrong  and  are  wrong,  although 
they  appeared  urging  and  pleading  for  a 
closed  or  gag  rule.  When  I  asked  them 
whether  they  would  vote  for  the  bill  they 
said  they  would  not.  But  they  wanted  a 
closed  rule.  Oh,  what  inconsistency. 
But  that  is  nothing  new,  nothing  new  to 
me  on  the  part  of  the  Republicans. 

Mr.  MARTIN  of  Massachusetts.  And 
my  good  friend  wants  to  be  just  as  in¬ 
consistent  as  the  other  people  and  for 
that  reason  is  advocating  this  vicious 
rule. 

Mr.  SABATH.  No,  but  under  the  con¬ 
ditions  that  exist,  with  the  Nation  need¬ 
ing  the  revenue,  I  was  compelled  re¬ 
luctantly  to  finally  vote  to  report  the 
rule.  But,  sir,  I  make  this  request  and 
suggestion,  and  please  listen  to  me.  I 
realize  that  during  all  of  the  years  I 
have  been  here,  only  twice,  once  on  a 
tariff  bill  and  once  on  a  revenue  bill,  did 
the  House  consider  such  bills  without  a 
closed  rule  and,  unfortunately,  it  re¬ 
quired  from  6  to  8  weeks  to  pass  those 
bills  in  both  instances;  then  it  was 
necessary  for  the  other  body  to  write  a 
bill  that  would  be  understood  and  ac¬ 
cepted  by  the  House. 

Realizing  how  complicated  these  reve¬ 
nue  bills  are,  and  this  one  in  particular, 
and  feeling  that  the  House  Members 
should  have  some  right  to  pass  on  cer¬ 
tain  of  the  provisions  in  which  they  are 
interested  or  in  which  they  believe,  I 
thought  we  could  have  a  modified  closed 
rule,  making  an  exception  on  a  stated 
number  of  provisions,  giving  the  Mem¬ 
bers  the  right  and  privilege  to  offer 
amendments  without  being  foreclosed  of 
that  right  and  privilege  which  I  believe 
is  theirs. 

Although  I  did  not  succeed  in  my  ef¬ 
fort,  I  am  of  the  opinion  that  in  the  fu¬ 
ture  the  House  will  follow  the  suggestion 
I  offered  of  a  limited  or  modified  closed 
rule  for  the  consideration  of  revenue 
bills  such  as  the  one  now  before  us  pro¬ 
viding  for  a  half  dozen  or  dozen  amend¬ 
ments  to  certain  important  provisions 
whereby  the  bill  might  be  strengthened, 
corrected,  or  improved. 

I  fully  appreciate  this  is  a  compli¬ 
cated  bill.  It  is  this  bill  or  nothing.  The 
Government  needs  the  funds.  I  am  sat¬ 
isfied  that  the  Democratic  members  of 
the  Ways  and  Means  Committee  tried 
to  bring  in  a  more  equitable  bill  that 
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would  be  in  the  interest  of  the  Nation 
and  one  which  would  not  impose  all  of 
the  burdens  or  most  of  the  burdens  on 
those  least  able  to  bear  them.  But  the 
great  Committee  on  Ways  and  Means,  as 
in  the  case  of  my  own  Committee  on 
Rules  is  so  constituted  as  to  have  two  or 
three  reactionary  Southern  gentlemen 
as  Members  who  support  the  interests  of 
big  business,  together  with  a  number  of 
Republican  Members  who  will  have  their 
own  way  or  they  will  not  play  ball  at  all, 
and  in  desperation  the  Democratic  mem¬ 
bers,  in  order  to  obtain  a  favorable  vote 
to  report  the  bill,  were  obliged  to  yield 
on  many  points  to  the  Republicans.  Re¬ 
alizing  that  some  of  the  provisions  in  the 
bill  go  altogether  too  far  in  certain  re¬ 
spects  and  that  many  of  the  loopholes 
have  not  been  closed  as  I  have  been  urg¬ 
ing  and  advocating,  I  was  under  the  im¬ 
pression  that  the  omissions  could  be  cor¬ 
rected  and  that  a  vote  of  11  or  12  mem¬ 
bers  of  the  Committee  on  Ways  and 
Means  should  not  foreclose  the  other  410 
members  of  the  House  from  having  the 
right  to  say  whether  some  of  the  loop¬ 
holes  should  be  closed  or  not. 

Of  course,  I  realize  that  all  legisla¬ 
tion  is  a  matter  of  compromise  and  that 
the  great  chairman  of  the  Ways  and 
Means  Committee  [Mr.  Doughton]  to¬ 
gether  with  the  gentleman  from  Ten¬ 
nessee  [Mr.  Cooper]  were  obliged  to 
compromise  because  when  they  appeared 
before  the  Rules  Committee  and  I  asked 
them  some  questions  as  to  why  certain 
provisions  were  not  included  in  the  bill, 
they  admitted  they  had  voted  for  them 
in  the  committee,  that  they  were  in  favor 
of  them,  but  unfortunately,  did  not  re¬ 
ceive  enough  support  or  enough  votes  to 
have  their  proposals  adopted  which 
would  have  strengthened  and  improved 
the  bill. 

It  was  stated  before  my  committee 
that  efforts  were  made  by  the  Democratic 
membership  on  the  Ways  and  Means 
Committee  to  impose  a  tax  on  those  co¬ 
operatives  controlled  by  a  few  men, 
Which  I  believe  practical  and  just.  There 
is  room  for  improvement  in  the  present 
system  of  exempting  all  cooperatives  by 
weeding  out  those  formed  with  ulterior 
motives. 

I  also  feel  that  the  provisions  of  pres¬ 
ent  law  which  permit  the  formation  of 
family  trusts  for  the  purpose  of  tax 
evasion  by  taking  into  partnership  their 
wives,  daughters,  sons,  and  other  rela¬ 
tives  to  bring  them  into  the  lower  tax 
brackets,  thus  materially  reducing  their 
tax  liability,  should  have  been  elimi¬ 
nated. 

The  27 y2  percent  depletion  allowance 
for  oil  and  mining  interests  now  permit¬ 
ted  should  have  been  eliminated.  This 
is  merely  a  clever  device  whereby  mil¬ 
lions  upon  millions  are  accumulated  by  a 
favored  few  in  extracting  valuable  nat¬ 
ural  resources  from  the  earth.  Under 
this  allowance  these  operators  have  paid 
for  their  properties  many  times  over. 

I  also  feel  that  the  withholding  tax  on 
dividends  and  interest  should  have  been 
limited  to  those  receiving  such  returns 
in  the  amount  of  $1,000  and  over.  There 
are  many  individuals,  retired  persons, 
and  people  of  small  means  who  have  in¬ 
vested  their  life  savings  in  stocks  and 


bonds,  many  of  whom  are  not  required  to 
pay  income  taxes,  who  are  and  will  be 
seriously  inconvenienced  by  the  proposal 
contained  in  this  bill. 

Also,  nothing  has  been  done  about 
closing  the  loopholes  now  taken  advan¬ 
tage  of  by  the  many  private  trusts,  the 
subterfuge  educational  and  charitable 
trusts,  the  individual  corporations  estab¬ 
lished  by  movie  actors  for  the  purpose  of 
exploiting  the  production  of  one  picture, 
all  designed  for  the  sole  purpose  of  tax 
dodging. 

The  present  allowances  as  expense 
items  by  large  corporations  such  as  golf 
club  fees,  yachts  and  their  maintenance 
and  operation,  entertainment  of  all 
kinds,  dinners  and  banquets,  monthly  or 
yearly  hotel  suite  rentals  in  Washington 
and  other  large  cities  paid  for  but  not 
utilized  except  on  special  occasions  for 
gay  parties  and  the  like,  are  a  travesty 
on  equality  of  taxation  and  should  be 
eliminated. 

The  committee  has  seen  fit  to  continue 
the  temporary  stopgap  provision  for  the 
taxation  of  life  insurance  companies 
contained  in  the  1950  Revenue  Act,  but 
nothing  has  been  done  to  broaden  this 
provision  by  including  the  fire  and  cas¬ 
ualty  insurance  companies. 

It  saw  fit  to  increase  the  tax  on  beer, 
wines,  and  spiritous  liquors  but  it  passed 
up  the  lucrative  field  of  patent  medicines, 
many  of  which  are  nostrums  consumed 
by  those  who  seek  the  alcoholic  content. 
These  are  not  used  for  medicinal  pur¬ 
poses  but  are  consumed  as  appetizers  in 
communities  and  areas  where  strict  local 
option  laws  prevail.  The  southern  pro¬ 
ducer  of  one  such  nostrum  boasts  of  the 
fact  that  it  is  good  for  millions  each 
year — of  dollars,  not  people. 

Oh,  yes,  why  not  a  tax  on  soft  drinks, 
such  as  coca  cola?  I  am  informed  that 
a  tax  of  5  cents  per  case— not  per  bottle 
but  per  case  of  24  bottles — on  soft  drinks 
would  produce  many  millions  from  the 
excessive  profits  realized  in  this  industry, 
none  of  which  would  have  to  be  passed  on 
to  the  consumer. 

I  want  to  again  call  your  attention  to 
the  fact  that  under  the  limited  closed 
rule  I  proposed,  many  of  these  lucrative 
tax  sources  could  be  tapped  by  proper 
amendments. 

Notwithstanding  all  this,  under  pres¬ 
ent  conditions  and  the  dire  need  for 
greatly  increased  revenue  as  a  result  of 
our  defense  program,  I  feel  in  honor 
bound,  and  my  solemn  duty  to  urge  the 
adoption  of  this  rule  making  this  bill  in 
order,  in  the  hope  the  other  body  will 
make  adjustments  in  some  of  the  provi¬ 
sions  I  have  called  attention  to,  all  of 
which  are  in  the  interest  of  the  low- 
income  segment  of  our  population. 

Mr.  FULTON.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  SABATH.  I  yield  to  the  gentle¬ 
man  from  Pennsylvania. 

Mr.  FULTON.  The  gentleman  has 
pretty  well  persuaded  me  that  this  is  a 
defective  bill.  Therefore,  does  the  gen¬ 
tleman  want  us  now  to  vote  for  this  rule 
to  bring  this  defective  bill  up  for  a  vote? 

Mr.  SABATH.  Yes;  because  we  can¬ 
not  get  a  perfect  bill.  Of  course,  there  is 
nothing  perfect  under  the  sun,  the  gen¬ 
tleman  knows  that.  I  do  not  know 
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whether  he  would  admit  it  or  not,  but  I 
know  this  to  be  true. 

Mr.  FULTON.  Let  us  assume  this, 
then:  Is  this  bill  worth  considering,  in 
your  judgment?  Does  it  have  the  right 
provisions  in  it?  The  gentleman  has 
just  now  convinced  a  good  many  inde¬ 
pendent-minded  persons  here  that  it  is 
the  wrong  sort  of  a  bill;  that  it  was 
through  certain  conniving  in  the  com¬ 
mittee  that  things  were  put  in  that 
should  not  have  been  put  in. 

Mr.  SABATH.  Well,  I  do  not  say  “con¬ 
niving.”  I  would  not  be  so  harsh  as  to 
designate  it  as  conniving. 

Mr.  FULTON.  What  would  the  gen¬ 
tleman  call  it? 

Mr.  SABATH.  I  would  call  it,  as  I  say, 
yielding  and  compromising  on  matters 
that  they  could  not  help  but  yield  to  if 
they  desired  some  legislation. 

Mr.  FULTON.  Did  the  gentleman 
then  depart  from  principle  and  yield  to 
these  pressures  in  his  committee? 

Mr.  SABATH.  No;  I  have  not  de¬ 
parted  from  principle.  I  still  stand 
where  I  have  been  standing  all  these 
years  and  where  I  hope  to  continue  to 
stand,  for  the  people;  to  try  to  save  them 
from  unfair  taxation  and  not  give  relief 
to  those  that  can  best  afford  to  pay  their 
decent  share,  the  right  share,  especially 
in  view  of  the  fact  that  all  corporations 
and  industries  are  more  prosperous,  have 
greater  profits  even  if  they  pay  the  taxes 
this  bill  provides  for  than  ever  before 
in  the  history  of  our  country. 

Lest  I  forget,  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  I  may  extend  and 
revise  my  remarks  and  insert  some  sta¬ 
tistics  showing  the  great  profits  and 
benefits  now  accruing  to  the  big  interests 
of  the  nation. 

The  SPEAKER  pro  tempore  (Mr.  Wal¬ 
ter).  Is  there  objection  to  the  request 
of  the  gentleman  from  Illinois? 

There  was  no  objection. 

The  Gravy  Train  Really  Rolled  Last  Year 

While  most  of  the  country  was  scrimping 
around  trying  to  make  ends  meet  last  year, 
the  executives  of  corporations  which  have  to 
report  top  salaries  to  the  Securities  and  Ex¬ 
change  Commission  were  doing  all  right, 
thank  you.  Here  are  the  men  who  did  best 
at  the  paymaster’s  window.  In  most  cases 
their  total  take  represents  a  combination  of 
salary,  bonus  and  stock.  For  instance, 
Charles  E.  Wilson,  General  Motors  president 
who  heads  the  list,  received  in  1950  according 
to  SEC  records  $201,300  in  salary,  $363,795  in 
bonus  and  $61,205  in  stock.  A  little  down  the 
list  is  J.  C.  Dellinger,  Pacific  coast  manager 
for  the  Houston,  Tex.,  cotton  brokerage  of 
Anderson,  Clayton  &  Co.;  his  salary  was  only 
$10,000,  but  he  got  a  bonus  of  $458,271. 

Total 

Charles  E.  Wilson,  General  Motors.  $626,  300 


Albert  Bradley,  General  Motors _  541,  425 

Crawford  H.  Greenewalt,  du  Pont..  539,  550 

Marvin  E.  Coyle,  General  Motors _  526,  100 

Harlow  H.  Curtice,  General  Motors.  526, 100 

J.  C.  Dellinger;  Anderson,  Clayton _  468,  271 

Eugene  G.  Grace,  Bethlehem  Steel.  464,  321 
Ronald  K.  Evans,  General  Motors..  446,  825 

Louis  C.  Goad,  General  Motors _ _  441, 100 

Frederick  G.  Donner,  General  Mo¬ 
tors _  441, 070 

Angus  G.  Echols,  du  Pont _ _  384, 100 

Arthur  B.  Homer,  Bethlehem  Steel.  381,  932 
Dr.  Allan  B.  DuMont,  T-V  manu¬ 
facturer  _  864, 239 

Edward  R.  Godfrey,  General  Mo¬ 
tors _ _  346,  300 

J.  F.  Drake,  Gulf  Oil .  343,  000 
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Total 

Kenry  B.  du  Pont  (du  Pont) - $323,  590 

Walter  J.  Beadle  (du  Pont) -  323,200 

Walter  S.  Carpenter  (du  Pont) -  323,200 

j.  Warren  Kinsman  (du  Pont) -  323,200 

William  H.  Ward  (  du  Pont) -  323, 150 

Roger  Williams  (du  Pont) -  323,150 

Waiter  Dannenbaum  (du  Pont) —  323,150 

Seton  Proter  (National  Distillers).  302,206 

John  E.  Bierwirth  (National  Dis¬ 
tillers)  _ -  302,  206 

G.  W.  Mason  (Nash-Kelvinator) _  300,832 

Steward  J.  Cort  (Bethlehem  Steel).  299,  547 
Frederick  A.  Shick  (Bethlehem 

Steel) _ — —  284,  547 

T.  M.  Girdler  (Republic  Steel) _  279,166 

S.  A.  Swensrud  (Gulf  Oil) _  275,000 

John  J.  Schumann  (General  Mo¬ 
tors)  _ _ _  271,200 

Norborne  Berkeley  (Bethlehem 

Steel) _  269,  547 

C.  M.  White  (Republic  Steel) _  258,  333 

Spyros  P.  Skouras  (Twentieth  Cen¬ 
tury  Fox) _ _ _  252,430 

Albert  K.  Chapman  (Eastman 

Kodak) _  249,850 

Paul  M.  Hahn  (American  Tobacco)  _  227,  209 

Thomas  J.  Hargrave  (Eastman 

Kodak) _  225,181 

Charles  R.  Hook  (Armco  Steel) _ _  223,381 

W.  W.  Sebald  (Armco  Steel) _  221,710 

Stanley  C.  Allyn  (National  Cash 

Register)  ... _  212,500 

James  A.  Gray  (R.  J.  Reynolds  To¬ 
bacco)  _  210, 000 

Harry  C.  Crawford  (Bethlehem 

Steel) _  202,  161 

David  Sarnoff  (RCA) _  200,000 

Roy  Fruehauf  (Fruehauf  Trailer) _  194,  375 

Walter  P.  Paepcke  (Container 

Corp.)  _  190,000 

S.  S.  Nueman  (Publicker  Indus¬ 
tries)  _  175, 000 

Richard  J.  Boylan,  James  R.  Coon, 

John  A.  Crowe,  Preston  L.  Fowler 

(American  Tobacco)  (each) _  156,292 

Frank  Folsom  (RCA) _  154,583 

Ralph  L.  Gray  (Armco  Steel) _  151,  625 

Frank  Stanton  (CBS) _  151,597 

W.  Alton  Jones  (Cities  Service) _  151,290 

Sosthenes  Behn  (IT&T) _  150,795 

Royal  Little  (Textron) _  150,645 

Hiland  G.  Batcheller  (Allegheny 

Ludlum) _ _ _  150,  000 

John  H.  Hinman  (International 

Paper)  _  150, 000 

Vincent  Riggio  (American  Tobacco)  148,671 

Edward  R.  Murrow  (CBS) _  135,086 

William  H.  Hobbs  (Coca-Cola) _  134,933 

William  S.  Paley  (CBS) _  100,000 


Profits  Gush  to  New  Highs  for  Oil  Firms 
Up,  up,  up — like  a  gushing  oil  well — go 
the  profits  of  the  big  oil  companies.  This 
year’s  profits  of  Standard  Oil  (New  Jersey) 
are  running  82  percent  above  1950  figures, 
Texas  Co.  profits  are  up  71  percent.  Socony- 
Vacuum’s  have  increased  68  percent. 

Take  a  look  at  these  figures.  They  show 
how  much  oil  profits  have  increased  from 
the  first  3  months-  of  1950  to  the  same  period 
this  year. 

Percentage 
increase 
in  profits, 
1950  to  1951 


Standard  Oil  (New  Jersey) _  82 

Texas  Co _  71 

Standard  Oil  (California) _  52 

Gulf  Oil _  23 

Cities  Service _  25 

Phillips  Petroleum _  60 

Houston  Oil _  83 

Socony-Vacuum  Oil _  68 

Skelly  Oil -  28 

Sinclair  Oil _  38 

Standard  Oil  (Ohio) _  68 

Continental  Oil _  88 

Standard  Oil  (Indiana) _ 86 

Tide  Water  Oil _  60 

Union  Oil  of  California _ 250 


Percentage 
increase 
in  profits, 
1950  to  1951 


Sunray  Oil _  100 

Pacific  Western  Oil _ 3C0 

Mid-Continent  Petroleum -  72 

Ohio  Oil _  14 

Richfield  Oil _  95 


GIFT  TO  OIL  MEN 

While  profits  of  oil  companies  keep  mount¬ 
ing,  the  House  Ways  and  Means  Committee 
makes  a  $75,000,000  tax  gift  to  oil  promoters. 

On  May  4,  the  committee  refused  to  close 
the  loophole  that  allows  oil  firms  to  sub¬ 
tract  27%  percent  of  their  income  each  year 
before  they  figure  their  taxes. 

The  idea  is  that  wells  are  worked  out 
finally.  The  oil  boys  can  pay  for  a  well  in 
4  years  through  tax  write-offs — forever.  That 
is  called  a  “depletion  allowance.’’ 

Mr.  SABATH.  I  sympathize  with  the 
chairman  of  the  Committee  on  Ways  and 
Means  because  he  was  in  the  same  posi¬ 
tion  that  I  have  frequently  found  myself 
in.  He  was  obliged  to  give  way,  but  I 
feel  from  what  he  stated  before  the  com¬ 
mittee,  and  from  what  the  gentleman 
from  Tennessee  [Mr.  Cooper]  stated, 
that  an  honest  effort  was  made  to  elim¬ 
inate  some  of  the  loopholes,  to  increase 
the  rates  in  the  higher  brackets  and 
reduce  those  in  the  lower,  and  thus  bring 
in  a  stronger  bill.  But  I  cannot  under¬ 
stand,  for  the  life  of  me,  when  the  Gov¬ 
ernment  needs  additional  revenue  to 
carry  on  our  defense  program,  especially 
due  to  the  greatly  increased  costs  for 
which  these  interests  are  responsible, 
why  these  big  interests  should  not  pay 
their  fair  share  of  the  burden.  As  Gen¬ 
eral  Marshall  stated  a  few  days  ago,  it 
will  cost  the  Government  over  $7,000,- 
000,000  more  than  was  expected  because 
of  the  increase  in  the  cost  of  material 
and  all  other  things  that  are  required  for 
the  defense  of  our  Nation.  I  am  amazed, 
in  view  of  the  fact  that  these  increases 
go  into  the  pockets  of  these  interests, 
that  they  should  not  be  made  to  pay  their 
proportionate  share. 

Of  course,  I  have  no  objection  to  the 
increase  of  12  percent  on  personal  in¬ 
comes,  but  I  do  not  think  this  same  rate 
should  apply  to  those  with  lower  in¬ 
comes.  I  think  it  should  apply  only  to 
those  who  are  earning  above  $10,000. 
Now  even  the  man  who  earns  $3, COO  or 
$4,000  a  year  does  not  really  live;  he 
merely  exists,  because  of  the  high  cost 
of  living  brought  about  by  these  various 
combinations,  trusts,  and  corporations 
that  are  sitting  up  nights  figuring  out 
how  they  can  secure  higher  prices  and 
greater  profits  on  everything  they  pro¬ 
duce. 

Mr.  McCORMACK.  Mr.  Speaker,  will 
the  gentleman  yield? 

Mr.  SABATH.  I  yield  to  the  gentle¬ 
man  from  Massachusetts. 

Mr.  McCORMACK.  The  gentleman 
has  referred  to  the  high  cost  of  living 
and  controls.  I  think  the  people  of  the 
country  should  realize  that  unless  the 
Congress  acts  on  or  before  June  30  con¬ 
trols  will  no  longer  exist.  The  present 
law  expires  on  June  30.  The  President  in 
a  very  able  and  couargeous  address  to  the 
country  a  few  nights  ago  presented  to 
the  people  of  the  country  what  the  sit¬ 
uation  is.  The  responsibility  now  rests 
upon  the  Congress  of  the  United  States. 


If  controls  are  off  for  1  day  only  it  will 
cause  irreparable  harm  not  only  to  the 
consumer  but  to  the  business  of  our 
country,  whether  small  or  large,  whether 
controlled  or  independent,  and  to  our 
entire  economy,  and  in  particular  to  the 
expenses  in  connection  with  emergency 
legislation  relating  to  our  defense.  The 
situation  is  very,  very  acute.  Congress 
has  only  about  10  days  more  to  act. 
Something  must  be  done,  and  if  nothing 
is  done  the  responsibility  rests  upon 
Congress. 

Mr.  SABATH.  I  thank  the  gentleman 
for  the  observation. 

In  that  connection,  let  me  call  your 
attention  to  the  fact  that  when  rent  con¬ 
trols  went  off  3  years  ago,  for  a  few 
weeks,  immediately  all  the  hotel  and 
apartment  building  rents  went  up  from 
25  to  100  percent.  Consequently  I  feel 
that  if  something  is  not  done  in  time  the 
same  thing  will  occur  now.  What  ap¬ 
plies  to  that  applies  to  everything  else. 
I  have  advocated  price  control.  It  is  ab¬ 
solutely  necessary  to  stop  inflation  and 
at  the  same  time  bring  down  the  ever- 
increasing  cost  of  living.  It  is  hard  for 
me  to  understand,  as  I  said  before,  how 
it  is  possible  under  present  conditions 
for  people  who  earn  only  $50  a  week,  to 
live.  They  do  not  live,  they  merely  exist. 
Therefore,  I  feel  that  they  should  not  be 
burdened  with  additional  taxation. 

Mr.  YATES.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  SABATH.  I  yield  to  the  gentle¬ 
man  from  Illinois. 

Mr.  YATES.  Rent  controls  on  the 
apartment  and  residential  hotels  are  still 
necessary  in  the  city  of  Chicago,  are  they 
not? 

Mr.  SABATH.  There  is  no  question 
about  it,  not  only  in  Chicago  but  in  all 
large  cities.  As  chairman  of  a  special 
committee  that  investigated  these  condi¬ 
tions  15  years  or  so  ago,  I  found  that 
many  of  the  people  who  own  these 
apartment  buildings  and  hotels  acquired 
them  at  10,  15,  and  20  cents  on  the  dol¬ 
lar.  They  are  the  ones  that  are  spending 
thousands  of  dollars  for  lobbying  here 
against  housing  and  rent  control,  trying 
to  bring  about  the  elimination  of  control 
of  these  apartment  buildings  and  hotels. 
They  are  trying  to  make  a  hotel  out  of 
every  apartment  building.  God  only 
knows  what  will  happen  to  their  tenants 
if  rent  controls  are  taken  off. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Speaker,  wiil  the  gentleman  yield? 

Mr.  SABATH.  I  yield. 

Mr.  SIMPSON  of  Pennsylvania.  The 
gentleman  is  urging  us  to  support  a  tax 
bill  which  includes  provisions  which  in¬ 
crease  the  cost  of  living  of  the  taxpayer 
with  a  very  low  income.  How  does  he 
justify  that  increase  while  complaining 
about  the  increases  in  the  cost  of  living? 

Mr.  SABATH.  I  am  doing  so  because 
there  is  nothing  else  I  can  do  as  I  stated 
earlier  in  my  remarks.  Under  present 
conditions  the  Government  needs  the 
revenue  for  defense  purposes.  Naturally 
I  am  not  here  to  say  that  the  man  of 
low  earning  power  should  not  pay  his 
proportionate  share  of  taxes.  He,  too, 
owes  something  to  his  country.  But  I 
feel  that  those  who  can  best  afford  to 
pay  should  be  made  to  pay  and  that  this 
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burden  should  not  be  loaded  unfairly  on 
those  who  can  least  afford  to  carry  the 
burden. 

Mr.  MILLS.  Mr.  Speaker,  will  the 
geneleman  yield? 

Mr.  SABATH.  I  yield. 

Mr.  MILLS.  As  I  understand  my 
friend,  the  gentleman  from  Illinois,  he 
is  not  finding  fault  with  the  provisions 
contained  in  the  bill  H.  R.  4473.  He  does 
find  fault  because  certain  provisions, 
which  he  supports,  are  not  included  in 
the  bill.  Am  I  right? 

Mr.  SABATH.  You  are  right  with  one 
exception.  As  the  gentleman  from 
Virginia  [Mr.  Smith]  called  to  my  at¬ 
tention,  the  bill  provides  for  reductions 
in  certain  taxes  under  present  law  in  the 
amount  of  some  $390,000,000.  I  cannot 
understand  why  that  was  necessary. 
This  action  seemed  entirely  unwar¬ 
ranted.  Oh  yes,  there  is  the  provision 
exempting  from  the  20%  retail  tax  baby 
oils,  powders,  and  lotions,  which  is  all 
right,  but  this  represents  but  a  very 
small  portion  of  the  $390,000,000. 

Mr.  MILLS.  The  gentleman  is  in  fa¬ 
vor,  however,  of  the  provision  in  the  bill 
which  exempts  from  the  capital  gains 
tax  the  so-called  homestead,  when  sold? 

Mr.  SABATH.  To  be  perfectly  candid, 
the  reported  bill  containing  153  pages 
and  the  report  containing  152  pages  were 
pot  available  to  me  until  yesterday  morn¬ 
ing.  I  labored  over  them  until  3  a.  m. 
this  morning  and  I  frankly  cpnfess  that 
I  am  not  thoroughly  familiar  with  all  of 
Its  provisions  now.  It  would  require  a 
jnuch  better  and  much  abler  man  than  I 
to  thoroughly  digest  this  massive  bill  in 
so  short  a  time.  However,  in  answer  to 
the  gentleman  from  Arkansas  I  will  state 
that  if  this  provision  creates  an  addi¬ 
tional  tax  evasion  loophole  for  the  big 
real  estate  operators  who  sell  and  resell 
homes,  naturally  I  could  not  be  for  it. 

Mr.  MILLS.  The  committee  took  the 
position  on  that  particular  provision  that 
jt  was  in  the  interest  of  defense  workers 
Who  had  to  go  from  one  city  to  another 
to  find  defense  employment. 

Mr.  SABATH.  If  it  applies  to  that 
group,  I  am  satisfied. 

There  are  other  provisions  in  the  bill 
which  are  in  the  right  direction,  al¬ 
though  not  as  many  as  I  would  like  to  see. 

Mr.  KEATING.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  SABATH.  I  yield. 

Mr.  KEATING.  The  gentleman  has 
expressed  dissatisfaction  with  one  pro¬ 
vision  and,  as  I  understand  him,  he  is 
also  dissatisfied  with  this  additional  tax¬ 
ation  on  those  with  incomes  under 
$10,000.  Those  are  very  vital  provisions 
of  the  bill,  and  I  ask  the  gentleman  why, 
then,  he  does  not  support  an  open  rule 
on  this  bill,  so  that  the  gentlemen  can 
offer  amendments  to  correct  those  provi¬ 
sions  of  which  he  complains. 

Mr.  SABATH.  As  complicated  as  this 
bill  is,  I  fear  that  an  open  rule  would 
create  a  condition  whereby  we  would 
weaken  the  bill  instead  of  improving  it, 
and  there  is  always  the  danger  that 
many  Members  on  your  side  would  vote 
to  relieve  those  with  great  incomes  and 
add  to  the  burdens  of  those  with  low 
incomes,  if  an  open  rule  were  brought  in. 


Your  party  would  not  be  in  such  an 
unfavorable  position  today  where  it  is 
obliged  to  rely  on  false  statements  and 
ridiculous  and  unjustifiable  attacks  and 
half  truths  from  time  to  time  with  which 
you  hope  to  becloud  the  real  issues  and 
thus  mislead  a  majority  of  the  people 
into  voting  with  you  in  1952.  I  still  have 
great  faith,  however,  in  the  immortal 
words  of  that  great  American,  Abraham 
Lincoln,  that  you  can  fool  some  of  the 
people  some  of  the  time  but  not  all  of  the 
people  all  of  the  time. 

Furthermore,  when  the  entire  mem¬ 
bership  of  the  Committee  on  Ways  and 
Means  belonging  to  your  party,  and 
through  their  representatives  appearing 
before  the  Committee  on  Rules,  plead 
for  a  closed  or  gag  rule,  how  could  I  re¬ 
fuse  to  comply  with  their  request  when 
I  did  not  have  the  support  of  your  Re¬ 
publican  members  of  my  committee? 

Mr.  KEATING.  The  gentleman  does 
not  always  agree  with  the  members  of 
my  party. 

Mr.  SABATH.  No;  I  do  not.  I  wish 
I  could.  I  frequently  invite  your  party 
to  agree  with  me,  to  vote  for  things  that 
are  in  the  interest  of  the  masses  and  not 
for  the  classes  as  you  invariably  do. 

Now,  I  cannot  yield  any  further,  be¬ 
cause  I  am  obliged  to  conclude  my 
remarks. 

How  much  time  have  I  consumed,  Mr. 
Speaker? 

'  The  SPEAKER  pro  tempore  (Mr. 
Walter)  .  The  gentleman  has  consumed 
24  minutes. 

Mr.  SABATH.  Oh,  I  am  sorry. 

I  reserve  the  balance  of  my  time,  and 
now,  with  pleasure,  I  yield  30  minutes  to 
the  gentleman  from  Ohio  [Mr.  Brown]. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker, 
I  yield  4  minutes  to  the  gentleman  from 
New  York  [Mr.  Ostertag]  . 

Mr.  OSTERTAG.  Mr.  Speaker,  I  ask 
unanimous  consent  to  speak  out  of  order, 
and  to  revise  and  extend  my  remarks. 

The  SPEAKER  pro  tempore.  Is 
there  objection  to  the  request  of  the  gen¬ 
tleman  from  New  York? 

There  was  no  objection. 

Mr.  OSTERTAG.  Mr.  Speaker, 
America  is  indeed  fortunate  to  have  a 
man  of  James  W.  Wadsworth’s  great 
stature  and  wisdom  as  a  member  of  the 
National  Security  Training  Commission. 
No  man  in  this  country  has  dedicated 
himself  with  greater  devotion  or  under¬ 
standing  to  the  establishment  of  univer¬ 
sal  military  training  than  has  former 
Senator  Wadsworth,  and  no  man  could 
have  been  chosen  to  serve  on  this  vitally 
important  commission  in  whom  the 
country  would  have  more  confidence. 
His  appointment,  as  well  as  those  of 
other  members  of  the  Commission  by  the 
President,  will  be  universally  applauded. 

For  more  than  50  years,  Senator  Wads¬ 
worth  has  been  convinced  of  the  neces¬ 
sity  to  establish  a  system  of  universal 
military  training  in  this  country,  and 
throughout  the  30  years  he  served  in 
the  Congress  of  the  United  States  he 
pressed  continually  for  the  enactment  of 
legislation  to  establish  such  a  program. 

His  interest  in  UMT  stemmed  from 
knowledge,  conviction,  and  experience. 
As  a  young  man,  he  answered  the  call  to 
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arms  in  the  Spanish-American  War,  en¬ 
listing  in  Battery  A,  Pennsylvania  Field 
Artillery,  and  with  his  own  eyes  he  saw 
the  tragic,  needless,  slaughter  of  his 
comrades  on  the  island  of  Puerto  Rico, 
because  they  lacked  the  military  training 
essential  to  their  task.  He  often  said 
of  that  war,  that  the  enemy  was  noth¬ 
ing,  but  the  greenness  of  American  troops 
was  sickening. 

Throughout  the  early  years  of  this 
century  he  studied  the  feasibility  of  a 
universal  military  training  program  for 
this  country,  and  when,  in  World  War  I, 
he  saw  a  repetition  on  a  greater  scale’ 
of  the  needless  casualties  caused  by  in¬ 
sufficient  training,  his  determination  to 
work  for  a  permanent  peacet  me  train¬ 
ing  program  was  further  strengthened. 

As  chairman  of  the  Senate  Military 
Affairs  Committee,  Senator  Wadsworth 
sponsored  a  measure  in  1920  which 
would  have  inaugurated  such  a  program, 
and  throughout  the  remaining  years  of 
his  service  in  the  Senate  and  in  this 
House,  he  sponsored  or  vigorously  sup¬ 
ported  measures  looking  toward  this  end. 

Early  this  year  when  the  march  of 
Red  imperialism  made  it  abundantly 
clear  that  America  must  rebuild  and 
maintain  her  armed  strength  on  a  per¬ 
manent  basis,  Senator  Wadsworth,  then 
in  retirement,  again  pressed  for  the 
establishment  of  a  universal  military 
training  program. 

In  a  cogent  letter  sent  to  every  Mem¬ 
ber  of  this  House,  he  deplored  our  costly 
and  tragic  policy  of  “commencing  to  get 
ready  to  fight  after  the  fight  has 
started.”  He  equally  deplored,  however, 
the  alternative  of  creating  and  main¬ 
taining  a  tremendous  standing  military 
force,  pointing  out  that  such  a  policy 
would  exact  two  fearful  penalties — a 
crushing  financial  burden,  and  the  crea¬ 
tion  of  a  dominant  military  cast  which 
would  eventually  go  far  toward  Prus¬ 
sianizing  the  country. 

The  only  sound  alternative,  he  pointed 
out,  is  a  great  civilian  reserve,  trained 
in  time  of  peace  and  ready  to  answer  the 
call  if  it  comes.  This,  he  said,  is  the 
sound  way,  the  American  way,  the  demo¬ 
cratic  way. 

I  am  frank  to  say  that  I  believe  Sena¬ 
tor  Wadsworth’s  persuasive  reasoning 
did  as  much  as  any  one  effort  through¬ 
out  the  highly  controversial  debate  on 
S.  1,  to  get  the  problem  back  to  funda¬ 
mentals  and  to  win  approval  for  peace¬ 
time  military  training  in  what  is  now 
Public  Law  51. 

No  one  in  America  regards  the  estab¬ 
lishment  of  universal  military  training 
lightly.  It  is  a  break  with  all  our  history 
and  tradition,  and  it  will  require  vigi¬ 
lance  and  leadership  of  the  highest  order 
to  administer  the  program  in  such  a 
way  as  to  insure  and  maintain  our  armed 
strength  at  the  necessary  level  of  effec¬ 
tiveness  without  encouraging  militarism 
and  reckless  military  adventures. 

In  launching  this  tremendously  im¬ 
portant  program,  the  President  could  not 
have  chosen  a  man  better  fitted  to  help 
guide  it  and  keep  it  firmly  in  the  desired 
course  than  James  W.  Wadsworth,  of 
New  York.  With  the  National  Security 
Training  Commission  under  such  auspi- 
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cious  leadership,  we  can  go  forward  with 
the  assurance  that  America  will  keep 
the  faith  with  history  and  the  future, 
and  with  freemen  everywhere. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker, 
I  yield  myself  15  minutes. 

(Mr.  BROWN  of  Ohio  asked  and  was 
given  permission  to  revise  and  extend  his 
remarks. ) 

Mr.  BROWN  of  Ohio.  Mr.  Speaker,  I 
have  listened  with  a  great  deal  of  inter¬ 
est  and  much  attention  to  my  venerable 
friend  and  the  distinguished  chairman 
of  the  Rules  Committee  in- his  nonparti¬ 
san  explanation  of  this  resolution  and  I 
hope  I  may  be  able  to  speak  on  this 
measure  with  the  same  objectivity  he 
has  displayed  in  discussing  it. 

As  the  gentleman  from  Illinois  has 
advised  the  House,  this  resolution  pro¬ 
vides  for  the  consideration  of  the  bill, 
H.  R.  4473,  a  measure  designed  to  in¬ 
crease  the  revenues  of  the  Government, 
under  2  days  of  general  debate.  It  pro¬ 
vides  further  that  on  the  second  day  of 
the  general  debate  on  the  bill  the  com¬ 
mittee  shall  conclude  its  labors  at  4 
p.  m.,  at  which  time  it  shall  rise  and 
report  the  measure  back  to  the  full 
House  for  a  vote  thereon. 

I  understand  it  is  the  desire  of  the 
leadership  of  the  House  that  the  bill  will 
not  be  called  up  for  general  debate  until 
tomorrow,  Thursday.  Such  action 
means,  of  course,  that  we  will  vote  on 
this  bill,  if  the  rule  is  adopted,  at  4  p.  m., 
or  shortly  thereafter,  on  Friday. 

This  proposed  rule  also  provides  that 
the  bill  shall  not  be  open  for  amendment 
except  such  amendments  as  may  be  sub¬ 
mitted  to  the  House  by  direction  of  the 
Committee  on  Ways  and  Means. 

This  is,  of  course,  a  closed  or  gag  rule, 
because  it  prevents  any  Member  of  the 
House  of  Representatives  from  offering 
an  amendment  to  the  new  tax  measure 
unless  the  amendment  has  first  been  ap¬ 
proved  by  the  majority  action  of  the 
Ways  and  Means  Committee.  The  adop¬ 
tion  of  this  rule  means  that  on  this  great 
and  important  measure,  a  bill  which  it 
is  estimated  will  raise  more  revenue  than 
any  other  tax  measure  ever  brought  be¬ 
fore  the  Congress  of  the  United  States, 
at  least  410  Members  of  this  House  will 
have  no  opportunity  to  express  them¬ 
selves  through  the  offering  of  or  the 
voting  on  any  amendments.  It  means 
that  the  House  of  Representatives,  all 
of  the  435  Members,  the  elected  Repre¬ 
sentatives  of  the  people,  must  vote  “yea” 
or  “nay”  on  this  bill  in  its  entirety.  We 
must  swallow  it  all  or  we  must  refuse 
to  swallow  any  of  it.  Like  the  German 
Reichstag  under  Hitler,  that  will  be  the 
position  in  which  we  find  ourselves  if 
this  rule  is  adopted. 

It  means  something  more  than  that. 
It  means,  in  fact  and  in  actuality,  inas¬ 
much  as  the  Ways  and  Means  Commit¬ 
tee  is  made  up  of  25  members,  that  13 
members,  a  bare  majority  of  the  Ways 
and  Means  Committee,  can  and  probably 
will  be,  in  many  instances,  writing  the 
tax  laws  of  this  Nation  which  will  affect 
our  national  economy  as  no  other  leg¬ 
islation  can. 

I  understand  there  has  been,  within 
the  Ways  and  Means  Committee,  con¬ 


siderable  division  of  opinion,  and  that 
often  a  section  or  provision  of  this  tax 
bill  was  adopted  by  a  bare  majority  of 
the  committee,  or  a  single  vote  perhaps, 
13  to  12  or  11  to  10,  or  by  a  2  or  3  vote 
margin. 

I  have  the  highest  respect  and  regard 
for  the  Ways  and  Means  Committee  of 
the  House,  and  for  each  and  every  mem¬ 
ber  of  it.  The  distinguished  gentleman 
who  heads  that  committee  as  its  chair¬ 
man,  Hon.  Robert  L.  Doughton,  has  the 
respect,  the  love,  and  the  admiration  of 
every  individual  in  this  House.  I  am 
not  so  sure  that  he  can  personally  agree 
with  or  approve  every  provision  and  sec¬ 
tion  of  this  tax  bill.  I  am  certain  he 
did  not  have  his  way  in  writing  this 
bill.  I  am  not  sure  that  any  one  mem¬ 
ber  of  the  committee  had  his  way  pre¬ 
paring  this  legislation.  These  men  are 
all  distinguished  men — these  members 
cf  the  Ways  and  Means  Committee. 
They  are  able  and  capable,  yet  they 
are  not  infallible  or  omnipotent.  It  is 
just  possible  they  may  be  wrong  now  and 
then.  They  have  had  wide  and  long 
experience  in  drafting  and  writing  tax 
legislation,  but  it  is  not  at  all  certain 
that  no  other  Member  of  the  House  has 
not  had  similar  experience  with  taxa¬ 
tion  matters,  or  with  the  problems  of 
business  which  arise  as  a  result  of  the 
tax  bills  we  pass.  In  fact,  I  feel  sure 
there  are  other  Members  of  this  body, 
beside  those  who  sit  on  the  Ways  and 
Means  Committee,  who  may  have  as  good 
judgment  as  theirs  as  to  tax  policy,  and 
as  to  what  should  or  should  not  be  done 
in  connection  with  tax  legislation.  So 
I  question  the  wisdom  of  adopting  a  rule 
which  will  say  to  all  the  membership  of 
the  House  that  none  shall  have  the  right 
to  offer,  or  to  consider,  or  to  vote  on  an 
amendment  to  this  bill;  must  accept  the 
word  of  the  majority  of  the  Ways  and 
Means  Committee  and  vote  for  or 
against  the  bill  the  committee  offers  in 
its  entirety.  By  such  action  we  certain¬ 
ly  are  not  furthering  the  democratic 
process  for  which  we  have  been  fighting 
throughout  the  world. 

We  discussed  this  bill  rather  thorough¬ 
ly  in  the  Committee  on  Rules.  It  was 
brought  out  in  our  committee  hearings 
on  this  bill  that  while  the  Constitution 
provides  all  revenue  measures  must 
originate  in  the  House,  that  as  a  matter 
of  fact  very  few  of  the  tax  bills  enacted 
into  law  in  recent  years  have  been  any¬ 
thing  like  the  original  bills  as  they  passed 
the  House.  Tax  bills  have  constantly 
and  consistently  been  put  through  the 
House  under  a  closed  or  gag  rule,  with 
few  exceptions,  only  to  go  over  to  another 
body  where  they  have  been  rather  com¬ 
pletely  rewritten,  and  remember,  please, 
that  over  in  the  other  body,  where  they 
have  36  Members,  they  do  not  have  any 
closed  or  gag  rules.  Each  and  every 
Member  of  the  other  body  can  offer  any 
amendment  that  he  or  she  may  desire, 
have  it  debated  thoroughly,  and  finally 
voted  upon.  And,  I  am  not  so  sure  but 
that  the  membership  of  this  House,  while 
It  is  larger,  is  not  just  as  able,  and  just 
as  capable,  and  just  as  much  to  be 
trusted,  in  the  enactment  of  tax  legisla¬ 
tion — because  after  all  tax  legislation  is 


a  matter  of  judgment  and  a  matter  of 
policy — as  are  the  Members  of  the  other 
body. 

The  fact  of  the  matter  is,  and  I  want  to 
be  very  frank  and  not  critical,  I  know 
many  Members  of  this  body  whose  judg¬ 
ment  I  would  rather  trust  and  follow 
than  I  would  the  judgment  of  many 
Members  of  the  other  body.  Now,  what 
do  I  mean  by  the  question  of  judgment? 
Well,  for  instance — as  an  example — in 
this  bill  a  tax  is  levied  on  electric  razors, 
but  there  is  no  tax  levied  on  safety  razors. 
Seemingly,  there  was  no  Member  on  the 
committee  from  the  State  of  Connecti¬ 
cut.  Now,  that  is  a  matter  of  judgment, 
or  perhaps  conscience,  and  certainly  a 
question  of  policy,  as  to  whether  the 
Congress  wants  to  say  if  a  man  shaves 
with  an  electric  razor  he  should  be  taxed 
and  if  he  shaves  with  a  safety  razor  he 
should  not  be  taxed.  I  feel  sure  the  full 
membership  of  the  House  could  be 
trusted  to  pass  on  such  a  great  issue  as 
that  as  well  as  could  the  Committee  on 
Ways  and  Means. 

But,  let  me  discuss  the  rule.  When 
this  bill  came  before  the  Committee  on 
Rules  the  Ways  and  Means  Committee 
did  request,  as  the  gentleman  from  Illi¬ 
nois  has  so  well  explained,  a  closed  or  a 
gag  rule,  and  that  has  been  the  rather 
usual  request  by  past  Ways  apd  Means 
Committees.  But  when  it  came  to  the 
question  approving  the  gag  rule  it  was 
finally  adopted  by  a  very,  very,  very  close 
vote  in  the  Rules  Committee.  While  I 
shall  not  mention  names,  I  think  I  am 
free  to  say  to  the  House,  because  we  on 
the  Committee  on  Rules  are  your  serv¬ 
ants,  that  the  vote  on  this  rule  was  first 
a  tie,  and  then,  finally,  one  of  our  Mem¬ 
bers  very,  very  reluctantly,  as  he  ex¬ 
pressed  it,  voted  to  report  out  the  rule 
before  us. 

Mr.  COX.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  BROWN  of  Ohio.  I  yield  to  the 
gentleman  from  Georgia. 

Mr.  COX.  The  gentleman  recalls 
what  took  place  with  respect  to  the  tak¬ 
ing  of  the  vote.  Is  it  not  the  gentleman’s 
recollection  that  the  vote  was  handled  in 
such  a  way  as  to  create  a  situation 
whereby  the  chairman  would  have  to 
take - 

Mr.  BROWN  of  Ohio.  I  did  not  men¬ 
tion  the  chairman’s  name. 

Mr.  COX.  I  know,  but  the  gentleman 
spoke  of  a  tie  vote.  Does  the  gentleman 
not  recall  that  that  was  the  result  of  a 
play  on  the  part  of  the  Members  to  cre¬ 
ate  just  the  sort  of  a  situation  that  he 
described? 

Mr.  BROWN  of  Ohio.  No;  I  do  not 
think  it  was  the  result  of  a  play  to  cre¬ 
ate  a  situation.  Since  the  gentleman  has 
discussed  the  question  and  brought  out 
and  mentioned  the  chairman’s  name,  I 
presume  everyone  in  the  House  knows 
that  it  was  the  chairman  who  cast,  very 
reluctantly,  the  vote  to  break  the  tie  and 
report  this  rule.  I  do  recall  that  the 
three  Republican  members  present  voted 
against  the  rule;  that  one  member  of  the 
majority  voted  against  the  rule ;  that  two 
members  of  the  majority  did  not  vote  at 
first,  and  that  finally  one,  the  chairman, 
did  vote  to  break  the  tie.  But,  I  did  not 
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want  to  discuss  that.  I  just  wanted  to 
bring  this  problem  to  the  attention  of 
the  House. 

Mr.  COX.  I  do  not  want  to  pursue 
the  inquiry,  because  it  would  involve 
certain  people  in  the  committee  which  I 
would  rather  not  do.  But,  will  the  gen¬ 
tleman  yield  on  another  point? 

Mr.  BROWN  of  Ohio.  I  yield. 

Mr.  COX.  The  gentleman  has  pointed 
out  the  objections  that  lie  to  the  grant¬ 
ing  of  a  closed  rule  on  any  kind  of  a  bill. 
In  spite  of  the  fact  that  these  objections 
are  valid,  is  it  not  the  opinion  of  the 
gentleman  that  on  a  bill  of  this  char¬ 
acter  it  could  only,  with  reasonable 
safety,  be  considered  under  a  closed 
rule?  If  the  action  of  the  committee 
had  depended  upon  the  vote  of  the  gen¬ 
tleman  speaking  here  as  a  responsible 
Member  of  this  body,  would  he  not  have 
favored  the  granting  of  a  closed  rule? 

Mr.  BROWN  of  Ohio.  I  will  answer 
the  gentleman  very  frankly  that  I  would 
have  voted  against  the  closed  rule,  be¬ 
cause  I  do  not  believe  in  granting  a  closed 
or  a  gag  rule  on  a  bill  which  I  am  per¬ 
sonally  convinced  is  a  bad  measure.  I 
am  glad  the  gentleman  from  Georgia  has 
brought  up  that  question.  The  gentle¬ 
man  from  Ohio  has  voted  for  reporting 
and  has  supported  some  closed  or  gag 
rules  in  the  past.  I  have  even  supported 
closed  or  gag  rules  on  tax  bills.  But 
there  is  a  great  difference  in  tax  bills. 

I  recall  that  in  the  Eightieth  Con¬ 
gress,  under  Republican  leadership,  we 
brought  in  a  tax  bill  under  a  closed  or 
gag  rule.  I  supported  that  rule.  I  am 
sure  my  friend,  the  majority  floor  leader, 
is  very  anxious  to  make  comment  on  this 
subject.  So  I  have  a  copy  of  the  debate 
at  that  time  which  I  would  love  to  read 
to  you,  but  first,  before  I  read  it,  I  want 
to  reiterate,  if  I  may,  to  the  Members  of 
the  House  that  in  the  Eightieth  Congress 
we  had  a  very,  very  unique  and  unusual 
situation.  One  that  had  not  existed  for 
a  quarter  of  a  century — ah,  yes;  a  very 
peculiar,  a  very  unique  and  unusal  sit¬ 
uation.  For  the  first  time  in  a  quarter 
of  a  century  we  had  before  us  here  in  the 
House  a  bill  to  reduce  taxes,  not  to  in¬ 
crease  them. 

Mr.  MILLS.  Mr.  Speaker,  will  my 
friend  yield  for  a  correction? 

Mr.  BROWN  of  Ohio.  I  cannot  yield 
now. 

Yes;  for  the  first  time  in  a  quarter  of 
a  century  we  had  a  bill  that  actually  re¬ 
duced  the  tax  burden  on  all  the  taxpay¬ 
ers  of  this  country?  Previously  we  did 
have  one  bill  that  took  off  the  wartime 
excess-profits  tax,  but  we  did  not  before 
have  a  bill  reducing  taxes  on  the  little 
fellow. 

I  think  it  is  an  interesting  bit  of  his¬ 
tory  that  even  the  gentleman  from  Illi¬ 
nois  took  the  floor  as  other  than  minor¬ 
ity  leaders  took  the  floor  in  support  of 
our  gag  rule  because  everybody  in  the 
United  States  was  for  tax  reduction.  The 
Republican  Eightieth  Congress  cut  the 
taxes  on  the  American  people  by  that 
bill  alone  by  something  like  $5,500,- 
000,000.  We  reduced  the  tax  on  the  small 
taxpayers  by  a  larger  percentage  than  we 
did  on  other  groups  or  classes  of  taxpay¬ 
ers.  The  fact  is  that  by  that  bill  we  took 
7,000,000  low-income  Americans  com¬ 


pletely  off  the  tax  rolls.  We  also  in¬ 
creased  the  personal  exemption  for  indi¬ 
viduals  from  $500  to  $600  to  help  the  low- 
income  taxpaying  groups  in  this  country. 

By  the  way,  no  one  has  seen  fit  to  re¬ 
peal  that  particular  section  of  the  law 
yet.  All  this  was  done  in  addition  to 
balancing  the  budget.  On  top  of  all  that 
we  made  substantial  payment  on  the  na¬ 
tional  debt.  So  that  was  an  unusual 
situation  as  well  as  an  unusual  bill. 
That  was  a  bill  in  which  all  of  us  could 
join  in  reducing  taxes.  I  know  some 
people  (Objected  to  and  finally  voted 
against  the  bill.  So  I  am  going  to  watch 
with  a  great  deal  of  interest  whether 
these  same  persons,  who  objected  to  re¬ 
ducing  taxes  back  in  the  Eightieth  Con¬ 
gress,  and  to  lowering  the  tax  burden  on 
the  American  people,  will  now  vote  for 
increasing  the  tax  burden  on  the  Amer¬ 
ican  people. 

I  realize,  as  well  as  anyone  else,  the 
great  need  of  the  Government  for  addi¬ 
tional  revenue.  We  have  to  have  reve¬ 
nue  from  some  source,  because  it  has 
become  apparent  to  all  of  us  that  we  are 
not  getting  cooperation  from  any  other 
branch  of  the  Government  in  our  at¬ 
tempts  to  hold  down  the  cost  of  gov¬ 
ernment. 

So  we  will  need  additional  revenue; 
but,  in  my  opinion,  this  bill  is  not  the 
right  way  to  get  it.  The  gentleman  from 
Illinois,  my  good  friend,  has  said  that  in 
this  bill  there  are  many  provisions  with 
which  he  cannot  agree.  Certainly  there 
are  many  provisions  in  this  bill  with 
which  I  cannot  agree.  In  fact,  I  have 
yet  to  make  up  my  mind,  as  other  Mem¬ 
bers  of  the  House  have  to  do,  whether 
a  piece  of  legislation,  which  is  never  all 
white  or  all  black — and  is  usually  a 
mottled  gray — has  more  good  than  bad 
in  it,  and  I  should  vote  for  it,  or  whether 
it  has  more  bad  than  good  in  it,  and  I 
should  vote  against  it.  So  I  say  to  you, 
in  my  opinion,  this  bill  has  more  bad  in 
it  than  it  has  good,  and  I  am  going  to 
vote  against  it,  in  the  hope  that  the 
Committee  on  Ways  and  Means  will 
bring  in  a  better  price  of  tax  legislation 
in  the  near  future. 

Mr.  COX.  Mr.  Speaker,  will  the  gen¬ 
tleman  yield? 

Mr.  BROWN  of  Ohio.  I  yield. 

Mr.  COX.  Referring  to  the  basis  of 
the  gentleman’s  objection  to  the  bill, 
does  it  raise  too  much  money  or  too  lit¬ 
tle  money? 

Mr.  BROWN  of  Ohio.  It  certainly 
does  not  raise  any  more  than  will  be 
spent  by  this  administration,  I  can 
guarantee  the  gentleman.  However  I 
am  hoping  that  whatever  legislation  we 
may  pass  will  raise  a  sufficient  amount 
of  revenue  to  balance  the  budget. 

Mr.  COX.  There  is  no  disagreement 
with  the  gentleman  on  that,  but  is  it  not 
necessary  to  raise  the  revenue  which  the 
bill  promises  to  raise? 

Mr.  BROWN  of  Ohio.  I  have  just 
answere'd  the  gentleman. 

Mr.  COX.  Is  it  not  necessary  to  raise 
the  revenue  which  the  bill  promises  to 
raise,  in  order  not  to  further  indulge  in 
deficit  financing? 

•  Mr.  BROWN  of  Ohio,  I  have  just 
said  to  the  gentleman  I  believe  we  do 
have  to  raise  additional  revenue.  I  am 
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opposed  to  deficit  financing.  But  when 
we  raise  additional  revenue,  I  want  to 
do  it  fairly.  I  want  to  do  it  on  a  basis 
which  is  just,  and  which  will  not  work 
a  hardship  on  certain  classes  and  groups 
of  our  people,  as  this  bill  will. 

Mr.  HALLECK.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  BROWN  of  Ohio.  I  yield. 

Mr.  HALLECK.  In  view  of  the  fact 
there  seems  to  be  very  considerable 
sentiment  on  both  sides  of  the  aisle  that 
there  are  many  highly  objectionable 
features  in  the  bill,  why  would  it  not  be 
the  better  part  of  wisdom  to  recommit 
the  bill  to  the  committee  in  the  hope 
that  the  committee,  acting  as  a  whole, 
and  as  a  committee  of  all  its  25  members, 
rather  than  operating  as  a  democratic 
majority,  bring  in  a  bill  that  will  remove 
some  of  the  objectionable  features? 

Mr.  BROWN  of  Ohio.  The  gentle¬ 
man  has  expressed  that  which  I  hope 
will  happen.  I  hope  we  may  be  able  to 
recommit  this  bill  and  bring  in  a  more 
balanced  and  fairer  measure — a  bill  that 
can  raise  the  new  revenue  which  is 
needed,  without  taking  away  the  rights 
and  privileges — and  some  necessities  of 
life,  if  you  please,  of  some  of  the  people, 
who  are  so  hard  hit  by  the  bill. 

Mr.  MILLS.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  BROWN  of  Ohio.  I  yield. 

Mr.  MILLS.  Because  I  have  such  a 
high  opinion  of  the  gentleman’s  ideas,  I 
would  like  for  him  to  give  us  a  bill  of 
particulars,  so  if  the  bill  is  recommitted 
we  may  know  how  to  bring  one  out  to 
raise  the  $7,500,000,000  of  revenue. 

Mr.  BROWN  of  Ohio.  It  took  the 
gentleman  and  his  colleagues  almost 
6  months  to  bring  out  this  monstrosity, 
and  I  am  sure  I  can  write  a  tax  bill,  at 
least  no  worse  than  this,  in  less  than 
6  months. 

Mr.  MILLS.  Oh,  no — I  want  the  gen¬ 
tleman  to  give  us  something  good. 

Mr.  BROWN  of  Ohio.  I  can  think  of 
several  things  you  can  do,  if  you  want 
to  know.  You  might  take  another  look 
at  the  withholding  tax  on  dividends  pro¬ 
vision  which  takes  away  from  the  old 
people — the  aged  people,  if  you  please — 
the  ones  who  are  not  required  to  pay 
taxes,  a  part  of  their  income  which  they 
need  to  buy  food  and  holds  it  for  a  year 
before  it  is  returned  to  them.  As  some 
in  the  Department  of  Internal  Revenue 
rather  blatantly  say,  “We  will  gain  $35,- 
000,000  to  $40,000,000  a  year  in  taxes 
from  people  who  do  not  ask  for  small 
tax  refunds.”  These  are  the  very  funds 
our  old  people  need  so  badly — and  to 
which  the  Government  is  not  entitled. 
Why  take  such  money  away  from  the 
aged?  That  is  one  little  thing  you  can 
do,  sir.  Think  that  one  over,  and  later 
I  will  gladly  give  you  other  suggestions 
as  to  what  can  be  done  to  help,  after 
we  recommit  this  bill  to  your  committee. 

Mr.  MILLS.  That  is  not  raising  reve¬ 
nue.  I  asked  the  gentleman  to  give  us 
an  idea  of  how  to  raise  it. 

The  SPEAKER  pro  tempore.  The 
time  of  the  gentleman  from  Ohio  [Mr. 
Brown]  has  again  expired. 

Mr.  SABATH.  Mr.  Speaker,  I  yield 
to  the  gentleman  from  Virginia  [Mr. 
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Hardy]  to  make  a  unanimous-consent 

request,... .  . 

COMMITTEE  ON  EXPENDITURES 

Mr.  HARDY.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  the  Subcommittee 
on  Government  Operations  of  the  Com¬ 
mittee  on  Expenditures  may  be  permitted 
to  sit  tomorrow  during  general  debate. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  Virginia? 

There  was  no  objection. 

REVENUE  ACT  OP  1951 

Mr.  SABATH.  Mr.  Speaker,  I  yield 
to  the  gentleman  from  New  York  [Mr. 
Fine]  for  a  unanimous-consent  request. 

Mr.  FINE.  Mr.  Speaker,  I  ask  unani¬ 
mous  consent  to  revise  and  extend  my 
remarks  at  this  point  in  the  Record. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  New  York? 

There  was  no  objection. 

Mr.  FINE.  Mr.  Speaker,  I  would  like 
to  make  the  point  that  since  the  tax 
bill  now  before  us  is  being  considered 
under  a  closed  rule,  there  will  be  no 
opportunity  to  offer  an  amendment  dur¬ 
ing  the  debate  except  through  the  com¬ 
mittee.  I  therefore  address  these  re¬ 
marks  to  the  committee  and  respectfully 
urge  them  to  amend  the  bill  to  provide 
the  same  tax  exemption  for  govern¬ 
mental  pensioners  now  provided  for 
social-security  pensioners  and  for  rail¬ 
road  pensioners.  The  omission  of  this 
important  provision  has  resulted  in  the 
following  inequitable  situation: 

Consider  the  tax  problem  of  three  sep¬ 
arate  individuals  doing  the  same  type 
of  work,  one  employed  in  private  indus¬ 
try,  the  second  by  a  railroad,  and  the 
third  by  a  municipality.  The  first  and 
second  gain  a  tax  exemption  of  $1,800 
and  the  third  no  tax  exemption  at  all 
on  retirement.  The  first  two  take  home 
$1,800  in  pension  pay;  the  third  only 
$1,395  in  pension — all  income  being  the 
same. 

The  unfairness  of  the  situation  is  even 
better  pointed  out  by  the  following  force¬ 
ful  illustration:  Where  we  have  a  pri¬ 
vately  owned  bus  line  which  has  been 
taken  over  by  a  municipality,  the  em¬ 
ployees  of  said  privately  owned  bus  line 
already  retired  and  receiving  social  se¬ 
curity,  or  who  retire  just  before  unifica¬ 
tion,  are  given  a  tax  exemption,  but 
those  who  become  part  of  the  municipal 
scheme  and  later  retire  as  members  of 
the  municipal  pension  system  do  not  get 
the  tax  exemption. 

What  difference  can  there  be  between 
a  social-security  pensioner,  a  railroad 
pensioner,  and  a  governmental  pen¬ 
sioner?  None,  of  course.  And  yet,  the 
committee  has  rejected  a  provision 
sponsored  by  our  colleague  and  member 
of  the  committee,  the  gentleman  from 
New  York,  the  Honorable  Eugene 
Keogh,  which  would  have  eliminated  this 
rank  discrimination.  What  justification 
can  there  be  for  this  differentiation? 

The  fight  to  put  governmental  pen¬ 
sioners  on  the  same  plane  with  social- 
security  pensioners  is  being  led  by  Ralph 
L.  Van  Name,  the  fiery  secretary  of  the 
New  York  city  retirement  system  who 
has  lined  up  in  support  of  the  program 


the  leading  civil  service  and  public  em¬ 
ployee  organizations  as  follows: 

New  York  State  Joint  Council  Govern¬ 
ment  and  Civic  Employees  Organizing 
Committee,  CIO. 

The  Civil  Service  Employees  Associa¬ 
tion. 

Civil  Service  Technical  Guild. 

Civil  Service  Forum. 

The  National  Education  Association. 

The  Congress  of  Industrial  Organiza¬ 
tions. 

New  York  and  New  Jersey  Retired 
Teachers  Associations. 

National  Association  of  Retired  Teach¬ 
ers. 

Retired  Patrolmen’s  Association. 

In  addition  to  these  organizations,  or¬ 
ganized  Government  employee  groups 
and  retired  employee  associations  in  Cal¬ 
ifornia  and  Ohio  and  elsewhere  are  mo¬ 
bilizing  for  action  on  the  controversy. 

Much  credit  is  due  not  only  to  Mr. 
Van  Name,  but  also  Mr.  Jesse  B.  Mc¬ 
Farland,  president  of  the  Civil  Service 
Employees  Association  of  the  State  of 
New  York,  Mr.  Philip  F.  Erueck  and 
Mr.  Raymond  E.  Diana,  chairman  and 
executive  secretary  of  the  New  York 
State  Joint  Council  of  the  Congress  of 
Industrial  Organizations,  respectively, 
and  the  many  other  officials  of  the  em¬ 
ployee  groups  for  their  untiring  efforts 
to  bring  about  equality  in  treatment. 

My  interest  in  this  legislation  stems 
from  my  many  years  of  active  identifi¬ 
cation  with  these  men  and  organizations 
and  I  am  grateful  to  them  for  supply¬ 
ing  me  with  information  and  data  in 
the  preparation  of  this  statement.  An 
analysis  of  said  information  and  data 
supports  the  need  for  the  adoption  of 
the  amendment. 

First.  Under  the  present  income-tax 
bill,  employees  are  taxed  more  if  they 
retire  from  one  of  the  7,000,000  Federal, 
State,  and  city  positions  than  if  they 
retire  under  social  security  from  one  of 
the  45,000,000  positions  in  private  in¬ 
dustry.  This  is  violently  discriminatory. 

Second.  Pensioners  are  usually  aged 
people.  Income  taxation  of  the  aged 
forces  continuance  of  aged  employment 
to  the  detriment  of  youthful  employ¬ 
ment  and  advancement.  Governmental 
pensioners,  whose  pension  at  one  twenty- 
fifth  of  $1,800,  that  is,  $72  for  each  year 
of  25  to  age  65  are  obliged  to  work  seven 
additional  years  to  age  72  to  produce  the 
$522  Federal  income  tax  which  would 
leave  them  with  the  $1,800  take-home 
pension  available  7  years  sooner  to  social 
security’s  untaxed  $1,800  pension.  Gov¬ 
ernmental  pensioners  must  work  up  to 
7  years  longer  solely  because  of  Fed¬ 
eral  discrimination  against  governmen¬ 
tal  pensioners  in  income  taxation. 

Third.  The  tax  bill  as  presently  writ¬ 
ten  continues  an  unconscionable  hard¬ 
ship  upon  old  persons  who  have  served 
their  adult  lives  in  Government  employ¬ 
ment,  and  offers  an  additional  argument 
for  those  who  claim  that  Government 
service  is  growing  less  attractive  in  rela¬ 
tion  to  private  industry. 

Fourth.  It  has  been  suggested  that  by 
this  method,  governmental  employees 
would  be  compelled  to  become  part  of 
the  social-security  system  to  gain  the  tax 
exemption  now  in  the  law — certainly 


not  a  laudable  way  to  treat  the  problem. 
If  this  be  the  motive,  it  amounts  to  an 
unfair  trade  practice  and  should  be  con¬ 
demned.  Furthermore,  to  force  the 
many  city  and  State  employees  into  the 
Federal  plan  would  be  depriving  them  of 
all  of  the  benefits  of  pension  systems 
built  up  over  many  years  of  trial  and 
error.  The  complexity  of  the  change¬ 
over  and  the  inherent  difficulties,  would 
make  the  transition  much  too  difficult 
and  costly. 

Fifth.  The  place  to  derive  taxes  is 
from  production.  The  time  to  derive 
pension  tax  income  from  the  first  bracket 
taxpayers  is  during  their  productive 
years.  Any  first  bracket  taxpayer — and 
there  are  millions  of  them — would  pre¬ 
fer  to  pay  more  during  his  productive 
years,  so  as  to  be  relieved  of  income  tax¬ 
ation  during  his  aged  unproductive  years. 
The  Government  would  suffer  no  loss  by 
using  common  sense  in  this  matter.  Dur¬ 
ing  his  productive  years,  the  taxpayer 
properly  provides:  (a)  for  his  current 
needs,  (b)  for  the  current  needs  of  the 
Government,  (c)  for  the  anticipated 
needs  of  his  old  age.  If  his  successors 
do  likewise  as  they  would  prefer  to  do, 
there  will  be  no  need  to  tax  first  bracket 
aged.  Certainly,  this  is  true  within  the 
$1,800  area  established  for  45,000,000  in¬ 
dustrial  employees  and  ignored  by  Con¬ 
gress  as  to  7,000,000  governmental  em¬ 
ployees  and  pensioners. 

Sixth.  Income  taxation  of  short-lived 
pensioners  is  robbery  of  the  drying  and 
their  survivors.  A  pensioner  does  not 
receive  an  exact  equal  common  total 
value.  He  receives  less  or  more  accord¬ 
ing  as  he  lives  a  short  or  long  time  while 
retired.  The  short-lived  pensioner  who 
does  not  receive  back  even  the  capital 
value  of  his  original  pension  contract  is 
to  be  compelled  by  Government  to  give 
up,  as  22  y2  percent  income  tax,  that 
which  is  not  income  but  part  of  his  orig¬ 
inal  capital.  Both  he  and  his  heirs  suf¬ 
fer  by  this  injustice. 

Seventh.  Governmental  pensioners 
who  survive  their  expectation  cf  life  as 
at  their  retirement  age,  are  scheduled 
to  benefit  from  the  forfeiture  to  the  fund 
of  the  capital  equities  of  short-lived  pen¬ 
sioners.  The  only  way  first  bracket  wage 
earners  may  provide  for  costly  survivor¬ 
ship  in  their  eighties  and  beyond  is  by 
mutual  consent  at  the  outset  to  short¬ 
lived  forfeitures  to  make  possible  long- 
lived  payments  if  long  life  ensues.  The 
Federal  Government  which  provides  tax 
free  $1,800  income  to  industrial  pension¬ 
ers  does  not  merely  tax  governmental 
pensioners  similarly  situated.  It  taxes, 
on  an  annual  income  tax  basis,  inheri¬ 
tance  received  in  annual  installments  by 
long-lived  pensioners  from  short-lived 
pensioners — through  retirement  fund,  of 
course.  It  is  unprincipled  and  discrimi¬ 
natory  to  free  industrial  pensioners  from 
all  tax  on  $1,800  pension  and  then  to  tax 
governmental  pensioners  on  an  annual 
income  tax  basis  with  that  which  is  not 
annual  income  but  annual  installments 
of  the  inheritance  by  the  long-lived  from 
the  short-lived  through  the  retirement 
fund. 

Eighth.  The  income  which  a  Govern¬ 
ment  employee  earns  is  taxed  as  he  earns 
it  precisely  as  is  the  preretirement  in- 
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come  of  employees  in  private  industry 
who  are  covered  by  social  security ;  taxa¬ 
tion  of  governmental  employees  should 
cease  at  retirement  as  it  does  prior  to 
social  security  retirement. 

CONCLUSION 

I  suggest  to  the  committee  one  of  two 
proposals.  Either  that  the  bill  be  imme¬ 
diately  amended  to  bring  about  even- 
handed  justice  in  this  regard  or  to  agree 
to  offer  an  amendment  so  that  we,  the 
Members  of  the  House,  may,  by  our  votes, 
determine  the  question.  By  this  method 
at  least, we  can  once  and  for  all  solve  the 
problem  of  whether  or  no  public  em¬ 
ployees  are  to  be  differently  treated  tax- 
wise. 

(Mr.  DOLLINGER  (at  the  request  of 
Mr.  Pine)  was  given  permission  to  ex¬ 
tend  his  remarks  at  this  point  in  the 
Record.) 

Mr.  DOLLINGER.  Mr.  Speaker,  the 
proposed  tax  bill  in  its  present  form  is 
unsatisfactory  to  me.  I  feel  that  there 
are  glaring  injustices  which  should  be 
corrected.  We  should  be  given  the  op¬ 
portunity  to  offer  protection  to  the  hun¬ 
dreds  of  thousands  of  persons  who  will 
be  severely  penalized  by  the  bill  as  it 
now  stands.  I  refer  particularly  to  those 
sections  which  deal  with  individual  in¬ 
come  taxes. 

A  vast  number  of  elderly  people  in  this 
country  must  depend  solely  upon  a  small 
annuity  or  pension  for  their  existence. 
Because  of  high  living  costs,  they  can 
Afford  nothing  but  the  barest  essentials 
pow.  Those  persons  should  have  the 
same  protection  enjoyed  by  other  groups 
Which  are  exempt  under  the  law.  For 
instance,  social  security  benefits — and  I 
am  informed,  railroad  retirement  pay¬ 
ments,  are  exempt  up  to  $1,800  now. 
The  persons  receiving  such  exemptions 
are  certainly  entitled  to  them,  but  it  is 
only  fair  that  all  persons  dependent  upon 
small  annuities  or  pensions  should  have 
comparable  exemptions.  To  continue 
to  tax  them  is  to  cause  them  to  suffer 
£eal  hardship,  and  the  existing  discrimi¬ 
nation  is  grossly  unfair, 
t  In  my  opinion,  the  proposed  bill  favors 
those  who  can  afford  to  be  further  taxed 
and  penalizes  the  little  taxpayer — those 
in  the  low-income  brackets  who  are  al¬ 
ready  taxed  to  the  limit  and  who  find  it 
increasingly  difficult  to  support  their 
families  and  themselves  under  present 
Jiving  costs.  Under  this  bill,  the  greater 
burden  of  taxation  will  fall  upon  those 
who  are  now  staggering  under  the  tax 
Joad  they  carry  while  those  to  whom  ad¬ 
ditional  taxes  mean  no  real  sacrifice  are 
hot  forced  to  carry  their  proportionate 
ghare  of  the  load. 

I  join  in  the  request  of  my  colleague 
from  New  York  and  respectfully  urge  the 
Ways  and  Means  Committee  to  offer  the 
Amendment  during  the  debate  which 
Ivould  make  the  new  tax  law  fair  and 
equitable  to  all. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker,  I 
yield  such  time  as  he  may  desire  to  the 
gentleman  from  Ohio  [Mr.  Vorys]. 

(Mr.  VORYS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  VORYS.  Mr.  Speaker,  I  am  op¬ 
posed  to  this  gag  rule.  During  the  13 
years  I  have  been  in  Congress  the  Ways 


and  Means  Committee  has  always  de¬ 
manded  a  gag  rule  for  its  tax  bills.  Their 
argument  is  that  tax  bills  are  so  tech¬ 
nical  and  any  and  all  taxes  are  so  offen¬ 
sive  that  the  House  does  not  have  suffi¬ 
cient  intelligence  or  courage  to  consider 
amendments  to  tax  bills.  I  simply  do  not 
believe  this.  Our  present  tax  laws  cer¬ 
tainly  do  not  prove  it,  for  everyone  agrees 
that  our  laws  are  technically  complicated 
and  confusing  and  many  of  them  unfair 
and  unjust.  They  might  have  been  bet¬ 
ter  if  the  House  membership  had  been 
given  a  chance  to  consider  amendments. 
They  could  not  be  much  worse. 

I  have  seen  a  lot  of  long,  complicated 
bills  come  to  the  floor  under  open  rules. 
The  committee  in  charge  was  able  to  de¬ 
feat  or  to  improve  amendments  which 
were  improper  or  improperly  drafted. 
Of  course,  the  Ways  and  Means  Com¬ 
mittee,  in  asking  for  a  closed  rule,  implies 
that  the  rest  of  the  House  should  defer 
to  its  superior  wisdom.  I  think  that 
what  has  actually  happened  over  the 
years  is  that  the  Ways  and  Means  Com¬ 
mittee  has  developed  an  inferiority  com¬ 
plex  and  feels  unable  to  defend  its  bills 
on  the  floor  of  the  House. 

The  Republican  minority  on  the  Ways 
and  Means  Committee  has  filed  minority 
views  pointing  out  defects'  and  needed 
amendments.  I  have  not  had  an  oppor¬ 
tunity  to  study  fully  this  bill  and  the 
majority  and  minority  reports.  I  am 
certainly  not  going  to  tie  my  hands  in 
advance  of  the  debate  and  before  I  can 
study  the  whole  bill,  so  as  to  keep  myself 
from  voting  for  necessary  amendments. 
I  am  against  this  closed  rule. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker,  I 
yield  such  time  as  he  may  desire  to  the 
gentleman  from  Connecticut  [Mr.  Mo- 

RANOl. 

(Mr.  MORANO  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  MORANO.  Mr.  Speaker,  I  wish 
to  deplore  the  10-percent  tax  levied  on 
electric  shavers  provided  for  in  this 
revenue  act  by  the  Ways  and  Means 
Committee  as  discriminatory. 

DISCRIMINATORY  CHARACTER  OP  THE  PROPOSED 
10 -PERCENT  TAX  ON  ELECTRIC  RAZORS 

An  independent  survey  by  American 
Legion  magazine  reflects  the  type  of 
razor  currently  used:  Electric,  23.3  per¬ 
cent;  safety,  81.3  percent;  straight,  4.4 
percent. 

A  similar  recommendation  was  made 
by  the  Treasury  Department  with  re¬ 
spect  to  excise  taxes  in  the  1941  Revenue 
Act.  It  was  reported  out  by  the  House 
Ways  and  Means  Committee,  passed  the 
House,  but  was  amended  in  the  Senate 
to  exclude  electric  razors.  In  order  nob 
to  discriminate  and  not  to  create  an  un¬ 
fair  competitive  situation,  logic  would 
impel  the  inclusion  of  all  razors  or  none. 

Senate  Report  No.  673  of  the  Seventy- 
seventh  Congress  states: 

The  House  bill  Imposes  a  tax  of  10  percent 
upon  the  manufacturers’  sale  of  electric  ap¬ 
pliances.  It  was  pointed  out  that  the  inclu¬ 
sion  of  gas  and  oil  water  heaters  and  cooking 
appliances  created  an  unfair  competitive 
situation.  Consequently,  these  gas  and  oil 
appliances  are  included  in  the  taxable  cat¬ 
egory  and  are  taxed  at  the  10-percent  rate. 

In  a  hearing  before  the  House  Ways 
and  Means  Committee — Seventy-seventh 
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Congress,  first  session,  revised  volume  1 — 
Assistant  Secretary  John  L.  Sullivan 
spoke  to  the  committee  in  a  prepared 
statement  appearing  on  page  50: 

In  the  field  of  excise  taxation  it  is  proposed 
that  a  number  of  new  taxes  be  imposed  and 
the  rates  of  some  existing  taxes  be  increased. 
We  have  endeavored  to  avoid  excises  which 
would  fall  on  the  basic  necessities  of  life. 

Any  industry  which  sells  23  percent  of 
the  total  volume  must  receive  considera¬ 
tion. 

In  a  similar  statement,  Colin  P.  Stam, 
of  the  Joint  Committee  cn  Internal  Rev¬ 
enue,  Taxation  and  the  Ways  and  Means 
Committee,  pages  82  and  87: 

The  Committee  on  Ways  and  Means  has  six 
fundamental  tests  of  a  sound  manufacturing 
tax  as  stated  in  the  following  (Rept.  708,  72d 
Cong.,  1st  sesg.)  item  4  of  the  sixth  item: 
“The  tax  must  be  imposed  uniformly  and 
without  discrimination.  *  *  *  It  was 

desired  that  each  member  of  a  competitive 
group  base  taxes  upon  substantially  the  same 
basis  as  competitors.” 

I  believe  it  is  obvious  to  the  Members 
of  this  House  that  shaving  is  a  basic 
necessity  of  life  and  that  no  single 
method,  be  it  electric  or  manual,  for  re¬ 
moving  whiskers  from  the  face,  should 
receive  preference  over  any  other 
method,  particularly  any  one  method,  in 
excess  of  one-fifth  of  the  total  industry. 

ESTIMATED  REVENUE  TO  THE  UNITED  STATES 
GOVERNMENT 

Assuming  a  tax  of  10  percent  at  the 
manufacturers’  level,  it  is  conservatively 
estimated  that  the  loss  in  income  would 
be  sustained  by  the  exclusion  of  electric 
shavers  from  the  current  revenue  act 
would  not  exceed  $2,000,000  in  tax. 

Eighty  percent  of  the  electric  shavers 
in  the  United  States  .are  manufactured 
in  Fairfield  County,  my  congressional 
district.  Consequently,  I  urge  the  Ways 
and  Means  Committee  to  amend  the  tax 
bill  to  include  electric  shavers  together 
with  heating  pads  already  exempted  as 
a  basic  necessity  of  life  in  the  articles 
exempted  from  the  10-percent  tax. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker,  I 
yield  3  minutes  to  the  gentleman  from 
New  York  [Mr.  Keating]. 

(Mr.  KEATING  asked  and  was  given 
permission  to  revise  and  extend  his  re- 
marks  ) 

Mr.  KEATING.  Mr.  Speaker,  tradi¬ 
tionally  tax  bills  are  brought  before  us 
under  a  closed  rule.  That  it  has  always 
been  this  way  in  the  past  is  not  enough 
for  me.  I  recognize  the  practical  con¬ 
siderations  which  have  led  this  year  and 
in  previous  years  to  the  granting  of  a 
rule  prohibiting  any  amendment  to  the 
bill.  But  I  feel  that  these  practical  con¬ 
siderations  have  been  somewhat  exag¬ 
gerated. 

The  argument  is  made  that,  if  amend¬ 
ments  are  permitted,  it  will  lead  to  un¬ 
necessarily  prolonged  debate.  In  the 
first  place,  this  is  an  important  bill, 
which  deserves  the  most  thorough  con¬ 
sideration  by  the  Members  of  the  House. 
[We  are  told  that  it  represents  the  largest 
fiew  tax  levy  which  has  ever  been  im¬ 
posed  on  the  American  people.  It 
reaches  into  every  business  and  into 
every  home.  It  touches  everyone.  No 
one  escapes.  For  that  reason,  the  House 
should  work  its  collective  will  on  this 
legislation  before  final  adoption* 
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Secondly,  it  always  lies  with  the  mem¬ 
bership  to  limit  debate  on  amendments 
to  the  bill,  if  that  course  seems  to  a  ma¬ 
jority  of  the  Members  to  be  desirable. 
When  viewed  in  the  proper  perspective, 
the  so-called  practical  considerations 
which  have  led  to  a  gag  rule  in  the  past 
on  tax  bills  melt  away  pretty  much  into 
thin  air. 

Even  if  it  be  conceded  that  our  course 
in  adopting  a  closed  rule  in  the  past  has 
been  sound,  these  are  not  normal  times. 
We  have  reached  the  point  in  this  coun¬ 
try  where  nearly  every  object  and  every 
activity  falls  under  the  hand  of  the  tax 
collector.  As  we  still  further  narrow  the 
field  of  areas  either  untaxed  or  not  taxed 
to  the  absolute  limit,  the  more  important 
becomes  our  obligation  to  see  it  to  that 
those  areas  are  not  absorbed  within  the 
tax  orbit  without  the  most  careful  and 
thorough  scrutiny  and  debate.  There 
seems  to  me  even  greater  reason  for  al¬ 
lowing  an  open  rule,  at  least  a  partially 
open  rule  in  the  case  of  a  tax-increase 
bill  than  exists  in  the  case  of  a  tax- 
reduction  bill. 

Both  those  who  intend  to  vote  for  this 
bill  and  those  who  intend  to  vote  against 
it  should  support  the  move  to  open  the 
bill  to  appropriate  amendments. 

Those  who  are  opposed  to  this  meas¬ 
ure,  for  the  most  part,  concede  that  addi¬ 
tional  taxes  are  necessary  in  order  to 
balance  the  Federal  budget  and  finance 
our  present  effort  to  defend  our  coun¬ 
try  and  make  it  secure,  so  far  as  possible, 
on  a  pay-as-you-go  basis.  Their  objec¬ 
tion  is  that  this  bill  in  important  re¬ 
spects  goes  about  the  problem  of  addi¬ 
tional  taxes  in  the  wrong  way  and  will 
lead  to  inequities  and  unfair  hardships 
and  will  increase  rather  than  decrease 
inflationary  pressures.  Certainly  this 
group  opposed  to  the  measure  should 
welcome  an  opportunity  to  improve  the 
bill  in  such  a  manner  that  it  may  in  the 
long  run  have  their  support. 

On  the  other  side,  the  distinguished 
chairman  of  the  Committee  on  Ways 
and  Means  and  other  spokesmen  who 
support  this  measure,  according  to  their 
public  utterances,  do  so  not  with  en¬ 
thusiasm,  but  with  faint  praise.  They 
concede,  so  far  as  I  know  without  excep¬ 
tion,  that  it  is  by  no  means  a  perfect 
measure  and  could  be  considerably  im¬ 
proved.  The  only  way  to  bring  that 
about  or  to  attempt  to  bring  it  about 
is  now  through  amendment  on  the  floor. 
This  group  should  even  more  enthu¬ 
siastically  embrace  the  opportunity  to 
improve  the  bill  by  amendment. 

Let  no  one  who  votes  for  a  closed  rule 
to  prevent  any  amendment  to  this  meas¬ 
ure  be  heard  to  claim,  after  voting  for 
it,  that  he  did  so  only  as  a  last  resort 
and  because  it  was  the  only  bill  before 
us.  As  presently  minded,  I  expect  to  sup¬ 
port  the  final  tax  bill  after  the  House 
has  had  an  opportunity  to  work  its  will. 
I  do  not  expect  it  will  in  all  respects 
conform  to  my  own  wishes.  Legislation 
simply  does  not  work  out  that  way.  But 
what  I  do  want  to  accomplish  is  to  as¬ 
sist  in  seeing  to  it  that  any  efforts  to 
improve  the  bill  are  not  eliminated 
through  the  technicality  that  amend¬ 
ments  are  not  in  order  because  of  the 
nature  of  the  rule  we  have  adopted. 


The  vote  on  this  rule  will  be  nearly, 
if  not  quite,  as  important  as  the  vote  on 
the  bill  itself.  Those  who  are  completely 
satisfied  that  we  have  before  us  a  bill 
complying  in  every  respect  with  their 
wishes  are  justified  in  supporting  a  rule 
to  prohibit  amendments.  Those  who 
are  not  of  that  mind  and  who  believe 
this  bill  could  be  improved  should  stand 
up  and  be  counted  against  this  effort  to 
ram  this  bill  through  precisely  in  its 
present  form. 

(Mr.  KEATING  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  SABATH.  Mr.  Speaker,  I  listened 
to  the  remarks  of  the  gentleman  from 
Ohio  [Mr.  Brown],  who  so  adroitly 
stressed  what  he  termed  a  “unique”  rev¬ 
enue  bill  that  the  Congress  passed  in  the 
Eightieth  Congress  in  that  it  was  a  bill 
to  reduce  taxes — not  to  raise  taxes.  Yes, 
that  was  in  1946  or  early  in  1847,  and 
there  was  every  reason  for  passing  such 
a  tax  bill  because  the  war  was  over,  with 
a  change-over  from  military  to  civilian 
production,  the  cancellation  of  war  con¬ 
tracts,  and  the  stopping  of  huge  expendi¬ 
tures  for  war  materials,  so  it  was  but  a 
natural  sequence  of  action  in  effecting  a 
reduction  of  taxes.  The  gentleman  from 
Ohio  strikingly  failed  to  mention  these 
facts  and  also  the  fact  the  legislation  was 
so  timed  to  have  a  political  effect  as  they 
believed  that  would  enhance  the  politi¬ 
cal  fortunes  of  the  Republican  Party  in 
the  coming  Presidential  election.  It  was 
a  tax-reduction  bill  all  right,  but  the 
largest  reductions  went  to  the  fattened 
war  profiteers  and  the  wealthy  in  the 
higher-income  brackets,  and  those  in  the 
lower-income  brackets  were  given  a 
“sop”  reduction  of  a  few  dollars,  but, 
fortunately,  the  common  people  saw 
through  the  camouflage  and  returned  a 
Democratic  administration  in  the  ensu¬ 
ing  election.  The  gentleman  from  Ohio 
^should  have  given  all  the  facts  with  re¬ 
spect  to  that  “unique”  Republican  tax- 
reduction  legislation. 

Mr.  Speaker,  reverting  to  the  rule  un¬ 
der  consideration,  it  has  been  stated  by 
me,  and  even  by  the  gentleman  from 
Ohio,  that  I  endeavored  to  have  a  provi¬ 
sion  in  the  rule  under  which  Member’s 
could  offer  amendments  to  the  bill  under 
certain  limitations,  but  as  consideration 
progressed  in  the  Committee  on  Rules  I 
realized  that  would  be  impossible  to  ac¬ 
complish.  I  recognized  the  need  for  a 
revenue  bill  at  this  time  and  felt  that  I 
owed  it  to  my  country  and  to  the  House 
to  bring  about  favorable  action  on  the 
rule  which  is  now  before  us.  Mr.  Speak¬ 
er,  I  feel  that  under  the  conditions  it  is 
absolutely  necessary  that  this  rule  be 
adopted  and  the  bill  be  passed. 

Mr.  BROWN  of  Ohio.  Mr.  Speaker, 
how  much  time  have  I  remaining? 

The  SPEAKER  pro  tempore.  The 
gentleman  has  consumed  all  of  his  time. 

Mr.  SABATH.  Mr.  Speaker,  I  yield 
the  balance  of  my  time  to  the  gentle¬ 
man  from  Massachusetts  [Mr.  McCor¬ 
mack], 

The  SPEAKER  pro  tempore.  The 
gentleman  from  Massachusetts  is  recog¬ 
nized. 

Mr.  McCORMACK.  Mr.  Speaker,  for 
10  years  I  served  on  the  Ways  and  Means 


Committee  before  being  elected  major¬ 
ity  leader  in  1940.  With  one  exception, 
I  have  no  recollection  of  any  tax  bill 
that  came  out  of  the  committee  during 
the  years  I  was  a  member  that  was  not 
considered  by  the  House  under  a  closed 
rule.  The  exception  was  in  1930,  when 
the  tax  bill  was  considered  under  an  open 
rule,  and  what  happened  on  the  floor 
on  that  occasion  caused  the  responsible 
Members  of  both  parties  to  recognize 
the  practical  situation  that  existed  and 
the  difficulty  of  writing  a  tax  bill  on  the 
floor.  You  will  remember  that  a  very 
important  part  of  that  bill  was  stricken 
out,  carrying  with  it  some  few  billions 
of  dollars,  and  members  of  the  Commit¬ 
tee  on  Ways  and  Means  were  meeting 
unofficially,  picking  out  this  tax,  that 
tax,  or  the  other  tax,  and  coming  into 
the  House  and  proposing  it.  We  all 
realize  what  happened  on  that  occasion. 
With  that  exception,  I  have  no  recollec¬ 
tion  of  a  tax  bill  coming  in  other  than 
under  a  closed  rule  and  members  of  the 
Ways  and  Means  Committee  unani¬ 
mously  recommending  to  the  Rules  Com¬ 
mittee  that  a  closed  rule  be  reported 
out  in  the  consideration  of  a  tax  bill,  no 
matter  what  their  views  might  be  on  the 
bill  itself,  in  whole  or  in  part. 

In  the  Eightieth  Congress,  the  then 
chairman  of  the  Committee  on  Rules, 
the  gentleman  from  Illinois  [Mr.  Allen], 
in  reporting  the  rule,  said: 

This  is  a  closed  rule  providing  2  days  of 
general  debate  on  the  tax  hill.  We  can 
expect  the  same  hue  and  cry  that  is  always 
sent  up  when  a  closed  rule  is  reported  on 
a  tax  bill.  The  Democrats  know  as  well  as 
I  do  that  a  tax  bill  cannot  he  brought  up 
under  any  other  kind  of  rule,  but  they  are 
committed  to  a  policy  of  obstruction  to 
Republican-sponsored  measures. 

I  do  not,  of  course,  rgree  with  the 
latter  statement,  because  we  always  sup¬ 
ported  good  measures  recommended  by 
a  Republican  President,  but  I  have  very, 
very  vague  recollection  as  to  any  good 
one  that  ever  was  recommended  during 
my  23  years,  because  the  only  Republican 
President  we  have  had  during  my  term 
of  service  was  former  President  Herbert 
Hoover.  Hoover  was  a  good  man,  but 
unable  to  grasp  the  problems  of  a  nation 
enveloped  in  a  great  economic  conflagra¬ 
tion;  a  man  I  respect,  but  a  man  who 
had  no  vision,  unable  to  look  into  the 
future;  a  man  who  thought  only  of  the 
past;  a  man  whose  leadership  was  that 
of  a  status  quo  nature.  So  the  only  leg¬ 
islation  that  I  have  any  recollection  of 
recommended  by  a  Republican  President 
was  the  kind  that  was  geared  to  an 
economy  of  1875,  instead  of  an  economy 
of  those  days  of  1928  to  1932. 

The  gentleman  from  Ohio  [Mr. 
Brown]  and  the  gentleman  from  Illi¬ 
nois  [Mr.  Halleck]  are  two  of  the  most 
adroit  politicians  on  the  Republican  side 
of  the  Plouse,  and  I  will  say  in  both 
branches  of  the  Congress.  I  will  include 
both  branches  because  the  Republicans 
have  none  over  on  the  other  side.  They 
referred  to  the  fact  that  the  Eightieth 
Congress  reduced  taxes  and  that  that 
was  the  first  time  there  was  a  reduction 
of  taxes  on  individuals.  However,  in 
1945  we  reduced  taxes  on  individuals 
when  we  repealed  the  excess-profits  tax. 
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We  made  a  mistake  at  that  time  by  re¬ 
pealing  the  excess-profits  tax  too  quickly. 
The  Eightieth  Congress  tax  bill  unbal¬ 
anced  the  budget.  The  Eightieth  Con¬ 
gress  Republican  tax  bill  was  a  corking 
plan  for  the  wealthy  few  at  the  expense 
of  the  many. 

Mr.  BURNSIDE.  Mr.  Speaker,  I  make 
the  point  of  order  that  a  quorum  is  not 
present. 

The  SPEAKER  pro  tempore.  The 
Chair  will  count.  [After  counting.] 
Two  hundred  and  thirty  Members  are 
present,  a  quorum. 

Mr.  SABATH.  Mr.  Speaker,  I  ask 
unanimous  consent  that  all  Members 
may  have  five  legislative  days  in  which 
to  extend  their  remarks  on  the  rule  just 
considered. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  Illinois? 

There  was  no  objection. 

Mr.  SABATH.  Mr.  Speaker,  I  move 
the  previous  question  on  the  resolution. 
The  previous  question  was  ordered. 
The  SPEAKER  pro  tempore.  The 

question  is  on  the  resolution. 

The  question  was  taken;  and  on  a  di¬ 
vision  (demanded  by  Mr.  Miller  of  Ne¬ 
braska)  there  were — ayes  98,  noes  98. 

The  SPEAKER  pro  tempore.  The 

Chair  votes  “aye.” 

Mr.  FULTON.  Mr.  Speaker,  I  object 
to  the  vote  on  the  ground  that  a  quorum 
is  not  present,  and  make  the  point  of  or¬ 
der  that  a  quorum  is  not  present. 

The  SPEAKER  pro  tempore.  The 

Chair  will  count.  [After  counting.] 

Two  hundred  and  nineteen  Members  are 
present,  a  quorum. 

So  the  resolution  was  agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table. 

REAFFIRMING  THE  FRIENDSHIP  OF  THE 
AMERICAN  PEOPLE  FOR  ALL  THE  PEO¬ 
PLES  OF  THE  WORLD 

Mr.  RIBICOFF  submitted  the  follow¬ 
ing  conference  report  and  statement  on 
the  concurrent  resolution  (S.  Con.  Res. 
11)  reaffirming  the  friendship  of  the 
American  people  for  all  the  peoples  of 
the  world,  including  the  peoples  of  the 
Soviet  Union: 

Conference  Report  (H.  Rept.  No.  632) 
The  committee  of  conference  on  the  disa¬ 
greeing  votes  of  the  two  Houses  -  on  the 
amendment  of  the  House  to  the  concurrent 
resolution  (S.  Con.  Res.  11)  entitled  “Con¬ 
current  resolution  reaffirming  the  friendship 
of  the  American  people  for  all  .the  peoples 
of  the  world,  including  the  peoples  of  the 
Soviet  Union,”  having  met,  after  full  and 
free  conference,  have  agreed  to  recommend 
and  do  recommend  to  their  respective  Houses 
as  follows: 

That  the  Senate  recede  from  Its  disagree¬ 
ment  to  the  amendments  of  the  House  and 
agree  to  the  same. 

A.  A.  Ribicoff, 

Thurmond  Chatham, 

Brooks  Hays, 

John  M.  Vorys, 

Frances  P.  Bolton, 
Managers  on  the  Part  of  the  House . 
Tom  Connally, 

Brien  McMahon, 

Alexander  Wiley, 

Managers  on  the  Part  of  the  Senate. 


Statement 

The  managers  on  the  part  of  the  House 
at  the  conference  on  the  disagreeing  votes 
of  the  two  Houses  on  the  amendment  of 
the  House  to  the  concurrent  resolution 
(S.  Con.  Res.  11)  reaffirming  the  friendship 
of  the  American  people  for  all  the  peoples 
of  the  world,  including  the  peoples  of  the 
Soviet  Union,  submit  the  following  state¬ 
ment  in  explanation  of  the  effect  of  the  ac¬ 
tion  agreed  upon  by  the  committee  of  con¬ 
ference  and  recommended  in  the  accompa¬ 
nying  conference  report. 

The  House  struck  out  all  of  the  Senate 
concurrent  resolution  after  the  resolve  clause 
and  the  preamble  and  inserted  substitute 
amendments.  The  committee  of  conference 
has  agreed  upon  the  House  amendments. 
The  resolution,  as  agreed  upon  by  the  mem¬ 
bers  of  the  committee  of  conference,  reads: 

“Whereas  the  goal  of  the  American  people 
Is  now,  and  ever  has  been,  a  just  and  lasting 
peace;  and 

“Whereas  the  deepest  wish  of  our  Nation 
is  to  join  with  all  other  nations  in  preserv¬ 
ing  the  dignity  of  rhan,  and  in  observing 
those  moral  principles  which  alone  lend 
meaning  to  his  existence;  and 

“Whereas,  in  proof  of  this,  the  United 
States  has  offered  to  share  all  that  is  good 
in  atomic  energy,  asking  in  return  only  safe¬ 
guards  against  the  evil  in  the  atom;  and 
“Whereas  the  Congress  reaffirms  its  policy 
as  expressed  in  law  ‘to  continue  to  exert 
maximum  efforts  to  obtain  agreements  to 
provide  the  United  Nations  with  armed'forces 
as  contemplated  in  the  Charter  and  agree¬ 
ments  to  achieve  universal  control  of  weap¬ 
ons  of  mass  destruction  and  universal  regu¬ 
lation  and  reduction  of  armaments,  includ¬ 
ing  armed  forces,  under  adequate  safeguards 
to  protect  complying  nations  against  viola¬ 
tion  and  evasion’;  ahd 

“Whereas  this  Nation  has  likewise  given 
of  its  substance  and  resources  to  help  those 
peoples  ravaged  by  war  and  poverty;  and 
“Whereas  terrible  danger  to  all  free  peoples 
compels  the  United  States  to  undertake  a 
vast  program  of  armaments'  expenditures; 
and 

“Whereas  we  rearm  only  with  reluctance 
and  would  prefer  to  devote  our  energies  to 
peaceful  pursuits:  Now,  therefore,  be  it 
“Resolved  by  the  House  of  Representatives 
( the  Seiyate  concurring ),  That  the  Congress 
of  the  United  States  reaffirms  the  historic 
and  abiding  friendship  of  the  American  people 
for  all  other  peoples,  and  declares — 

“That  the  American  people  deeply  regret 
the  artificial  barriers  which  separate  them 
from  the  peoples  of  the  Union  of  Soviet 
Socialist  Republics,  and  which  keep  the 
Soviet  peoples  from  learning  of  the  desire 
of  the  American  people  to  live  in  friendship 
with  all  other  peoples,  and  to  work  with 
them  in  advancing  the  ideal  of  human 
brotherhood;  and 

“That  the  American  people  believe  the 
Soviet  Government  could  advance  the  cause 
of  peace  immeasurably  by  removing  those 
artificial  barriers,  thus  permitting  the  free 
exchange  of  information  between  our  peo¬ 
ples;  and 

“That  the  American  people  and  their 
Government  desire  neither  war  with  the 
Soviet  Union  nor  the  terrible  consequences 
of  such  a  war;  and 

"That,  although  they  are  firmly  deter¬ 
mined  to  defend  their  freedom  and  security, 
the  American  people  welcome  all  honorable 
efforts  to  resolve  the  differences  standing 
between  the  United  States  Government  and 
the  Soviet  government,  and  invite  the 
peoples  of  the  Soviet  Union  to  cooperate 
in  a  spirit  of  friendship  in  this  endeavor; 
and 

“That  the  Congress  request  the  President 
of  the  United  States  to  call  upon  the  Gov¬ 
ernment  of  the  Union  of  Soviet  Socialist 


Republics  to  acquaint  the  peoples  of  the 
Soviet  Union  with  the  contents  of  this  res¬ 
olution.” 

This  resolution  was  initiated  solely  by  the 
legislative  branch  of  our  Government.  It 
sets  forth  in  simple  language  an  attitude 
that  has  characterized  American  policy  since 
the  inception  of  our  Government.  As  a 
nation  we  have  condemned  tyrannous  and 
oppressive  governments;  for  those  who  have 
suffered  under  them  we  have  always  felt  a 
deep  sympathy.  We  have  never  engaged  in  a 
policy  of  damning  those  whose  voices  can¬ 
not  be  heard  because  of  their  master's  voice. 

We  know  that  the  Soviet  philosophy  is  an 
aggressive  one.  The  Politburo  uses  every  op¬ 
portunity  to  attack  peace-loving  nations  by 
word  and  even  by  arms  through  its  satellites. 
These  activities,  bordering  so  close  to  war, 
give  us  tremendous  concern. 

This  resolution  is  not  belligerent  in  word 
or  spirit.  It  seeks  to  explain  in  explicit  lan¬ 
guage  the  underlying  attitudes  that  deter¬ 
mine  American  foreign  policy.  If  the  arti¬ 
ficial  barriers  between  the  Soviet-dominated 
peoples  and  the  outside  world  could  be  low- 
ererd,  if  not  leveled,  and  these-'ideas  im¬ 
parted  to  them,  the  committee  is  confident 
that  present  tensions  could  be  immeasurably 
reduced. 

As  the  elected  representatives  of  the  Amer¬ 
ican  people,  we  feel  a  particular  responsibil¬ 
ity  in  these  critical  days  to  do  everything 
that  will  further  the  cause  of  peace.  At  the 
same  time  we  wish  to  make  known  our  senti¬ 
ment  that  we  do  not  seek  peace  at  the  ex¬ 
pense  of  freedom  and  security. 

This  resolution  seeks  to  convey  these 
thoughts  to  all  peoples,  including  those  of 
the  Soviet  Union. 

The  purpose  of  this  resolution  is  to  ask 
the  Soviet  Government  to  lift  the  iron  cur¬ 
tain  so  as  to  inform  the  Soviet  people  of  the 
peaceful  purposes  of  the  American  people 
and  the  American  Government.  Under  our 
American  system  of  freedom  of  expression, 
the  position  of  the  Soviet  Union  is  always 
made  available  to  the  American  people.  At 
the  same  time,  the  Soviet  Government  which 
has  complete  control  of  its  press  and  radio 
refuses  to  publish  the  truth  about  the  peace¬ 
ful  aims  and  purposes  of  American  foreign 
policy. 

This  is  indeed  the  iron  curtain  in  opera¬ 
tion.  It  is  without  a  rival  as  the  world’s 
greatest  threat  to  peace. 

The  resolution  touches  the  Soviet  Govern¬ 
ment  in  its  most  vulnerable  spot  by  inviting 
its  peoples  “to  cooperate  in  a  spirit  of  friend¬ 
ship”  in  an  endeavor  to  resolve  the  differ¬ 
ences  between  the  United  States  Govern¬ 
ment  and  the  Soviet  Government. 

Dictators  fear  nothing  more  than  the  un¬ 
leashed  wrath  of  their  subjects.  Any  en¬ 
deavor  to  separate  the  people  from  the  rulers 
challenges  the  illusory  popular  base  on  which 
dictatorship  rests.  The  Soviet  Government 
is  no  exception  to  this  age-old  concept  of 
tyranny. 

An  English-language  broadcast  from  Mos¬ 
cow  accused  the  resolution’s  sponsors  of 
“resorting  to  demagogical  and  hypocritical 
maneuvers  and  subterfuge,  posing  as  men  of 
peaceful  aspirations  whose  only  desire  is  to 
achieve  peace  and  international  coopera¬ 
tion.” 

The  resolution’s  sponsors  were  accused  of 
“obviously  trying  to  pull  a  fast  one  when 
they  speak  of  settling  differences  between  the 
American  people  and  the  Soviet  Govern¬ 
ment.” 

The  request  to  the  President  to  make  the 
contents  of  the  resolution  known  to  the 
peoples  of  the  Soviet  Union  drew  heavy  fire 
from  the  broadcaster. 

“The  authors  of  the  resolution  seek  to 
contrast  the  Soviet  Government  with  the 
Soviet  people.  The  absurdity  and  duplicity 
of  such  an  assertion  is  only  too  obvious.  The 
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Soviet  Government  is  serving  only  the  inter-  General  Pick  speaks  of  allowing  selfish  of  exorbitant  taxes  and  a  swollen  na- 


e'gfs  of  the  people.  It  enjoys  the  complete 
support  and  confidence  of  the  people.  The 
£ov  iet  Government  is  firmly  and  persistently 
fightihg  for  peace  because  it  is  thereby  ex¬ 
pressing  the  aspirations  and  defending  the 
vital  invests  of  the  Soviet  people.” 

Soviet  reaction  to  the  resolution  is  strik¬ 
ing  proof  that  the  Soviet  authorities  fear 
an  appeal  to  ’'the  rank  and  file  of  their  citi¬ 
zens.  It  may  Well  mark  the  first  step  in 
furthering  a  body  of  public  opinion  within 
the  Soviet  state  that  may  check,  if  not 
counter,  the  Kremiin,’s  policies. 

The  resolution  challenges  the  Soviet  Gov¬ 
ernment  by  urging  it  tq.  take  a  positive  step 
toward  the  advancement,  of  peace,  namely, 
by  removing  the  artificial  barriers  which 
block  the  free  exchange  of  information  be¬ 
tween  the  peoples  of  the  two  countries. 

A.  A.  Ribicoff, 

Thurmond  Chatham, 
Brooks  Hays, 

John  M.  Vobys, 

Prances  P.  Bolton, 
Managers  on  the  Part  of  the  House. 

PERMISSION  TO  ADDRESS  THE  HOUSE 

Mr.  VAN  ZANDT.  Mr.  Speaker,  I  ask 
unanimous  consent  to  address  the  House 
for  1  minute  and  tq  revise  and  extend  my 
remarks. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Penn¬ 
sylvania? 

There  was  no  objection. 

ST.  LAWRENCE  SEAWAY 

Mr.  VAN  ZANDT.  Mr.  Speaker,  the 
Congressional  Record  of  June  19  con¬ 
tains  remarks  by  my  colleagues  and  close 
friends,  the  gentleman  from  Louisiana 
[Mr.  Larcade]  and  the  gentleman  from 
Michigan  [Mr.  Dondero],  regarding  a 
statement  I  made  on  June  18  that  Maj. 
Gen.  Lewis  A.  Pick,  Chief  cf  Army  Engi¬ 
neers,  is  lobbying  for  the  St.  Lawrence 
seaway  project. 

I  want  to  assure  every  Member  of  this 
House  that  I  was  not  attacking  the  repu¬ 
tation  General  Pick  enjoys  as  an  engi¬ 
neer.  All  I  did  was  read  from  the  article 
written  by  Fred  G.  Eaton,  columnist  for 
the  Ogdensburg  (N.  Y.)  Journal,  in  which 
he  quoted  General  Pick  as  saying : 

Any  group  or  individual  who  allows  selfish 
interests  to  destroy  these  two  great  nations 
will  have  to  answer  to  his  own  Maker. 

Mr.  Eaton  continued  by  quoting  Gen¬ 
eral  Pick  as  saying: 

And  that  is  just  what  anyone  who  opposes 
the  seaway  is  doing.  / 

Then  directly  quoting  General  Pick 
again  Mr.  Eaton  proceeds: 

We  must  have  steel  to  take  care  of  our 
oncoming  needs.  We  need  this  waterway. 
We  can’t  get  sufficient  steel  without  it,  and 
I  will  stake  my  reputation  as  an  engineer 
and  truthful  person  on  that. 

Mr.  Speaker,  let  us  take  Major  General 
Pick’s  statement:  / 

Any  group  or  individual  who  allows  selfish 
interests  or  motives  to  destroy  these  two 
great  nations  will  have  to  answer  to  his  own 
Maker — and  that  is  just  what  anyone  who 
opposes  the  Jeaway  is  doing. 

In  other  words,  Mr.  Speaker,  General 
Pick  believes  that  those  of  us  who  oppose 
this  economic  monstrosity — the  St.  Law¬ 
rence  seaway — are  not  only  traitors  but 
are  guilty  of  a  sin  before  Almighty  God. 


Interests  or  motives  to  destroy  the  rela¬ 
tionship  between  Canada  and  the  United 
States.  While  I  cannot  speak  for  the 
millions  of  Americans  who  have  opposed 
the  St.  Lawrence  seaway  for  years,  yet 
I  can  speak  for  the  Governor  of  the 
State  of  Pennsylvania  and  the  legisla¬ 
ture  of  that  great  State,  together  with 
the  many  organizations  that  have  joined 
in  opposing  a  project  that  will  destroy 
the  economy  not  only  of  Pennsylvania 
but  likewise  of  the  United  States. 

Mr.  Speaker,  let  us  take  the  other 
quotation  of  General  Pick: 

We  must  have  steel  to  take  care  of  our 
oncoming  needs.  We  need  this  waterway. 
We  can’t  get  sufficient  steel  without  it  and 
I  will  stake  my  reputation  as  an  engineer 
and  truthful  person  on  that. 

By  this  statement  alone  General  Pick 
reveals  himself  as  a  lobbyist  for  the  five 
small  Midwest  steel  companies  w’ho  are 
advocating  construction  of  the  St.  Law¬ 
rence  seaway  to  serve  their  own  selfish 
interests. 

I  support  my  position  by  reminding 
you  that  the  records  of  the  Committee  on 
Public  Works  contain  testimony  that  a 
great  majority  of  the  steel  operators  who 
produce  75  percent  of  this  Nation’s  steel 
are  not  interested  in  the  Labrador- 
Quebec  ore  or  in  the  St.  Lawrence  sea¬ 
way  project. 

To  be  more  specific,  General  Pick  is 
applying  his  engineering  Ability  in  try¬ 
ing  to  refute  the  statement  of  Mr.  Ben¬ 
jamin  Fairless,  of  the  United  States  Steel 
Corp.,  that  the  steel  industry  faces  no 
ore  scarcity.  General  Pick  also  finds  his 
views  are  contrary  to  Mr.  Eugene  Grace, 
of  the  Bethlehem  Steel  Co.,  who  insists 
that  the  St.  Lawrence  seaway  is  not  es¬ 
sential  to  bringing  in  Lab’rador-Quebec 
ore. 

As  I  safd  in  the  beginning,  VI  am  not 
attacking  the  reputation  General  Pick 
enjoys  as  an  engineer.  I  am  simply 
pointing  out,  as  Mr.  Eaton  did  in  his 
newspaper  column,  that  General  Pick 
has  stepped  out  of  his  role  as  Chief  of 
Army  Engineers  when  he  accused  those’ 
of  us  who  oppose  this  international  ditch 
as  being  not  only  traitors  but  guilty  of  a 
sin  against  Almighty  God.  That  is 
strong  language  and  I  consider  it  an 
insult  to  Members  of  Congress,  the  Gov¬ 
ernor  of  Pennsylvania,  and  the  State 
legislature  of  the  great  Keystone  State, 
as  well  as  to  every  loyal  American  who 
for  over  50  years  have  opposed  the  St. 
Lawrence  seaway  and  power  project. 

As  far  as  the  difference  of  opinion  that 
exists  between  leaders  of  the  steel  in¬ 
dustry  and  General  Pick  regarding  the 
necessity  of  the  St.  Lawrence  seaway  and 
the  bringing  in  of  Labrador -Quebec  ore, 
let  me  remind  General  Pick  that  he  is 
on  the  payroll  of  the  Federal  Govern¬ 
ment  financed  by  the  American  taxpay¬ 
ers.  Therefore,  it  ill  behooves  him  to 
step  out  of  his  engineering  role  and  as¬ 
sume  lobbying  activities  for  the  five  small 
midwestern  steel  companies,  who  in 
reality  are  the  selfish  interests  bent  upon 
constructing  the  St.  Lawrence  seaway  at 
a  time  when  the  American  people  are 
bowed  down  under  the  crushing  weight 


tional  budget. 

PERMISSION  TO  ADDRESS  THE  HOUSE 

Mrs.  CHURCH.  Mr.  Speaker,  I  ask 
unanimous  consent  to  address  the  House 
for  1  minute. 

The  SPEAKER.  Is  there.objection  to 
the  request  of  the  gentlewoman  from 
Illinois? 

There  was  no  objection. 

TRANSPORTATION  OP  FIREWORKS 

Mrs.  CHURCH.  Mr.  Speaker,  I  have 
today  introduced  a  bill  cf  great  impor¬ 
tance  to  the  safety  of  this  country,  a 
bill  to  amend  title  18,  United  States 
Code,  so  as  to  prohibit  the  transporta¬ 
tion  of  fireworks  into  any  State  or  polit¬ 
ical  subdivision  thereof  in  which  the  sale 
of  such  fireworks  is  prohibited.  The 
bill  was  introduced  at  the  instance  of 
Coroner  Brody,  of  Chicago,  after  a  recent 
tragedy.  It  often  happens  that  tragedies 
are  necessary  to  point  out  the  necessity 
for  legislation.  This  bill,  however,  tran- 
’  scends  the  individual  instance  and  is 
designed  permanently  to  prevent  con¬ 
tinuing  and  perfectly  avoidable  trage¬ 
dies.  I  hepe  that  the  House  will  give  the 
bill  the  consideration  it  merits. 

PERMISSION  TO  ADDRESS  THE  HOUSE 

Mr.  KERSTEN  of  Wisconsin.  Mr. 
Speaker,  I  ask  unanimous  consent  to 
address  the  House  for  1  minute  and  to 
revise  and  extend  my  remarks. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Wis¬ 
consin? 

There  was  no  objection. 

DECENTRALIZATION  OF  CITIES 

Mr.  KERSTEN  of  Wisconsin.  Mr. 
Speaker,  Congress  should  create  in¬ 
centives  for  the  decentralization  of  in¬ 
dustry. 

Experts  on  atomic  warfare  have  been 
telling  us  again  and  again  that  the  only 
defense  to  atomic  bombing  in  America 
is  to  decentralize  our  cities.  As  long  as 
we  continue  to  have  congested  industrial 
areas  we  will  have  attractive  targets  for 
enemy  bombs.  Only  a  short  time  ago 
,  the  President  stated  that  it  would  be  im¬ 
possible  to  stop  all  enemy  attacks  com¬ 
pletely,  and  that  in  case  of  a  war  with 
Russia  it  was  most  probable  that  some 
of  our  cities  would  be  seriously  damaged. 

While  the  manner  of  the  President’s 
announcement  during  the  MacArthur 
controversy  indicated  that  he  is  using 
fear  for  political  purposes,  common  sense 
dictates  that  we  take  steps  to  minimize 
danger  to  our  cities  as  targets. 

I  believe  we  should  take  measures  to 
encourage  decentralization  of  our  cities 
and  in  that  way  lessen  both  the  possi¬ 
bility  of  atomic  attack  and  also  lessen 
the  damage  in  case  we  should  be  at¬ 
tacked.  To  this  end  I  have  introduced 
into  Congress  today  an  amendment  to 
the  amortization  provision  of  the  in¬ 
come-tax  law.  Under  the  present  law, 
emergency  facilities  built  for  national 
defense  purposes  can  be  depreciated  in 
5  years.  This  accelerated  depreciation 
can  be  granted  to  a  concern  regardless 
of  where  the  defense  facility  is  located. 
My  amendment  however,  would  permit 
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The  House  met  at  10  o’clock  a.  irr. 

Tlrq  Rev.  Dr.  Joseph  F.  Thorning,  as¬ 
sociate-  editor  of  the  Americas,  offered 
the  following  prayer : 

Almighty,  and  Eternal  God,  look  down 
with  favor  upon  the  Speaker  of  this 
House,  the  Members  of  the  Congress,  and 
their  colleagues  in  the  other  American 
republics. 

Grant  to  our  leaders  the  light  of  Thy 
graces  and  the  blessings  of  Thy  wisdom. 

Vouchsafe  to  the  President  of  the 
United  States  of  America  and  to  the 
Chief  Executive  of  our  sister  Republic, 
Ecuador,  whose  noble-hearted  son  is  a 
guest  of  our  Nation,  the  splendors  of  Thy 
love  so  that  all  Americans  may  continue 
to  form  a  company  of  brothers. 

Inspire  our  people  generously  to  up¬ 
hold  the  hands  of  our  good  neighbors  by 
prayer  and  sacrifice. 

This  we  ask  in  the  name  of  our 
Saviour,  “the  Christ  of  the  Andes.’’ 
Amen. 

THE  JOURNAL 

The  Journal  of  the  proceedings  of  yes¬ 
terday  was  read  and  approved. 

DISCHARGE  PETITION  NO.  4  ON  TOWN¬ 
SEND  BILL,  H.  R.  2678 

(Mr.  ANGELL  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  ANGELL.  Mr.  Speaker,  on  Feb¬ 
ruary  16,  1951,  I  introduced  H.  R.  2678, 
and  my  colleague,  the  gentleman  from 
Minnesota  [Mr.  Blatnik],  introduced  a 
companion  bill,  H.  R.  2679.  One  or  more 
additional  bills  identical  in  language,  I 
understand,  have  been  introduced  by 
other  colleagues.  The  bills  were  re¬ 
ferred  to  the  Ways  and  Means  Commit¬ 
tee  on  February  16. 

The  objective  of  this  legislation, 
known  as  the  Townsend  recovery  plan,  is 
to  provide  every  adult  citizen  in  the 
United  States  with  equal  basic  Federal 
insurance,  to  permit  retirement  with 
benefits  at  the  age  of  60,  and  to  Cover 
total  disability  from  whatever  cause  for 
certain  citizens  under  60;  to  give  pro¬ 
tection  to  widows  with  children;  to  pro¬ 
vide  an  ever-expanding  market  for  goods 
and  services  through  the,  'payment  and 
distribution  of  such  benefits  in  ratio  to 
the  Nation’s  steadily  ipcYeasing  ability  to 
produce,  with  the  cogt  of  such  benefits  to 
be  carried  by  every  citizen  in  proportion 
to  the  income  privileges  he  enjoys. 

Seventy-eight"  House  members  peti¬ 
tioned  the  Wiys  and  Means  Committee 
as  follows: 

The  undersigned  Members  of  the  Eighty- 
Second  /Congress  respectfully  request  that 
the  Wa^s  and  Means  Committee  report  House 
Resolution  2679,  commonly  known  as  the 
Townsend  plan,  out  of  committee  and  to  the 
House  of  Representatives,  for  action. 


Thursday,  June  21,  1951 

In  view  of  the  fact  that  the  Ways  and 
Means  Committee  has  taken  no  action  on 
the  legislation  and  the  time  is  approach¬ 
ing  for  a  recess  of  the  Congress,  I  have 
filed  today  Discharge  Petition  No.  4, 
which  is  on  the  Clerk’s  desk. 

I  most  respectfully  urge  all  Members 
of  the  House  who  are  interested  in  pro¬ 
viding  adequate  security  benefits  for  the 
aged,  dependent  widows  and  orphans  to 
sign  Discharge  Petition  No.  4  so  that  the 
legislation  may  be  brought  to  the  floor 
for  consideration.  If  218  Members  of 
the  House  sign  it  will  be  brought  up 
under  an  open  rule  so  that  any  germane 
amendments  may  be  brought  up  and 
voted  on.  Later  in  the  day  I  hope  to  get 
time  to  discuss  the  bill  at  greater  length. 

RAILROAD  RETIREMENT  ACT 

(Mr.  PERKINS  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  PERKINS.  Mr.  Speaker,  as  alL 
of  us  know,  the  House  Committee  on 
Interstate  and  Foreign  Commerce  is  now 
considering  improvements  in  the  Rail¬ 
road  Retirement  Act.  I  am  deeply  in¬ 
terested  in  this  move  and  I  hope  that  the 
committee  will  expeditiously  report  a  bill 
in  order  that  we  may  vote  it  up  in  the 
House. 

The  Railway  Labor  Executives  Asso¬ 
ciation,  with  whqij|  all  Members  of  the 
House  are  familiar,  is  supporting  H.  R. 
3669  by  Mr.  CrosseR,  of  Ohio.  This  bill 
makes  badly  needed  improvements  in  the 
Retirement  Act.  It  affords  to  widows 
and  children  tfie  increases  to  which  they 
are  so  justly  entitled.  In  addition,  H.  R. 
3669  gives  to  all  beneficiaries  under  the 
Railroad  Retirement  Act  very  substan¬ 
tial  increases  in  keeping  with  the  gen¬ 
eral  advances  in  the  cost  of  living.  Also, 
H.  R.  3669  adjusts  the  basic  Railroad 
Retirement  Act  to  facilitate  good  admin¬ 
istration. 

In  addition  to  all  of  these  benefits 
which  I  have  mentioned,  this  bill  makes 
provision  for  financing  the  suggested  im¬ 
provements.  It  is  an  easy  thing  to  stand 
here  on  the  floor  and  advocate  giving 
someone  something,  but  we  must  always 
bear  in  mind  that  costs  must  be  met. 
The  RLEA  bill  meets  costs  that  are  cre¬ 
ated  by  additional  benefits.  This  bill  is 
balanced,  costs  are  balanced  against  in¬ 
come  and  the  future  of  the  retirement 
fund  is  not  endangered. 

The  people  of  Kentucky  are  anxious 
that  railroad  pensioners,  annuitants, 
and  survivors  not  be  crushed  between 
low  benefits  and  rising  costs.  I  am  sup¬ 
porting  H.  R.  3669,  and  I  feel  confident 
that  every  Member  will  do  likewise  after 
he  has  had  an  opportunity  to  study  the 
problem  and  the  bills  now  before  the 
Interstate  Commerce  Committee.  Good 
judgment  requires  th^t  the  committee 
report  H.  R.  3669,  and  the  House  in  its 


wisdom  will  undoubtedly  pass  the  bill 
by  a  big  majority. 

CORRECTION  OF  ROLL  CALL 

Mr.  BETTS.  Mr.  Speaker,  on  roll  call 
No.  78,  I  am  recorded  as  absent.  I  was 
present  and  answered  to  my  name.  I 
ask  unanimous  consent  that  the  Record 
and  Journal  be  correctednccordingly. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Ohio? 

There  was  no  objection. 

CALL  OF  THE  HOUSE 

Mr.  BISHOP.  Mr.  Speaker,  I  make 
the  point  of  order  that  a  quorum  is  not 
present. 

The  SPEAKER.  .  Evidently  there  is  no 
quorupi  present. 

VLT.  McCORMACK.  Mr.  Speaker,  I 
move  a  call  of  the  House. 


/ 


A  call  of  the  House  was  ordered. 


The  Clerk  called  the  roll,  and  the  fol¬ 
lowing  Members  failed  to  answer  to  their 
names: 

[Roll  No.  82] 


Adair 

Allen,  La. 

Beall 

Blatnik 

Breen 

Buckley 

Byrne,  N.  Y. 

Camp 

Carnahan 

Celler 

Chatham 

Coudert 

Cox 

Crosser 

Dawson 

Dingell 

Durham 

Engle 

Evins 

Fallon 

Flood 


Gavin 

Gillette 

Gossett 

Gy/inn 

Hays,  Ark. 

Holifield 

Irving 

Javits 

Johnson 

Kelley,  Pa. 

Kersten,  Wls. 

Kilday 

LeCompte 

Lyle 

McCarthy 

McGrath 

Mack,  Ill. 

Magee 

Mason 

Merrow 

Miller,  Calif. 


Miller,  N.  Y. 

Morrison 

Murray,  Wls. 

Norblad 

O’Konskl 

Patman 

Phillips 

Pickett 

Powell 

Preston 

Rivers 

Sasscer 

Scudder 

Stockman 

Taylor 

Tollefson 

Velde 

Vorys 

Wheeler 

Whitaker 

Woodruff 


The  SPEAKER.  On  this  roll  call  365 
Members  have  answered  to  their  names, 
a  quorum. 

By  unanimous  consent,  further  pro¬ 
ceedings  under  the  call  were  dispensed 
With. 

COMMITTEE  ON  EXPENDITURES 

Mr.  LUCAS.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  the  subcommittee 
studying  the  Wage  Stabilization  Board 
may  have  permission  to  sit  during  gen¬ 
eral  debate  this  afternoon. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Texas? 

There  was  no  objection. 

REVENUE  ACT  OF  1951 
DOUGHTON.  Mr.  Speaker,  I 


Mr. 


move  that  the  House  resolve  itself  into 
the  Committee  of  the  Whole  House  on 
the  State  of  the  Union  for  the  considera¬ 
tion  of  the  bill  (H.  R.  4473)  to  provide 
revenue,  and  for  other  purposes. 

The  motion  was  agreed  to. 
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Accordingly  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  con¬ 
sideration  of  the  bill  H.  R.  4473,  with  Mr. 
Rains  in  the  chair. 

The  Cleric  read  the  title  of  the  bill. 

By  unanimous  consent,  the  first  read¬ 
ing  of  the  bill  was  dispensed  with. 

The  CHAIRMAN.  Under  the  rule 
debate  will  be  confined  to  the  bill,  will 
continue  not  to  exceed  2  days,  the  debate 
to  end  not  later  than  4  o’clock  on  the 
second  day,  the  time  to  be  equally  divided 
and  controlled  by  the  gentleman  from 
North  Carolina  [Mr.  Doughton]  and  the 
gentleman  from  New  York  [Mr.  Reed]. 

The  gentleman  from  North  Carolina 

ic  rpnncrrvi^pH 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  myself  38  minutes. 

Mr.  Chairman,  H.  R.  4473,  the  bill  to 
provide  revenue,  and  for  other  purposes, 
is  the  result  of  4%  months  of  continuous 
work  by  the  Committee  on  Ways  and 
Means.  After  2  months  cf  public  hear¬ 
ings  during  which  more  than  200  wit¬ 
nesses  appeared  and  testified,  the  com¬ 
mittee  went  into  executive  session  for 
approximately  2V2  months  to  study  and 
discuss  the  record  of  nearly  3,000  printed 
pages  and  to  prepare  tax  bill. 

On  June  15,  by  a  19-to-6  vote  of  our 
committee,  the  bill  which  I  had  been 
directed  to  introduce  was  favorably  re¬ 
ported.  This  bill,  in  a  full  year  of  oper¬ 
ation,  according  to  the  staff  of  the  Joint 
Committee  on  Internal  Revenue  Taxa¬ 
tion,  is  estimated  to  yield  $7,200,000,000 
in  additional  revenue  from  the  following 
sources : 

Income  taxes  on  individuals.  $2,  847,  000,  000 
Income  and  excess-profits 


taxes  on  corporations _ _  2,  855,  000,  000 

Excise  taxes _ _  1,  252,  000,  000 

Other  changes _  245,  000,  000 


Total _  7, 199,  000,  000 


This  is  the  third  increase  in  taxes  since 
the  outbreak  of  the  Korean  War  last 
June.  The  first  increase  was  contained 
in  the  Revenue  Act  of  1950  and  amount¬ 
ed  to  approximately  $6,000,000,000.  The 
second  increase  was  contained  in  the 
Excess  Profits  Tax  Act  of  1950,  and 
amounted  to  $3,900,000,000.  The  third 
increase  in  the  pending  bill  amounts  to 
$7,200,000,000.  Thus,  the  total  increase 
due  to  these  three  acts  amounts  to  over 
$17,000,000,000. 

In  this  context,  I  think  it  just  and 
proper  that  I  should  pay  tribute  to  the 
members  of  our  committee,  who  spent 
more  than  11  months  on  these  three 
measures,  not  counting  the  time  spent  in 
conference.  Many  of  our  decisions  have 
been  unanimous,  and,  of  course,  every 
decision  made  by  the  pending  bill  was 
reached  by  at  least  a  majority  of  the 
members  of  the  committee.  On  very  few 
votes  in  our  committee  was  there  a  divi¬ 
sion  strictly  on  party  lines — I  believe  on 
only  7  out  of  more  than  100  roll  calls  in 
the  committee.  I  sincerely  believe  that 
the  pending  bill  represents  the  composite 
best  judgment  of  the  membership  of  the 
Committee  on  Ways  and  Means  as  to  the 
most  appropriate  sources  of  the  addi¬ 
tional  revenue  so  urgently  required  to 
finance  the  defense  program. 


Although  the  amount  provided  in  this 
bill  is  not  as  large  as  the  administration 
‘request,  which  was  for  a  little  more  than 
$10,000,000,000,  it  is,  in  the  opinion  of 
our  committee,  as  large  an  amount  as 
could  safely  be  collected  from  the  econ¬ 
omy  under  present  conditions.  It  is 
hoped  that,  with  a  proper  curtailment  in 
nonessential  Government  spending,  it 
will  be  ample  to  balance  the  budget  for 
the  fiscal  year  1952.  As  we  near  the  close 
of  the  fiscal  year  1951,  it  appears  that  we 
will  have  a  surplus  for  this  fiscal  year  in 
the  neighborhood  of  three  to  four  billion 
dollars,  due  primarily  to  the  effect  of  the 
previously  mentioned  revenue  acts.  Our 
position,  for  the  fiscal  year  1951,  is, 
therefore,  brighter  than  the  position  we 
were  in  for  the  fiscal  year  1950,  which 
closed  with  a  deficit  of  over  $3,000,000,- 
000.  It  is  for  the  heavy  defense  expendi¬ 
tures  in  the  years  immediately  ahead, 
however,  that  we  are  now  called  upon  to 
raise  Federal  taxes  to  the  highest  level 
in  our  history. 

As  I  view  it,  there  are  three  alterna¬ 
tives  facing  the  Congress:  First,  we  must 
raise  taxes  even  higher  than  those  pro¬ 
vided  under  present  law  and  in  the  pend¬ 
ing  bill;  or,  second,  we  must  reexamine 
and  reduce  Federal  expenditures  wher¬ 
ever  possible,  including  not  only  the  or¬ 
dinary  operations  of  Government,  but 
the  military  and  foreign  aid  budgets  as 
well;  or,  third,  we  must  embark  upon  a 
heavy  program  of  additional  borrowing 
and  deficit  financing.  Of  these  three  al¬ 
ternatives,  I  consider  it  unlikely  that  we 
shall  be  able  to  increase  substantially  the 
yield  of  the  Federal  tax  system  beyond 
what  is  included  in  the  present  bill.  I 
say  this  in  all  frankness  and  sincerity, 
for  I  consider  it  esserxti&l  that  we  face  up 
to  the  fact  that  any  higher  tax  rates  on 
either  individuals  or  corporations  or  ex¬ 
cises  would  be  exceedingly  burdensome 
and  difficult  to  impose.  On  the  other 
hand,  the  financing  through  borrowing 
of  any  substantial  part  of  the  defense 
program  for  an  indefinite  period  in  the 
future  would  certainly  contribute  to  in¬ 
flation  and  might  permanently  and  se¬ 
riously  impair  the  credit  of  the  Govern¬ 
ment.  The  only  sound  future  course,  in 
my  opinion,  is  to  reexamine  the  scope  of 
Federal  activities  and  to  cut  expendi¬ 
tures  to  the  bone. 

This  is  the  setting,  then,  in  which  we 
ask  favorable  consideration  of  the  pend¬ 
ing  bill,  which  includes  the  following 
major  provisions: 

A.  Increase  in  individual  income 
taxes:  Our  committee  decided  that  in¬ 
stead  of  increasing  the  individual  rate 
schedule,  it  would  be  better  and  simpler 
to  provide  for  a  flat  percentage  increase 
in  the  amount  of  each  individual’s  in¬ 
come  tax.  This  method,  if  I  am  not  mis¬ 
taken,  was  first  mentioned  by  a  minority 
member  of  the  committee.  Under  this 
method,  each  individual  liable  for  taxes 
will  compute  his  tax  as  under  present 
law,  and  then  increase  it  by  a  flat  12  y2 
percent.  This  is  similar  to  the  method 
followed  in  the  first  Revenue  Act  of  1940, 
when  we  had  to  raise  revenue  for  defense 
purposes,  and  it  is  a  method  which  has 
been  employed  by  several  of  the  States  in 
raising  revenue  for  emergency  purposes. 


It  is  believed  that  this  method  will  em¬ 
phasize  the  emergency  nature  of  this  tax, 
and  this  will  be  emphasized  by  naming  it 
a  defense  tax. 

For  the  calendar  year  1951,  the  de¬ 
fense  tax  is  4  percent  of  the  ordinary  tax 
so  computed.  For  the  calendar  year  1952 
and  subsequent  years,  the  defense  tax 
is  12  y2  percent  of  the  computed  ordinary 
tax.  To  prevent  the  total  tax  from  being 
confiscatory  in  the  unusually  high  brack¬ 
ets,  it  is  provided  that  the  top  bracket 
rate  on  that  part  of  an  individual’s  in¬ 
come  after  exemptions  and  deductions  in 
excess  of  $160,000,  if  married,  and 
$80,000,  if  single,  will  not  exceed  94.5 
percent.  In  no  case  can  the  entire  tax 
be  greater  than  90  percent  of  a  tax¬ 
payer’s  net  income.  This  means  that  for 
each  dollar  of  income  above  those 
amounts  the  taxpayer  would  never  pay 
more  than  94!4  percent  and  when  the 
taxes  on  income  below  $160,000,  if  mar¬ 
ried,  and  $80,000,  if  single,  are  averaged 
together  with  the  94.5  percent  tax  on 
income  above  those  amounts  the  total 
average  tax  could  never  exceed  90  per¬ 
cent  of  the  taxpayer’s  net  income. 

Our  committee  felt  that  the  increases 
in  the  ordinary  tax  should  also  apply  to 
the  tax  on  capital  gains.  The  increase 
of  the  tax  on  capital  gains  is  the  same 
as  the  increase  applied  to  the  tax  on 
ordinary  income,  such  as  wages,  salary, 
and  dividends.  Individuals  subject  to 
the  alternative  capital-gains  tax  rate  of 
25  percent  will,  under  the  bill,  be  re¬ 
quired  to  compute  their  capital-gains 
tax  at  such  rate  and  then  add  12  y2 
percent  to  the  tax  so  computed.  For 
the  year  1951  the  amount  to  be  added 
to  the  capital-gains  tax  is  4  percent  of 
such  tax,  instead  of  12  V2  percent.  The 
increase  in  the  capital-gains  tax  is  con¬ 
siderably  smaller  than  that  advocated 
by  the  Treasury,  which  recommended  an 
increase  in  the  capital-gain  rate  effective 
January  1,  1951,  from  25  percent  to 
37y2  percent.  The  committee  bill  will 
result  in  a  total  capital-gain  rate  of 
slightly  over  28  percent. 

B.  Corporation  taxes:  The  bill  also  in¬ 
creases  the  normal  tax  on  corporations 
by  5  percentage  points.  This  means 
that  corporations  with  incomes  of  $25,000 
or  less  who  under  the  present  law  pay  a 
corporate  rate  of  25  percent  will  have 
their  rate  increased  to  30  percent.  Cor¬ 
porations  with  incomes  above  $25,000 
which  pay  both  normal  and  surtax  will 
have  their  total  tax  rate  raised  from 
47  percent  to  52  percent.  This  5-per¬ 
centage-point  increase  and  the  corre¬ 
sponding  increase  in  the  over-all  ceil¬ 
ing  rate  is  estimated  to  increase  reve¬ 
nues  by  approximately  $2,085,000,000  in 
a  full  year  of  operation.  This  increase 
in  the  corporate  normal  tax  rate  affects 
the  burden  of  all  corporations,  includ¬ 
ing  the  smaller  corporations  not  subject 
to  the  excess-profits  tax. 

In  addition,  the  committee  bill  in¬ 
creases  the  excess-profits  tax  by  reduc¬ 
ing  the  average  earnings  base  credit 
from  85  percent  of  such  base  period  earn¬ 
ings  to  75  percent.  It  is  deemed  prefer¬ 
able  to  raise  further  additional  revenue 
from  corporations  making  excess  profits 
than  to  increase  the  corporate  rate  by 
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more  than  5  percentage  points.  A  fur¬ 
ther  increase  in  the  corporate  rate  would 
cause  the  burden  of  taxation  to  fall  on 
those  corporations  whose  profits  during 
the  base  period  have  declined  more  than 
25  percent  and  upon  the  smaller  corpo¬ 
rations  not  subject  to  the  excess-profits 
tax. 

Under  the  existing  law,  a  ceiling  is  im¬ 
posed  upon  the  total  normal  tax,  surtax, 
and  excess  profits  tax,  so  that  in  no  case 
will  the  total  of  such  taxes  exceed  62 
percent  of  the  corporation’s  excess- 
profits  tax  net  income.  Many  of  the 
largest  and  most  prosperous  corpora¬ 
tions  have  already  reached  this  62-per¬ 
cent  ceiling.  In  order  that  the  normal 
tax  and  excess-profits  tax  increases 
might  also  apply  to  such  corporations, 
it  was  necessary  to  raise  the  ceiling  to 
70  percent. 

Corporations  are  also  required  to  pay 
an  additional  tax  on  their  capital  gains. 
But  this  increase  is  limited  to  the  same 
increase  which  is  applied  to  individuals. 
That  is,  an  additional  4  percent  of  their 
capital-gains  tax  is  added  for  the  cal¬ 
endar  year  1951  and  an  additional  12a/2 
percent  is  added  to  their  capital-gains 
tax  for  1952  and  subsequent  years. 

C.  Withholding  on  dividends,  royal¬ 
ties,  and  certain  payments  of  interest: 
The  bill  also  contains  a  provision  pro¬ 
viding  for  collection  of  tax  by  withhold¬ 
ing  at  the  rate  of  20  percent  in  the  case 
of  dividends,  corporate  bond  interest, 
and  royalties.  Recipients  would  proceed 
in  filing  income-tax  returns  just  as  they 
do  now  in  the  case  of  salaries  and  wages 
where  taxes  have  been  withheld,  taking 
credit  for  taxes  withheld  and  claiming 
refund  if  overpayment  has  occurred. 
The  bill  specifically  exempts  from  the 
withholding  requirements  interest  on 
United  States  savings  bonds,  postal  sav¬ 
ings  certificates,  interest  on  savings  ac¬ 
counts,  and  amounts  paid  by  mutual  sav¬ 
ings  banks,  savings  and  loan  associa¬ 
tions,  cooperative  banks,  homestead 
associations,  credit  unions,  or  any  similar 
organization  in  respect  of  withdrawable 
or  repurchasable  shares,  investment  cer¬ 
tificates,  or  deposits.  The  revenue  to  be 
collected  from  this  source,  which  is  not 
now  being  collected  because  of  the  failure 
of  taxpayers  to  report  proper  amounts 
of  dividends,  royalties,  and  interest, 
amounts  to  $323,000,000. 

There  are  some  taxpayers  who  prefer 
to  have  a  greater  part  of  their  tax  on 
wages  covered  by  withholding  than  is 
possible  at  the  withholding  rates  on 
wages.  The  bill  contains  a  provision  to 
permit  additional  withholding  on  wages 
if  the  employer  and  employee  agree  to 
such  additional  withholding. 

D.  Miscellaneous  income  tax  changes: 
The  bill  contains  a  number  of  miscella¬ 
neous  income-tax  amendments.  Some 
close  existing  loopholes  in  the  law  and 
others  remove  certain  inequities  and 
hardships.  These  are  all  fully  discussed 
in  the  report,  and  I  will,  therefore,  men¬ 
tion  only  a  few  of  them. 

First.  Head  of  a  household:  First,  the 
bill  recognizes  the  unfairness  in  present 
taxes  which  exist  between  a  married 
couple  and  a  head  of  a  household.  An 
especially  unfortunate  situation  exists 


where  the  one  spouse  dies  in  a  taxable 
year.  The  sudden  increase  in  tax  due 
to  the  fact  that  the  surviving  spouse  is 
no  longer  entitled  to  the  benefits  of  the 
split  income  provisions  add  another  bur¬ 
den  to  the  bereaved  spouse  who  is  en¬ 
deavoring  to  maintain  a  home  for  the 
benefit  of  the  children.  In  fact,  al¬ 
though  the  expenses  of  the  home  may 
actually  be  greater  than  before  the  death 
of  one  of  the  spouses,  the  tax  burden 
under  existing  law  is  materially  in¬ 
creased  on  account  of  such  death.  The 
bill  provides  for  a  special  table  which 
will  give  the  head  of  a  household  one- 
half  of  the  benefits  of  income-splitting. 
An  individual  who  is  not  married  will 
qualify  for  relief  under  this  provision  if, 
for  example,  he  maintains  a  home  for 
his  unmarried  children  or  grandchildren 
and  furnishes  more  than  one-half  of  the 
maintenance  costs  of  such  household. 
Where  unmarried  children  are  involved, 
this  relief  will  be  granted,  regardless  of 
how  much  income  the  unmarried  child 
or  grandchild  living  with  the  taxpayer 
may  have,  so  long  as  the  taxpayer  fur¬ 
nishes  more  than  one-half  of  the  house¬ 
hold  expenses.  On  the  other  hand,  a 
taxpayer  maintaining  a  household  for 
his  mother,  father,  brother,  or  sister  will 
qualify  for  relief  under  this  provision 
only  if  the  dependent  has  income  of  less 
than  $500,  and  the  taxpayer  maintaining 
the  home  furnishes  more  than  one-half 
of  the  support  of  such  dependent. 

Second.  Gain  upon  the  sale  of  resi¬ 
dences:  The  bill  grants  relief  for  home 
owners  who  sell  their  houses  and  reinvest 
in  a  new  home.  In  such  cases  the  gain 
upon  the  old  home  is  illusory  since  it 
probably  is  offset  by  the  higher  price 
paid  for  the  new  $idme.  Consequently, 
under  the  bill  the‘gain  on  sale  of  a  resi¬ 
dence  would  be  recognized  only  to  the 
extent  the  proceeds  exceed  the  cost  of  a 
new  residence  purchased  within  1  year 
before  or  after  sale  of  the  old  residence. 

Third.  Gain  from  sale  of  livestock: 
The  bill  writes  into  the  law  the  principle 
of  the  Albright  case  giving  capital  gain 
treatment  to  livestock  used  in  the  tax¬ 
payer’s  trade  or  business.  It  reaches 
this  result  by  defining  property  used  in 
the  trade  or  business  as  “livestock  held 
by  the  taxpayer  for  draft,  breeding,  or 
dairy  purposes  for  12  months  or  more.” 
The  term  livestock  is  intended  to  be 
given  a  broad  rather  than  a  narrow  in¬ 
terpretation. 

Fourth.  Percentage  depletion:  An¬ 
other  relief  provision  is  one  granting  per¬ 
centage  depletion  to  certain  new  min¬ 
erals,  and  increasing  percentage  deple¬ 
tion  in  the  case  of  coal  from  5  percent  to 
10  percent.  The  following  new  group  of 
minerals  is  allowed  percentage  deple¬ 
tion  at  the  rate  of  5  percent:  Sand, 
gravel,  stone — including  pumice,  scoria, 
slate — brick  and  tile  clay,  shale,  oyster 
shell,  clam  shell,  granite,  marble,  and 
asbestos. 

The  following  minerals  are  added  to 
the  list  of  minerals  receiving  a  15-per¬ 
cent  depletion  allowance :  Borax,  fuller’s 
earth,  tripoli,  refractory  and  fire  clay, 
quartzite,  perlite,  diatomaceous  earth, 
and  metallurgical  and  chemical  grade 
limestone. 


Many  of  these  minerals  compete  with 
minerals  now  being  granted  a  depletion 
allowance,  and  the  committee  thought  it 
desirable  to  place  such  minerals  on  a 
competitive  basis  as  far  as  the  depletion 
allowance  is  concerned. 

Fifth.  Taxation  of  life-insurance  com¬ 
panies  :  Pending  a  thorough  study  of  the 
taxation  of  life-insurance  companies,  the 
bill  would  continue  the  stopgap  legisla¬ 
tion  for  1951  developed  in  the  last  Con¬ 
gress  by  a  subcommittee  of  the  Com¬ 
mittee  on  Ways  and  Means  and  included 
in  the  Revenue  Act  of  1950. 

E.  Excise  taxes:  I  regret  that  we  had 
to  secure  additional  revenue  by  increas¬ 
ing  the  rates  on  some  existing  excise 
taxes  and  providing  for  some  new  ones. 
Many  of  the  excises  are  still  at  the  rate 
in  effect  during  World  War  II.  The  total 
additional  amount  to  be  obtained  under 
the  bill  from  excises  is  $1,252,000,000. 
Of  this  amount,  $252,000,000  is  secured 
from  increases  in  the  tax  on  liquor,  beer, 
and  wine;  $177,000,000  from  increasing 
the  tax  on  cigarettes  from  7  cents  a  pack 
to  8  cents  a  pack;  and  $447,000,000  from 
manufacturers’  excise  taxes. 

First.  Retail  excises:  In  the  retail  tax 
field,  the  bill  results  in  a  slight  loss  in 
revenue.  While  an  additional  amount 
of  revenue  is  secured  from  subjecting 
to  the  jewelry  tax,  mechanical  lighters 
for  cigarettes,  cigars  and  pipes,  $7,000,- 
000  of  revenue  would  be  lost  from  certain 
exemptions  in  the  tax  on  toilet  prepara¬ 
tions.  One  is  an  exemption  of  baby  oils, 
baby  powders,  and  baby  lotions.  The 
other  exempts  toilet  preparations  used 
by  barber  shops  and  beauty  parlors  in 
their  establishments.  These  two  exemp¬ 
tions  result  in  a  loss  of  $7,000,000,  which, 
together  with  the  net  gain  of  $2,000,000 
secured  from  taxing  mechanical  lighters, 
makes  a  net  loss  of  $5,000,000. 

Second.  Electrical  energy:  One  of  the 
taxes  which  has  caused  a  great  deal  of 
concern  and  which  has  been  on  the  stat¬ 
ute  books  for  many  years  is  the  tax  of 
3  V3  percent  imposed  on  electrical  energy 
used  for  domestic  or  commercial  con¬ 
sumption.  The  present  law  exempts 
from  the  tax  electric  power  purchased 
from  publicly  owned  utilities.  The  tax 
has  not  only  been  difficult  to  administer 
but  it  has  caused  discrimination  among 
various  consumers,  depending  upon 
whether  they  purchase  their  electricity 
from  a  publicly  owned  plant  or  a  pri¬ 
vately  owned  plant.  Your  committee 
deemed  it  wise  to  eliminate  this  tax 
entirely. 

Third.  Liquor,  wine,  and  beer:  Turn¬ 
ing  to  the  liquor  taxes,  the  rate  of  tax 
on  distilled  spirits  is  increased  under  the 
bill  from  $9  to  $10.50  per  proof  gallon. 
The  increase  on  beer  would  be  from  $8 
to  $9  per  barrel.  In  the  case  of  alcohol 
used  for  medicinal  px-eparations  and 
flavoring  extracts,  the  committee  bill 
actually  reduces  the  tax  by  allowing  a 
drawback  of  $9.50  per  gallon.  This 
makes  a  net  tax  of  $1  to  be  paid  in  the 
case  of  alcohol  used  for  medicinal  prepa¬ 
rations  and  flavoring  extracts.  Our 
committee  considered  very  carefully  the 
tax  on  wines  and  a  compromise  rate  was 
agreed  upon  l'aising  the  various  wine  tax 
rates  by  approximately  12  y2  percent. 
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Certain  occupational  taxes  for  dealers  in 
liquor  and  beer  were  also  increased. 

Fourth.  Gambling  taxes :  A  new  tax  is 
added  in  the  bill  on  gambling,  which  ap¬ 
plies  mainly  to  bookmaking  and  number¬ 
ing  transactions.  The  rate  is  10  percent 
of  the  amount  bet.  There  is  also  an  oc¬ 
cupational  tax  of  $50  a  year  imposed 
upon  a  person  liable  to  the  tax  and  upon 
any  person  receiving  bets  for  or  on  be¬ 
half  of  such  person.  The  yield  from  this 
tax  is  estimated  at  around  $400,000,000. 

Mr.  DONDERO.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  DOUGHTON.  I  yield. 

Mr.  DONDERO.  I  thought  gambling 
was  illegal  in  this  country. 

Mr.  DOUGHTON.  Well,  I  guess  it  is 
In  most  States.  There  are  many  illegal 
things  that  are  taxed.  Just  because  they 
are  supposed  to  be  illegal,  would  the 
gentleman  be  opposed  to  taxing  them? 
If  gamblers  make  money  at  gambling, 
does  the  gentleman  think  they  should 
not  pay  an  income  tax  on  the  money 
they  win,  the  same  as  other  people  pay 
taxes  on  money  they  earn  by  doing  a 
hard  day’s  work? 

Mr.  DONDERO.  I  am  not  arguing 
against  it.  I  am  raising  the  question 
whether  the  United  States  should  enter 
into  taking  a  tax  from  an  illegal  trans¬ 
action. 

Mr.  COOPER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  DOUGHTON.  I  yield  to  the  gen¬ 
tleman  from  Tennessee. 

Mr.  COOPER.  Of  course,  this  is  a 
tax  on  gross  receipts  from  gambling.  If 
the  income  comes  from  some  illegal  ac¬ 
tivity,  it  is  taxable  under  the  Federal 
income-tax  laws. 

Mr.  DOUGHTON.  It  is  estimated 

that  this  tax  will  yield  about  $400,000,- 
000  annually.  To  that  extent  it  will 
lighten  the  burden  of  other  taxpayers. 
I  hope  no  Member  of  this  House  will 
vote  against  this  bill,  but  I  am  sure  if  he 
does  he  will  not  assign  as  a  reason  for 
voting  against  it  the  fact  that  we  put  a 
tax  on  gambling. 

Mr.  HOFFMAN  of  Michigan.  Mr. 

Chairman,  will  the  gentleman  yield? 

Mr.  DOUGHTON.  I  yield. 

Mr.  HOFFMAN  of  Michigan.  The 

gentleman  from  Tennessee  [Mr. 

Cooper]  made  a  statement  about  its  be¬ 
ing  an  income  tax.  Does  it  carry  any 
implication  that  it  is  in  any  way  a  sort 
of  license  for  those  people  engaging  in 
those  activities? 

Mr.  COOPER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  DOUGHTON.  I  yield. 

Mr.  COOPER.  Certainly  there  is  no 
thought  or  intention  to  condone  the  ac¬ 
tivity  in  any  sense. 

Mr.  HOFFMAN  of  Michigan.  But 
could  it  be  so  construed? 

Mr.  COOPER.  We  certainly  do  not 
think  so.  We  do  not  want  it  to  be  so 
construed.  There  is  certainly  no  inten¬ 
tion  or  thought  of  in  any  sense  or  in  any 
way  condoning  the  activity.  But  the 
fact  remains  that  information  received 
indicates  that  large  sums  of  money  are 
made  through  this  type  of  activity,  and 
we  simply  thought  that  an  effort  should 
be  made  to  impose  a  tax  on  that  type  of 
activity. 


Mr.  HOFFMAN  of  Michigan.  Prop¬ 
erly  considered,  then,  it  would  be  a  sort 
of  additional  penalty  on  those  unlawful 
activities,  would  it  not? 

Mr.  COOPER.  If  the  gentleman  will 
turn  to  page  55  of  the  committee  report 
he  will  find  this  statement: 

Proposals  for  a  Federal  tax  on  wagering 
are  sometimes  criticized  as  in  effect  sanc¬ 
tioning  the  carrying  on  of  gambling  activi¬ 
ties  in  violation  of  such  laws.  The  com¬ 
mittee  does  not  share  this  view.  Since  its 
inception,  the  Federal  income  tax  has  ap¬ 
plied  without  distinction  to  income  from  il¬ 
legal  as  well  as  legal  sources,  and  it  has  never 
been  generally  supposed  that  such  applica¬ 
tion  carried  with  it  any  implied  authoriza¬ 
tion  to  carry  on  illegal  activities. 

Mr.  HOFFMAN  of  Michigan.'  Then  I 
will  renew  my  observation  that  it  might 
if  properly  construed  be  considered  an 
additional  penalty  on  the  illegal  activi¬ 
ties.  . 

Mr.  COOPER.  Certainly,  and  we 
might  indulge  the  hope  that  the  im¬ 
position  of  this  type  of  tax  would  elimi¬ 
nate  that  kind  of  activity. 

Mr.  ARMSTRONG.  Mr.  Chairman, 
will  the  gentleman  yield  for  a  question? 

Mr.  DOUGHTON.  I  yield  to  the  gen¬ 
tleman  from  Missouri. 

Mr.  ARMSTRONG.  I  wish  to  ask  the 
distinguished  and  venerable  leader  of 
this  committee  who  has  outlined  so  well 
the  provisions  of  this  bill  an  important 
question  that  is  bothering  a  number  of 
us  and  certainly  me  as  a  new  Member; 
he  has  outlined  the  three  alternatives: 
First,  this  tax  bill  and  more  taxes  per¬ 
haps;  second,  the  cutting  of  expenses; 
third,  continued  deficit  spending.  In 
the  matter  of  thersecond  alternative  I 
wonder  if  the  gqntaeman  can  give  us 
the  total  amounts  that  this  administra¬ 
tion  or  the  administration  leaders  of  this 
House  have  recommended  or  are  pre¬ 
pared  to  recommend  by  way  of  cutting 
expenses  of  the  Federal  budget,  specifi¬ 
cally  the  elimination  of  any  needless 
boards  and  bureaus,  or  other  expenses 
of  the  Government?  If  the  gentleman 
could  give  us  an  answer  to  that  I  think 
many  of  us  would  be  better  prepared 
to  consider  voting  for  tihs  bill. 

Mr.  DOUGHTON.  That  inquiry  could 
probably  be  more  properly  addressed  to 
and  more  accurately  answered  by  the 
Committee  on  Appropriations  which  has 
the  responsibility  of  making  appropria¬ 
tions. 

The  administration  is  criticized  se¬ 
verely  about  expenditures  of  public  funds 
and  blamed  for  heavy  taxes.  I  am  not 
authorized  to  speak  for  the  administra¬ 
tion  so  far  as  that  is  concerned,  but  we 
all  know  that  the  administration,  the 
President  of  the  United  States,  and  the 
head  of  not  a  single  department  of  this 
Government  can  spend  one  dollar  that 
is  not  authoi’ized  and  appropriated  by 
the  Congress.  They  submit  these  esti¬ 
mates,  make  their  recommendations, 
and  we  act  on  them;  they  propose,  we 
dispose. 

Now,  on  the  question  as  to  whether 
or  not  in  my  judgment  it  is  necessary 
to  cut  expenditures.  Certainly  it  is 
necessary  for  us  to  cut  expenditures, 
but  I  shall  not  criticize  the  Committee 
on  Appropriations  or  make  recommenda¬ 


tions  to  them.  I  am  sure  the  House 
realizes  that  in  view  of  the  present  heavy 
burden  of  taxes  that  the  taxpayers  of 
this  country  must  carry,  almost  a  back¬ 
breaking  burden,  that  it  is  not  only  es¬ 
sential  and  important  but  also  absolutely 
necessary,  if  the  economy  of  the  country 
is  to  be  kept  sound  and  we  to  perform 
our  duties  and  fulfill  our  just  obligations, 
for  us  to  scrutinize  expenditures  with 
the  greatest  possible  care  and  keep  them 
to  the  lowest  point  possible.  That  re¬ 
sponsibility  rests  upon  the  Congress  and 
primarily,  of  course,  so  far  as  commit¬ 
tees  are  concerned,  upon  the  Commit¬ 
tee  on  Appropriations.  I  am  sure  that 
committee  is  doing  and  will  continue  to 
do  a  magnificent  job  and  scrutinize  care¬ 
fully  every  request  for  additional  appro¬ 
priations. 

Fifth.  Manufacturers’  excise  taxes: 
The  gasoline  tax  is  increased  from  ll/2 
cents  to  2  cents  per  gallon  and  a  new  tax 
of  2  cents  a  gallon  imposed  on  Diesel  fuel 
used  on  highways.  The  total  yield  from 
these  sources  is  $220,000,000. 

The  tax  on  passenger  automobiles  and 
motorcycles  is  increased  under  the  bill 
from  7  percent  to  10  percent,  and  the  tax 
on  trucks,  busses,  and  truck  trailers' is 
increased  from  5  percent  to  8  percent. 
The  tax  on  automobile  parts  and  acces¬ 
sories  is  also  increased  under  the  bill 
from  5  percent  to  8  percent.  However, 
the  bill  contains  a  relief  provision  which 
excludes  from  the  tax  base  on  automobile 
parts  the  fair  market  value  of  any  part 
traded  in  for  a  reconditioned  or  rebuilt 
part. 

In  the  case  of  the  10-percent  manu¬ 
facturers’  tax  on  electric,  gas,  and  oil 
appliances,  the  bill  does  not  increase 
the  rate  but  adds  a  number  of  new  items 
to  the  tax  base. 

In  the  case  of  sporting  goods,  the  bill 
eliminates  from  the  tax  base-  practically 
all  of  the  items  used  principally  for 
school  sports  and  by  children,  with  the 
exception  of  baseballs  and  baseball 
equipment.  Because  of  the  effect  upon 
the  revenue,  it  was  not  found  possible  to 
eliminate  the  tax  on  baseballs  and  base¬ 
ball  equipment.  The  rate  of  tax  on  the 
items  subject  to  the  sporting-goods  tax 
was  increased  from  10  percent  to  15  per¬ 
cent. 

Sixth.  Telegraph  messages:  The  tax 
on  domestic  telegraph,  cable,  and  radio 
messages  is  reduced  under  the  bill  from 
25  percent  to  20  percent.  This  brings 
this  tax  more  in  fine  with  other  taxes. 

Seventh.  Admissions  tax:  Our  com¬ 
mittee  did  not  provide  for  any  increase 
in  the  admissions  tax.  However,  the  bill 
does  contain  an  exemption  from  the  ad¬ 
missions  tax  where  all  the  proceeds  inure 
to  religious,  charitable,  educational  in¬ 
stitutions,  and  so  forth.  It  does  not, 
however,  exempt  admissions  to  athletic 
contests  unless  the  proceeds  inure  ex¬ 
clusively  to  the  benefit  of  elementary  or 
secondary  schools.  The  bill  also  exempts 
admission  to  county  fairs,  to  concerts 
conducted  by  nonprofit  civic  associations, 
and  to  government-operated  swimming 
pools.  Under  the  bill,  free  admissions 
would  not  be  taxed,  and  admissions  at 
reduced  rates  would  be  taxed  only  on  the 
amount  actually  paid. 
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CONCLUSION 

The  pending  bill  is  the  cooperative 
effort  of  25  earnest  and  sincere  members 
of  the  Committee  on  Ways  and  Means. 
To  those  who  contend  that  the  bill  does 
not  raise  sufficient  revenue,  I  suggest  that 
the  enactment  of  an  additional  $17,000,- 
000,000  tax  load  on  the  people  of  this 
country  within  a  period  of  less  than  a 
year  is  a  major  legislative  accomplish¬ 
ment.  That  it  is  understood  to  be  neces¬ 
sary  to  provide  the  foundation  for 
strength  and  support  of  democratic  in¬ 
stitutions  against  Communist  aggression 
is  a  demonstration  that  free  men  can 
govern  themselves  successfully. 

To  those  who  maintain  that  the  bill 
would  impose  too  heavy  a  burden,  I  point 
out  that  personal  income  and  corporate 
profits  are  at  record  levels,  and  that  most 
people  will  still  have,  after  the  higher 
taxes  are  paid,  larger  take-home  pay 
than  they  have  ever  previously  enjoyed. 

To  those  who  contend  that  the  bill  does 
not  impose  the  additional  tax  burden 
in  the  wisest  and  most  equitable  manner, 
I  can  only  say  again  that  each  decision 
represents  a  majority  vote  of  the  Com¬ 
mittee  on  Ways  and  Means. 

Mr.  Chairman,  this  is  the  best  our 
committee  could  do.  If  you  want  a  bet¬ 
ter  bill,  you  will  probably  have  to  get  a 
new  committee.  Some  Members  think 
the  bill  should  be  recommitted  to  the 
committee.  I  am  sincerely  of  the  opin¬ 
ion  that,  if  the  House  is  not  satisfied 
with  this  bill  and  wants  a  better  one  than 
we  have  preserved  here,  it  will  be  neces¬ 
sary  to  get  a  better  committee.  I  know 
most  of  the  members  of  the  Committee 
on  Ways  and  Means  are  tired.  Of 
course,  I,  myself,  being  the  youngest 
member  of  that  committee  am  not  tired, 
but  the  older  ones  are. 

If  you  think  we  should  not  raise  any 
additional  revenue  at  all,  if  you  think 
we  can  get  along  with  what  we  will  have 
and  not  appropriate  any  more  than 
present  taxes  will  produce,  or  if  you  think 
we  should  embark  on  a  program  of 
financing  the  Government  by  borrowing, 
just  vote  against  this  bill.  But  I  do  not 
believe  we  can  safely  do  that.  If  you 
send  this  bill  back  to  committee,  and  we 
labor  four  more  months,  I  doubt  whether 
we  could  bring  in  a  better  bill.  I  do  not 
believe  our  Democratic  members  and 
our  Republican  friends  and  colleagues 
of  this  committee,  ably  headed  by  the 
gentleman  from  New  York  [Mr.  Reed] 
would  say,  if  the  bill  is  recommitted,  that 
our  committee  would  be  likely  to  agree 
on  a  better  one  than  we  have  presented. 

Mr.  Chairman,  we  urge  the  favorable 
consideration  and  enactment  of  the 
pending  bill — the  greatest  tax  bill  in 
American  history  for  the  reasons  afore- 
stated. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  myself  40  minutes. 

Mr.  Chairman,  we  have  just  listened 
to  a  great  and  grand  American.  We  may 
not  agree  in  our  philosophy  on  soipe 
things,  but  as  far  as  concerns  the  patriot¬ 
ism,  and  .the  earnestness,  and  the  sin¬ 
cerity,  and  the  justice  of  the  great  man 
from  North  Carolina  [Mr.  Doughton], 
who  has  just  spoken,  I  think  we  can  all 
agree  that  he  is  outstanding  in  every 
respect. 


Mr.  JENKINS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to  the 
gentleman  from  Ohio. 

Mr.  JENKINS.  I  think  that  we  on  our 
side  will  agree  that,  if  he  were  the  Presi¬ 
dent  of  the  United  States,  no  one  would 
be  crying  out  about  extravagance  and 
expenditures. 

Mr.  REED  of  New  York.  I  think  we  all 
concur  in  that. 

Mr.  Chairman,  75,000  American  boys — 
dead,  wounded,  or  missing  in  Korea. 

Another  75,000  American  boys,  many 
permanently  injured  and  maimed  for 
life — the  so-called  nonbattle  casualties 
of  the  war  we  never  fought. 

And  each  day  the  casualty  list  grows. 

Each  day  in  the  valleys  and  mountains 
of  Korea  American  boys  are  fighting  and 
dying  for  an  ideal — an  ideal  that  many 
of  them  were  too  young  to  ever  fully 
understand. 

Mr.  Chairman,  these  boys  and  their 
loved  ones  have  made  the  greatest  sac¬ 
rifice  and  it  is  for  us  here  in  this  great 
Chamber  to  be  equal  to  the  trust  they 
have  imposed  upon  us  to  preserve  the 
ideals  for  which  they  fought  and  died. 

It  is  for  us  who  are  charged  with  the 
great  public  responsibility  imposed  upon 
us  by  the  people  to  safeguard  and  cherish 
the  fundamental  principles  of  this  great 
Republic  of  free  people. 

At  the  very  least  this  means,  Mr. 
Chairman,  that  to  the  greatest  extent 
possible  there  must  be  equality  of  sacri¬ 
fice  by  all  of  us. 

It  is  not  right. 

It  is  not  just. 

It  is  not  the  American  way  to  ask  any 
one  group  of  our  people  to  alone  bear 
the  burden  and  Anake  the  sacrifice 
brought  upon  us  by’ world  conditions. 

And  yet,  Mr.  Chairman,  although  the 
young  men  of  our  country  have  again 
been  called  to  the  colors;  although  the 
Congress  has  imposed  drastic  emergency 
measures  on  the  economic  life  of  our 
country;  although  the  Congress  has  al¬ 
ready  twice  within  the  past  12  months 
called  upon  all  the  people  to  carry  a 
heavier  tax  burden  to  pay  for  the  de¬ 
fense  program;  although  the  Congress 
has  already  done  these  things  in  this 
period  of  crisis,  President  Truman  has 
refused  to  make  any  sacrifice  in  the  huge 
and  mounting  cost  of  nonessential  Gov¬ 
ernment  spending. 

The  issue,  and  the  only  issue,  there¬ 
fore,  raised  by  H.  R.  4473  is  whether  the 
same  sacrifice  imposed  during  this  crisis 
on  the  people  by  the  Government  should 
not  now  be  imposed  by  the  people  on 
the  Government. 

Whether  before  imposing  over  $17,- 
000,000,000  in  new  taxes  within  less  than 
12  months  President  Truman  and  this 
Congress  should  not  be  called  before  the 
bar  of  the  American  people  and  made  to 
show  that  the  same  restraint  and  sacri¬ 
fice  has  been  exercised  in  the  spending 
of  the  people’s  money. 

And  the  answer  from  all  the  people 
is  “Yes.”  They  are  demanding  that 
President  Truman  and  this  Congress  cut 
Government  and  that  the  Congress  levy 
new  taxes  only  to  the  extent  that  it  is 
necessary  to  pay  for  essential  costs  of 
Government. 


Prom  Maine  to  California,  from  the 
mountains  of  Tennessee  to  the  lakes  of 
Minnesota,  all  the  people  are  demanding 
that  President  Truman  and  this  Con¬ 
gress  cut  Government  spending  before 
imposing  higher  taxes. 

Can  this  be  done  without  interfering 
with  the  defense  program? 

Of  course  it  can.  You  know  it.  I 
know  it.  The  American  people  know  it. 

Let  me  give  you  a  few  simple  facts: 

President  Truman  has  asked  for  cash 
expenditures  of  $71,600,000,000  for  fiscal 
1952  beginning  in  just  about  10  days 
Forty  billion  dollars  is  for  the  Depart¬ 
ment  of  Defense;  $23,000,000,000  is  for 
the  nonmilitary  expenses  of  running  the 
Federal  Government;  and  $8,600,000,000 
is  for  economic  and  military  aid  to  Eu¬ 
rope.  This  makes  a  total  of  $71  600  - 
000,000. 

As  the  result  of  the  $10,000,000,000  in 
new  taxes  already  imposed  just  a  few 
months  ago,  the  net  revenue  for  fiscal 
1952  is  estimated  to  be  $61,000,000,000 — 
$15,000,000,000  higher  than  during  World 
War  II.  This  will  make  a  deficit  of  ap¬ 
proximately  $10,000,000,000  in  fiscal 
1952. 

Now,  I  say  to  you  and  to  the  American 
people  that  without  in  any  way  inter¬ 
fering  with  the  defense  program,  or  with 
the  essential  operation  of  the  Govern¬ 
ment,  a  cut  of  at  least  $8,000,000,000  can 
be  made,  and  I  will  show  you  how: 

First.  President  Truman  and  Secretary 
of  State  Acheson  have  asked  for  $8,600,- 
000,000  for  economic  and  military  aid  for 
Europe.  Of  this  amount  $2,600,000,000 
is  for  so-called  economic  aid  only.  I  say 
that  at  least  $4,000,000,000  of  this  $8,- 
600,000,000  can  be  cut,  and  I  challenge 
any  Member  of  this  Congress  to  show  me 
why  this  reduction  cannot  be  made. 

Second.  In  addition  to  the  $8,600,000,- 
000  for  foreign  economic  and  military 
aid,  President  Truman  has  asked  for 
$23„000,000,000  for  nonmilitary  expendi¬ 
tures  of  the  Federal  Government.  At 
least  $2,000,000,000  or  less  than  10  per¬ 
cent  of  this  amount  can  be  cut.  And  I 
challenge  any  Member  of  this  Congress 
to  show  me,  and  show  the  people  of  my 
district  and  the  people  of  this  country, 
that  in  this  period  of  national  crisis  a 
reduction  of  $2,000,000,000  in  the  cost  of 
nonmilitary  expenditures  could  not  be 
made. 

Even  with  announced  and  open  hos¬ 
tility  by  President  Truman  this  distin¬ 
guished  body  has  already  cut  his  requests 
for  appropriations  by  $1,240,000,000  in 
the  seven  or  eight  bills  which  have  been 
considered.  This  is  over  10  percent  of 
budget  estimates  totaling  approximately 
$11,640,000,000. 

These  two  reductions  will  amount  to 
$6,300,000,000. 

The  biggest  item  in  the  1952  budget  is 
the  $40,000,000,000  for  expenditures  for 
the -Military  Establishment.  I  know,  and 
you  know,  and  the  American  people 
know,  that  a  cut  of  $2,000,000,000,  or 
only  5  percent,  could  be  made  without 
in  any  way  interfering  with  the  defense 
program.  Reliable  estimates  show  that 
$500,000,000  could  be  saved  in  the  more 
efficient  use  of  personnel  alone. 

This  is  a  total  cut  of  $8,000,000,000. 
If  it  were  made,  the  estimated  deficit  at 
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this  time  for  fiscal  1952 — that  is,  a  year 
from  now — without  any  new  taxes,  would 
be  approximately  $2,500,000,000.  And 
probably  there  would  be  no  deficit  at  all. 
But  even  if  a  small  deficit  appeared  like¬ 
ly  then  in  January  of  next  year— 6 
months  prior  to  the  end  of  fiscal  1952 — 
the  Congress  could  review  the  fiscal  pic¬ 
ture,  and  additional  taxes  adequate  to 
raise  this,  or  a  lesser  amount,  could  then 
be  imposed,  if  really  necessary. 

Many  responsible  organizations  and 
individuals  believe  that  a  reduction  of 
more  than  $3,000,000,000  in  cash  expend¬ 
itures  for  fiscal  1952  can  be  made  dur¬ 
ing  this  emergency-  period  of  crisis.  I 
personally  share  their  views,  but  I  have 
intentionally  shown  how  at  least  $8,000,- 
000,000  can  be  cut  in  order  to  reflect  an 
obviously  fair  figure  between  the  $10,- 
000,000,000  and  $6,000,000,000  reduction 
figures  which  have  been  recommended. 

Cut  Government  spending,  and  then 
levy  new  taxes  only  to  the  extent  it  is  ab¬ 
solutely  necessary  to  meet  essential  Gov¬ 
ernment  spending.  This  is  the  meaning 
of  a  true  pay-as-we-go  program. 

This  is  the  sound  position. 

This  is  the  American  position. 

This  is  the  Republican  position. 

But  President  Truman  is  under  the 
dangerous  illusion  that  pay-as-we-go  is 
only  a  one-way  street  of  ever-increasing 
expenditures  paved  with  higher  taxes. 
As  the  result  of  this  philosophy,  unfor¬ 
tunately  deliberately  promoted  by  those 
who  seek  to  destroy  the  American  system 
under  the  guise  of  national  emergency, 
the  budget  for  fiscal  1952  was  prepared 
and  presented  to  the  Congress  without 
any  attempt  at  Government  economy  or 
without  any  realistic  regard  to  the  avail¬ 
ability  of  the  necessary  new  taxes  to 
support  his  domestic  and  foreign  pro¬ 
gram.  Commenting  on  this  point,  the 
unanimous  minority  views  on  H.  R.  4473 
states  as  follows: 

In  the  face  of  such  casual  and  haphazard 
conduct  of  our  Nation’s  finances  in  this  pe¬ 
riod  of  crisis  and  sacrifice,  President  Tru¬ 
man’s  dare  to  the  Congress  to  reduce  his 
budget  reflects  a  callous  disregard  for  the 
preservation  of  the  Nation’s  financial  secu¬ 
rity  unparalleled  in  American  history. 

But,  you  say,  will  not  imposing  $17,- 
000,000,000  on  the  working  men  and 
women  of  this  country  within  the  past 
12  months  stem  the  tide  of  mounting 
inflation? 

The  answer  is  “No.”  Excessive  taxa¬ 
tion  will  never  cure  inflation.  In  fact, 
excessive  taxation  creates  inflation.  Let 
me  call  your  attention  to  the  fact  that 
as  the  result  of  the  $10,000,000,000  in 
new  taxes  already  imposed  by  the  Con¬ 
gress  within  the  last  12  months,  the  Fed¬ 
eral  Government  is  now  running  both  a 
cash  and  budget  surplus  for  this  fiscal 
year.  I  predict  that  the  surplus  will  be 
almost  $4,000,000,000.  And  yet,  despite 
this  fact,  wholesale  prices  are  20  percent 
higher  than  a  year  ago  and  15  percent 
higher  than  at  the  time  of  the  Korean 
invasion.  The  Consumers’  Price  Index  of 
the  Bureau  of  Labor  Statistics,  reflecting 
this  increase,  shows  that  the  cost  of  liv¬ 
ing  has  risen  from  170.2  percent  a  year 
ago  to  185  percent  today.  Higher  taxes 
cannot  do  the  job  alone. 


Inflation  is  caused  by  too  much  money 
chasing  too  few  goods.  But  money 
taken  from  the  people  by  taxation  and 
then  spent  again  by  the  Government 
does  not  reduce  the  amount  of  money. 
The  fundamental  and  basic  causes  of 
inflation  boil  down  to  the  fact  that  for 
the  past  20  years,  with  the  exception 
of  the  Republican  Eightieth  Congress, 
the  number  of  dollars  has  more  than 
trebled  while  the  amount  of  commodities 
has  not  even  doubled. 

During  this  period  the  fiscal  policies 
of  the  Democratic  administration  have 
been  to  borrow  money  from  the  people, 
to  multiply  the  Government’s  indebted¬ 
ness  many  times,  and  to  turn  this  in¬ 
debtedness  into  more  money.  These 
policies  together  with  the  refusal  by 
President  Truman  to  cooperate  with  this 
Congress  during  this  drastic  emergency 
period  is  the  cause  of  the  higher  cost  of 
living  to  the  American  people. 

Higher  taxes  will  not  cure  these  evils, 
and  I  predict  that  if  H.  R.  4473  should 
be  enacted,  it  will  be  less  than  6  months 
before  President  Truman  requests  even 
more  money  than  he  has  requested  for 
the  budget  in  fiscal  1952.  I  predict  that 
if  H.  R.  4473  is  enacted,  the  cash  ex¬ 
penditure  budget  for  fiscal  1953,  which 
will  be  presented  to  the  Congress  next 
January,  will  exceed  $85,000,000,000. 
You  know,  and  I  know,  and  the  Ameri¬ 
can  people  know  that  this  will  be  the 
terrible  sequel  of  imposing  any  taxes 
without  first  reducing  Government 
spending  as  can  be  done. 

Will  H.  R.  4473  balance  the  budget  for 
fiscal  1952? 

Of  course  not.  The  plain  and  uncon¬ 
tested  fact  is  that  additional  sources  of 
revenue  to  pay  for  President  Truman’s 
$71,600,000,000  expenditure  budget  for 
fiscal  1952  are  not  available  under  any 
sound  tax  program.  Let  me  say  this 
again — and  if  I  am  wrong  I  call  upon  any 
of  my  distinguished  colleagues  on  the 
Ways  and  Means  Committee  to  correct 
me — the  additional  sources  of  revenue 
to  pay  for  President  Truman’s  $71,600,- 
000,000  expenditure  budget  for  fiscal 
1952  are  not  available  under  any  sound 
tax  program.  Think  this  over. 

The  Treasury  experts  never  presented 
to  the  committee  any  feasible  program 
which  would  raise  the  necessary  taxes 
to  pay  for  President  Truman’s  budget 
in  fiscal  1952. 

The  Democratic  members  of  the  Ways 
and  Means  Committee  in  preparing  this 
bill  could  find  none. 

Not  a  single  witness  who  appeared 
during  the  public  hearings  could  suggest 
any  acceptable  tax  program  to  pay  for 
President  Truman’s  budget,  because 
there  is  no  tax  program.  We  have 
reached  the  bottom  of  the  American  tax 
barrel. 

Most  economists  agree  that  between 
25  and  30  percent  is  the  maximum  tax 
load  that  can  be  carried  in  a  vigorous 
productive  economy.  But  the  Congress 
should  know  that  our  gross  Federal  taxes 
together  with  our  State  and  municipal 
taxes  are  already  taking  30  percent  of 
our  national  income — the  highest. 

And  what  does  this  mean? 

I  will  tell  you  what  it  means. 


It  means  that  24  of  our  48  States  have 
already  adopted  resolutions  asking  the 
Congress  to  call  a  constitutional  con¬ 
vention  in  order  to  impose  a  limit  of  25 
percent  of  the  amount  that  the  Federal 
Government  can  take  from  an  individ¬ 
ual’s  or  company’s  income. 

It  means  that  thousands  of  loyal,  con¬ 
scientious,  and  hard-working  American 
citizens  in  the  lower-income  groups  are 
being  deprived  of  the  very  necessities  of 
life  as  the  result  of  high  taxes. 

It  means  that  we  are  rapidly  imposing 
the  same  tax  burden  on  the  American 
people  as  is  now  imposed  under  the 
Socialist  Government  of  Great  Britain. 

Let  me  now  turn  briefly  and  make 
some  frank  observations  on  the  provi¬ 
sions  of  this  monstrous  bill  H.  R.  4473, 
the  major  revenue  provisions  of  which 
were  agreed  to  in  a  secret  Democratic 
caucus  by  the  Democratic  members  of 
the  Ways  and  Means  Committee. 

In  passing  I  call  your  attention  to  the 
fact  that  it  was  just  about  4  months  ago 
that  the  Democratic  majority  of  this 
committee  rejected  every  Republican 
amendment  to  safeguard  abuses  by  the 
State  Department  in  the  conduct  of  the 
reciprocal  trade  program.  But  the 
House  overwhelmingly  rejected  the  posi¬ 
tion  taken  by  the  15  Democratic  mem¬ 
bers  of  the  Ways  and  Means  Committee 
on  this  legislation. 

It  ought  to  be  apparent  to  any  person 
of  common  sense  that  we  cannot  live  off 
the  rich.  There  are  too  few  of  them. 
We  cannot  live  off  overtaxed  industry 
without  inflating  prices  of  everything 
we  buy. 

It  is  obvious,  except  to  the  crackpots, 
that  every  dollar  the  Government 
spends  is  a  dollar  we  ourselves  pay. 

It  is  the  Communist  doctrine  that 
there  is  no  truth  in  the  law  of  nature 
and  the  word  of  God  that  man  must  live 
by  his  own  honest  labor  and  earn  his 
bread  by  the  sweat  of  his  brow. 

This  bill  H.  R.  4473  carries  tax  burdens 
which  will  retard  industrial  develop¬ 
ment — taxes  which  will  destroy  wealth 
and  the  capital  necessary  for  industrial 
expansion  to  meet  the  defense  program 
by  private  economy.  » 

This  is  a  bill  to  authorize  the  bureau¬ 
crats  to  turn  the  taxpayers’  pockets  in¬ 
side  out.  They  are  going  to  make  the 
country  strong  by  stopping  the  people 
from  spending  their  own  hard-earned 
money.  ^ 

Excessive  taxation  of  incomes,  such 
as  we  have  under  H.  R.  4473,  merely 
drains  the  lifeblood  out  of  the  whole  eco¬ 
nomic  system. 

Thus  drained  of  their  energy,  the  peo¬ 
ple  become  wards  of  the  Federal  Gov¬ 
ernment.  This  is  socialism.  This  is  the 
road  ahead  under  H.  R.  4473.  This  is 
the  fulfillment  of  the  dream  of  the  hard 
core  of  the  Socialist  planners  within  the 
Truman  administration.  H.  R.  4473  is 
their  tax  legislation. 

At  this  point,  Mr.  Chairman,  I  submit 
for  the  Record  three  tables  which  give 
some  idea  of  the  enormous  increased  tax 
burden  imposed  upon  all  individuals  by 
the  flat  12% -percent  increase  provided 
for  in  H.  R.  4473  over  the  amount  of 
taxes  paid  by  the  people  of  the  country 
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less  than  a  year  ago.  The  real  impact 
of  this  burden  must  be  measured,  of 
course,  in  the  light  of  the  increased  cost 
of  living  which  has  taken  place  during 
this  period. 


Single  person,  no  dependents 


Income  after  de¬ 
ductions  but  be¬ 
fore  exemptions 

A  year  ago 

Under  H. 
R.  4473 

Tax  in¬ 
crease 

$600  . . 

$800 _ _ 

$33 

$45 

$12 

$1,000 _ 

66 

90 

24 

$1,500.. _ _ 

149 

203 

54 

$2,000 _ _ 

232 

315 

83 

$3,000 _ _ 

409 

549 

140 

$5,000 _ 

811 

1,062 

251 

$8,000 _ _ 

1,  546 

2,003 

457 

$10,000 _ 

2, 124 

2,  741 

617 

$15,000 _ 

3,894 

5,004 

1,110 

$20,000-. . 

6,  089 

7,  810 

1,721 

$25,000 _ 

8,  600 

11,021 

2,  421 

$50,000— . —  . 

23,  201 

29, 687 

6,  486 

$100,000 . . 

58,  762 

74,  831 

16, 069 

Married  couple,1  no  dependents 


Income  after 
deductions  but 
before  exemp¬ 
tions 

A  year  ago 

Under 

H.  R.  4473 

Tax  in¬ 
crease 

$1,000 

$R500 _ _ 

$50 

$68 

$18 

$2,000 _ 

133 

180 

47 

$3,000 . 

299 

405 

106 

$5,000 . . 

631 

855 

224 

$8,000 _ 

1,206 

1,593 

387 

$10,000. . 

1,621 

2,124 

503 

$15,000 . . . 

2, 829 

3, 668 

839 

$20,000 _ 

4,  247 

5, 481 

1,234 

$25,000 _ 

5,877 

7,565 

1,688 

$50,000. . 

17,  201 

22,  041 

4,840 

$100,000 . 

46,  403 

59, 373 

12, 970 

Married  couple,1  2  dependents 


Income  after 
deductions  but 
before  exemp¬ 
tions 

A  year  ago 

Under 

H.  R.  4473 

Tax 

increase 

$2,000  . 

$3,000 _ 

$100 

$135 

$35 

$5,000 _ 

432 

585 

153 

$8,000 _ 

974 

1,296 

322 

$10,000 _ _ _ 

1,361 

1,791 

430 

$15,000 _ 

2,512 

3,263 

751 

$20,000 . . 

3,888 

5,022 

1,134 

$25,000 _ _ 

5,  476 

7,  052 

1,576 

$50,000. . - 

16,  578 

21,  245 

4,  667 

$100,000 . - 

45,643 

58,  401 

12,  758 

1  Income  earned  by  one  spouse. 


The  effect  of  a  flat  12  y2 -percent  in¬ 
crease  is  to  make  the  marginal  rate  of 
tax  and  the  tax  burden  on  many  tax¬ 
payers  even  higher  than  during  World 
War  II.  This  is  particularly  true  of  all 
single  persons  who  do  not  qualify  for  the 
special  head-of-the-household  exemp¬ 
tion  and  married  couples  in  community- 
property  States.  In  these  cases  the  mar¬ 
ginal  rate  will  become  higher  than  it 
was  during  World  War  II  on  all  surtax 
net  income  over  $4,000. 

On  certain  single  individuals  the  tax 
burden  will  be  even  higher  than  that  im¬ 
posed  in  Canada. 

At  this  point,  Mr.  Chairman,  I  submit 
for  the  Record  three  tables  showing  the 
decrease  on  the  take-home  pay  of  var¬ 
ious  classes  of  taxpayers  under  the  flat 
12  -percent  increase  provided  for  in 
H.  R.  4473: 


Take-home  pay 

SINGLE  PERSON,  NO  DEPENDENTS 


Income  after  deductions 
but  before  exemptions 

Decrease  in 
take-home 
pay 

Percentage 
decrease  in 
take-home 
pay 

$1,000 . . . 

$10 

1.1 

$2,000 . 

35 

2.0 

$5,000 . 

118 

2.9 

$10,000 . 

305 

4.0 

$20,000 . 

868 

6.6 

$25,000 . 

1,225 

8.1 

$50,000 . - . - 

3,  299 

14.0 

$100,000 . . . 

8, 033 

24.2 

MARRIED  COUPLE,1  NO  DEPENDENTS 


$2,000 . . . 

$20 

1.1 

$5,000 . . 

95 

2.2 

$10,000 . . . 

236 

2.9 

$20,000 . . . 

609 

4.0 

$25,000 . . - 

841 

4.6 

$50,000 _ _ 

2,449 

8.1 

$100,000 _ _ 

6,  597 

14.0 

$500,000 . - 

29,  613 

30.7 

MARRIED  COUPLE,1  2  DEPENDENTS 


$3,000 . 

$15 

0.5 

$5,000 . . . . 

65 

1.5 

$10,000 . . . 

199 

2.4 

$20,000 . . . . 

558 

3.6 

$25,000 . . . 

784 

4.2 

$50,000. . 

2,  361 

7.6 

$100,000 . . 

6,  489 

13.5 

$500,000 . 

29,  571 

30.3 

1  Income  earned  by  1  spouse. 


You  will  note  from  these  tables  how 
the  percentage  decrease  in  take-home 
pay  goes  as  high  as  30  percent.  That 
the  increased  revenue  which  we  gain 
from  the  flat  12  54  -percent  increase  is 
insignificant  in  comparison  to  the  dam¬ 
age  done  by  sharply  increasing  the  al¬ 
ready  steeply  graduated  rates  in  the 
middle  and  upper  brackets  is  shown  from 
the  following  facts: 

Even  before  enactment  of  H.  R.  4473 
confiscating  all  normal  and  surtax  net 
income  over  $10,000  will  yield  only  an 
additional  $3,500,000,000  in  taxes — or 
just  enough  to  pay  for  the  Truman 
budget  for  18  days. 

Confiscating  all  normal  and  surtax 
net  income  over  $26,000  will  produce  only 
an  additional  $713,000,000  in  taxes — or 
just  enough  to  pay  for  the  Truman 
budget  for  4  days. 

Confiscating  all  normal  and  surtax  net 
income  over  $100,000  would  yield  only  an 
additional  $39,000,000  in  taxes — or  just 
euough  to  pay  for  the  Truman  budget 
for  5  hours. 

After  enactment  of  H.  R.  4473  confis¬ 
cating  all  taxable  income  over  $10,000 
will  yield  only  $3,000,000,000;  over 
$26,000  will  yield  only  $627,000,000;  and 
over  $100,000  will  yield  only  $34,000,000. 

Under  existing  tax  rates  the  ratio  of 
tax  paid  to  take-home  pay  in  the  case  of 
individuals  with  adjusted  gross  income 
of  under  $5,000  is  9  percent  and  for  those 
of  $5,000  and  over  it  is  24  percent.  In¬ 
stead  of  maintaining  this  ratio,  H.  R. 
4473  will  increase  the  disproportion  of 
these  ratios  substantially. 

High  progressive  rates,  of  course,  have 
no  deflationary  effect  because  the  tax  is 


siphoned  away  from  dollars  that  would 
be  saved  and  not  dollars  which  would 
be  spent  for  consumers’  goods.  Any  in¬ 
telligent  and  realistic  tax  program,  par¬ 
ticularly  a  tax  program  which  is  in¬ 
tended  to  act  as  a  brake  on  inflation, 
should  encourage  savings  and  discourage 
consumer  consumption.  In  this  respect, 
as  in  all  others,  H.  R.  4473  is  a  failure. 

Mr.  Chairman,  the  flat  12  ^-percent 
increase  provided  for  in  H.  R.  4473  is  a 
“soak  the  lower  income’’  groups  even 
harder  tomorrow  by  destroying  the 
“middle  and  upper  income”  groups  today 
tax  policy.  It  is  excessive  taxation 
without  justification,  and  the  working 
men  and  women  of,  this  country  are 
opposed  to  it. 

CORPORATE  INCREASE 

Less  than  12  months  ago  the  top  cor¬ 
porate  rate  was  38  percent. 

H.  R.  4473  raises  the  regular  corporate 
tax  rate  to  52  percent,  extends  the  com¬ 
bined  defense  excess-profits  tax  rate  of 
82  percent  to  one-quarter  of  a  compa¬ 
ny’s  normal  earnings,  and  raises  the 
over-all  ceiling  to  70  percent — all  retro¬ 
active  to  January  1,  1951. 

The  effect  of  these  provisions  is  to  in¬ 
crease  within  less  than  a  year  the  aver¬ 
age  tax  on  corporations  from  37  cents 
on  the  dollar  to  58  cents — an  increase  of 
more  than  20  percentage  points  in  the 
average  tax  rate,  or  a  58-percent  increase 
in  corporate  taxes.  During  the  past  12 
months  corporate  profits  have  increased 
approximately  20  percent. 

Mr.  Chairman,  I  submit  for  the  Rec¬ 
ord  some  tables  which  show  the  amount 
of  taxes  payable  at  current  level  of  cor¬ 
porate  profits  a  year  ago  with  the 
amount  which  will  be  paid  after  enact¬ 
ment  of  H.  R.  4473: 


[Dollars  in  millions] 


Taxable  net  in¬ 
come  classes 

Num¬ 
ber  of 
corpo¬ 
rations 

Tax¬ 
able 
net  in¬ 
come  2 

Income  and  excess 
profits  tax  liabil¬ 
ities  1  - 

A  year 
ago  2 

H.  R. 
44732 

Per¬ 

cent 

in¬ 

crease 

$0  to  $25,000 . 

292,  491 

$2, 161 

$470 

$648 

37.9 

$25,000  to  $60,000  . 

47, 192 

1,566 

479 

608 

26.9 

$50,000  to  $100,000. 

30,  477 

2,018 

772 

1,027 

33.0 

$100,000  and  over.. 

45,  022 

39, 311 

15,  019 

24, 142 

60.7 

Total . . 

415, 182 

45, 056 

16,  740 

26,  425 

57.9 

1  Based  upon  a  level  of  profits  before  tax  (Department 
of  Commerce  basis)  of  $48  billion. 

2  Excludes  $1,200  million  of  capital  gains  subject  to 
alternative  tax  of  25  percent  under  present  law. 

An  idea  of  the  increased  tax  imposed 
by  H.  R.  4473  over  the  tax  burden  just 
12  months  ago  on  various  size  corpora¬ 
tions,  even  though  they  have  no  in¬ 
creased  earnings,  is  shown  below: 


Earnings 

Tax  a  year 
ago 

Tax  under 
H.  R.  4473 

Percent 

increase 

$100,000 . 

$38, 000 
76, 000 

$54, 000 

113. 500 
292, 000 

589. 500 
5, 944,  500 

42 

$200,000 . 

49 

$500,000.... . 

190;  000 
380,000 
3, 800, 000 

54 

$1,000,000- . 

55 

$10,000,000 . 

56 
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Now,  Mr.  Chairman,  must  the  New 
Deal  try  to  fool  all  the  people  of  the 
country  all  the  time? 

They  know,  and  we  know,  that  corpo¬ 
rate  taxes  are  for  the  most  part  passed 
on  to  them  in  the  form  of  higher  prices. 

They  know  that  corporate  taxes  are 
only  hidden  taxes. 

They  know  that  they  are  going  to  have 
to  pay  the  major  share  of  the  increased 
corporate  taxes  in  the  way  of  higher 
prices  for  the  very  necessities  of  life. 
This  has  always  been  the  case  because 
taxes  are  essentially  no  different  from 
other  costs  of  doing  business. 

Everyone  agrees  that  corporate  taxes 
are  the  most  inflationary  type  of  tax 
and  this  will  be  particularly  true  under 
H.  R.  4473,  which  in  effect  creates  a  42- 
cent  dollar  for  the  entire  corporate  pro¬ 
ductive  forces  of  the  country.  In  many 
cases  the  value  of  the  corporate  dollar 
will  be  as  little  as  18  cents.  Padded  ex¬ 
pense  accounts,  fancy  hotel  suites,  big 
limousines,  private  planes  charged  to  the 
expense  account — this  will  be  the  result 
of  enactment  of  H.  R.  4473. 

Dividend  disbursements  to  the  ap¬ 
proximately  11,000,000  or  12,000,000 
stockholders  in  the  country  represent 
less  than  5  percent  of  all  personal  in¬ 
come.  Dividends  are  already  taxed 
twice — once  in  the  corporation  and  again 
in  the  individual. 

It  is  not  going  to  reduce  inflation  if  by 
increasing  the  corporate  tax  to  a  58- 
percent  rate  within  this  12  months’  pe¬ 
riod  a  reduction  in  corporate  disburse¬ 
ments  to  the  stockholders  is  made. 
Moreover,  the  expansion  program  is  now 
being  carried  on  to  produce  defense 
equipment.  If  there  is  not  sufficient 
money  after  taxes  to  pay  for  the  neces¬ 
sary  expansion,  corporations  will  sell 
their  holdings  in  Government  securities 
or  borrow.  Both  methods  are,  of  course, 
inflationary. 

EXCESS-PROPITS  TAX 

The  Treasury  Department  recom¬ 
mended  an  increase  to  55  percent  in  the 
corporate  tax  rate. 

Although  Republican  members  were 
not  permitted  to  attend  the  meeting  dur¬ 
ing  which  the  decision  was  made  we 
judge  that  the  Democratic  members  of 
the  committee  must  have  realized  that 
a  55  percent  regular  corporate  rate — 15 
percentage  points  higher  than  during 
Warld  War  n  might  seriously  jeopardize 
the  defense  program  and  would  impose 
an  impossible  tax  load  on  small  corpora¬ 
tions. 

But  they  reached  not  only  the  same 
but  a  worse  result  by  the  dishonest  meth¬ 
od  of  agreeing  in  their  caucus  to  tax  25 
percent  of  a  company’s  normal  earnings 
at  the  82  percent  combined  excess  profits 
tax  rate,  and  H.  R.  4473  so  provides. 

The  arbitrary  extension  of  the  excess- 
profits  tax  to  25  percent  of  normal  profits 
completely  defeats  the  objective  of  mak¬ 
ing  the  excess  profits  tax  apply  to  only 
profits  derived  from  the  defense  pro¬ 
gram  for  which  it  was  intended.  This 
action,  together  with  the  increase  in  the 
ceiling  relief  provision  from  62  percent 
to  70  percent  will  produce  many  rank 
inequities. 


Let  me  give  you  just  one  example 
which  will  shock  the  conscience  of  any 
person  who  believes  our  tax  laws  should 
be  applied  equitably: 

As  the  result  of  H.  R.  4473  if  a  $100,000 
base  period  income  corporation  has 
$200,000  of  current  earnings  from  the 
defense  program,  its  percentage  tax  in¬ 
crease  is  only  10.57  percent,  or  approxi¬ 
mately  one-half  of  that  of  a  $50,000  cor¬ 
poration  which  has  no  increase  in  earn¬ 
ings  over  the  1946-49  period. 

I  need  not  labor  this  point  further  to 
show  what  can  happen  to  our  tax  laws 
when  they  are  written  by  party  caucus 
and  not  with  true  minority  representa¬ 
tion. 

THE  NEW  20-PERCENT  WITHHOLDING 

H.  R.  4473  imposes  a  20-percent  with¬ 
holding  on  corporate-bond  interest,  divi¬ 
dend  disbursements,  and  on  royalties, 
patents,  and  copyrights  irrespective  of 
whether  the  recipient  owes  any  taxes.  It 
is  estimated  that  approximately  $500,- 
000,000  is  currently  being  received  by  in¬ 
dividuals  who  have  no  income-tax  li¬ 
ability  or  by  tax-exempt  institutions  such 
as  churches  and  hospitals  from  the 
sources.  Applying  the  20-percent  with¬ 
holding  to  this  amount  means  that  ap¬ 
proximately  $100,000,000  will  be  withheld 
by  the  Government  from  individuals  who 
owe  no  taxes  and  from  tax-exempt  insti¬ 
tutions. 

In  the  case  of  withholding  on  wages 
and  salaries  established  in  the  Current 
Tax  Payment  Act  of  1943,  the  amount 
withheld  from  an  employee  is  geared  to 
the  number  of  the  taxpayer’s  dependents 
and  his  actual  tax  liability.  The  new 
20-percent  withholding,  as  provided  in 


H.  R.  4473,  will,  however,  be  made  ir¬ 
respective  of  the  number  of  the  recip¬ 
ient’s  dependents.  Let  me  show  you 
what  this  proposal  really  means  to  the 
little  taxpayers  of  the  country.  Take, 
for  example,  an  elderly  couple  who  may 
have  interest  from  corporate  bonds  and  a 
few  dividends  which  bring  in  $800  a  year, 
and  together  with  the  husband’s  retire¬ 
ment  pay  have  a  yearly  income  of  $2,400. 
This  couple  will  have  no  tax  liability  but 
they  will  be  out  of  pocket  $160  next  year 
as  the  result  of  withholding  20  percent  on 
their  $800.  Sometime,  around  the  mid¬ 
dle  of  the  following  year,  they  will,  if  a 
proper  claim  for  refund  is  made,  be  re¬ 
imbursed  the  $160,  but  of- course  by  that 
time  approximately  one-half  of  this 
amount  will  already  have  been  withheld 
on  the  current  year’s  dividends,  and  by 
the  end  of  the  year  they  will  be  out  of 
pocket  the  full  $160  all  over  again.  The 
continuous  withholding  by  the  Govern¬ 
ment  of  an  amount  equal  to  approxi¬ 
mately  10  percent  of  this  couple’s  invest¬ 
ment  income  will  go  on  each  year  until 
they  die  or  dispose  of  their  investment. 
This  is  confiscation — nothing  else  but 
deliberate  confiscation. 

EXCISE  TAXES 

The  Treasury  Department  recom¬ 
mended  an  increase  of  $3,000,000,000  in 
excise  taxes. 

Mr.  Chairman,  I  submit  for  the  record 
a  table  showing  the  excise  tax  pro¬ 
posals  recommended  by  the  Treasury  De¬ 
partment.  I  think  it  is  important  for 
every  Member  of  the  House  to  see  how 
President  Truman’s  tax  advisers  pro¬ 
posed  to  increase  the  excise  taxes  on  our 
people. 


Item 

Proposed  increases  in  rates 

Estimated 
additional 
revenue  in  a 
full  year 

Passenger  automobiles . 

From  7  to  20  percent  of  manufacturer’s  price. 

$685, 000,  000 

Refrigerators,  television  sets,  radios,  phonographs, 

From  10  to  25  percent  of  manufacturer’s  price. 

425,  000,  000 

electric,  gas,  and  oil  appliances,  and  other  consumer 

durables. 

Alcoholic  beverages: 

From  $9  to  $12  per  gallon . 

] 

From  $8  to  $12  per  barrel . . 

>  710, 000,  000 

Various . .’ _ _ _ _ 

From  7  to  10  cents  per  pack . . 

1 

Various  _ I... I _ _ 

/  525f  000,  0U0 

From  m  to  3  cents  per  gallon . . 

580,  000,  000 

110, 000,  000 

Total . 

3, 035, 000,  000 

I  also  submit  for  the  Record  a  table 
showing  the  extent  to  which  excise  taxes 
have  increased  since  1933: 


Excise  tax  revenues  for  selected  fiscal  years, 
1933-50 

[Dollar  amounts  in  millions] 

Excise 


Year: 

1933. 

1936. 

1937. 

1938. 

1939. 

1940. 

1941. 

1942. 

1943. 

1944. 

1945. 

1946. 

1947. 

1948. 
1949 
1950. 


taxes 
$839 
1,531 
1,746 
1,716 
1,  749 
1,867 
2,381 
3,  123 
3,  795 
4,461 

5,  945 

6,  684 

7,  283 
7,  410 
7,  579 
7,  598 


As  will  be  seen  from  these  tables,  un¬ 
der  the  Democratic  administration  ex¬ 
cise  tax  yields  have  increased  from  $839,- 
000,000  in  1933  to  over  $7,500,000,000  in 
1950. 

The  Treasury  proposals  would  have 
increased  the  yield  by  $3,000,000,000 
more,  making  the  total  yield  from  ex¬ 
cises  to  almost  $11,000,000,000.  This  is 
what  the  Democratic  administration  has 
done  for  the  consumers  of  America. 

H.  R.  4473  does  not  contain  the  excise 
recommendations  of  the  Treasury. 
However,  it  does  impose  excises  on  cer¬ 
tain  selective  new  items  such  as  elec¬ 
tric  shavers,  electric  dishwashers,  ciga¬ 
rette  lighters,  and  a  20-percent  manu¬ 
facturers’  tax  on  inexpensive  fountain 
and  ball  point  pens  and  mechanical  pen¬ 
cils.  Inasmuch  as  no  recommendations 
for  imposing  excise  taxes  on  these  new 
items  were  made,  the  manufacturers  of 
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these  products  did  not  appear  during 
the  public  hearings. 

The  fact,  as  clearly  established  by  the 
public  hearings,  is  that  as  in  the  case 
of  the  individual  income  tax  and  the 
corporate  tax,  excise  tax  rates  on  items 
now  taxed  have  reached  their  limit. 

During  the  debate  on  H.  R.  4473  Re¬ 
publican  colleagues  on  the  Ways  and 
Means  Committee  will  point  out  to  you 
the  defects  and  inequities  in  many  of 
the  structural  provisions  contained  in 
this  legislation.  I  shall,  therefore,  not 
dwell  on  these  matters.  Instead,  I 
should  like  to  call  your  attention  to 
probably  the  only  constructive  new  tax 
contained  in  this  bill.  I  refer  to  section 
471  which  provides  for  a  new  tax  on  pro¬ 
fessional  gambling  which  should  pro¬ 
duce,  at  the  very  least,  $400,000,000  in 
additional  revenue  annually.  Literally 
billions  and  billions  o*  dollars  are  being 
bet  every  year  in  this  country  on  horse 
races  and  the  numbers  game.  The  pub¬ 
lic  has  been  shocked  by  the  recent  con¬ 
gressional  revelations  of  the  appalling 
extent  of  this  multi-billion-dollar  busi¬ 
ness.  It  would  be  unconscionable  to  al¬ 
low  this  business  to  remain  untaxed  at 
this  time  when  new  taxes  are  being 
loaded  upon  almost  every  other  con¬ 
ceivable  source  of  revenue,  from  dish¬ 
washers  to  bowling  alleys,  and  from  ball¬ 
point  pens  to  baseball  bats. 

The  bill  places  a  10  percent  tax  on 
bets,  principally  those  made  with  book¬ 
makers  and  lottery  operators,  and  im¬ 
poses  a  $50  a  year  occupational  tax  on 
such  professional  gamblers  and  their 
agents.  Pari-mutuel  betting  is  exempt. 
Activities  such  as  bingo  and  cards  are 
also  exempt,  mainly  because  the  type  of 
tax  imposed  by  the  bill  is  not  suitable  to 
these  games,  and  because  such  games 
are  freqeuntly  played  on  a  social  rather 
than  professional  basis.  Moreover,  the 
bill  exempts  raffles  such  as  are  occasion¬ 
ally  conducted  by  churches  and  veterans’ 
organizations.  It  is  believed  that  the  bill 
will  cover  90  percent  or  more  of  the  total 
professional  gambling. 

Opponents  of  the  new  tax  say  that  it 
will  be  difficult  to  enforce.  I  say  that  if 
we  fail  to  impose  such  a  tax,  it  will  be 
far  more  difficult  to  explain  that  failure 
to  the  American  people.  I  believe  that 
the  tax  can  be  enforced,  and  that,  with 
conscientious  administration  by  the 
Treasury,  the  revenue  estimate  of  $400,- 
000,000  will  prove  conservative. 

Mr.  Chairman,  I  hold  in  my  hand  a 
copy  of  the  report  on  H.  R.  4473,  the 
Revenue  Act  of  1951.  The  report  con¬ 
sists  of  152  pages,  140  of  which  consist 
of  the  report  of  the  Democratic  members 
of  the  Ways  and  Means  Committee  at¬ 
tempting  to  explain  this  legislation. 

In  all  the  140  pages  there  is  not  a 
single  mention  of  Government  economy, 
not  a  single  recommendation  that  Presi¬ 
dent  Truman  and  this  Congress  cut  non- 
essential  Government  spending,  not  a 
single  recommendation  that  this  Con¬ 
gress  impose  upon  the  Federal  Govern¬ 
ment  the  same  control  in  the  spending  of 
the  people’s  money  as  the  Government 
has  imposed  upon  the  people,  not  a  single 
recommendation  that  taxes  be  levied 
only  to  pay  for  the  essential  cost  of  Gov¬ 
ernment. 


And  yet,  Mr.  Chairman,  the  people  of 
America  are  demanding  that  these 
things  be  done  before  new  taxes  are  im¬ 
posed.  Until  they  are  done,  I  shall  not 
vote  for  one  penny  more  of  tribute  from 
the  people. 

Mr.  RANKIN.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to  the 
gentleman  from  Mississippi. 

Mr.  RANKIN.  Does  this  bill  provide 
for  an  excess-profits  tax? 

Mr.  REED  of  New  York.  Yes. 

Mr.  RANKIN.  How  much? 

Mr.  REED  of  New  'York.  About 
$700,000,000. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to 
the  gentleman  from  Arkansas. 

Mr.  MILLS.  It  is  estimated  that  the 
excess-pi’ofits  tax  provisions  in  this  bill 
will  raise  about  $732,000,000. 

Mr.  RANKIN.  I  was  not  asking  about 
the  amount  it  would  raise,  but  I  wanted 
to  know  what  the  rate  would  amount  to. 

Mr.  MILLS.  The  over-all  yield  of  the 
tax  would  then  be  between  four  and  one- 
half  and  five  billion  dollars. 

Mr.  RANKIN.  I  am  not  talking  about 
the  amount,  but  the  percentage  of  the 
tax;  the  rate. 

Mr.  MILLS.  The  rate  is  30  percent, 
plus  the  52  percent  normal  and  surtax 
rate,  which  would  make  an  over-all  ex- 
cess-profits-tax  rate  of  82  percent,  but 
there  is  a  ceiling,  so  that  no  business 
would  pay  more  than  70  percent  of  its 
income. 

Mr.  REED  of  New  York.  Inasmuch 
as  I  have  a  minute  left,  I  emphasize 
again  the  importance  of  cutting  down 
nonessential  expenditures  of  Govern¬ 
ment.  There  occurred  in  the  State  of 
New  York  recently  a  situation  where  a 
contract  for  certain  facilities  of  the  Army 
was  involved.  The  Pentagon  estimated, 

1  think,  something  like  $132,000,000  for 
this  special  work.  The  contract  was  let 
for  $20,000,000,  and  an  industrialist 
agreed  to  do  it  for  $5,000,000.  That  is 
running  to  some  extent  throughout  our 
whole  military  government,  and,  of 
course,  we  can  cut  taxes  if  we  watch 
these  expenditures. 

Mr.  CURTIS  of  Nebraska.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to 
the  gentleman  from  Nebraska. 

Mr.  CURTIS  of  Nebraska.  Mr.  Chair¬ 
man,  the  distinguished  gentleman  from 
New  York  has  made  an  excellent  state¬ 
ment,  and  the  statement  of  the  chair¬ 
man,  the  distinguished  gentleman  from 
North  Carolina  [Mr.  Doughton],  was 
excellent.  I  think  the  Record  should 
show,  however,  that  the  House  has  been 
in  session  almost  2  hours  in  the  consid¬ 
eration  of  a  $7,000,000,000  tax  bill,  and 
that  the  taxpayers  are  barred  from  the 
galleries.  There  are  men  at  the  gallery 
doors,  and  a  pass  issued  by  a  Member 
of  Congress  is  not  honored.  That  is 
due  to  the  fact  that  a  little  later  a 
representative  of  a  foreign  government  is 
going  to  talk  here,  but  there  is  no  reason 
for  barring  the  public  from  the  consid¬ 
eration  of  this  huge  tax  bill  during  the 

2  hours  we  have  been  working. 


7059 

Mr.  REED  of  New  York.  I  thank  the 
gentleman. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to 
the  gentleman  from  Arkansas. 

Mr.  MILLS.  Knowing  the  gentTman 
as  I  do,  and  having  such  a  high  regard 
for  him,  I  wonder  if  the  gentleman  would 
comment  upon  the  question  which  nu¬ 
merous  Members  have  asked  of  me, 
namely,  Why  does  not  the  tax  bill  in¬ 
clude  some  provision  for  the  taxation 
of  farm  cooperatives?  Would  the  gen¬ 
tleman  comment  on  that? 

Mr.  REED  of  New  York.  I  shall  be 
very  glad  to  answer  that  question. 

In  the  first  place,  the  farmers  of  this 
country  are  engaged  in  a  basic  indus¬ 
try.  Not  a  wheel  of  industry  could  turn, 
not  one,  were  it  not  for  the  raw  mate¬ 
rials  that  are  produced  from  the  ground 
and  largely  by  the  farmers  of  this 
country. 

There  was  a  situation  prior  to  the 
farm  cooperative  law  where  the  farmer 
was  being  driven  to  peonage  back  in  the 
early  twenties.  A  law  was  passed  in  1926 
to  give  some  exemption  relief.  Then 
the  gougers  started  in.  They  thought 
they  could  drive  the  farmers  back  into 
peonage  where  they  would  have  to  take 
any  price  that  was  offered.  Farmers 
would  send  to  the  chief  markets  of  this 
country  their  products  and  what  would 
they  get  back?  They  would  get  back  a 
bill  for  the  freight.  They  were  being 
pauperized,  not  only  in  one  respect  but 
in  many  respects. 

I  know  why  the  gentleman  asked  the 
question.  He  is  interested  in  the  farmer 
just  the  same  as  I  am.  The  gentleman 
knows  there  would  be  very  little  said  in 
regard  to  this  law  that  permits  the  coop¬ 
eratives  to  be  exempted  from  taxation-if 
it  were  not  for  the  most  corrupt  lobby 
that  was  ever  set  up  in  this  country,  to 
try  to  coerce  Congress  to  tax  the  co-ops, 
for  what?  To  eventually  cut  the  throats 
of  the  farmers.  I  am  not  in  that  busi¬ 
ness,  and  I  will  fight  this  lobby  to  the  last 
ditch.  I  am  going  to  see  that  the  farm¬ 
ers  get  a  fair  and  square  deal  from  this 
Congress  if  it  is  within  my  power  to  do 
so.  The  gentleman  from  Arkansas  [Mr. 
Mills]  has  had  them  before  the  com¬ 
mittee.  He  knows  what  the  cross-exam¬ 
ination  disclosed,  a  corrupt  lobby.  That 
is  what  these  promoters  are. 

Mr.  MILLS.  One  point  I  hoped  the 
gentleman  would  discuss,  in  addition  to 
what  he  has  already  said  is  this:  State¬ 
ments  have  been  made  to  a  great  num¬ 
ber  of  businessmen  throughout  the  coun¬ 
try  that,  if  we  would  impose  taxes  on  co¬ 
operatives,  we  would  obtain  around  a 
billion  dollars  a  year  in  additional  reve¬ 
nue.  What  was  the  finding  of  the  com¬ 
mittee  with  respect  to  that? 

Mr.  REED  of  New  York.  The  finding 
of  the  committee  varied  somewhat  ac¬ 
cording  to  the  years  which  were  brought 
out  before  our  committee.  As  I  recall  it, 
Mr.  Wiggins,  formerly  of  the  Treasury, 
put  it  around  $10,000,000.  Then  I  be¬ 
lieve  Mr.  Snyder,  the  last  time  he  ap¬ 
peared,  put  it  at  around  $55,000,000,  in¬ 
cluding  withholding  on  patronage  divi¬ 
dends.  Previous  to  that  it  was  said  that 
it  would  produce  about  $30,000,000. 
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These  people  are  going  around  to  the 
businessmen  and  are  deliberately  mis¬ 
representing  the  facts  to  them.  They 
are  assassinating  the  characters  of  the 
Members  on  the  floor  of  this  House  who 
are  the  friends  of  the  farmers. 

Mr.  MILLS.  Was  it  not  pointed  out 
by  the  staff  of  the  Joint  Committee  on 
Internal  Revenue  to  our  committee  in 
executive  session  that  there  was  about 
$58,000,000  maximum  that  could  be  de¬ 
rived  from  taming  farm  cooperatives? 

Mr.  REED  of  New  York.  Correct. 

Mr.  RANKIN.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  REED  of  New  York.  I  yield  to 
the  gentleman  from  Mississippi. 

Mr.  RANKIN.  If  it  had  not  been  for 
the  cooperative-power  associations  that 
the  power  trusts  are  attacking  in  this 
way  the  average  farmer  of  this  country 
would  not  have  seen  an  electric  light 
in  his  house  for  the  next  50  years. 

Mr.  REED  of  New  York.  I  want  to 
say  further,  that  as  the  gentleman  knows, 
the  evidence  under  cross  examination 
before  our  committee  of  the  National 
Tax  Equality  Association,  these  lobby¬ 
ists  admitted  that  they  had  collected 
from  the  businessmen  of  this  country 
over  $600,000  in  contributions  of  not  less 
than  $500  each;  contributions  of  less 
than  that,  however,  do  not  have  to  be 
reported  to  the  Senate  and  the  House. 
Also,  the  lobbyists  admitted  they  were 
receiving  in  salary  about  $48,000  a 
year. 

Mr.  MILLS.  I  want  the  Members  of 
the  House  to  know  that  my  distinguished 
friend  from  New  York  has  waged  a  fight 
not  only  in  Congress,  but  in  his  own 
congressional  district  and  State,  over  this 
question  of  the  protection  of  the  farm 
cooperatives.  He  has  done  a  magnifi¬ 
cent  job.  I  know  of  no  individual  who 
is  entitled  to  greater  credit  by  the  farm 
cooperatives  than  the  gentleman  from 
New  York  [Mr.  Reed], 

Mr.  RANKIN.  Mr.  Chairman,  if  the 
gentleman  will  yield,  I  want  to  join  that 
statement  and  say  that  the  farmers  of 
this  country  do  not  have  a  better  friend 
in  the  Congress  in  either  House,  on  either 
side,  than  the  gentleman  from  New  York 
[Mr.  Reed], 

Mr.  REED  of  New  York.  I  thank  the 
gentleman  very  much. 

The  CHAIRMAN.  The  gentleman 
from  New  York  has  consumed  38  min¬ 
utes. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
move  that  the  Committee  do  now  rise. 

The  motion  was  agreed  to. 

Accordingly  the  Committee  rose;  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Rains,  Chairman  of  the  Committee 
of  the  Whole  House  on  the  State  of  the 
Union,  reported  that  that  Committee, 
having  had  under  consideration  the  bill 
(H.  R.  4473)  to  provide  revenue,  and  for 
other  purposes,  had  come  to  no  reso¬ 
lution  thereon. 

MESSAGE  FROM  THE  PRESIDENT 

A  message  in  writing  from  the  Pres¬ 
ident  o^/the  United  States  was  commu- 
nicatedr  to  the  House  by  Mr.  Miller,  one 
of  hijjr  secretaries,  who  also  informed  the 
House  that  on  the  following  dates  the 
President  approved  and  signed  bills  and 


a  joint  resolution  of  the  House  of  the 
following  titles: 

On  June  14,  1951 : 

H.  R.  2918.  An  act  for  the  relief  of  Peter 
E.  Kolesnikoff. 

On  June  15,  1951: 

H.  J.  Res.  267.  Joint  resolution  making  an 
additional  appropriation  for  the  legislative 
branch  for  the  fiscal  year  1951,  and  for  other 
purposes. 

On  June  16,  1951: 

H.  R.  1612.  An  act  to  extend  the  authority 
of  the  President  to  enter  into  trade  agree¬ 
ments  under  section  350  of  the  Tariff  Act  of 
1930,  as  amended,  and  for  other  purposes. 

MESSAGE  FROM  THE  SENATE 

A  message  from  the  Senate,  by  Mr. 
Woodruff,  its  enrolling  clerk,  announced 
that  the  Senate  had  passed,  with  amend¬ 
ments  in  which  the  concurrence  of  the 
House  is  requested,  a  bill  of  the  House  of 
the  following  title: 

H.  R.  3880.  An  act  making  appropriations 
for  the  Executive  Office  and  sundry  inde¬ 
pendent  executive  bureaus,  boards,  commis¬ 
sions,  corporations,  agencies,  and  offices,  for 
the  fiscal  year  ending  June  30,  1952,  and  for 
other  purposes.  / 

The  message  also  announced  that  the 
Senate  insists  upon  its  amendments' to 
the  foregoing  bill,  requests  a  conference 
with  thq  House  on  the  disagreeing'  votes 
of  the  twq  Houses  thereon,  and  .appoints 
Mr.  Maybank,  Mr.  O’Mahoney,-*  Mr.  Mc- 
Kellar,  Mn  Hill,  Mr,  McMahon,  Mr. 
Saltonstall,  Mr.  Bridges,  pid  Mr.  Fer¬ 
guson  to  be  the,  conferees  fin  the  part  of 
the  Senate.  \  / 

The  message  also  announced  that  the 
Senate  agrees  to  the  amendment  of  the 
House  to  a  bill  of  tM&.Senate  of  the  fol¬ 
lowing  title: 

f  \ 

S.  927.  An  act  fro  amend  Section  6  of  the 
Central  Intelligence  Agency  !\ct  of  1949. 

The  messsMje  also  announced  that  the 
Vice  President  has  appointed  Mr.  John¬ 
ston  of  £Jouth  Carolina,  and  Mr.  Langer, 
members  of  the  joint  select  committee 
on  th^part  of  the  Senate,  as  provided 
for  in  the  act  of  August  5,  1939,  entitled 
“An  act  to  provide  for  the  disposition  of 
certain  records  of  the  United  States 
Government,”  for  the  disposition  of 
executive  papers  referred  to  in  the  re¬ 
port  of  the  Archivist  of  the  United  States 
numbered  51-24. 

COMMITTEE  ON  BANKING  AND 
CURRENCY 

Mr.  McCORMACK.  Mr.  Speaker,  I 
ask  unanimous  consent  that  the  Com¬ 
mittee  on  Banking  and  Currency  may 
have  until  midnight  Saturday  to  file  a 
|  report  on  the  bill  (H.  R.  3871)  relating 
1  to  amendments  to  the  Defense  Produc- 
|  tion  Act,  and  also  that  the  minority  may 
have  permission  to  file  their  views,  if 
they  so  desire. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Massachusetts? 

There  was  no  objection. 

KENNEDY  SUBCOMMITTEE 

Mr.  BARDEN.  Mr.  Speaker,  I  ask 
unanimous  consent  that  the  subcommit¬ 
tee,  headed  by  the  gentleman  from 
Massachusetts  [Mr.  Kennedy],  of  the 
Committee  on  Education  and  Labor,  may 
sit  this  afternoon  during  general  debate. 


The  SPEAKER.  Is  there  objection, to 
the  request  of  the  gentleman  from  Nprth 
Carolina?  / 

There  was  no  objection. 

recess  y  / 

The  SPEAKER.  The  House  will  stand 
in  recess,  subject  to  the  call  of  the  Chair. 

Accordingly  (at  11  o’clock  and  57  min¬ 
utes  a.  m.)  the  House  stood  in  recess, 
subject  to  the  call  of  the  Chair. 

JOINT  MEETING  OF  THE  HOUSE  AND  SEN¬ 
ATE  TO  HEAR  AN  ADDRESS  BY  HIS  EX¬ 
CELLENCY,  GALO  PLAZA,  PRESIDENT  OF 
THE  REPUBLIC^  OF  ECUADOR 


The  SPEAKER  of  the  House  of  Rep¬ 
resentatives,  presided. 

At  12  o'clock  and  23  minutes  p.  m., 
the  Doorkeeper  announced  the  Vice 
President  and  Members  of  the  United 
States  Senate. 

The  Senate,  preceded  by  the  Vice 
President  and  its  Secretary  and  Ser¬ 
geant  at  Arms,  entered  the  Hall  of  the 
House  of  Representatives. 

The  VICE  PRESIDENT  took  the  chair 
at  the  right  of  the  Speaker,  and  the 
Members  of  the  Senate  took  seats  re¬ 
served  for  them. 

APPOINTMENT  OF  COMMITTEE  OF 
ESCORT 

The  SPEAKER.  On  the  part  of  the 
House  the  Chair  appoints  as  members 
of  the  committee  to  escort  our  distin¬ 
guished  visitor  to  the  Chamber  the  gen¬ 
tleman  from  Massachusetts,  Mr.  Mc¬ 
Cormack;  the  gentleman  from  Massa¬ 
chusetts,  Mr.  Martin;  the  gentleman 
from  New  Jersey,  Mr.  Eaton;  and  the 
gentleman  from  South  Carolina,  Mr. 
Richards. 

The  VICE  PRESIDENT.  On  the  part 
of  the  Senate  the  Chair  appoints  as 
members  of  the  Committee  of  Escort  the 
junior  Senator  from  Arizona,  Mr.  Mc¬ 
Farland;  the  senior  Senator  from  Texas, 
Mr.  Connally;  the  junior  Senator  from 
Nebraska,  Mr.  Wherry,  and  the  senior 
Senator  from  Wisconsin,  Mr.  Wiley. 

At  12  o’clock  and  30  minutes  p.  m.,  the 
Doorkeeper  announced  the  President  of 
the  Republic  of  Ecuador. 

The  President  of  the  Republic  of  Ecua¬ 
dor,  accompanied  by  the  Committee  of 
Escort,  entered  the  Chamber  and  stood 
at  the  Clerk’s  desk. 

The  SPEAKER.  Members  of  the  Con¬ 
gress,  I  deem  it  a  high  privilege  and  a 
distinct  hpnor  to  be  able  to  present  to 
you  the  head  of  a  great  and  a  friendly 
state,  our  neighbor  to  the  south  made 
up  of  liberty-loving  and  proud  people, 
the  President  of  the  Republic  of  Ecua¬ 
dor.  [Applause,  the  Members  rising.] 
ADDRESS  OF  HIS  EXCELLENCY,  GALO 
PLAZA,  PRESIDENT  OF  ECUADOR 

President  PLAZA.  Mi'.  Vice  President, 
Mr.  Speaker,  honorable  Members  of  the 
Senate  and  the  House,  -distinguished 
guests,  it  is  with  deep  appreciation  that 
I  have  accepted  the  honor  of  speaking 
before  the  Congress  of  the  United  States 
of  America  in  my  capacity  as  President 
of  a  nation  which,  although  small  in  size, 
can  bring  before  you  a  record  of  moral 
achievement  in  having  established,  after 
years  of  political  upheaval  and  despite 
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a  noted  businessman  once  said, 
“Include  me  out.’’ 

I  wnj  not  vote  to  destroy  America  by 
cruel,  discriminatory,  and  incentive- 
destroyinK  taxation. 

DISCHARGES.PETITION  NO.  4  ON  TOWN¬ 
SEND  B^LL,  HOUSE  BILL  2673 

(Mr.  ANGELL  asked  and  was  given 
permission  to  eiraend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  ANGELL.  Mk,  Speaker,  on  Febru¬ 
ary  16,  1951,  I  introduced  House  bill 
2378  and  my  colleagu\  the  gentleman 
from  Minnesota  [Mr.  Rlatnik]  intro¬ 
duced  a  companion  bill,  Hmise  bill  2679. 
One  or  more  additional  bill\identical  in 
language,  I  understand,  have  \een  intro¬ 
duced  by  other  colleagues.  ’The  bills 
were  referred  to  the  Ways  ana\Means 
Committee  on  February  16. 

The  objective  of  this  legislation  known 
as  the  Townsend  recovery  plan,  is  to  pro¬ 
vide  every  adult  citizen  in  the  Unite 
States  with  equal  basic  Federal  insur¬ 
ance,  to  permit  retirement  with  benefits 
at  the  age  of  60,  and  to  cover  total  dis¬ 
ability  from  whatever  cause  for  certain 
citizens  under  60;  to  give  protection  to 
widows  with  children;  to  provide  an 
ever-expanding  market  for  goods  and 
services  through  the  payment  and  dis¬ 
tribution  of  such  benefits  in  ratio  to  the 
Nation’s  steadily  increasing  ability  to 
produce,  with  the  cost  of  such  benefits 
to  be  carried  by  every  citizen  in  propor¬ 
tion  to  the  income  privileges  he  enjoys. 

Seventy-eight  House  Members  peti¬ 
tioned  the  Ways  and  Means  Committee 
as  follows: 

The  undersigned  Members  of  the  Eighty- 
second  Congress  respectfully  request  that 
the  Ways  and  Means  Committee  report  House 
Resolution  2679,  commonly  known  as  the 
Townsend  plan,  out  of  committee  and  to  the 
House  of  Representatives,  for  action. 

The  Members  signing  this  petition  are 
as  follows: 

Homer  D.  Angell,  Oregon;  John  A. 
Blainik,  Minnesota;  William  T.  Grana- 
han,  Pennsylvania;  Augustine  B.  Kel¬ 
ley,  Pennsylvania;  Toby  Morris,  Okla¬ 
homa;  Michael  A.  Feighan,  Ohio;  Clyde 
Doyle,  California;  H.  R.  Gross,  Iowa;  , 
A.  S.  J.  Carnahan,  Missouri;  Samuel  W. 
Yorty,  California;  Joseph  P.  O’Hara, 
Minnesota;  Harley  O.  Staggers,  Wfest 
Virginia;  Gardner  R.  Withrow,  Wiscon¬ 
sin;  Fred  Marshall,  Minnesota;  Harold 
C.  Hagen,  Minnesota;  Clare  Magee,  Mis¬ 
souri;  Usher  L.  Burdick,  South  Dakota; 
Harry  P.  O’Neill,  Pennsylvania;  George 
P.  Miller,  California;  Walter  S.  Baring, 
Nevada;  Gordon  L.  McDonough,  Cali¬ 
fornia;  Robert  T.  Secret,  Ohio;  Carl 
Elliott,  Alabama;  NoriIis  Poulson,  Cali¬ 
fornia;  William  S.  /Hill,  Colorado;  J. 
Harry  McGregor,  ^jOhio;  Katharine  St. 
George,  New  York?  A.  L.  Miller,  Nebras¬ 
ka;  Edwin  A.  H4ll,  New  York;  Reid  F. 
Murray,  Wisconsin;  Earl  Wilson,  Indi¬ 
ana;  Merlin/iull,  Wisconsin;  Sid  Simp¬ 
son,  Illinois^  Roy  W.  Wier,  Minnesota; 
Alvin  E.  jO’Konski,  Wisconsin;  Franck 
R.  Havener,  California;  Paul  Cunning¬ 
ham,  I0wa;  Wayne  N.  Aspinall,  Colora¬ 
do;  Joseph  R.  Bryson,  South  Carolina; 
Thor  C.  Tollefson,  Washington;  W.  J. 
i(een,  Pennsylvania;  Edward  Breen, 
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Ohio;  Walter  E.  Brehm,  Ohio;  Mel  Price, 
Illinois;  M.  G.  Burnside,  West  Virginia; 
Harry  R.  Sheppard,  California;  Edgar  A. 
Jonas,  Illinois;  Cleveland  M.  Bailey, 
West  Virginia;  Charles  A.  Wolverton, 
New  Jersey;  Henry  O.  Talle,  Iowa;  Wes¬ 
ley  A.  D’Ewart,  Missouri;  Clement  J. 
Zablocki,  Wisconsin;  Philip  J.  Philbin, 
Massachusetts;  Edward  A.  Garmatz, 
Maryland,  James  E.  Van  Zandt,  Pennsyl¬ 
vania;  William  G.  Bray,  Indiana; 
Charles  B.  Brownson,  Indiana;  Frank 
W.  Boykin,  Alabama;  John  A.  McGuire, 
Connecticut;  Clair  Engle,  California; 
Jack  Z.  Anderson,  California;  John  B. 
Bennett,  Michigan;  Hugh  J.  Addonizio, 
New  Jersey;  Walter  Norblad,  Oregon; 
George  D.  O’Brien,  Michigan;  Dwight  L. 
Rogers,  Florida;  J.  Edgar  Chenoweth, 
Colorado;  James  G.  Polk,  Ohio;  Clinton 
D.  McKinnon,  California;  Wayne  C. 
»Hays,  Ohio;  Ray  J.  Madden,  Indiana; 
Byron  G.  Rogers,  Colorado;  Foster 
Furcolo,  Massachusetts;  Adam  C.  Pow¬ 
ell,  Jr.,  New  York;  Richard  W.  Hoff- 
ian,  Illinois;  W.  Sterling  Cole,  New 
fork;  Cecil  M.  Harden,  Indiana. 

Representative  John  Phillips,  of  Cali¬ 
fornia,  is  also  sponsoring  this  legislation. 

In\iew  of  the  fact  that  the  Ways,  and 
Means '.Committee  has  taken  no  action 
on  the  legislation  and  the  time:  is  ap- 
proachinKfor  a  recess  of  ^he  Congress, 
I  have  filecNoday  Discharge  Petition  No. 
4  which  is  oh.  the  Clerk’s  desk. 

I  most  respectfully  urge  all  Members 
of  the  House  who  are  interested  in  pro¬ 
viding  adequate  Vecumy  benefits  for 
the  aged,  dependenfrwidows  and  orphans, 
to  sign  Discharge  Pefction  No.  4  so  that 
the  legislation  ma^  brought  to  the 
floor  for  consideration.  Sjf  218  Members 
cf  the  House  sign  it  will  Tee  brought  up 
under  an  open  rule  so  that  imy  germane 
amendments’  may  be  brought  up  and 
voted  on. 

Unfortunately  in  these  distressing 
times  with  the  ravages  of  inflatiori  gnaw- 
ing  at  the  vitals  of  our  economj\and 
with'' prices  of  the  necessities  of  life- 
food,  clothing,  shelter,  and  medicine-\t 
an  all-time  high,  and  with  the  dollai 
Shrunk  to  practically  50  cents  in  pur- 
r  chasing  power,  the  old  people  of  America, 
as  well  as  all  others  who  must  depend  on 
a  fixed,  small  income  from  annuities,  in¬ 
terest  on  securities  or  other  frozen  in¬ 
come,  are  put  to  their  wits  ends  to  find 
purchasing  power  sufficient  to  secure  the 
simple  necessities  of  life  to  keep  body 
and  soul  together.  These  are  the  for¬ 
gotten  people  of  1951. 

The  Congress  has  expended  over  $30,- 
000,000,000  in  foreign  lands  since  World 
War  II  in  aid  of  the  peoples  of  almost 
every  area  of  the  globe,  but  has  over¬ 
looked  the  crying  needs  of  this  group  of 
our  citizens  here  at  home,  many  of  whom 
are  suffering  from  malnutrition  and  lack 
of  adequate  medical  and  hospital  care 
and  protection  from  the  elements. 

The  Federal  Security  Administrator 
has  called  to  our  attention  that  59 
years  ago,  no  one  was  troubled  by  old- 
age  insecurity.  There  were  older  peo¬ 
ple,  it  is  true,  but  only  some  3,000,000 
Americans  had  passed  the  age  of  65. 
Today  that  age  group  has  grown  to  well 
over  11,000,000.  Their  number  is  ex¬ 


pected  to  double  in  the  next  25  years. 
At  the  same  time,  their  proportion  tothe 
total  population  has  been  increasing:  In 
1900  1  out  of  every  25  Americans  had 
celebrated  his  sixty-fifth  birthday.  To¬ 
day  the  figure  is  1  out  of  13.  Science 
and  improved  standards  of  living  have 
combined  to  prolong  youth  as  well  as 
life.  The  people  who  are  living  longer 
are  staying  young  longer.  They  are 
changing  the  face  of  America.  They  are 
presenting  one  of  the  greatest  domestic 
challenges  of  out  time:  How  are  we  to 
make  the  lengthened  life  span  better, 
happier,  and  more  productive? 

The  very  first  and  essential  step  is  to 
revamp  our  concepts  of  aging,  and  get 
rid  of  the  strange  sense  of  opprobrium 
so  many  of  us  attach  to  the  term.  Aging 
begins  with  life  itself,  and  continues  as 
long  as  life  does.  The  fundamental 
strength  of  our  democracy  is  the  recog¬ 
nition  and  appreciation  of  the  fact  that 
an-  individual  living  happily  and  enjoy¬ 
ing  fulfillment  is  our  richest  resource. 
*This  applies  to  individuals  of  all  ages. 
During  the  past  50  years  there  has  been 
a  change  in  the  problem  of  old-age  se¬ 
curity  due  to  our  change  from  a  rural, 
preponderantly  agricultural  society  to 
an  urban  industrial  society.  About  60 
percent  of  Americans  now  live  in  towns 
and  cities  over  2,500  population  as  con¬ 
trasted  with  35  percent  in  1890.  Seven¬ 
ty-five  percent  of  our  workers  are  em¬ 
ployees  whose  incomes  cease  when  their 
efficiency  declines.  It  has  become  dif¬ 
ficult,  and  in  many  cases  impossible,  for 
the  family  to  take  care  of  the  older  mem¬ 
bers.  To  a  large  extent,  the  family  is 
no  longer  an  economic  unit.  Fifty  years 
ago  there  were  13  people  of  working  age 
for  every  1  over  65.  The  ratio  now  is 
8  to  1 ;  25  years  from  now  it  will  be  about 
5  to  1.  There  are  now  11,000,000  people 
over  65  compared  with  5,000,000  in  1920. 
In  1948  only  about  1,500,000  people  over 
65  could  support  themselves  on  incomes 
from  savings  and  investments.  About 
3  500,000  had  no  incomes.  About  4,500,- 
000  had  yearly  incomes  of  less  than 
$1,000.  Social- security  pensions  were 
received  by  1,500,000  and  old-age  as¬ 
sistance  payments  by  2,500,000. 

irthermore,  the  possibility  of  provid¬ 
ing  financial  security  for  old  age  has 
beeikgreatly  restricted  by  the  big  in- 
creasef'.that  has  occurred  in  the  propor¬ 
tion  of  people’s  incomes  which  is  taken 
from  then^  through  taxation,  and  espe¬ 
cially  durmg  the  past  10  years,  by  the 
reduction  trait  has  occurred  in  the  pur¬ 
chasing  powefc  of  incomes,  particularly 
fixed  incomes,  because  of  price  inflation. 
The  tax  bill  we  a,re  now  considering  is 
confiscatory,  the  largest  in  our  history, 
and  puts  a  tax  burden  on  small-income 
groups  which  takes ‘  food  from  their 
mouths.  The  dollar’s  purchasing  power 
as  applied  to  food  is  less  than  half  what 
it  was  in  1940,  and  on  an  Xjver-all  basis 
it  is  less  than  60  percent.  iUl  about  us 
are  indications  of  a  continuing  inflation- 
ary  trend  which  will  further  reduce  the 
value  of  our  money  unless  it  t;an  be 
checked.  \ 

Notwithstanding  the  1950  amendments 
to  the  Social  Security  Act  extending  the 
system  to  nearly  45,000,000  jobs  or  ten 
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or  eleven  millions  more  than  were  for¬ 
merly  covered,  the  major  portion  of  per¬ 
sons  60  years  of  age  and  over  are  not  em¬ 
braced  in  the  social-security  program. 
More 'than  13,000  pension  plans  cover 
7,000,000  employees  in  United  States  in¬ 
dustry.  The  first  United  States  pension 
was  established  by  the  Grand  Trunk 
Railroad  in  1874.  Even  with  the  ex¬ 
tended  coverage  under  social  security 
and  the  private  pension  plans,  millions 
of  American  citizens  60  years  of  age  and 
over  are  dependent^  upon  aid  from  the 
Government  or  some  pension  program  or 
their  relatives  for  support. 

Payments  to  individuals  for  direct  re¬ 
lief  not  including  social\security,  pen¬ 
sions,  unemployment  insurance,  and  so 
on,  for  Federal,  State,  and  local  govern¬ 
ments  in  1934  aggregated  $745,000,000, 
but  in  1948  it  had  increased  to  $1,727,- 
000,000.  Payments  for  direct  relief  have 
increased  about  20  percent  a  year  since 
1945.  This  shows  us  convincingly  that  j 
the  present  provision  for  old-age  security 
is  not  meeting  the  problem. 

It  has  become  increasingly  apparent  ; 
to  all  who  have  studied  the  problem  of 
old-age  security  that  the  existing  social- 
security  law,  even  as  liberalized  in  the 
last  Congress,  is  wholly  inadequate  to 
meet  the  needs  of  the  large  group  of  citi¬ 
zens  who  will  be  benefited  by  this  legisla¬ 
tion.  It  is  equally  apparent  that  the 
legislation  we  are  proposing  will  solve  . 
this  problem  efficiently  and  more  equita¬ 
bly  than  the  existing  social-security  law, 
and  the  over-all  expense  in  the  long  pull 
will  be  less  than  society  is  now  called 
upon  to  pay. 

The  Townsend  plan  is  a  self-financing;  « 
noncontributory  retirement  system  un¬ 
der  which  beneficiaries  will  receive  an¬ 
nuities  as  a  matter  of  right  without 
reference  to  charity  or  prior  contribu¬ 
tions.  It  is  Nation-wide  and  covers  all 
citizens  60  years  of  age  or  over.  .It  is  a 
pay-as-you-go  system.  Annuities  will  be 
paid  currently  out  of  currently  raised 
revenues. 

Annuities  should  be  provided  with  nei¬ 
ther  the  stigma  of  charity  nor  poverty. 
They  should  be  given  as  a  matter  of  right 
as  dividends  from  the  national  wealth 
the  aged  have  helped  t6  create.  The 
system  should  be  one  thit  would  replace 
the  complicated,  arbitrary,  and  inequita¬ 
ble  provisions  of  the  existing  social-secu¬ 
rity  law.  It  should/be  one  which  will 
have  a  stimulative  effect  upon  our  econ¬ 
omy  and  one  whiph  will  help  to  make 
available  jobs  to  all  the  young  who  will 
replace  the  agec|  as  the  latter  move  into 
retirement  with  a  decent  standard  of 
living.  Only  /loncontributory  pensions 
will  meet  thqrneeds  of  those  now  grown 
old  who  are  in  need  because  of  past 
neglect  in  providing  an  adequate  con¬ 
tributory  retirement  system. 

Mr.  Speaker,  in  behalf  of  myself  and 
the  other  sponsors  of  this  legislation,  I 
appeal  to  all  my  colleagues  to  join  in  the 
signing  of  Discharge  Petition  No.  4  at 
once:  so  that  this  legislation  may  be 
brought  to  the  floor  and  considered  upon 
its  merits  before  the  Congress  recesses. 

We  would  be  derelict  in  our  duty  to 
recess  and  go  home  without  providing 
for  the  elderly  citizens  of  America  who 


are  in  distress.  Charity  begins  at  home, 
and  while  we  are  spending  billions  over-  . 
seas  let  us  not  overlook  our  own  needy  ■ 
on  our  front  doorstep.  The  annuities 
provided  in  this  legislation  are  not  char-  ; 
ity  but  dividends  earned  by  the  recipi-  S 
ents  for  their  labors  through  the  years  j 
in  building  our  America  and  preserving  s 
its  economy.  As  I  have  said  before  in  { 
appealing  for  favorable  action  on  this  j 
legislation,  why  not  enact  a  Marshall 
plan  for  the  aged  of  America  while  we  \ 
are  casting  our  eyes  overseas  to  help  the 
needly  in  foreign  lands?  Let  us  sign 
Discharge  Petition  No.  4  jiow.  1 

REVENUE  ACT  OF  1951 

Mr.  DOUGHTON.  Mr.  Speaker,  I 
move  that  the  House  resolve  itself  into 
the  Committee  of  the  Whole  House  on 
the  State  of  the  Union  for  the  further 
consideration  of  the  bill  (H.  R.  4473)  to 
provide  revenue,  and  for  other  purposes. 

The  motion  was  agreed  to. 

Accordingly  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  fur¬ 
ther  consideration  of  the  bill  H.  R.  4473, 
with  Mr.  Rains  in  the  chair. 

The  Clerk  read  the  title  of  the  bill. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  25  minutes  to  the  gentleman  from 
Tennessee  [Mr.  Cooper]. 

Mr.  COOPER.  Mr.  Chairman,  I  ask 
unanimous  consent  to  revise  and  extend 
my  remarks  and  I  also  ask  unanimous 
consent  that  the  gentleman  from  Mich¬ 
igan  [Mr.  Dingell]  may  extend  his  re¬ 
marks  in  the  Record  immediately  fol¬ 
lowing  my  remarks. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Tennessee? 

There  was  no  objection. 

Mr.  COOPER.  Mr.  Chairman,  the 
pending  bill,  H.  R.  4473,  to  provide 
revenue,  and  for  other  purposes,  was 
favorably  reported  by  your  Committee 
on  Ways  and  Means  by  a  vote  of  19  to 
6,  and  is  a  very  vital  and  important  part 
cf  the  defense  program. 

Very  careful  and  thorough  considera¬ 
tion  has  been  given  to  this  measure. 
The  committee  began  public  hearings  on 
February  5  which  extended  to  April  2. 
Everybody  requesting  an  opportunity  to 
be  heard  was  given  that  opportunity. 
Two  whole  days  were  set  apart  for  Mem¬ 
bers  of  the  House  to  appear  and  express 
their  views.  Certainly  one  of  the  most 
thorough  and  complete  hearings  that 
has  ever  been  held  on  any  bill  was  held 
on  this  pending  bill.  Since  April  2  the 
committee  has  been  in  executive  ses¬ 
sion  considering  the  provisions  of  this 
measure. 

The  military  situation  in  Korea  and 
the  preservation  of  world  peace  have 
made  it  necessary  to  provide  substantial 
increases  in  revenue  to  meet  the  na¬ 
tional-defense  program.  Since  hostili¬ 
ties  began  in  Korea  1  year  ago,  your  Com¬ 
mittee  on  Ways  and  Means  has  reported 
and  Congress  has  passed  three  impor¬ 
tant  measures  affecting  the  revenue. 
First  was  the  Revenue  Act  of  1950,  sec¬ 
ond,  the  Excess  Profits  Tax  Act  of  1950, 
which  was  finally  approved  January  3, 
1951,  and  third,  the  Renegotiation  of 


Government  Contracts  Act  which  was 
enacted  early  in  1951.  Now  there  is  this 
fourth  important  measure,  the  Revenue 
Act  of  1951. 

The  passage  of  this  bill,  along  with 
the  other  two  tax  acts  mentioned,  will 
add  $17,000,000,000  to  the  Federal  reve¬ 
nue.  The  Revenue  Act  of  1950  produced 
$6,100,000,000.  The  Excess  Profits  Tax 
Act  of  1950  is  expected  to  produce 
$3,900,000,000.  An  additional  revenue  of 
$7,200,000,000  is  estimated  to  be  pro¬ 
vided  by  the  pending  bill. 

I  would  invite  your  attention  to  page 
2  of  the  committee  report,  where  there 
is  an  important  breakdown  of  the  in¬ 
creases  imposed  under  these  various  acts. 

Under  the  Revenue  Act  of  1950  indi¬ 
vidual  income  taxes  produced  $3,438,- 
000,000.  Corporation  income  taxes  will 
produce  $2,290,000,000.  Excise  taxes 
will  produce  $73,000,000.  Other  provi¬ 
sions  of  the  Revenue  Act  of  1950  will 
produce  $300,000,000.  Therefore,  there 
will  be  a  total  of  $6,101,000,000  under 
the  Revenue  Act  of  1950. 

Under  the  Excess  Profits  Tax  Act  of 
1950,  and,  of  course,  you  know  the  ex¬ 
cess-profits  tax  applies  only  to  corpora¬ 
tions,  the  corporate  income  and  excess- 
profits  taxes  will  produce  $3,850,000,000. 

Under  the  pending  bill,  individual  in¬ 
come  taxes  will  produce  $2,847,000,000, 
corporation  income  taxes  will  produce 
$2,855,000,000,  excise  taxes  will  produce 
$1,252,000,000,  and  other  provisions  un¬ 
der  the  pending  bill  are  estimated  to 
yield  $245,000,000  of  additional  revenue, 
making  a  total  of  $7,199,000,000  of  addi¬ 
tional  revenue.  This  is  the  largest 
amount  of  additional  revenue  under  any 
tax  bill  in  the  history  of  this  country. 
It  is  anticipated  that  this  bill,  with  the 
revenue  provided  under  existing  law,  will 
result  in  collections  in  the  fiscal  year  of 
1952  of  $66,300,000,000. 

Under  the  pending  bill  the  individual 
income-tax  rate  is  raised  by  12  ^  percent, 
effective  September  1,  1951. 

That  simply  means  that  under  the  pro¬ 
visions  of  this  bill,  individual  income- 
tax  payers  will  figure  their  income  tax 
just  as  they  did  this  year,  and  then  in¬ 
crease  the  amount  of  the  tax  by  12*4 
percent.  Under  the  pending  bill,  heads 
of  households  are  given  half  the  bene¬ 
fit  of  income  splitting  for  future  years. 

The  income-tax  rate  on  corporations 
is  raised  by  5  percentage  points.  The 
excess-profits  credit  is  reduced  to  in¬ 
clude  only  75  percent  of  the  1946-49 
earnings,  and  the  over-all  ceiling  is  in¬ 
creased  to  70  percent. 

The  major  changes  in  the  excise-tax 
provisions  are  to  increase  the  tax  on 
alcoholic  beverages,  tobacco,  gasoline, 
and  automobiles. 

This  bill  imposes  a  new  tax  on 
wagering. 

Among  other  changes  proposed  one 
of  the  most  important  is  the  provision 
for  withholding  on  dividends  and  cer¬ 
tain  interest  and  royalty  payments. 

As  you  know,  we  already  have  with¬ 
holding  on  wages  and  salaries  and  have 
had  for  a  number  of  years.  Since  we 
already  have  withholding  on  earned  in¬ 
come  from  wages  and  salaries,  your  com¬ 
mittee  felt  it  was  only  fair  to  provide 
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for  withholding  on  investment  income 
from  dividends,  interest,  and  royalties. 
Information  given  the  committee  shows 
that  there  is  $1,100,000,000  individends 
and  $1,900,000,000  in  interest,  making 
$3,000,000,000  more  from  dividends  and 
interest  each  year  which  is  received  by 
individuals  in  this  country  than  is  re¬ 
ported  for  income-tax  purposes. 

It  is  estimated  that  we  will  receive 
$323,000,000  additional  revenue  from 
this  withholding  provision,  which  is 
money  the  Government  is  supposed  to 
be  receiving,  but  is  not  now  receiving 
because  these  payments  of  dividend  and 
interest  are  not  reported  for  tax  pur¬ 
poses. 

Under  the  provisions  of  this  bill,  there 
is  to  be  no  withholding  on  interest  on 
United  States  savings  bonds,  postal  sav¬ 
ings  certificates  of  deposit,  bank  de¬ 
posits,  mutual  savings  bank  deposits,  or 
on  amounts  paid  by  savings  and  loan 
associations,  building  and  loan  associa¬ 
tions,  cooperative  banks,  homestead  as¬ 
sociations,  credit  unions,  or  any  similar 
organization  with  respect  to  withdraw¬ 
able  or  repurchasable  shares,  investment 
certificates  or  deposits,  whether  or  not 
the  payments  are  designated  as  interest 
or  dividends. 

Certain  important  provisions  are  in¬ 
cluded  in  this  bill  with  respect  to  the 
corporation  taxes.  That  is  one  of  the 
principal  sources  of  our  revenue,  as  is 
well  known.  The  bill  makes  the  follow¬ 
ing  changes  in  the  corporate  income  tax : 

The  corporate  normal  tax  is  increased 
from  25  to  30  percent. 

The  surtax  rate  remains  the  same,  at 
22  percent. 

Since  corporations  with  incomes  of 
$25,000  or  less  are  not  subject  to  the 
surtax,  their  rate  is  increased  from  25 
to  30  percent. 

The  combined  normal  tax  and  surtax 
on  corporate  incomes  in  excess  of  $25,000 
is  increased  from  47  to  52  percent. 

As  was  pointed  out  a  few  moments 
ago,  it  is  estimated  that  there  will  be 
$2,855,000,000  of  additional  revenue  from 
corporations. 

As  has  been  previously  stated,  the 
changes  made  in  this  bill  with  respect  to 
excise  taxes  are  estimated  to  yield  $1,- 
252,000,000  of  additional  revenue.  The 
limitation  of  time  will  not  permit  a  de¬ 
tailed  discussion  of  all  of  those  provi¬ 
sions  with  respect  to  the  excise  taxes 
or  with  respect  to  many  other  impor¬ 
tant  provisions  of  the  bill,  but  most  of 
those  provisions  will  be  discussed  by  dif¬ 
ferent  Members  during  the  course  of  this 
debate. 

As  was  so  effectively  pointed  out  by 
the  chairman  [Mr.  Doughton]  during 
his  splendid  statement  on  this  bill,  we 
have  to  meet  the  situation  as  it  is  now 
presented.  One  of  three  things  will 
have  to  be  done.  Either  we  will  have  to 
provide  additional  revenue,  or  substan¬ 
tially  reduce  the  expenditures  of  the 
Government,  or  again  resort  to  deficit 
financing.  It  should  be  borne  in  mind 
that  during  the  last  5  years  there  has 
been  no  deficit  financing,  and  during 
that  time  some  $15,000,000,000  have  been 
paid  on  the  national  debt.  That  much  of 
the  Government’s  obligations  have  been 
retired. 


Of  course,  we  realize  that  none  of  us 
especially  likes  the  unpleasant  task  of 
imposing  additional  taxes,  but  we  realize 
that  under  the  situation  as  it  now  exists, 
additional  revenue  has  to  be  provided. 
For  the  next  fiscal  year  it  is  estimated 
that  our  revenue  will  amount  to  about 
$60,000,000,000.  Under  the  budget  sub¬ 
mitted  by  the  President  of  the  United 
States  for  the  coming  fiscal  year,  the 
sum  of  $71,000,000,000  is  included. 
Therefore,  it  will  be  seen  there  is  a  dif¬ 
ference  of  about  10  or  11  billion  dol¬ 
lars  between  the  anticipated  amount 
of  the  revenues  for  the  coming  fiscal 
year  and  the  budgeted  expenditures  for 
that  time.  It  is  hoped,  of  course,  and  I 
share  that  hope  as  fervently  as  anybody 
could  possibly  share  it,  that  we  may  be 
able  to  reduce  expenses  some  during  this 
year.  Certainly  efforts  have  been  made 
in  this  Chamber  as  the  various  appro¬ 
priation  bills  have  been  considered  to 
reduce  the  amounts  provided  in  those 
bills.  Most  of  the  bills  that  have  been 
presented  so  far  by  the  Appropriations 
Committee  have  been  below  the  budget 
estimates,  and  some  further  reductions 
have  been  made  by  the  action  taken  here 
in  the  House  of  Representatives.  Cer¬ 
tainly  we  do  not  know  yet  just  what  the 
situation  actually  will  be  after  the  Con¬ 
gress  completes  its  work  of  passing  the 
necessary  appropriation  bills  for  the 
support  of  the  Government  and  for  our 
great  national-defense  program. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Tennessee  [Mr.  Cooper] 
IfiEis  expired 

Mr.  DOUGHTON.  I  yield  the  gentle¬ 
man  from  Tennessee  10  additional  min¬ 
utes. 

Mr.  COOPER.  But  even  if  this  bill  is 
finally  enacted  into  law  as  it  is  now  pre¬ 
sented  to  the  House  and  yields  $7,200,- 
000,000  additional  revenues,  the  addi¬ 
tional  receipts  for  fiscal  year  1952  will 
be  $5,429,000,000,  we  may  still  reasonably 
expect  that  we  will  have  to  reduce  ex¬ 
penditures  by  nearly  $5,000,000,000  and 
reduce  appropriations  by  that  amount 
to  be  able  to  come  out  even. 

The  Secretary  of  the  Treasury  re¬ 
quested  $10,000,000  of  additional  revenue, 
which  is  the  amount  that  will  be  neces¬ 
sary  unless  the  appropriations  are  re¬ 
duced  below  the  amount  of  the  budget. 

The  pending  bill  provides  $7,200,000,- 
000  in  a  full  year  of  operations,  and 
$5,000,000,000  in  the  next  fiscal  year.  So 
with  the  enactment  of  this  measure 
there  would  still  be  the  opportunity,  in 
fact,  the  compelling  necessity  to  reduce 
appropriations  by  $5,000,000,000  in  order 
to  be  able  to  come  out  even  and  have  a 
balanced  budget  and  not  have  to  resort 
to  deficit  financing. 

Your  committee  presents  this  bill  as 
the  best  product  of  its  efforts  that  can 
be  offered  at  this  time  and  believes  that 
this  measure  is  worthy  of  your  support. 

Mr.  ROGERS  of  Florida.  Mr.  Chair¬ 
man,  will  the  gentleman  yield  for  a  clari¬ 
fying  question? 

Mr.  COOPER.  I  yield. 

Mr.  ROGERS  of  Florida.  I  wish  to 
have  the  gentleman’s  opinion  with  refer¬ 
ence  to  whether  farmers  who  borrow 
money  from  insurance  companies  or  loan 
companies  are  required  to  withhold  20 


percent  of  the  interest  they  are  supposed 
to  pay  to  the  loan  or  the  insurance  com¬ 
pany. 

Mr.  COOPER.  No;  that  does  not  ap¬ 
ply  to  a  case  like  that. 

Mr.  ROGERS  of  Florida.  How  would 
that  be  handled? 

Mr.  COOPER.  There  is  just  no 
change  made  in  the  present  practice  so 
far  as  this  bill  is  concerned. 

Mr.  ROGERS  of  Florida.  To  whom 
does  it  apply?  Who  must  withhold  20 
percent  of  the  interest  paid? 

Mr.  COOPER.  There  would  be  with¬ 
holding  on  dividends  received  from  cor¬ 
porations  and  also  on  interest  on  bonds 
of  corporations  and  items  of  that  kind. 
I  read  to  the  House  a  long  list  of  exemp¬ 
tions  that  are  specifically  provided  under 
this  bill,  and  the  illustration  that  the 
gentleman  gives  would  not  be  covered  by 
the  provisions  of  this  bill  so  far  as  with¬ 
holding  is  concerned. 

Mr.  JOHNSON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  COOPER.  I  yield  to  the  gentle¬ 
man  from  California. 

Mr.  JOHNSON.  Would  the  gentle¬ 
man  be  kind  enough  to  explain  to  us 
the  withholding  of  corporate  dividends? 
Is  it  that  the  corporation  takes  a  share, 
whatever  the  percentage  is  under  the  law, 
takes  that  share  off  the  dividends  and 
sends  it  to  the  Government?  Or  do  they 
just  report  that  a  certain  individual  got 
a  certain  dividend? 

Mr.  COOPER.  The  gentleman,  of 
course,  knows  how  the  law  now  operates 
with  respect  to  withholding  on  wages  and 
salaries. 

Mr.  JOHNSON.  I  understand  that 
thoroughly. 

Mr.  COOPER.  In  other  words,  when 
somebody  owes  wages  or  salaries  to  an 
individual  they  withhold  now  18  per¬ 
cent.  Under  this  bill  the  rate  would  be 
increased  to  20  percent.  That  amount  of 
the  tax  is  withheld  and  remitted  to  the 
Government  and,  of  course,  the  individ¬ 
ual  gets  his  receipt  showing  the  amount 
that  has  been  withheld  and  paid  for  him 
as  his  tax,  and  he  will  claim  credit  for 
the  amount  withheld  when  he  files  his 
tax  returns.  Withholding  on  dividends 
and  interest,  except  for  the  fact  that 
withholding  receipts  are  not  required, 
will  operate  practically  the  same;  in 
other  words,  if  a  corporation  owes  the 
gentleman  a  certain  amount  of  dividends, 
it  will  simply  withhold  20  percent,  remit 
that  to  the  Federal  Government;  and,  of 
course,  he  will  claim  credit  for  that 
amount  on  his  tax  returns. 

Mr.  JOHNSON.  Mr.  Chairman,  will 
the  gentleman  yield  for  a  further  ques¬ 
tion? 

Mr.  COOPER.  I  yield. 

Mr.  JOHNSON.  Does  that  apply  to 
all  corporations  whether  they  do  inter¬ 
state  business  or  not?  Does  it  apply  to 
every  domestic  corporation? 

Mr.  COOPER.  It  applies  to  all  divi¬ 
dends  and  all  interest  except  those  spe¬ 
cifically  exempted,  as  I  have  heretofore 
stated. 

-Mr.  YORTY.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  COOPER.  I  yield  to  the  gentle¬ 
man  from  California. 
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Mr.  YORTY.  The  gentleman  has  re¬ 
ferred,  I  believe,  earlier  this  morning  to 
a  tax  on  illegal  activities.  It  seems  to 
me  it  is  important  to  clear  up  the  fact 
that  these  illegal  activities  are  not  activi¬ 
ties  made  illegal  by  Federal  law.  The 
Federal  Government  has  no  moral  code. 
For  instance,  we  do  not  interfere  with 
activities  in  the  State  of  Nevada  which 
are  perfectly  legal  there  but  illegal  in 
other  places.  The  Kefauver  committee 
has  caused  many  people  to  think  that 
much  of  the  local  lawlessness  is  due  to 
lax  Federal  enforcement  when,  in  fact, 
we  have  no  jurisdiction  and  those  crimes 
are  committed  because  of  lax  local  en¬ 
forcement.  In  addition  to  lax  local  en¬ 
forcement  we  are  refusing  them  to,  in 
addition  to  that,  escape  Federal  taxes. 

Mr.  COOPER.  The  gentleman  has 
stated  the  situation  very  well.  Of 
course,  as  I  undertook  to  say,  we  are  not 
in  any  sense  condoning  any  of  these  il¬ 
legal  activities.  We  are  just  as  much 
opposed  to  them  as  anybody  could  pos¬ 
sibly  be;  but  we  are  told  that  there  are 
billions  of  dollars  every  year  made 
through  activities  of  this  kind.  We 
want  to  try  to  see  to  it  that  a  tax  is 
collected  on  those  activities. 

Mr.  MARSHALL.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  COOPER.  I  yield  to  the  gentle¬ 
man  from  Minnesota. 

Mr.  MARSHALL.  The  Committee  on 
Ways  and  Means,  in  considering  a  pre¬ 
vious  tax  measure,  did  what  I  thought 
was  a  worthy  thing  in  attempting  to  cut 
down  the  interest  payment  on  overpay¬ 
ments  of  income  tax.  That  was  thrown 
out  in  the  other  body.  I  wonder  if  the 
gentleman  could  tell  me  what  the  plans 
of  this  committee  might  be  in  reference 
to  this  revenue  measure  or  any  future 
measures  in  connection  with  trying  to 
close  that  loophole? 

Mr.  COOPER.  As  the  gentleman 
points  out,  it  is  a  matter  that  has  re¬ 
ceived  careful  consideration.  As  I  re¬ 
member  it  now,  in  a  previous  measure 
reported  by  the  Ways  and  Means  Com¬ 
mittee,  and  passed  by  the  House,  a 
provision  of  that  nature  was  included  but 
was  taken  out  in  the  other  body.  It  is 
one  of  those  things  we  will  have  to  give 
further  consideration  to.  We  recognize 
that  there  is  considerable  merit  in  the 
position  taken  by  the  gentleman  from 
Minnesota.  Many  other  Members  have 
taken  that  position  and  quite  a  number 
of  bills  have  been  introduced  by  various 
Members  of  the  House  seeking  to  accom¬ 
plish  that  result. 

Mr.  MARSHALL.  As  I  recall,  that 
runs  into  a  sum  of  approximately  $50,- 
000,000  annually  in  interest  on  overpay¬ 
ments  of  income  tax. 

Mr.  COOPER.  At  the  moment,  I  do 
not  recall  the  exact  amount.  I  believe 
the  provision  in  the  1950  revenue  bill, 
as  passed  by  this  House,  to  cut  interest 
on  refunds  from  6  percent  to  3  percent 
would  have  saved  $45,000,0000  a  year. 

Mr.  MARSHALL.  It  is  a  considerable 
amount. 

Mr.  COOPER.  There  has  been  con¬ 
siderable  interest  in  it  and  Members  of 
the  House  have  introduced  bills  along 
that  line.  I  feel  confident  that  the  com¬ 
mittee  will  give  further  attention  to  it. 


Mr.  MARSHALL.  I  know  that  the 
committee  and  the  House  have  been  very 
cognizant  of  the  fact  and  have  been 
working  on  it.  It  was  merely  the  inter¬ 
est  that  people  have  shown  in  this  mat¬ 
ter  that  prompted  me  to  ask  the  question 
of  the  gentleman. 

Mr.  LANTAFF.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  COOPER.  I  yield  to  the  gentle¬ 
man  from  Florida. 

Mr.  LANTAFF.  I  notice  from  the 
estimates  that  approximately  $400,000,- 
000  will  be  derived  in  revenue  from  the 
proposed  tax  on  bookmakers. 

Mr.  COOPER.  Wagering. 

Mr.  LANTAFF.  I  am  wondering 
'Whether  or  not  the  effect  of  requiring 
an  occupational  tax  and  providing  that 
the  collector  shall  make  a  list  public  of 
all  those  engaged  in  bookmaking  activi¬ 
ties  will  not  have  the  desirable  effect  of 
putting  these  bookmakers  out  of  busi¬ 
ness  and  that  little  revenue  will  actually 
be  received  from  this  source? 

Mr.  COOPER.  Many  of  us  feel  it 
would  be  a  desirable  thing  to  put  them 
out  of  business  and  to  the  extent  they 
are  put  out  of  business,  of  course,  there 
will  be  no  revenue.  To  the  extent  they 
stay  in  business  and  make  money  we 
propose  to  get  some  revenue  out  of  it. 

Mr.  LANTAFF.  In  any  event,  the  end 
result  of  this  provision  will  be  a  desir¬ 
able  accomplishment. 

Mr.  COOPER.  We  feel  to  put  them 
out  of  business  would  be  desirable  and 
for  the  best  interest  of  the  country,  but 
if  they  do  stay  in  business  and  make 
money  from  that  source  we  propose  to 
try  to  get  some  of  it  as  revenue  for  the 
Government. 

Mr.  JONAS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  COOPER.  I  yield  to  the  gentle¬ 
man  from  Illinois. 

Mr.  JONAS.  As  I  understand  the 
provision  in  the  tax  law  which  the  gen¬ 
tleman  from  Tennessee  has  referred  to 
that  deals  with  illicit  and  illegal  busi¬ 
ness  was  put  in  there  for  the  purpose  of 
collecting  additional  revenue,  to  acceler¬ 
ate  what  revenue  is  now  being  planned 
under  the  provisions  of  the  bill. 

Mr.  COOPER,  of  course,  the  purpose 
of  that  provision  in  this  bill  is  to  secure 
additional  revenue. 

Mr.  JONAS.  I  want  to  cite  a  situa¬ 
tion  to  the  gentleman  and  I  would  like  to 
get  his  reaction.  In  my  State  of  Illinois, 
both  under  the  Constitution  and  the 
statutes  passed  in  pursuance  thereof,  it 
is  provided  that  it  is  illegal  to  have  any 
gambling  paraphernalia  in  your  posses¬ 
sion  or  to  conduct  any  business  that  de¬ 
pends  upon  gaming  or  chance  or  lottery. 
For  instance,  take  a  slot  machine: 
Whether  it  works  or  not,  in  the  eyes  of 
the  law  in  Illinois  it  is  a  crime  per  se 
to  have  it  in  your  possession,  and  it  is 
another  crime  if  you  play  the  machine. 
Now,  I  understand  the  Government  is 
presently  already  licensing  slot  ma¬ 
chines;  in  other  words,  they  give  you  a 
license  and  they  say  to  the  owner,  “You 
can  operate  that  machine.”  Assuming 
that  is  in  my  State.  Secondly,  you  have 
r  provision  in  this  bill  that  you  will 
charge  a  bookmaker  $50  occupational 


tax,  which  is  nothing  more  or  less  in 
layman’s  terms  than  a  license  to  do  busi¬ 
ness.  Now,  by  the  wildest  stretch  of  the 
imagination,  and  giving  this  section  of 
the  law  the  most  liberal  interpretation, 
does  the  gentleman  for  1  minute  take  the 
position  or  assume  that  a  bookmaker  in 
Chicago,  Ill.,  who  operates  now  surrepti¬ 
tiously  to  some  extent,  would  come  to 
the  Government  of  the  United  States 
and  say,  “Here  is  my  address  and  here 
is  my  business,  and  here  is  your  $50,  and 
I  am  now  operating  under  cover,  but  I 
want  to  be  exposed  for  $50  and  I  want 
to  make  myself  amenable  to  the  law.” 
Where  is  the  consistency  and  the  prac¬ 
ticability  of  that  kind  of  a  law? 

Mr.  COOPER.  Of  course,  it  is  doubt¬ 
ful  whether  they  will  come  in  and  wil¬ 
fully  pay  this  occupational  tax,  but 
whenever  you  catch  one  who  is  doing 
that  kind  of  business  and  has  not  paid 
the  occupational  tax,  you  have  an  oppor¬ 
tunity  of  assessing  an  additional  penalty 
against  him  for  failure  to  do  that. 

Mr.  JONAS.  Do  I  understand  that 
this  law  can  be  so  interpreted  that  if  a 
bookmaker  is  caught  operating  surrepti¬ 
tiously  now,  and  he  has  no  license,  and 
he  is  doing  it  illegally — and  if  he  is 
caught  and  convicted,  the  maximum  fine 
is  $200 — you  can  impose  upon  him  an 
additional  fine  of  $50  under  this  law  and 
allocate  $50  of  that  fine  to  the  Govern¬ 
ment  of  the  United  States? 

Mr.  COOPER.  Of  course,  this  is  an 
occupational  tax. 

Mr.  JONAS.  It  is  a  license. 

Mr.  COOPER.  It  is  levied.  If  a  man 
does  that  kind  of  business  without  pay¬ 
ing  the  occupational  tax,  he  is  violating 
the  law,  and  there  are  certain  penalties 
provided  for  the  violation  of  that  law. 
If  there  is  willful  evasion,  the  penalty 
would  be  imprisonment  of  up  to  5  years, 
and  a  fine  of  up  to  $10,000,  or  both. 

Mr.  JONAS.  Is  he  not  violating  the 
law  even  if  you  give  him  this  $50  license 
in  my  State? 

Mr.  COOPER.  He  may  be  violating 
the  law  in  the  State  of  Illinois  but  he  is 
not  violating  any  Federal  law  that  I 
know  of  unless  he  fails  to  comply  with 
this  provision. 

Mr.  JONAS.  All  this  does  is  this:  In 
other  words,  it  is  bait  to  this  fellow  to 
go  out  and  say  to  him  in  the  State  of 
Illinois,  “You  are  Violating  the  law,  but 
if  you  come  to  the  Government  of  the 
United  States  and  get  a  $50  license  it  at 
least  lends  color  that  you  can  violate  in 
the  open?” 

Mr.  COOPER.  No ;  I  do  not  think  that 
is  the  situation  at  all. 

Mr.  JONAS.  I  construe  it  that  way. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Tennessee  has  expired. 

OPPOSITION  TO  INCP.EASED  EXCISE  TAXES  IN  THE 
PENDING  BILL 

Mr.  DINGELL.  Mr.  Chairman,  in  ac¬ 
cordance  with  my  convictions  and  my 
consistent  record  of  irreconcilable  op¬ 
position  to  excise  taxes,  I  have  resisted 
the  enactment  of  every  new  excise  tax 
included  in  H.  R.  4473,  the  pending  bill. 
In  fact,  at  all  times  and  at  every  op¬ 
portunity  I  have  steadfastly  opposed 
every  increase  and  new  levy  in  the  exist¬ 
ing  excise  tax  structure. 
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I  will  recognize  the  need  for  additional 
revenue  to  finance  our  defense  program 
and  to  resist  the  threat  of  Communist 
aggression  whenever  and  wherever  it 
may  threaten  the  free  world.  Despite 
the  need  for  additional  revenue,  how¬ 
ever,  there  is  no  justification  in  my  opin¬ 
ion  for  a  departure  from  accepted  prin¬ 
ciples  of  taxation  on  the  basis  of  ability 
to  pay. 

The  continued  heavy  reliance  upon  a 
large  group  of  excise  taxes  appears  to 
me  to  conflict  in  principle  with  the  op¬ 
position  expressed  in  the  platform  of 
the  Democratic  Party  in  1948  to  a  gen¬ 
eral  Federal  sales  tax.  It  will  be  re¬ 
called  that  during  the  Republican 
Eightieth  Congress  there  were  unmis¬ 
takable  signs  and  outright  expressions 
that  the  party  then  in  control  of  the 
Congress  was  leaning  in  the  direction  of 
a  Federal  sales  tax.  A  ranking  Repub¬ 
lican  member  of  the  Committee  on  Ways 
and  Means  had  introduced  a  bill  for  a 
general  manufacturers’  sales  tax.  The 
then  Republican  chairman  of  the  Com¬ 
mittee  on  Ways  and  Means  had  ap¬ 
pointed  a  so-called  special  tax  study 
committee  of  New  York  bankers  and 
Wall  Street  lawyers  which  filed  a  report 
stating : 

In  the  opinion  of  our  committee,  excise 
taxes  should  continue  to  form  an  important 
part  of  the  Federal  revenue  system.  A  case 
can  certainly  be  made  for  strengthening  the 
excise-tax  structure. 

Perhaps  the  best  evidence  of  Repub¬ 
lican  support  for  a  sales  tax  is  their  rec¬ 
ord  on  the  repeal  of  the  so-called  tem¬ 
porary  wartime  excise  taxes.  When 
these  wartime  excise  taxes  were  added 
by  the  Revenue  Act  of  1943,  I  opposed 
them  just  as  I  have  opposed  the  inclu¬ 
sion  of  additional  excise  taxes  in  the 
pending  bill.  Although  I  was  unsuc¬ 
cessful  in  avoiding  the  imposition  of  the 
higher  wartime  excises,  at  my  insistence 
a  provision  was  included  in  the  bill  pro¬ 
viding  for  the  termination  of  these  taxes 
6  months  after  the  cessation  of  hostili¬ 
ties,  if  not  earlier. 

Again,  although  hostilities  had  not 
been  terminated,  I  urged  that  repeal  of 
the  temporary  excise  taxes  was  a  moral 
commitment  upon  the  Congress  of  the 
highest  priority  and  that  it  certainly 
took  precedence  over  repeal  of  the  ex¬ 
cess-profits  tax  on  corporations.  When 
the  Committee  on  Ways  and  Means  was 
considering  the  Revenue  Act  of  1945,  it 
was  on  my  motion  that  a  provision  was 
inserted  terminating  these  excise  taxes 
on  June  30,  1946 — 1  year  before  they 
would  have  been  terminated  under  the 
provisions  of  the  Revenue  Act  of  1943. 
Although  this  proposal  was  included  in 
the  1945  bill  as  passed  by  the  House  of 
Representatives,  the  other  body  pre¬ 
ferred  to  repeal  in  full  the  excess-profits 
tax  and  my  excise-tax  repealer  was  a 
sacrificial  lamb  upon  the  conference 
altar. 

The  1946  election  campaign  gave  Re¬ 
publican  candidates  for  Congress  an  op¬ 
portunity  to  pledge  themselves  to  tax  re¬ 
duction  generally  and  to  excise-tax  re¬ 
duction  in  particular.  The  ranking 
minority  member  of  the  Committee  on 
Ways  and  Means,  Mr.  Knutson,  who  was 


soon  to  become,  for  a  brief  but  untimely 
period,  the  chairman  of  the  Committee 
on  Ways  and  Means,  introduced  a  bill  to 
repeal  the  wartime  excise  taxes  in  an 
effort  to  capitalize  on  Democratic  failure 
to  enact  such  repeal.  All  Republican 
members  of  the  Committee  on  Ways  and 
Means  promised  downward  adjustments 
in  Federal  excise  taxes  in  a  public  state¬ 
ment.  Yet  when  theirs  was  the  respon¬ 
sibility  the  first  major  bill  of  the  Re¬ 
publican  Eightieth  Congress — January 
1947 — was  one  to  make  permanent  the 
temporary  war  excise-tax  rates.  That 
this  was  done  in  order  to  grant  income- 
tax  reduction  for  the  upper  brackets  was 
publicly  announced  by  the  Republican 
chairman  of  the  Committee  on  Ways  and. 
Means,  who  said  that  it  was  “the  hope 
of  the  committee  to  be  able  to  shift  much 
of  the  burden  that  is  now  being  carried 
by  the  income  tax  group  over  to  the 
excises,  at  least  in  part”  and  just  to  make 
it  clear,  he  added : 

Obviously,  if  we  are  going  to  extend  the 
excise  field  we  will  have  to  include  a  great 
many  items  that  are  not  now  included. 

This  indicates  definitely  the  philos¬ 
ophy  of  the  Republicans  to  shift  the  tax 
burden  to  the  shoulders  of  the  consumer 
who  constitutes  at  least  95  percent,  most 
of  whom  are  in  the  class  least  able  to 
carry  the  tax  load. 

A  trifle  discouraged  but  not  surprised 
by  the  repudiation  of  Republican  cam¬ 
paign  promises  of  excise-tax  reduction, 

I  still  kept  up  the  fight.  When  Chairman 
Knutson  introduced  his  Republican  rich- 
relief  income-tax-reduction  bill,  I  coun¬ 
tered  persistently  with  my  bill  re  repeal 
the  wartime  excise  taxes. 

The  Republicans  concluded  that  Fed¬ 
eral  taxation  was  too  complicated  for  the 
people  to  understand,  but  when  President 
Truman  took  this  issue  to  the  country  in 
1948,  after  three  vetoes  of  the  Repub¬ 
lican  bill  for  tax  windfalls  for  upper- 
bracket  income  and  estate  taxpayers,  the 
people  understood  and  rendered  their 
verdict. 

It  gave  me  considerable  hope  and  sat¬ 
isfaction,  therefore,  to  introduce  on  the 
first  day  of  the  Democratic  Eighty-first 
Congress  another  bill  calling  for  the  re¬ 
peal  of  the  wartime  excise  taxes  and  to 
see  a  substantial  part  of  the  provision  of 
my  bill  included  in  the  revenue  bill  of 
1950  as  passed  by  the  House  of  Repre¬ 
sentatives.  That  bill  did  not  go  so  far  as 
I  would  have  liked  to  see  it  go,  but  it  did 
grant  excise  tax  relief  amounting  to  more 
than  $1,000,000,000  and  contained  provi¬ 
sions  to  make  up  for  the  loss  of  revenue 
resulting  from  the  excise  tax  reductions. 
It  did  my  soul  good  to  see  the  Democrats 
grant  the  excise  tax  relief  that  the  Re¬ 
publicans  had  promised  but  failed  to 
provide.  Unfortunately,  however,  this 
excise  tax  reduction  bill  was  passed  by 
the  House  during  the  first  week  of  the 
Communist  aggression  in  Korea  and  this 
action  snatched  excise  tax  reduction 
from  our  grasp  just  as  did  the  Repub¬ 
lican  victory  in  the  1946  election. 

Since  the  invasion  of  Korea,  during  the 
enactment  of  two  major  tax  bills  and 
until  now,  I  have  been  successful  in  re¬ 
sisting  obvious  efforts  to  expand  greatly 
these  “super  duper”  sales  taxes.  Al¬ 
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though  excise  tax  reduction  was  stricken 
from  the  1950  bill  as  passed  by  the  Sen¬ 
ate,  I  was  successful  in  obtaining  agree¬ 
ment  for  insertion  in  the  conference  re¬ 
port  a  statement  that — 

The  conferees  recognize  that  there  are  in¬ 
equities  In  our  excise  tax  system  and  believe 
that  the  subject  should  have  continuing 
consideration. 

The  necessity  to  abandon  immediate 
repeal  of  the  wartime  excise  taxes  was 
bitter  medicine  for  me.  I  had  to  ac¬ 
knowledge  that  at  least  temporary  con¬ 
tinuance  was  inevitable  but  it  was  my 
earnest  hope  that  these  excise  taxes 
would  soon  be  supplanted  by  the  prom¬ 
ised  excess-profits  taxes  on  the  rapidly 
rising  corporate  profits.  My  disappoint¬ 
ment'  was  somewhat  alleviated  by  ex¬ 
pressions  of  Republican  support  of  a 
pay-as-you-go  fiscal  policy  and  the  pub¬ 
lic  assurance  by  the  ranking  Republi¬ 
can  member  of  the  Committee  on  Ways 
and  Means  in  a  speech  in  the  House  on 
September  22,  1950,  that — 

When  our  war  expenditures  move  into  high 
gear,  it  will  then  undoubtedly  be  necessary 
to  raise  an  additional  $10,000,000,000,  or 
more,  if  we  are  to  attempt  to  meet  our  in¬ 
creasing  expenditures  on  a  pay-as-you-go 
basis,  as,  indeed,  we  must. 

When  the  Republican  reputation  for 
fiscal  responsibility  was  put  to  the  test, 
however,  they  responded  by  opposing  the 
Excess  Profits  Tax  Act  of  1950  just  as 
they  now  oppose  higher  income-tax  rates 
on  individuals  and  corporations  con¬ 
tained  in  the  pending  bill,  although 
these  taxes  are  generally  recognized  as 
the  fairest  and  most  equitable  sources  of 
additional  revenue. 

Despite  the  recognized  need  for  addi¬ 
tional  revenue,  I  regret  the  inclusion  of 
$1,250,000,000  in  additional  excise  taxes 
on  the  consumers  of  the  Nation.  This  is 
a  most  regressive  and  unfair  method  of 
sharing  the  burden  of  resisting  Commu¬ 
nist  aggression.  It  is  disappointing,  in¬ 
deed,  to  see  the  already  overburdened 
automotive  industry  subjected  to  more 
than  $500,000,000*  in  additional  excise 
taxes  alone.  The  breakdown  of  the  ex¬ 
cise-tax  load  on  the  automotive  industry, 
with  the  excise  taxes  under  present  law. 
the  increase  under  the  pending  bill,  and 
the  total  in  the  event  the  bill  becomes 
law,  is  shown  in  the  following  table: 

Automotive  excise  tax  burden 


[In  millions] 


Items  subject  to  tax 

Esti¬ 

mated 

revenue 

under 

present 

law 

Increased 
revenue 
under 
the  bill 

Total 
revenue 
under 
the  bill 

Automobiles  and 
motorcycles . . 

$465 

102 

94 

630 

$196 

61 

56 

210 

10 

$661 

163 

150 

840 

10 

150 

Trucks,  busses,  etc _ 

Automotive  parts  and 
accessories _ 

Gasoline _ 

Diesel  fuel _ _ 

150 

Total  automotive 
excise  taxes . 

1,441 

533 

1,974 

According  to  the  estimates  of  the  staffs 
of  the  Joint  Committee  on  Internal  Rev¬ 
enue  Taxation,  the  revenue  yield  from 
excise  taxes  under  the  pending  bill  would 
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be  nearly  $10,000,000,000,  or  almost  70 
percent  greater  than  collections  in 
1945 — the  last  year  of  World  War  II. 
Income  taxes  from  individuals,  however, 
under  the  pending  bill  would  be  in¬ 
creased  by  little  more  than  50  percent 
above  the  level  of  1945  individual  in¬ 
come-tax  collections.  Total  corporate- 
income  and  excess-profits  taxes  under 
the  pending  bill  are  estimated  to  yield 
approximately  60  percent  more  than  the 
yield  from  these  taxes  in  the  fiscal  year 
1945. 

It  is  this  relatively  increased  depend¬ 
ence  upon  excise  taxes  to  finance  the 
present  defense  effort  as  contrasted  with 
the  financing  of  World  War  II  which 
causes  me  the  greatest  concern. 

I  am  convinced  that  this  action  coin¬ 
cides  with  the  avowed  purpose  of  a  sub¬ 
stantial  segment  of  the  Republican  mem¬ 
bers  of  the  Committee  on  Ways  and 
Heans  and  of  the  House  to  obtain  even¬ 
tual  enactment  of  a  Federal  sales  tax. 
I  have  urged  that  we  not  resort  to  fur¬ 
ther  increase  in  the  excise  taxes  and, 
when  this  failed,  I  proposed  that  these 
new  excise  taxes,  as  well  as  all  the  war¬ 
time  excise  taxes  imposed  by  the  Reve¬ 
nue  Acts  of  1941,  1942,  and  1943,  should 
terminate  within  a  period  of  2  years  from 
the  effective  date  of  the  present  bill. 
With  excise  taxes  approaching  a  total 
yield  of  $10,000,000,000,  it  seems  impera¬ 
tive  to  me  that  so  regressive  a  tax  bur¬ 
den  should  be  subject  to  mandatory  re¬ 
examination  of  the  Congress  within  a 
very  short  time.  That  proposal,  how¬ 
ever,  was  also  rejected  by  the  Commit¬ 
tee  on  Ways  and  Means,  but  I  have 
thereby  served  notice  to  my  colleagues 
and  to  the  Members  of  the  House  that 
I  shall  remain  ever  alert  against  further 
extensions  of  the  Federal  excise  taxes 
and  shall,  above  all,  oppose  to  the  limits 
of  my  capacity  and  influence  any  effort 
to  impose  the  curse  of  a  general  Federal 
sales  tax. 

Mr.  Chairman,  the  provisions  of  this 
bill  increasing  the  income  taxes  on  indi¬ 
viduals  and  corporations  are  based  upon 
ability  to  pay  and  are  required  in  the 
interest  of  a  sound  fiscal  policy.  The 
tax  incentives  afforded  to  the  mining 
industry  are  essential  if  we  are  to  main¬ 
tain  an  adequate  supply  of  raw  materials 
for  our  highly  industrialized  economy  in 
peacetime  and  for  our  survival  in  the 
event  of  war.  Despite  the  additional 
excise  taxes  imposed,  there  are  other 
worth-while  tax  concessions  made  to  the 
average  taxpayer,  such  as  the  offset  fea¬ 
ture  when  a  home  is  sold  at  a  profit  and 
in  its  stead  another  is  purchased  at  an 
inflated  price.  Therefore,  I  favor  pas¬ 
sage  of  the  bill. 

Mr.  RETD  of  New  York.  Mr.  Chair¬ 
man,  I  ask  unanimous  consent  that  the 
gentleman  from  Michigan  [Mr.  Wood- 
kuffI  be  permitted  to  extend  his  remarks 
at  this  point  in  the  Record. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
New  York? 

There  was  no  objection. 

Mr.  WOODRUFF.  Mr.  Chairman, 
drastic  times  call  for  drastic  action,  and 
the  people  of  my  district  are  demanding 
that  President  Truman  and  this  Con¬ 


gress  put  a  quick  halt  to  nonmilitary 
Government  spending  before  imposing 
over  $17,000,000,000  in  new  taxes  within 
less  than  12  months. 

H.  R.  4472  is  not  the  first  tax  bill  since 
Korea.  It  is  not  the  second  tax  increase. 
It  is  the  third  tax  increase  bill — all 
within  the  past  12  months.  And,  during 
this  same  12  months’  period,  has  the  Tru¬ 
man  administration  made  any  real  at¬ 
tempt  at  Government  economy?  It  has 
not.  Instead,  President  Truman  has 
asked  the  Congress  for  $71,600,000,000  in 
expenditures  for  the  fiscal  year  1952. 

President  Truman  has  proposed 
domestic-civilian  expenditures  totaling 
$9,800,000,000.  This  is  an  increase  of 
$1,300,000,000  over  estimated  expendi¬ 
tures  for  domestic-civilian  items  for  the 
current  year.  It  is  $500,000,000  more 
than  we  spent  for  domestic-civilian  items 
last  year.  It  is  $3,700,000,000  more  than 
we  spent  for  domestic-civilian  items  in 
1948,  when  postwar  peace  and  prosperity 
were  thought  to  be  inclined  toward  sta¬ 
bility.  It  is  $6,200,000,000  more  than  we 
spent  for  domestic-civilian  items  in  1946, 
when,  as  now,  we  were  in  a  semi-war 
economy. 

Just  as  in  the  World  War  II  period, 
agencies  all  over  the  Government  are 
again  attempting  to  increase  their  ex¬ 
penditures  on  the  grounds  that  they  are 
contributing  to  the  national  defense. 

Actually,  the  proposed  domestic-civil¬ 
ian  items  in  the  President’s  budget  in¬ 
clude  all  the  major  socialistic  programs 
of  recent  years — socialized  housing,  agri¬ 
culture,  and  medicine,  and  federalized 
education.  This  year  we  are  told  they 
are  imperative  to  preparedness  and  na¬ 
tional  defense. 

But,  Mr.  Chairman,  the  people  of  my 
district  and  the  people  of  the  country 
want  to  know  why  the  wasting  of  their 
money  is  permitted.  They  want  to 
know  why  this  Congress  does  not  do 
something  to  halt  the  extravagance  of 
the  executive  departments  before  rais¬ 
ing  their  individual  income  taxes  by 
12  V2  percent. 

They  believe,  as  I  believe,  that  at  least 
seven  or  eight  billion  dollars  could  be 
cut  from  President  Truman’s  budget 
without  interfering  with  the  defense 
program  or  with  the  essential  operations 
of  the  Federal  Government. 

The  biggest  item  in  the  budget  is,  of 
course,  the  $40,000,000,000  for  military 
spending.  But  there  is  no  question  that 
the  Armed  Forces  are  notorious  for  ex¬ 
travagance  in  the  use  of  civilian  man¬ 
power  and  expenditures  of  the  funds 
appropriated  by  the  Congress.  They 
have  been  employing  approximately  one 
civilian  for  each  two  men  in  uniform,  as 
compared  with  one  civilian  for  each  five 
men  in  uniform  at  the  World  War  II 
peak.  The  military  effort  would  be 
strengthened  if,  through  greatly  needed 
efficiency,  the  Military  Establishment’s 
projected  civilian  employment  of  more 
than  1,250,000  were  reduced  by  at  least 
150,000. 

And  just  this  morning’s  newspapers 
throughout  the  country  carried  the  story 
that  the  procurement  subcommittee  of 
the  House  Armed  Services  Committee 
showed  that  two  ex-convicts  without 


money,  plants,  or  experience,  got  four 
defense  contracts  amounting  to  $3,300,- 
000  through  “the  haphazard,  naive,  and 
negligent  actions  of  the  Armed  Forces 
procurement  officers.” 

This  is  the  background  against  which 
the  merits  of  H.  R.  4473  must  be  judged, 
and  it  should  be  understood  by  the  Con¬ 
gress  that  there  will  be  a  surplus  of  ap¬ 
proximately  $4,000,000,000  for  this  fiscal 
year  ending  in  just  a  few  days,  and  that 
the  net  receipts  from  taxes  under  exist¬ 
ing  law  will  be  $61,000,000,000  in  the 
fiscal  year  1952.  This  is  over  $15,000,- 
000,000  more  than  it  was  ever  thought 
advisable  to  raise  through  taxation  dur¬ 
ing  World  War  II. 

In  brief,  Mr.  Chairman,  the  issue  be¬ 
fore  the  Congress  is  whether,  before  im¬ 
posing  another  $7,000,000,000  of  new 
taxes,  President  Truman  and  this  Con¬ 
gress  should  not  be  made  to  account  to 
the  people  of  the  country  as  to  why  there 
has  not  been  a  corresponding  reduction 
in  nonessential  Government  spending. 
Such  a  reduction  could  be  made. 

H.  R.  4473  is  not  only  excessive  taxa¬ 
tion  without  justification,  but  it  is  eco¬ 
nomically  unsound  in  its  major  revenue¬ 
raising  provisions.  It  will  increase, 
rather  than  decrease,  inflation.  It  will 
not  balance  the  Truman  budget  for  the 
fiscal  year  1952. 

The  12  y2  percent  flat  increase  in  indi¬ 
vidual  tax  liability  not  only  imposes  an 
unfair  burden  on  the  lower-income 
groups  but  amounts  to  almost  confisca¬ 
tion  in  the  upper  and  middle  group  tax¬ 
payers  by  increasing  sharply  the  already 
steeply  graduated  rates.  The  effect  of 
the  flat  12y>  percent  increase  is  to  make 
the  marginal  rate  of  tax  and  the  dollar 
amount  of  the  tax  burden  on  many  tax¬ 
payers  even  higher  than  during  World 
War  II.  This  is  particularly  true  of  all 
single  persons  who  do  not  qualify  for  the 
special  head-of-the-household  exemp¬ 
tion  and  married  couples  in  community- 
property  States.  In  these  cases,  the 
marginal  rate  will  become  higher  than  it 
was  during  World  War  II  on  all  surtax 
net  income  over  $4,000. 

Everyone  knows  that  high  progressive 
rates  have  no  deflationary  effect,  because 
the  tax  comes  out  of  dollars  that  would 
normally  be  saved  or  used  for  invest¬ 
ment  in  our  productive  forces  and  not 
dollars  which  would  be  spent  for  con¬ 
sumer  goods. 

The  effect  of  increasing  the  corporate 
rate  from  38  to  52  percent  within  the 
past  year,  as  is  provided  for  in  H.  R. 
4473,  will  be  to  increase  the  cost  of  living 
to  all  our  consumers.  The  people  in  my 
district  know  that  business  taxes  are  just 
like  any  other  cost  of  doing  business, 
and  in  the  end  it  is  the  consumer  who 
pays  every  time. 

Not  only  is  the  regular  corporate  rate, 
provided  for  in  H.  R.  4473,  too  high,  but 
the  Democratic  members  of  the  Com¬ 
mittee  on  Ways  and  Means  have  seen  fit 
to  tax  25  percent  of  normal  earnings 
at  the  82  percent  combined  excess  profits 
tax  rate.  This  is,  of  course,  grossly  un¬ 
fair  to  all  the  small  business  in  my 
district  which  are  not  sharing  in  defense 
contract  work.  And  this  arbitrary  ex¬ 
tension  cf  the  war  pro...j  rax  to  one- 
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fourth  of  normal  earnings  makes  a  farce 
of  the  excess-proflts-tax  law.  The  earn¬ 
ings  of  many  companies  during  the 
1946-49  base  period  were  less  than  “nor¬ 
mal,”  and  yet  H.  R.  4473  will  make  the 
82  percent  tax  rate  apply  to  one-fourth 
of  even  subnormal  earnings. 

Moreover,  I  already  have  in  my  files 
many  examples  of  the  severe  inequities 
arising  as  the  result  of  the  statutory  re¬ 
lief  provisions  under  the  excess-profits- 
tax  law.  For  companies  which  do  not 
qualify  for  relief,  the  only  salvation  has 
been  the  fact  that,  under  present  law, 
the  Government  cannot  take  more  than 
62  cents  out  of  every  dollar  they  earn. 
But  H.  R.  4473  raises  the  ceiling  to  70 
percent,  which  means  that  some  com¬ 
panies  in  my  district  might  just  as  well 
close  their  plants  and  hope  that  their 
employees  can  find  other  employment. 

H.  R.  4473  contains  several  adjust¬ 
ments  in  the  excise-tax  field  which  have 
long  been  recommended  by  the  Republi¬ 
cans,  but  at  the  same  time  it  arbitrarily 
imposes  excise  taxes  on  certain  new  se¬ 
lective  items  even  though  the  producers 
of  these  products  did  not  appear  during 
the  public  hearings. 

Another  serious  defect  in  H.  R.  4473 
is  the  new  20-percent  withholding  pro¬ 
vision  against  taxpayers  who  have  no 
tax  liability,  but  who  have  a  little  income 
from  stocks  and  corporate  bonds.  No 
justification  can  be  made  for  this  unjust 
enrichment  to  the  Federal  Government 
at  the  expense  of  the  lower  income 
groups  who  owe  no  taxes. 

Mr.  Chairman,  a  true  pay-as-we-go 
program — and  the  only  program  which 
will  halt  inflation  and  balance  the 
budget — calls  first  for  a  reduction  of 
Government  spending;  and,  secondly, 
for  the  imposition  of  new  taxes  only  to 
the  extent  that  they  are  necessary  to 
pay  for  national  defense  and  the  essen¬ 
tial  operations  of  the  Federal  Govern¬ 
ment.  H.  R.  4473  does  not,  however,  fol¬ 
low  this  policy.  The  amount  of  new 
taxes  imposed  by  it  on  the  people  is  ex¬ 
cessive,  and  the  method  of  imposing 
these  taxes  is  unsound. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  25  minutes  to  the  gentle¬ 
man  from  New  Jersey  [Mr.  Kean], 

Mr.  KEAN.  Mr.  Chairman,  the  Ways 
and  Means  Committee  has  labored  for 
5  months  and  now  we  are  bringing  to 
you  not  a  mouse  but  a  monstrosity.  But 
here  it  is  and  the  question  is — should  a 
conscientious  Member  vote  for  or 
against  this  bill? 

Just  as  long  as  this  administration 
continues  its  excessive  spending,  we  will 
be  faced  with  excessive  taxation.  The 
wages  of  the  sin  of  continued  waste  and 
extravagance  may  be  the  death  of  our 
American  way  of  life. 

Last  January  the  President  came  be¬ 
fore  us  predicting  a  $2,000,000,000  defi¬ 
cit  for  this  present  fiscal  year.  Now  we 
find  he  only  guessed  $5,000,000,000  wrong 
and  that  there  will  be  a  budget  surplus 
of  three  billions  and  a  cash  surplus  of 
about  seven  billions. 

Last  February  the  President  at  the- 
White  House  told  the  members  of  the 
Ways  and  Means  Committee  we  would 
need  sixteen  billions  in  new  taxes  to  pay 
as  you  go  for  the  coming  fiscal  year. 


In  April  Secretary  Snyder  said  that 
ten  billions  would  be  enough. 

Now,  our  Joint  Committee  staff  esti¬ 
mates  a  deficit  for  the  coming  fiscal  year, 
based  on  present  taxes,  of  about  eleven 
billions.  But  in  this  estimate  they  fig¬ 
ure  expenditures  as  proposed  in  the 
President’s  budget  and  take  no  account 
of  any  possible  savings  by  the  Congress. 
I  think  it  is  fair  to  assume  that  even  this 
Democratic  Congress  will  see  the  light 
sufficiently  to  reduce  expenditures  by 
three  to  four  billions. 

So  that  based  on  a  full  year’s  result 
of  the  proposed  new  tax  take  of  a  little 
over  seven  billions,  the  budget  would  be 
approximately  balanced. 

Many  have  argued  that  the  chief  ne¬ 
cessity  for  the  present  tax  bill  is  to  pre¬ 
vent  inflation.  That  in  order  to  do  this, 
the  Treasury’s  income  must  meet  the 
outgo. 

However,  if  this  bill  passes  the  House 
tomorrow  it  will  not  immediately  become 
law.  The  Senate  in  its  dignity  will  take 
its  time  in  considering  the  provisions 
which  we  have  included  therein.  So  it 
is  evident  that  many  of  the  taxes  which 
we  have  enacted  will  not  go  into  effect 
until  the  autumn,  and  taxes  on  this 
year’s  corporation  earnings  will  not  all 
be  paid  in  fiscal  1952.  Almost  $2,000,- 
000,000  of  the  proposed  revenue  will  not 
be  available  in  the  coming  fiscal  year. 
So  even  if  we  pass  this  bill,  the  conven¬ 
tional  budget  for  fiscal  1952  will  not  be 
balanced.  However,  the  cash  budget — 
which  is  what  counts  in  the  battle 
against  inflation — will  show  a  substan¬ 
tial  surplus  of  two  billions. 

If  we  do  not  pass  the  bill,  there  will 
be  a  deficit  in  the  coming  fiscal  year  of 
some  seven  billions,  and  an  inflationary 
cash  deficit  of  some  three  billions. 

Now  unfortunately  each  of  us  can  only 
register  one  vote  against  the  waste  and 
extravagance  of  this  administration. 
We  cannot  cut  expenditures  as  we  feel 
they  should  be  cut.  Therefore,  we  are 
faced  with  a  condition — not  a  theory — 
that  owing  to  excessive  spending  we  will 
have  a  sizable  deficit  if  we  do  not  enact 
this  legislation.  Is  it  better  to  pass  a 
bad  bill,  than  no  bill  at  all? 

Let  us  look  at  what  is  in  it.  The  Presi¬ 
dent  asked  for  a  balanced  bill:  approxi¬ 
mately  one-third  of  the  revenue  from 
each  of  three  sources — corporation 
taxes,  personal  income  taxes,  and  excise 
taxes.  One  purpose  was  to  cut  down  the 
spending  power  of  those  who  are  bring¬ 
ing  about  the  inflation. 

Secretary  Snyder  suggested  that  the 
excess  profits  tax  be  forgotten  until  next 
autumn  when  we  could  see  from  the  re¬ 
turns  how  it  was  working  out. 

No  one  has  ever  proved  that  increas¬ 
ing  corporation  taxes  was  not  inflation¬ 
ary,  but  though  the  committee  cut  the 
President’s  request  for  taxes  by  about 
three  billions,  it  almost  granted  in  full 
the  most  inflationary  part  of  his  re¬ 
quest — additional  taxes  on  corporations. 

Corporations  have  always  been  a  fair 
target.  Few  remember  that  most  cor¬ 
porations  consist  merely  of  a  large  ag¬ 
gregation  of  small  stockholders  with 
moderate  incomes.  And  the  very  large 
earnings  in  the  past  year  certainly  make 
them  more  of  a  target  than  ever. 


7071 

The  Treasury  had  recommended  that 
the  corporation  tax  be  increased  to  55 
percent.  This  was  not  agreed  upon,  but 
in  truth  through  devious  methods  the 
tax  on  the  corporation  which  is  not 
earning  any  more  than  it  did  in  the  base 
period — has  been  increased  even  to  a 
greater  extent  than  recommended  by 
the  Treasury. 

Through  the  device  of  lowering  the 
base  for  excess-profits  tax  from  85  to 
75  percent  of  1946-49  earnings,  a  heavy 
tax  has  been  levied  on  what  are  really 
the  normal  earnings  of  corporations, 
under  guise  of  the  excess-profits  tax. 

In  fact  the  tax  on  normal  corpora¬ 
tion  income  was  raised  to  59y2  percent, 
52  percent  on  75  percent  of  their  earn¬ 
ings,  82  percent  on  the  remaining  25 
percent.  And  the  same  Democrats  who 
would  not  vote  to  raise  the  normal  tax 
to  55  percent  in  an  open  and  above¬ 
board  manner,  voted  for  this. 

It  is  evident  that  they  did  not  know 
any  more  what  they  were  doing  than 
when  they  voted  on  the  individual  in¬ 
come-tax  schedule  to  tax  every  dollar 
earned  over  $100,000  more  than  a  dol¬ 
lar.  This  boner  was  called  to  their  at¬ 
tention  in  committee  and  they  later  cor¬ 
rected  it. 

A  59  Mj  percent  tax  on  normal  earn¬ 
ings  is  highly  inflationary.  Taxes  are 
a  cost  of  doing  business  and  inevitably 
most  of  this  tax  will  be  passed  on  to 
the  consumer  in  higher  prices.  The  sup¬ 
porters  of  those  whose  demagogic  lead¬ 
ers  are  the  chief  advocates  of  such  tax¬ 
ation  will  be  those  who  will  suffer  most 
through  the  resulting  higher  cost  of  liv¬ 
ing. 

Then  we  have  the  excess -profits  tax. 
Contrary  to  all  the  experiences  in  World 
War  II;  contrary  to  the  testimony  of 
those  who  lived  through  this  period;  the 
tax  now  goes  to  82  percent.  This  leaves 
18  percent  for  a  company  to  keep,  while 
Uncle  Sam  takes  the  rest. 

Does  anyone  think  for  a  minute  that 
corporation  executives  are  going  to 
worry  about  wasting  this  18-cent  dollar? 
Inevitably,  we  will  again  be  faced  with 
an  era  of  excessive  expense  accounts, 
excessive  salaries,  spending  where  it  is 
not  needed;  and,  of  course,  almost  com¬ 
plete  lack  of  resistance  to  requests  for 
higher  pay.  For  if  it  only  costs  the  com¬ 
pany  18  cents  a  day  to  raise  an  em¬ 
ployee’s  pay  by  a  dollar  a  day,  and  this 
might  prevent  a  strike,  certainly  there 
will  be  little  resistance  to  demands  how¬ 
ever  excessive. 

Of  course,  the  employee  thinks  he  is 
winning,  but  as  everybody  does  the  same 
thing  prices  rise,  so  he  gains  nothing 
in  the  end.  And  those  living  on  pensions 
or  fixed  income  are  the  chief  sufferers. 
These  corporate  tax  provisions  of  the  bill 
are  highly  inflationary  and  unwise. 

Now  let  us  consider  the  personal  in¬ 
come  tax.  The  estimated  take  of  two 
billion  eight  hundred  and  forty-seven 
million  is  only  a  little  less  than  that 
which  the  Treasury  requested.  I  believe 
that  more  consideration  should  have 
been  given  to  the  lowest  income  group 
who  with  the  present  high  cost  of  living 
find  it  extremely  difficult  to  obtain  the 
bare  necessities  of  life. 
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I  believe  that  consideration  should 
have  been  given  to  splitting  the  lowest 
income  bracket,  as  I  have  long  advo¬ 
cated.  Certainly  the  average  American 
family — a  married  men  with  two  chil¬ 
dren — with  an  income  of  $2,900 — is  eco¬ 
nomically  worlds  apart  from  a  like-sized 
family  with  an  income  of  say  $4,600. 
Why  should  they  be  taxed  at  the  same 
rate? 

The  bill  is  harsh  on  the  lower  income 
group,  but  it  is  cold  murder  on  the  few 
in  the  high  income  brackets.  This  cer¬ 
tainly  is  a  soak-the-rich  bill  with  a  ven¬ 
geance. 

Of  course  no  one  is  particularly  sorry 
for  those  with  $100,000  incomes.  They 
will  always  have  enough  to  eat.  They 
will  get  along  some  way.  But  the  rev¬ 
enue  is  so  small  in  this  sadistic  taxation 
of  the  few  who  have  by  luck  or  ability 
managed  to  achieve  these  large  incomes 
that  I  am  not  sure  whether  it  is  jealousy, 
an  inferiority  complex,  or  what,  which 
impels  my  Democratic  friends  to  ask  for 
that  last  pound  of  flesh. 

Is  it  wise  to  further  reduce  the  take- 
home  pay  of  an  already  highly  taxed 
man  in  the  upper  income  bracket  by  24 
percent  as  we  do  in  this  bill-,  I  doubt  it. 

What  incentive  is  there  for  the 
wealthy  man  to  use  his  capital  in  a  pro¬ 
ductive  way?  In  a  way  which  will  make 
more  jobs  and  add  to  the  Nation’s 
wealth;  when  for  every  dollar  he  makes 
over  $80,000  he  is  only  allowed  to  keep 
5V2  cents. 

Is  there  any  incentive  for  a  man  of 
ability  to  use  that  last  ounce  of  knowl¬ 
edge  to  help  in  the  defense  effort?  Will 
he  not  throw  up  his  hands,  say  what  is 
the  use,  and  spend  his  time  lolling  in 
the  sands  of  Florida  instead  of  working. 

It  is  the  American’s  temperament  to 
work  and  to  make  use  of  the  talents 
which  God  has  given  him,  but  his  pa¬ 
tience  is  wearing  thin. 

Some  figures  are  interesting.  If  a 
large  corporation  should  decide  that  it 
wants  to  give  its  chief  executive  $40,000 
in  take-home  pay — not  an  unreasonable 
sum — it  would  have  to  pay  him  $369,656. 
If  it  wanted  to  give  him  $50,000  in  take- 
home  pay,  it  would  have  to  pay  him 
$500,000.  And  if  some  corporation  ever 
had  been  so  foolish  as  to  contract  to  give 
him  $100,000  take-home  pay,  it  would, 
under  the  bill,  have  to  pay  him  $1,000,000. 

There  is  one  very  serious  implication 
resulting  from  these  confiscatory  taxes 
which  I  think  this  Congress  should 
ponder  very  carefully — for  it  is  all  im¬ 
portant. 

Our  system  of  taxation  is  a  voluntary 
one.  Outside  of  those  subject  to  the 
withholding  tax — and  withholding  only 
applies  to  the  tax  in  the  lowest  bracket — . 
every  American  voluntarily  makes  a  re¬ 
turn  of  what  he  owes  his  Government. 
It  is  true  that  many  of  these  returns  are 
audited — occasionally  in  the  lower 
brackets,  and  annually  in  the  higher 
brackets.  However,  in  general,  what  he 
reports  as  his  income  is  the  taxpayer’s 
own  responsibility. 

The  fact  that  Americans  have  paid 
their  taxes  in  the  past  so  fully  has  been 
a  source  of  wonder  to  some  foreigners, 
as  in  many  nations  of  Europe  people  just 


do  not  expect  to  pay  what  they  owe.  So 
much  a  source  of  wonderment  that  com¬ 
missions  have  been  sent  from  European 
countries  to  learn  why  the  American 
people  pay.  , 

So  far  we  have  had  comparatively  lit¬ 
tle  dishonesty.  But  a  man  who  is  clever 
enough  to  make  $100,000  usually  is  clever 
enough  to  find  ways  to  avoid  paying  the 
full  taxes  imposed  by  the  Government  if 
he  feels  these  taxes  are  unfair.  You  re¬ 
member  the  lack  of  compliance  under 
prohibition,  a  law  which  was  felt  by 
many  people  to  be  unfair. 

I  believe  it  is  possible  we  have  reached 
the  point  where  individuals  who  find 
that  they  are  only  allowed  to  keep  5l/2 
cents  of  a  dollar  earned  may  believe  they 
are  being  treated  unfairly  and  may  do 
everything  in  their  power  to  avoid  pay¬ 
ing  these  taxes. 

There  is  danger  that  the  entire  en¬ 
forcement  of  our  tax  laws  may  be  due 
for  a  breakdown  if  we  continue  to  in¬ 
crease  these  excessively  high  rates,  and 
that  failure  to  pay  taxes  may,  in  the 
future,  be  no  longer  considered  a  heinous 
crime  but  something  which  anybody,  if 
not  a  fool,  should  do. 

Warning  signs  that  this  may  occur  are 
in  sight.  Treasury  officials  from  day  to 
day  brought  to  the  committee’s  atten¬ 
tion  new  methods  of  tax  avoidance  which 
are  being  tried.  New  methods  by  which 
what  is  really  ordinary  income  has  been 
transferred  to  capital  gains. 

Though  we  keep  trying  to  plug  these 
loopholes,  half  a  dozen  are  discovered 
for  every  one  we  plug.  The  device  of 
using-  an  expense  account  to  deduct  what 
are  in  truth  personal  expenses  has  be¬ 
come  more  and  more  prevalent,  and  this 
is  most  difficult  to  police. 

The  committee  itself  has  recognized 
the  hardships  that  certain  of  these  taxes 
bring,  and  themselves  have  added  such 
palliatives  as  percentage  depletion  to 
more  and  more  industries  who  suffer 
from  too  high  corporation  taxes.  We 
have  given  relief  to  venture  capital  cor¬ 
porations.  We  have  given  capital  gain 
treatment  to  coal  royalties. 

The  real  trouble,  and  the  reason  for 
all  these  attempt  at  avoidance  is — and  I 
say  it  categorically — that  taxes  are  now 
too  high.  They  are  interfering,  and  will 
interfere  more  and  more,  with  the  con¬ 
tinuance  of  the  dynamic  economy  which 
we  must  maintain  if  we  are  to  more  and 
more  increase  the  standard  of  living  of 
the  average  man. 

I  think  that  most  of  the  members  of 
the  Ways  and  Means  Committee  realize 
this,  but  what  can  we  do  when  the  Con¬ 
gress  and  the  administration  spend  more 
and  more,  with  no  seeming  thought  of 
the  future. 

Before  leaving  the  personal  income 
tax,  I  want  to  discuss  one  portion  of  the 
bill  which  is  good  and  in  which  I  am 
keenly  interested. 

Owing  to  the  split  income  provision 
which  was  forced  on  us,  thanks  to  the 
unfair  advantage  held  by  citizens  who 
happened  to  live  in  community  property 
states,  married  people  now  have  a  tre¬ 
mendous  tax  advantage  over  single 
people. 


This  is  partially  justified  as  married 
people  have  more  responsibilities,  more 
expenses,  and  usually  have  to  maintain 
a  family  home. 

However,  in  the  present  law  the  mo¬ 
ment  the  husband  dies,  a  widow  would 
find  herself  subject  to  a  much  higher 
income  tax,  while  she  often  had  the  same 
responsibilities.  Often  the  only  saving 
caused  by  the  husband’s  death  is  a 
couple  of  hundred  dollars  a  year  for  food, 
a  few  clothes,  some  cigarettes,  and  an 
occasional  bottle  of  liquor. 

But  the  widow  with  children  still  has 
to  keep  up  a  decent  home  for  them,  still 
has  to  feed,  clothe,  and  educate  them, 
while  Uncle  Sam  is  asking  for  a  larger 
share  of  her  income  than  before  her 
bereavement  . 

To  correct  this  inequity,  this  bill  in¬ 
cludes  a  provision  which  provides  that 
the  head  of  a  family  who  is  unmarried 
may  calculate  her  income  tax  on  a  sep¬ 
arate  table  which  gives  her  one-half  of 
the  benefits  which  she  would  have  had  if 
she  had  been  able  to  file  a  joint  return. 

A  head  of  the  family  is  described  as 
one  maintaining  a  home  and  providing 
over  50  percent  of  the  upkeep  thereof,  in 
which  he  or  she  lives  with  unmarried 
children  or  grandchildren,  whether  they 
work  or  not;  or  one  maintaining  a  home 
in  which  he  or  she  lives  with  married 
children,  parents,  brother,  sister,  neph¬ 
ews  or  nieces,  but  only  if  these  latter 
members  of  the  family  are  not  them¬ 
selves  earning  a  living,  that  is,  if  they 
do  not  have  a  gross  income  of  over  $500. 

This  provision  should  be  of  great  help 
to  many  widows  who  find  that  owing  to 
their  bereavement  Uncle  Sam  has  really 
become  Uncle  Shylock  in  seeking  the 
widow’s  mite. 

Coming  to  the  excise  portion  of  the 
bill,  we  really  could  have  made  a 
noticeable  dent  in  inflation  if  we  had 
placed  heavier  taxes  on  luxuries  and 
other  things  which  people  do  not  need  to 
buy.  But  the  committee  has  only  levied 
one-third  of  the  three  billions  in  taxes 
which  the  administration  asked  for  in 
this  field. 

The  Treasury  is  largely  to  blame  for 
this,  for  instead  of  asking  for  new  taxes 
on  items  not  now  taxed,  they  requested 
merely  increased  taxes  on  those  items 
already  heavily  burdened.  Certainly 
their  recommendations  were  unimagina¬ 
tive. 

So  we  have  before  us  a  bill  which  is 
out  of  balance.  A  bill  conceived  in  poli¬ 
tics.  Its  major  features  determined  on 
by  the  Democrats  in  secret  caucus.  A 
bill  which  to  some  extent  is  inflationary 
rather  than  deflationary.  A  bill  which 
on  many  points  v/ill  injure  the  economy 
rather  than  help  it.  A  bill  in  which  large 
segments  of  those  in  busines,  such  as  co¬ 
operatives,  still  go  tax-free.  A  bill  in 
which  there  are  still  loopholes  unplugged 
for  industries  favored  by  the  Democratic 
majority. 

It  is  a  badly  thought  out  bill,  but  still 
with  the  Government’s  heavy  expendi¬ 
tures  we  do  need  the  additional  revenue 
which  it  provides  if  we  are  to  pay  as  we 
go. 

Mr.  HALE.  Mr.  Chairman,  will'  the 
gentleman  yield? 
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Mr.  KEAN.  I  yield  to  the  gentleman 
from  Maine. 

Mr.  HALE.  I  hear  considerable  argu¬ 
ment  that  heavy  taxes  are  the  best 
weapons  against  inflation.  It  seems  to 
be  a  favorite  economic  theory.  I  wonder 
if  the  gentleman  would  comment  on  that. 
Many  of  us  would  be  much  assisted  if 
he  would. 

Mr.  KEAN.  Of  course,  to  discuss  that 
thoroughly  you  would  have  to  go  into 
the  whole  subject  of  what  causes  infla¬ 
tion.  As  the  gentleman  from  New  York 
[Mr.  Reed]  said  this  morning,  inflation 
is  caused  by  too  much  money  chasing 
too  few  goods.  What  causes  inflation  is 
when  the  people  have  more  money  to 
spend  than  there  are  goods  available. 
The  best  way  to  stop  that  inflation  is  by 
persuading  the  p  :op!e  to  save,  either 
voluntarily  or  by  practically  forcing 
them  to  save  through  making  it  more 
difficult  and  uneconomical  for  them  to 
make  unessential  purchases.  Then  after 
that,  if  you  cannot  persuade  them  to 
save,  you  have  to  tax,  and  take  part  of 
the  excess  spending  power  which  they 
have,  and  that  does  prevent  inflation, 
but  a  corporation  tax  does  not  prevent 
it  at  all.  It  depends  where  the  taxes 
come  from. 

Mr.  HALE.  The  point  is,  it  seems  to 
me,  that  the  incentive  to  save  is  con¬ 
siderably  diminished  if  one  cannot  have 
any  expectation  of  deriving  benefits  from 
his  savings. 

Mr.  KEAN.  Of  course. 

Mr.  HALE.  If  I  felt  that  this  bill  was 
a  powerful  weapon  against  further  in¬ 
flation,  I  would  certainly  vote  for  it,  but 
I  am  not  entirely  clear  in  my  own  mind 
on  that  point.  I  should  like  to  say,  if  I 
may,  that  the  gentleman  has  made  an 
extremely  fine  speech.^ 

Mr.  KEAN.  I  thank  the  gentleman. 

Mr.  JENKINS.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  KEAN.  I  yield  to  the  gentleman 
from  Ohio. 

Mr.  JENKINS.  If  this  money  that  is 
taken  away  from  the  taxpayer  was  used 
judiciously,  that  is  one  thing,  but  if  the 
Government  takes  it  and  spends  it  wildly, 
with  the  force  of  the  Government  behind 
it,  it  is  more  inflationary  than  if  you 
leave  it  with  the  people. 

Mr.  KEAN.  Yes,  but  the  Government 
is  going  to  spend  the  money  anyway, 
unfortunately,  owing  to  the  action  of 
this  administration  in  recommending 
and  the  Congress  in  voting  heavy  ex¬ 
penditures. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  KEAN.  I  yield  to  the  gentleman 
from  New  York. 

Mr.  REED  of  New  York.  I  just  want 
to  observe  that  there  is  no  cure  for  this 
question  of  inflation  so  long  as  you  are 
constantly  increasing  the  money  in  cir¬ 
culation,  and  it  has  been  increasing  so 
rapidly  lately  that  it  has  been  watered 
down;  it  is  like  watered  milk,  it  does  not 
have  the  purchasing  power  any  more, 
and  until  the  currency  question  is  settled 
you  never  can  cure  this  matter  of  infla¬ 
tion.  And,  the  other  answer  to  inflation 
is  greater  production  and  this  bill  does 
not  make  for  greater  production. 


Mr.  KEAN.  That  is  true.  Greater 
production  is  one  of  the  best  answers  to 
inflation. 

Mr.  DOUGHTON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  KEAN.  I  yield  to  the  gentleman 
from  North  Carolina. 

Mr.  DOUGHTON.  I  was  very  much 
interested,  as  I  always  am,  in  the  state¬ 
ment  made  by  the  gentleman  from  Ne& 
Jersey,  a  very  able  Member  of  this  House 
and  of  our  committee.  He  is  always  very 
attentive  and  very  diligent  in  the  dis¬ 
charge  of  his  duties.  I  was  very  much 
interested  in  that  part  of  his  speech  in 
which  he  spoke  of  the  loss  of  incentive 
for  those  individuals  whose  tax  might 
be  in  the  income  brackets  above  $80,000 
for  a  single  person,  or  $160,000  for  a  mar¬ 
ried  person.  He  suggested  that  they 
would  lose  incentive  and  say,  “What  is 
the  use,”  and  perhaps  strike  against  the 
Government,  so  far  as  further  activity 
in  their  business  is  concerned.  In  view 
of  the  fact  that  their  taxes  are  to  t*e  used 
for  the  support  of  their  Government, 
money  which  is  now  badly  needed  in  time 
of  distress,  I  am  wondering  whether  the 
first  consideration  of  the  businessman 
would  not  be  one  of  great  patriotism, 
instead  of  the  amount  of  tax  on  addi¬ 
tional  profits  from  his  business.  Surely, 
after  he  has  made  enough  for  a  living 
for  himself  and  his  dependents  he  will 
not  openly  resist  contributing  to  his  Gov¬ 
ernment  in  time  of  need  and  distress, 
when  our  very  liberty  is  threatened  and 
the  perpetuity  of  our  Nation  is  threat¬ 
ened.  Does  the  gentleman  not  believe 
that  he  would  have  sufficient  incentive 
to  go  ahead,  even  if  it  took  every  dollar, 
after  he  had  received  $80,000  over  and 
above  exemptions? 

Mr.  KEAN.  I  will  answer  the  gentle¬ 
man. 

Mr.  DOUGHTON.  I  have  not  finished 
my  question. 

Mr.  KEAN.  I  am  afraid  that  the 
chairman  figures  out  that  all  Americans 
are  as  good  citizens  as  he  is.  In  time  of 
all-out  war,  yes,  the  average  American 
will  work,  and  tear  his  heart  out  working, 
because  he  thinks  it  has  to  be  won,  but 
certainly,  in  a  time  when  he  does  not 
think  that  there  is  an  urgency  or  emer¬ 
gency  he  is  not  going  to  tear  his  heart 
out  and  get  stomach  ulcers  and  heart 
attacks  working  to  improve  his  business 
which  would  result  in  more  people  being 
employed  when  he  gets  no  return  out  of 
it  at  all  and  can  only  keep  a  nickel  out 
of  the  dollar  that  lie  earns.  He  is  going 
to  Florida,  he  is  going  to  leave.  The 
gentleman  knows  perfectly  well  that  a 
lot  of  doctors  right  today  who  are  not  in 
perhaps  as  high  an  income-tax  bracket 
as  that,  but  who  may  be  able  to  keep  10 
or  20  cents,  will  work  until  about  the  1st 
of  October,  and  then  they  will  say,  “What 
is  the  use  of  my  working  any  longer,” 
and  then  they  go  south  for  the  rest  of 
the  winter. 

Mr.  DOUGHTON.  If  they  have  no 
higher  consideration  than  that  of  profit 
and  loss,  if  the  motive  of  patriotism  does 
not  influence  them,  then  the  position  of 
the  gentleman  is  sound.  But  I  do  not 
concede  that  the  average  American  busi¬ 
nessman  is  going  to  sit  down  and  let  his 
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business  stand  idle  and  depreciate  by 
neglect.  I  do  not  believe  he  will  do  that. 
I  believe  he  will  go  on  and  make  every 
dollar  he  can,  even  if  every  cent  of  it  is 
taken  in  taxes  for  the  defense  of  this 
country.  That  is  the  opinion  I  have,  and 
I  think  it  is  the  view  of  the  American 
businessman.  There  may  be  some  who 
place  their  motive  entirely  on  the  basis 
of  profit  and  loss,  but  I  do  not  believe 
that  is  the  viewpoint  of  the  greater  per¬ 
centage  of  the  American  people. 

Mr.  KEAN.  I  wish  I  were  as  optimistic 
as  the  chairman  is. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  ask  unanimous  consent  that  the 
gentleman  from  Illinois  [Mr.  Mason]  be 
permitted  to  extend  his  remarks  at  this 
point  on  this  subject. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
New  York? 

There  was  no  objection. 

Mr.  MASON.  Mr.  Chairman,  I  have 
already  fully  expressed  my  disapproval 
of  this  tax  bill.  It  is  a  monstrosity, 
based  not  upon  economic  needs  and 
principles,  but  upon  the  pressures  of 
selfish  groups  and  even  more  so  upon 
what  is  generally  known  as  political  ex¬ 
pediency.  I  have  seen  only  condemna¬ 
tion  of  the  bill  by  reputable  newspaper 
editorial  writers  and  by  competent 
economic  analysts.  My  previous  state¬ 
ment  that  this  tax  bill  would  result  in 
incalculable  damage  to  our  economy  has 
been  given  widespread  approbation. 

Having  already  discussed  the  sins  of 
commission  which  are  present  in  the  bill 
now  before  us,  Mr.  Chairman,  I  wish  at 
this  time  to  add  a  few  thoughts  on  the 
sins  of  omission  which  are  in  some  ways 
even  more  flagrant.  I  shall  be  brief. 

Here,  Mr.  Chairman,  is  a  bill  that  pro¬ 
poses  to  increase  the  income  tax  on  the 
earnings  of  regular  corporations  to  52 
percent — but  still  will  permit  certain 
competing  corporations  to  escape  with¬ 
out  the  payment  of  a  penny  of  Federal 
tax. 

Here  is  a  bill  that  proposes  to  increase 
the  excess  profits  tax  on  some  corpora¬ 
tions  to  the  confiscatory  figure  of  70  per¬ 
cent — but  says  not  a  word  about  the 
earnings  of  huge  cooperative  corpora¬ 
tions,  bidding  for  the  same  kinds  of  busi¬ 
ness  and  making  identical  excess  profits. 

Here  is  a  bill  that  taxes  our  commer¬ 
cial  financial  institutions  on  the  profits 
they  make — and  at  the  very  same  time 
gives  full  approval  to  the  complete  tax 
exemption  of  a  third  banking  system, 
made  up  of  building  and  loan,  savings 
and  loan  and  such  associations,  that  has 
grown  to  a  position  of  tremendous  assets 
and  power  on  its  very  failure  to  pay 
taxes. 

Here  is  a  bill  that  increases  by  12  y2 
percent  the  tax  paid  by  the  individual 
proprietor  on  every  dime  of  earnings 
from  his  business — and  still  gives  official 
sanction  to  the  tax  freedom  of  the  com¬ 
peting  cooperative  store  directly  across 
the  street. 

Here  is  a  bill  that  soaks  the  working¬ 
man,  the  clerk,  the  stenographer,  the 
farmer — and  yet  gives  majority  approval 
to  the  development  of  monopoly  by  the 
sinister  route  of  tax  freedom.  And.  Mr. 
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Chairman,  if  you  question  that  state¬ 
ment  about  tax-free  monopoly  I  direct 
your  attention  to  the  arrogant  tax-dodg¬ 
ing  cooperative  that  has  so  vicious  a 
stranglehold  on  milk  for  babies  in  the 
city  of  Washington. 

Here,  Mr.  Chairman,  is  a  bill  that  lev¬ 
ies  heavy  increases  in  the  excise  taxes 
on  many  items  in  common  use  by  all 
our  people — but  it  does  not  even  attempt 
to  adjust  the  inequality  of  taxation  that 
exists  between  stock  fire  and  casualty  in¬ 
surance  companies  and  mutual  fire  and 
casualty  insurance  companies. 

Here  is  a  bill  that  actually  and  ridicu¬ 
lously  exempts  from  present  taxation — 
at  a  cost  of  some  $16,000,000— the  tiny 
tax  that  heretofore  has  been  collected  on 
tickets  of  admission  to  cooperative  thea¬ 
ters  and  the  like. 

And  here  is  a  bill  that  provides  a  with¬ 
holding  tax  of  20  percent  on  the  divi¬ 
dends  of  regular  corporations,  but  gives 
special  exemption  from  even  this  simple 
tax  to  cooperatives,  savings  and  loan  as¬ 
sociations,  mutual  savings  banks,  favor¬ 
ites  of  the  committee’s  majority. 

Mr.  Chairman,  these  omissions  are 
costing  the  Treasury — and  indirectly 
every  corporate  and  individual  taxpay¬ 
er — about  $1,000,000,000  a  year  of  brand 
new  revenue  that  might  and  should  be 
collected. 

And  this  favoritism  toward  coopera¬ 
tives,  mutuals,  savings  and  loan  associa¬ 
tions  and  other  business  tax-exempts 
that  has  been  written  into  this  bill  as  a 
continuation  of  past  fiscal  errors  is  the 
more  remarkable  because  the  adminis¬ 
tration  itself — the  President  and  his 
spokesman  the  Secretary  of  the  Treas¬ 
ury — specifically  demanded  that  these 
loopholes  in  the  tax  laws  be  closed. 

It  is  even  more  difficult  to  understand 
these  flagrant  sins  of  omission  in  the  face 
of  studies  made  for  us  by  the  tax  tech¬ 
nicians  of  the  Treasury  Department  and 
the  Joint  Committee  on  Internal  Reve¬ 
nue  Taxation — studies  that  revealed  a 
complete  unanimity  of  opinion  among 
these  tax  experts  that  no  valid  reason 
exists  why  cooperatives,  savings  and  loan 
associations,  mutual  savings  banks  and 
the  like  should  not  be  taxed  fully  on  their 
earnings,  and  that  every  reason  in  the 
world  exists  why  they  should  now  be 
made  to  pay  their  taxes  just  like  the 
businesses  and  individuals  with  whom 
they  compete. 

I  am  disappointed,  Mr.  Chairman — 
disappointed  and  not  a  little  ashamed 
that  the  committee  of  which  I  am  a 
member  should  have  produced  so  inade¬ 
quate  and  so  inequitable  a  revenue  bill. 
I  can  only  hope  that  the  Senate  will  lead 
the  way  toward  a  better  bill. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  20  minutes  to  the  gentleman  from 
Arkansas  [Mr.  Mills], 

Mr.  MILLS.  Mr.  Chairman,  we  have 
listened  with  interest  to  the  speeches 
that  have  been  made  for  and  against 
the  bill,  H.  R.  4473.  I  wish  I  could  re¬ 
port  to  the  House  today  that  the  Com¬ 
mittee  on  Ways  and  Means,  acting  as 
the  servants  of  the  House,  had  found  a 
way  to  maintain  this  highly  plausible 
and  theoretically  sound  fiscal  policy  of 
pay-as-we-go  by  increasing  revenues 


sufficient  to  balance  the  budget  in  1952, 
and  yet  that  nobody  would  have  to  pay 
any  more  taxes  as  a  result  of  our  action. 
I  am  sure  if  I  could  assure  you  that 
the  provisions  of  H.  R.  4473  carried  out 
such  a  prospect,  there  would  be  no  op¬ 
position  to  the  bill  whatsoever. 

The  tax  bill  which  is  before  the  House 
will  make  a  substantial  contribution  to 
the  revenues  which  are  needed  to  provide 
for  our  increased  defense  requirements. 

There  is  almost  unanimous  agree¬ 
ment  that  we  should  finance  the  defense 
effort  on  a  pay-as-we-go  basis.  Thus 
far  our  revenues  have  kept  pace  with 
the  rise  in  expenditures  largely  because 
of  the  farsighted  action  of  the  Congress 
last  year  in  enacting  the  Revenue  Act 
of  1950  and  the  Excess  Profits  Tax  Act. 
As  a  result  of  these  timely  actions,  the 
Government  is  expected  to  run  a  sur¬ 
plus  in  the  fiscal  year  which  ends  this 
month.  This  achievement,  has  con¬ 
tributed  to  the  cessation  of  inflationary 
pressures  during  the  past  2  months.  If 
we  are  to  keep  our  economy  in  balance 
we  must  keep  our  financial  house  in 
order.  A  pay-as-we-go  policy  is  highly 
desirable  and  should  be  continued  as 
long  as  it  is  possible  to  do  so. 

This  bill  is  another  installment  neces¬ 
sary  for  the  pay-as-we-go  policy.  It  will 
raise  revenues  by  about  $7,200,000,000 
in  a  full  year  of  operation  and  will  in¬ 
crease  collections  in  the  fiscal  year 
which  begins  July  1,  1951,  by  about 
$5,300,000,000. 

Let  us  review,  for  just  a  moment,  what 
the  fiscal  situation  is,  not  in  a  sense  of 
partisan  criticism  one  way  or  the  other, 
but  let  us  look  at  the  facts  as  we  Amer¬ 
icans  most  of  the  time  try  to  look  at  gov¬ 
ernmental  problems. 

We  realize  that  the  budget  which  has 
been  submitted  by  the  President  of 
$71,600,000,000  in  the  light  of  the  rea¬ 
soned  sentiment  for  economy  which 
seems  to  exist  both  here  and  in  another 
body  may  well  be  reduced.  In  all  prob¬ 
ability  that  amount  will  be  reduced.  I 
see  my  good  friend,  the  gentleman  from 
New  Jersey,  of  the  Committee  on  Appro¬ 
priations  here.  If  we  could  be  assured 
that  this  budget  request  which  was  sub¬ 
mitted  to  us  in  January  of  1951  would  be 
the  last  request  for  expenditures  in  the 
year  1952,  and  that  there  would  not  be 
other  requests  for  more  airplanes  and 
more  tanks  and  all  the  other  expendi¬ 
tures  related  to  our  defense  program,  we 
might  feel  safe  in  thinking  in  terms  of 
trying  to  get  enough  revenue  to  meet  ex¬ 
penditures  of,  say,  $65,000,000,000,  if  the 
House  and  Senate  can  reduce  the  $71,- 
000,000,000  request  by  $6,000,000,000,  or 
as  has  been  suggested  by  some  by  eight 
or  nine  billion  dollars. 

But  I  think  it  reasonable  enough  to 
assume  that  perhaps  a  $6,000,000,000  re¬ 
duction  of  the  $71,000,000,000  would  be 
the  most  that  will  be  accomplished,  not 
the  most  that  could  be  accomplished,  but 
the  most  that  is  likely  to  be  accom¬ 
plished  in  the  way  of  reducing  that 
budget. 

Let  us  look  at  the  revenue  side.  We 
are  told  by  the  Treasury  Department 
that  they  estimate  receipts  of  around 
$58,000,000,000  in  1952.  The  staff  of  the 


Joint  Committee  on  Internal  Revenue 
Taxation  has  a  higher  estimate.  They 
estimate  we  might  well  take  in  on  the 
basis  of  existing  law  around  $60,900,000,- 
000.  Perhaps  somewhere  in  between 
those  two  figures  would  be  a  fair  estimate 
of  what  we  may  take  in  on  the  basis  of 
existing  law  in  1952. 

If  that  is  the  case,  we  would  be  some 
five,  six,  or  seven  billion  dollars  short 
after  having  reduced  the  budget  from 
$71,600,000,000  down  to  about  $65,000,- 
000,000. 

With  this  deduction,  I  think  the  gen¬ 
tleman  from  New  York,  my  very  beloved 
friend,  and  one  of  the  finest  members 
of  our  committee,  would  agree.  He  is 
one  of  the  most  diligent  and  hardest- 
working  members,  and  if  he  were  not 
so  young  in  spirit  I  know  he  would  get 
as  tired  as  some  of  us  older  members  in 
years  on  the  committee — but  his  great 
spirit  keeps  him  going.  He  is  there  every 
day  when  we  are  working.  The  gentle¬ 
man  from  New  York  made  a  speech  on 
the  floor  of  the  House  on  September  22, 
1950,  in  connection  with  the  Revenue 
Act  of  1950.  The  gentleman  perhaps 
will  recall  his  statement  to  the  effect 
that  if  we  were  to  remain  on  a  pay-as- 
you-go  basis,  it  would  be  necessary  for 
us  to  find  at  least  $10,000,000,000  of  ad¬ 
ditional  revenue.  We  found  a  part  of 
that  in  the  excess-profits  bill  subsequent 
to  the  date  of  the  gentleman’s  speech. 
But  we  still  are  striving  to  find  the  dif¬ 
ference  that  it  would  take  to  remain  on 
a  pay-as-you-go  basis.  There  seems  to 
be  no  question  in  our  minds  that  if  we 
are  to  pay  in  cash  and  through  taxes  the 
expenditures  that  we  in  the  Congress 
vote  for,  it  will  be  necessary  for  us  to 
have  some  $7,000,000,000  additional  for 
the  fiscal  year  1952. 

Now,  if  that  is  agreed  upon,  then  be¬ 
fore  we  decide  just  to  throw  out  the 
window  the  5  months’  work  of  the  Com¬ 
mittee  on  Ways  and  Means,  we  should 
take  into  account  what  this  may  involve, 
and  what  would  be  the  probable  conse¬ 
quences.  Without  any  thought  of  in¬ 
jecting  partisan  politics  into  the  consid¬ 
eration  of  this  bill,  I  want  to  state  that, 
on  my  part,  I  know  of  no  secret  sessions 
wherein  policies  were  agreed  upon  by 
the  majority  members  of  the  Committee 
on  Ways  and  Means  alone. 

I  do  not  know  where  the  information 
came  from.  I  will  yield  to  any  member 
of  the  committee  to  point  out  the  day 
and  the  hour  when  Democratic  mem¬ 
bers  of  the  Ways  and  Means  Committee 
got  together  in  secret  caucus  and  de¬ 
cided  to  write  the  terms  of  this  tax  bill. 
I  know  of  no  time  when  any  decision  was 
made.  Yes.  The  Democratic  members, 
like  the  Republican  members,  met.  The 
Republicans  meet  as  an  entire  group  in 
a  conference  occasionally.  We  on  our 
side  meet  as  an  entire  group  in  a  caucus 
occasionally.  Yes;  it  is  well  for  me  to 
tell  my  Democratic  colleagues  on  occa¬ 
sion  what  my  thinking  is  about  taxes. 
It  is  well  for  me  to  understand  what 
their  thinking  is.  But  as  far  as  any 
meeting  ever  being  called  for  the  pur¬ 
pose  of  getting  the  Democrats  to  agree 
on  any  particular  provisions  of  this  bill, 
I  myself  know  of  no  such  meeting.  I 
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did  not  attend  it.  I  do  not  think  any  of 
the  rest  of  them  know  about  it. 

Mr.  DOUGHTON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  North  Carolina. 

Mr.  DOUGHTON.  I  am  sure  there  is 
a  misunderstanding  this  assertion  that 
all  the  major  provisions  were  agreed 
upon  in  secret  caucus  by  the  Democratic 
Members.  I  as  sure  our  Republican 
friends  would  not  make  a  mistake  of  that 
kind  intentionally.  Taking  into  account 
all  the  time  put  together,  when  the 
Democrats  met,  and  it  was  not  more 
than  once,  but  all  put  together  it  would 
not  exceed  1  hour  that  the  Democratic 
membership  met  during  the  4  months  of 
consideration  of  the  bill. 

Mr.  MILLS.  Then  I  will  ask  the 
chairman  if  there  was  at  any  time  during 
that  meeting  to  which  he  refers  any 
effort  made  or  any  suggestion  made  that 
the  Democrats  stand  together  as  Demo¬ 
crats  on  any  provision? 

Mr.  DOUGHTON.  None  whatever. 

Mr.  MILLS.  None  whatsoever.  Now 
let  us  pass  over  that  criticism  that  the 
bill  was  written  by  the  Democrats.  I  will 
tell  you  what  is  the  truth,  if  you  want  to 
know  it,  and  I  am  not  divulging  any 
secrets  of  what  took  place  in  executive 
session.  Just  about  any  provision  in  the 
bill  that  increased  revenue  was  a  Demo¬ 
cratic  provision.  Just  about  any  provi¬ 
sion  in  the  bill  that  decreased  revenue — 
well,  I  will  not  say  that.  Perhaps  my 
friends  do  not  want  to  take  credit  for  all 
of  them. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  BYRNES  of  Wisconsin.  I  wonder 
if  the  gentleman  has  checked  the  min¬ 
utes,  and  whether  he  is  going  to  stand  by 
that  statement  that  every  time  a  reduc¬ 
tion  was  made  the  motion  was  made  and 
supported  by  the  Republican  side,  and 
the  contrary  was  true  as  far  as  motions 
to  increase  or  pick  up  new  revenue  was 
concerned,  that  those  motions  only  came 
from  and  were  supported  by  the  Demo¬ 
cratic  side.  Is  that  the  impression  the 
gentleman  wants  to  create? 

Mr.  MILLS.  No.  I  do  not  say  that 
all  the  motions  to  reduce  taxes  came 
from  the  Republican  side,  but  I  would 
say  that  a  majority  of  my  Republican 
colleagues  on  the  committee  voted  for 
every  motion  that  was  made,  irrespective 
of  which  side  made  the  motion,  if  the 
motion  involved  a  loss  of  revenue. 

Mr.  BYRNES  of  Wisconsin.  That  is 
your  recollection? 

Mr.  MILLS.  Yes.  That  would  be  my 
recollection. 

Mr.  BYRNES  of  Wisconsin.  Have  you 
checked  recently  so  that  you  can  be  sure 
of  its  accuracy? 

Mr.  MILLS.  No;  I  have  not.  My 
friend  from  Wisconsin  may  have  voted 
against  all  of  those  provisions  that  re¬ 
duced  revenue.  I  do  not  just  remember 
how  he  voted,  and  I  may  be  in  error  as 
to  how  he  voted,  but  I  think  in  the  ma¬ 
jority  of  cases  my  statement  would  be 
right. 

Mr.  JENKINS.  Mr.  Chairman,  will 
the  gentleman  yield? 


Mr.  MILLS.  I  yield  to  the  gentleman 
from  Ohio. 

Mr.  JENKINS.  I  would  say  the  gen¬ 
tleman’s  statement  is  right  in  most  of 
the  cases,  as  far  as  I  am  concerned, 
because  I  did  vote  against  nearly  all  of 
them. 

Mr.  MILLS.  That  is  my  recollection. 
As  the  gentleman  knows,  I  voted  for  most 
of  the  provisions  of  the  bill  that  in¬ 
creased  the  revenue. 

Now,  I  was  discussing  the  necessity 
for  some  $7,000,000,000  of  additional  rev¬ 
enue  to  make  up  for  what  might  be  the 
deficit  between  what  we  appropriate  and 
what  we  would  receive  under  existing 
law.  In  deciding  on  the  sources  to  be 
tapped  for  the  purposes  of  this  the  larg¬ 
est  tax  bill  in  our  history,  the  Commit¬ 
tee  on  Ways  and  Means  reviewed  all  of 
present  revenue  sources  and  also  con¬ 
sidered  other  possibilities.  Except  for 
the  new  tax  on  gambling,  the  bill  relies 
almost  entirely  on  the  present  taxes  to 
yield  the  additional  revenue.  The  com¬ 
mittee  avoided  reducing  the  individual 
income-tax  exemptions  or  other  regres¬ 
sive  tax  measures  because  it  felt  that 
higher  taxes  should  not  be  levied  at  the 
expense  of  those  who  are  already  hard 
pressed  by  the  high  cost  of  living. 

Since  the  chairman  and  others  have 
already  made  a  complete  report  on  the 
action  taken  by  the  committee,  I  should 
like  to  discuss  some  of  the  major  pro¬ 
visions  of  the  bill,  including,  first,  the 
change  in  individual  income  taxes,  sec¬ 
ond,  the  change  in  corporation  taxes, 
and  third,  the  structural  revisions  which 
were  adopted  to  improve  enforcement 
and  to  close  loopholes.  Other  members 
of  the  committee  will  discuss  the  re¬ 
maining  features  of  House  Resolution 
4473  which  time  will  not  permit  me  to 
Include  in  my  remarks. 

Mr.  GROSS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Iowa. 

Mr.  GROSS.  Before  the  gentleman 
concludes  his  remarks,  I  wish  he  would 
give  some  attention  to  section  3C6  of  the 
bill  with  regard  to  capital  gains  on 
livestock. 

Mr.  MILLS.  Let  me  answer  the  gen¬ 
tleman  right  now.  As  far  as  I  know,  and 
I  think  the  gentleman’s  colleague  from 
Iowa  [Mr.  Martin]  ,  who  was  greatly  in¬ 
terested  in  the  provision,  will  tell  the 
gentleman  that  this  particular  pro¬ 
vision  is  ideally  satisfactory  to  the  live¬ 
stock  people  of  the  United  States.  I  see 
my  friend,  the  gentleman  from  Nebraska 
[Mr.  Curtis].  Am  I  not  correct  in  that? 

Mr.  CURTIS  of  Nebraska.  I  think, 
generally  speaking,  that  is  true. 

Mr.  MILLS.  They  did  not  oppose  it, 
in  other  words? 

Mr.  CURTIS  of  Nebraska.  No.  They 
are  for  it,  even  though  the  holding  time 
for  agriculture  is  12  months,  while  for 
other  industry  it  is  6  months. 

Mr.  MILLS.  A  6  months’  holding 
period. 

Mr.  CURTIS  of  Nebraska.  They  are 
supporting  that  position. 

Mr.  MILLS.  They  would  have  pre¬ 
ferred  a  6  months’  holding  period. 
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Mr.  GROSS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  GROSS.  That  is  exactly  the 
point;  why  ask  the  farmers  to  hold  their 
breeding  stock  for  12  months,  whereas 
in  any  other  matter  it  is  a  6  months’ 
proposition ;  why  should  there  be  a 
differential? 

Mr.  MILLS.  Of  course  there  should 
not  be  a  differential  between  the  farmer 
and  anyone  else  in  the  treatment  af¬ 
forded  tax-wise ;  the  gentleman  is  right 
about  that.  But  I  had  understood  that 
the  livestock  people  were  very  well  satis¬ 
fied  with  this  provision. 

Let  us  look,  then,  to  the  amount  the 
bill  actually  raises,  which  is  $7,000,000,- 
000.  What  is  there  about  the  bill  that 
justifies  its  being  returned  to  the  com¬ 
mittee,  as  some  of  my  colleagues  sug¬ 
gest?  What  is  there  about  it  that  is  so 
bad?  Is  it  what  is  in  the  bill  that  is 
bad?  Or  is  it  what  we  failed  to  incor¬ 
porate  in  the  bill? 

The  gentleman  and  I  discussed  one 
important  question  earlier  today — why 
there  is  nothing  in  the  bill  to  modify 
the  existing  tax  status  of  cooperatives. 
Some  6,000  farm  cooperatives  are  en¬ 
tirely  exempt  from  taxation.  The  com¬ 
mittee  did  not  include  a  suggested  pro¬ 
vision  taxing  cooperatives  because  after 
very  careful  study  of  the  entire  matter 
and  based  upon  the  information  that 
had  come  to  us  from  members  of  the 
staff,  it  was  found  that  we  would  only 
increase  the  revenues  of  the  Federal 
Government  by  about  $58,000,000  if  we 
taxed  the  exempt  farm  cooperatives  and 
imposed  a  withholding  tax  on  the  divi¬ 
dends  or  the  refunds  paid  out  to  the 
farmers.  So  the  committee  decided  not 
to  go  into  that  field  in  this  bill  and 
agreed  not  to  do  so  by  rather  over¬ 
whelming  vote. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  REED  of  New  York.  The  gen¬ 
tleman  is  correct  there;  and,  of  course, 
by  putting  on  a  withholding  tax  it  exag¬ 
gerated  the  amount  of  revenue  they 
thought  the  Government  would  get. 

Mr.  MILLS.  That  was  a  large  part 
of  it.  Let  us  look  then  at  the  taxation 
of  the  individual  under  the  bill. 

INDIVIDUAL  INCOME  TAX 

Defense  of  freedom  is  everyone’s  job. 
Everbody  will  have  to  make  his  contri¬ 
bution  according  to  his  means  if  our 
way  of  life  continues  and  I  am  certain 
that  everyone  will  want  to  make  his 
contribution  to  the  full  extent  of  his 
ability.  The  individual  income  tax 
reaches  all  citizens  whose  income  ex¬ 
ceeds  the  amounts  needed  for  covering 
the  bare  necessities  of  life.  The  indi¬ 
vidual  income  tax  is  designed  to  tax  all 
citizens  in  accordance  with  their  ability 
to  pay.  There  can  be  little  doubt  that 
this  tax  provides  an  excellent  frame¬ 
work  in  which  all  citizens  can  be  called 
upon  to  share  equitably  in  the  cost  of 
building  the  armor  which  will  protect 
the  liberties  we  cherish. 

It  is  for  this  reason  that  we  propose 
to  raise  $2,847,000,000  or  40  percent  of 
the  required  increases  in  revenues  by 
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means  of  the  individual  income  tax. 
The  principle  of  the  proposed  rate  in¬ 
creases  is  simple  and  easily  understood 
by  everybody.  Every  taxpaper  will  corn- 
put  his  tax  exactly  as  he  did  before  and 
will  then  add  the  defense  tax  of  12  % 
percent  to  the  tax  he  would  have  had  to 
pay  without  the  proposed  increase.  The 
percentage  increase  in  the  tax  will  be  the 
same  for  everybody;  all  income  below 
$5,000  will  carry  the  same  share  in  the 
total  tax  load  as  they  did  before,  and 
so  will  incomes  above  $5,000.  In  view 
of  the  high  marginal  rates  already  paid 
by  persons  in  the  highest  income  brack¬ 
ets  it  was  necessary  to  reduce  the  present 
surtax  rates  for  taxpayers  with  surtax 
net  incomes  in  excess  of  $80,000  for  the 
duration  of  the  defense  tax. 

The  new  rates  are  intended  to  become 
effective  as  of  September  1,  1951,  so 
that  about  one-third  of  the  rate  in¬ 
crease  will  be  applicable  to  1951  in¬ 
comes.  To  facilitate  the  computations 
to  be  made  by  the  taxpayer  on  his  final 
return,  the  bill  proposes  a  flat  4-percent 
increase  of  the  taxes  on  1951  income 
which  would  have  been  paid  under 
present  law. 

By  increasing  everybody’s  taxes  in  the 
same  proportion  a  major  portion  of  the 
proposed  over-all  increase  in  revenue  is 
not  only  distributed  equitably  but  also 
in  such  a  way  that  the  increase  can  be 
easily  repealed  when  defense  needs  are 
no  longer  as  imperative  as  they  are  to¬ 
day.  In  fact,  all  present  law  rates  re¬ 
main  on  the  statute  books,  and  the  elim¬ 
ination  of  the  defense  tax  can  be  accom¬ 
plished  quickly  and  simply  by  removing 
the  percentage  increases  and  the  rate 
adjustments  in  the  top  brackets. 

We  have  afforded  the  same  treatment 
to  all  taxpayers,  those  of  less  than  $5,000 
of  net  income  and  those  of  more  than 
$5,000  of  net  income;  but  in  the  process 
of  doing  so,  as  my  friend  from  New 
Jersey  pointed  out,  it  materialized  that 
in  certain  of  the  very  high  brackets  of 
personal  income  tax  we  would  be  taking 
more  than  they  made;  so  in  order  to  ap¬ 
ply  the  12%-percent  rule  across  the 
board  we  have  actually  in  this  bill  re¬ 
duced  the  surtax  bracket  rates  for  the 
people  in  those  high  brackets.  I  do  net 
mean  we  have  reduced  their  taxes;  we 
have  increased  their  taxes,  but  we  have 
not  increased  them  by  a  full  12  %  percent 
of  their  tax  under  present  surtax  rates. 

Is  there  anything  basically  wrong  in 
taxing  an  individual  by  applying  the 
same  rule,  the  same  yardstick  to  all  in¬ 
comes,  to  all  tax  liabilities?  The  man  on 
the  street  who  talks  to  you  when  you  go 
home  will  want  to  know  something  about 
how  you  have  increased  his  income  tax. 
You  can  ask  him;  “How  much  tax  did  you 
owe  last  year?”  “Oh,  I  paid  $200  tax 
in  1950.” 

Your  reply  would  be;  “We  have  in¬ 
creased  your  tax  by  just  the  same  per¬ 
centage  that  we  have  increased  the  indi¬ 
vidual  who  owed  $10,000  tax.  Each  one 
of  you  has  had  his  tax  bill  go  up  by 
12  %  percent.” 

We  do  not  take  very  much  credit  on 
our  side  for  this  idea.  In  our  committee 
we  work  in  a  nonpartisan  way.  We 
really  got  the  idea  from  a  Republican 
motion  that  was  made  earlier  in  the 


consideration  of  this  matter.  The  only 
reason  we  could  not  accept  the  Repub¬ 
lican  motion  was  that  it  provided  for  a 
10-percent  increase  in  the  tax  of  indi¬ 
viduals  across  the  board,  like  the  12  y2 
percent  in  the  bill,  but  that  would  only 
bring  in  about  $2,300,000,000.  We 
thought  we  needed  a  little  bit  more 
revenue  from  individuals  than  that,  so 
we  proposed  this  12  %  percent,  based 
upon  the  same  reasoning  as  the  10  per¬ 
cent,  and  this  will  bring  in  about  $2,- 
850,000,000  or  about  $550,000,000  more 
under  the  12y2  percent  than  under  the 
10  percent.  For  the  life  of  me,  I  cannot 
see  why  12%  percent  would  be  a  mon¬ 
strosity  or  make  the  bill  a  monstrosity, 
if  a  10-percent  increase  on  the  same  basis 
would  make  it  a  good  bill.  It  is  just  a 
question  of  degree.  Maybe  we  have  gone 
too  far  in  our  12%  percent  to  suit  some 
of  our  friends  on  the  committee,  but,  cer¬ 
tainly,  the  theory  of  it  is  the  same  as  the 
motion  which  they  made.  As  I  recall, 
most  of  them  voted  for  it. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Pennsylvania. 

Mr.  SIMPSON  of  Pennsylvania.  There 
were  two  distinctions  between  the  pro¬ 
posal  offered  from  our  side  for  a  10 -per¬ 
cent  across-the-board  increase  and  the 
12  %  percent  which  was  finally  adopted. 
In  the  first  place,  there  is  a  saving  under 
the  10  percent  to  the  American  tax¬ 
payers  of  the  low-income  group  and  of 
the  higher-income  groups  of  over  $500,- 
000,000.  A  large  part  of  that  is  a  sav¬ 
ing  to  the  extremely  low  income  group 
who  are  the  people  today  being  penal¬ 
ized  most  by  these  increases  in  taxes. 
For  that  reason,  and  as  one  of  the  two 
reasons,  I  say  that  the  Republican  pro¬ 
posal  for  a  10 -percent  across-the-board 
increase  was  a  substantially  better  and 
a  wiser  proposal  than  the  12%  percent 
that  is  in  the  bill. 

Mr.  MILLS.  The  gentleman  will 
agree  with  me  it  is  just  a  question  of 
degree? 

Mr.  SIMPSON  of  Pennsylvania.  Yes. 

Mr.  MILLS.  The  only  difference  be¬ 
tween  what  the  gentleman  says  and 
what  is  in  the  bill,  the  10  and  12  %,  is  a 
matter  of  degree. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Arkansas  has  expired. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  the  gentleman  10  additional  min¬ 
utes. 

Mr.  SIMPSON  of  Pennsylvania.  I 
agree  or  I  would  not  have  offered  the 
motion  that  the  principle  of  an  across- 
the-board  increase  is  fair  and  equitable. 
I  disagree  as  to  the  percentage.  I  also 
said,  and  I  want  to  make  this  very  clear, 
in  my  amendment  was  a  proviso  that  we 
follow  the  course  of  the  legislation  we 
adopted  in  1941  when  we  imposed  a  war 
tax  of  10  percent.  I  wanted  that  for¬ 
mula  followed.  It  is  not  followed  in  this 
proposal  here. 

Mr.  MILLS.  In  all  fairness,  I  want 
to  ask  the  gentleman  if  what  he  is  talk¬ 
ing  about  now  and  if  what  he  proposed 
in  the  committee  was  an  exact  dupli¬ 
cate  of  the  old  victory  tax? 

Mr.  SIMPSON  of  Pennsylvania.  It  is 
the  old  victory  tax  formula. 


Mr.  MILLS.  Then  this  bill  is  less  bur¬ 
densome  on  the  individuals  in  the  first 
bracket  under  the  12%  -percent  provi¬ 
sion,  and  I  will  explain  why.  The  old 
victory  tax  at  a  10  percent  rate  would  be 
more  severe  on  the  low-income  groups 
because  in  the  case  of  the  old  victory  tax, 
as  the  gentleman  knows,  allowance  was 
made  for  only  a  single  exemption  of  $624 
and  there  was  no  credit  for  dependents. 

Mr.  SIMPSON  of  Pennsylvania.  The 
gentleman  does  not  want  to  confuse  me, 
I  know. 

Mr.  MILLS.  I  thought  that  is  what 
the  gentleman  had  in  mind. 

Mr.  SIMPSON  of  Pennsylvania.  I  had 
forgotten  the  exact  designation.  This 
was  a  defense  tax. 

Mr.  MILLS.  In  any  event,  it  is  just 
the  difference  between  the  10  and  the 
12%  percent. 

Mr.  EEERHARTER.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Pennsylvania. 

Mr.  EBERHARTER.  May  I  call 
attention  to  this  fact:  If  the  increase 
under  the  12%  percent  in  a  man’s  tax 
under  the  present  law  amounts  to  $5,  the 
10  percent  would  amount  to  $4,  and  the 
same  thing  all  along  the  line.  .If  the 
gentleman  will  refer  to  page  7  and  eluci¬ 
date  on  that  a  little  bit  I  think  it  would 
help.  That  is  the  difference  between 
a  10-percent  and  12%-percent  increase 
across  the  board. 

Mr.  MILLS.  I  was  going  to  point  out 
to  the  Members  who  are  present  just 
what  the  dollars-and-cents  effect  of  this 
12  %  -percent  defense  tax  is  at  certain 
levels.  Let  us  take  a  single  person  with 
no  dependents  and  a  net  income  before 
exemption  of  $1,000.  Today  he  pays  $180 
in  taxes,  and  he  would  pay  an  additional 
defense  tax  of  $23,  or  less  than  50  cents 
a  week,  under  this  bill.  Now,  for  a  tax¬ 
payer  with  a  net  income  before  exemp¬ 
tion  of  $5,000  the  defense  tax  would 
amount  to  $118,  or  slightly  over  $2  more 
per  week.  That  does  not  seem  to  me  to 
be  actually  an  unbearable  burden  upon 
the  people  with  incomes  of  $5,000  or  less. 
Of  course,  it  would  be  fine  if  we  could 
find  revenue  and  write  a  tax  bill  that  did 
not  increase  their  burdens  at  all,  but  it 
was  impossible  for  us  to  do  it. 

The  tax  of  a  single  person  with  no 
dependents  with  net  income  of  $25,000 
would  increase  from  $9,796  to  $11,021,  or 
by  $1,225,  or  $23.55  per  week.  At  the 
$100,000  net-income  level  the  weekly  de¬ 
fense  contribution  would  amount  to 
about  $154. 

A  married  person  with  two  dependents 
would  be  called  to  make  a  defense  con¬ 
tribution  only  if  his  net  income  before 
exemptions  was  in  excess  of  $2,400,  since, 
in  contrast  with  the  victory  tax  of  the 
last  war,  the  defense  tax  is  paid  only  if 
an  individual  income  tax  would  be  due 
also  under  present  law.  A  married  per¬ 
son  with  two  dependents  with  a  net  in¬ 
come  of  $5,000  would  pay  only  $65  more 
than  under  present  law,  or  $1.25  per 
week.  At  the  $25,000  net-income  level 
the  defense  contribution  would  amount 
$784,  or  about  $15  a  week,  and  the  tax 
of  a  married  person  with  two  dependents 
with  net  income  before  exemptions  of 
$100,000  would  see  his  liability  increased 
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from  $51,912  to  $58,401,  or  by  $125  per 
week. 

Mr.  SIMPSON  of  Pennsylvania.  I  am 
sure  the  gentleman  knows  that  there 
are  many  individuals  in  the  country  that 
are  living  up  to  their  budget  limits  today. 

Mr.  MILLS.  That  is  true. 

Mr.  SIMPSON  of  Pennsylvania.  Fifty 
cents  or  $1  a  week  may  mean  the  differ¬ 
ence  between  necessaries  and  lack  of 
necessaries. 

Mr.  MILLS.  That  is  true. 

Mr.  SIMPSON  of  Pennsylvania.  So  to 
that  individual  and  from  his  standpoint, 
there  is  a  substantial  difference  between 
10  percent  and  12  ^  percent. 

Mr.  MILLS.  Well,  there  is  bound  to  be 
some  difference  or  there  would  not  be  a 
difference  of  $550,000,000  in  the  amount 
of  revenue  to  be  received.  But,  to  my 
theory,  either  the  gentleman’s  motion 
of  10  percent  or  the  motion  which  the 
committee  finally  agreed  to  of  12  V2  per¬ 
cent  is  a  fair  and  equitable  way  to  in¬ 
crease  the  tax  burdens.  Everybody  has 
had  his  tax  increased  by  the  same  per¬ 
centage. 

CAPITAL  GAINS 

In  line  with  the  increase-,  in  ordinary 
income-tax  rates.  House  bill  4473  pro¬ 
vides  for  a  12  y2  -percent  increase  in  the 
ceiling  rate  on  long-term  capital  gains. 
Under  present  law,  gains  from  the  sale 
or  exchange  of  capital  assets  held  for 
more  than  6  months  are  never  taxed  at  a 
rate  higher  than  25  percent  of  their  face 
amount.  This  rate  will  be  increased  to 
28.125  percent.  In  judging  this  increase 
in  the  ceiling  rate  on  long-term  capital 
gains,  it  should  not  be  forgotten  that 
the  Revenue  Act  of  1950,  which  provided 
for  the  first  round  of  increases  in  the  in¬ 
dividual  income-tax  rates,  did  not  raise 
the  ceiling  rate  on  long-term  capital 
gains.  While  before  Korea  the  alterna¬ 
tive  tax  effective  rate  was  50  percent 
higher  than  the  starting  rate  of  16.6 
percent  of  the  individual  income  tax,  it 
would  be  only  11  percent  higher  than 
the  starting  rate  of  22.5  percent  under 
the  committee  bill.  As  the  alternative 
rate  benefits  particularly  taxpayers  in 
the  higher  income  brackets,  the  com¬ 
mittee  felt  that  at  least  part  of  the  pre- 
Korean  differential  between  the  ordinary 
starting  rate  and  the  alternative  tax 
rate  should  be  restored.  This  would  be 
accomplished  by  raising  the  alternative 
rate  by  the  same  121/2  percent  by  which 
all  individual  income  tax  rates  are  being 
raised. 

TAX  ADJUSTMENT  FOR  HEAD  OF  A  HOUSEHOLD 

The  uniform  percentage  increase  in 
income  tax  represented  by  the  defense 
tax  increases  the  differences  in  the  tax 
liability  of  single  persons  and  of  married 
persons  caused  by  the  fact  that  married 
persons  are  allowed  to  split  their  income 
before  computing  their  tax.  A  single 
person  with  one  dependent  with  net  in¬ 
come  of  $25,000  pays  under  present  law 
$2,718  more  tax  than  a  married  couple 
with  no  dependents.  After  passage  of 
House  bill  4473,  the  difference  would  be 
increased  to  $3,057  or  12  y2  percent  since 
both  rates  would  be  increased  by  the 
same  percentage.  The  differential  in 
liabilities  between  single  persons  and 
married  persons  works  considerable 
hardship  particularly  in  cases  in  which  a 


taxpayer  loses  his  or  her  spouse.  The 
obligations  to  provide  for  the  children 
and  to  maintain  the  home  remain  the 
same  although  the  means  to  do  so  are 
often  drastically  curtailed. 

There  are  various  ways  by  which  the 
inequalities  of  the  present  tax  structure 
between  single  and  married  persons 
could  be  reduced.  The  method  provided 
in  House  bill  4473  would  extend  half  the 
benefits  of  income  splitting  to  single  per¬ 
sons  with  family  responsibilities.  This 
measure  would  actually  reduce  the  pres¬ 
ent  tax  liabilities  of  a  considerable  num¬ 
ber  of  taxpayers  and  lose  an  estimated 
$56,000,000  of  revenue,  but  I  believe  it  is 
a  revenue  loss  which  we  are  compelled  to 
accept  in  the  interest  of  equity. 

The  following  are  the  tax  advantages 
to  be  gained  by  a  taxpayer  who  qualifies 
as  head  of  household.  A  single  person 
with  one  dependent  not  eligible  for  the 
head  of  household  status  with  net  income 
of  $25,000  would  pay  $10,622  or  $1,530 
more  than  a  head  of  household  with  one 
dependent  whose  liability  would  amount 
to  $9,092  and  at  higher  income  levels 
the  difference  would  be  even  larger.  Be¬ 
cause  the  tax  advantages  are  important, 
it  is  imperative  to  limit  the  abuse  for 
purposes  of  tax  evasion  of  this  measure. 
Only  persons  who  are  not  married  and 
who  maintain  in  their  household  one  of 
their  children  or  descend  ents  or  any 
other  persons  recognized  as  dependents 
under  present  law  are  eligible  for  the 
head  of  household  status,  provided  that 
during  the  taxable  year  they  actually 
furnish  more  than  half  the  maintenance 
costs  of  the  household. 

Mr.  JONES  of  Missouri.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Missouri. 

Mr.  JONES  of  Missouri.  There  is  one 
thing  that  I  would  like  to  ask  that  is 
bothering  me  in  this  bill.  I  am  for  the 
increase  in  the  income  tax  as  the  gen¬ 
tleman  has  explained  so  well,  but  one 
thing  I  would  like  to  have  explained  to 
me,  and  that  is  why  the  committee,  in 
considering  excise  taxes,  increased  ex¬ 
cise  taxes  on  automobiles  and  on  trucks 
and  other  forms  of  transportation,  and 
I  understand  the  committee  did  consider 
a  tax  on  yachts  and  other  luxury  boats. 
Can  the  gentleman  explain  to  me  why 
that  tax  was  not  imposed? 

Mr.  MILLS.  On  yachts  and  boats? 

Mr.  JONES  of  Missouri.  Yes;  yachts 
and  luxury  boats. 

Mr.  MILLS.  My  recollection  as  to 
what  we  did  on  this  subject  escapes  me 
but  I  will  yield  to  my  friend  from  Penn¬ 
sylvania  if  he  has  the  answer  as  to  what 
the  committee  did. 

Mr.  EBERHARTER.  There  was  a  pro¬ 
posal  to  limit  the  amount  claimed  as 
a  loss  on  an  enterprise  operated  as  a 
hobby  and  not  primarily  for  profit. 

Mr.  MILLS.  It  is  a  question  whether 
it  is  a  business  expense  or  personal  ex¬ 
pense,  and  if  it  is  a  personal  expense  it 
was  not  deductible. 

Mr.  EBERHARTER.  That  is  right. 

Mr.  JONES  of  Missouri.  In  other 
words,  if  I  would  purchase  a  luxury 
yacht  I  would  not  pay  any  excise  tax 
on  it. 

Mr.  EBERHARTER.  I  thought  the 
gentleman  was  speaking  of  hobby  losses. 


Mr.  JONES  of  Missouri.  No;  I  am 
talking  about  a  boat.  In  other  words, 
some  people  like  to  travel  by  automobile, 
some  like  to  have  a  pleasure  car,  and 
some  people  down  on  the  river,  on  the 
Potomac,  would  like  to  have  a  yacht  or 
something  like  that.  I  think  that  is  a 
luxury.  Would  that  come  under  the  ex¬ 
cise  tax? 

Mr.  MILLS.  There  is  no  excise  tax 
on  the  yacht  to  which  the  gentleman 
refers.  There  is  no  excise  tax  on  an 
airplane  that  anybody  may  fly,  if  he 
owns  and  operates  an  airplane.  So  far 
as  I  know,  there  is  no  tax. 

Mr.  JONES  of  Missouri.  In  other 
words,  I  was  asking  if  the  committee 
considered  that. 

Mr.  MILLS.  Such  a  proposal  was  con¬ 
sidered,  but  it  was  contended  that  there 
would  be  administrative  difficulties  in 
determining  whether  a  boat  is  designed 
for  pleasure  or  for  commercial  purposes. 
I  think  as  far  as  the  tax  on  automo¬ 
biles  is  concerned,  that  the  committee 
was  quite  favorably  impressed  by  the 
argument  made  by  the  automobile  man¬ 
ufacturers,  the  dealers,  and  so  forth, 
that  an  increase  from  7  percent  to  20 
percent  on  automobiles  would  be  too 
much  of  a  burden  to  impose  upon  the 
consumer.  Actually,  we  have  raised  the 
tax  on  passenger  cars  from  7  to  10 
percent.  I  think  everybody  on  the 
committee  would  agree  with  me  that 
the  increase  was  arrived  at  in  a  spirit 
of  compromise.  It ‘was  a  three-point 
raise.  The  Treasury  had  recommended 
a  raise  from  7  to  20  percent,  a  13-point 
increase. 

Mr.  JONES  of  Missouri.  I  think  you 
were  wise  in  not  going  further. 

Mr.  MILLS.  I  thought  the  automo¬ 
bile  people  would  generally  be  satisfied 
with  the  treatment  the  committee  ac¬ 
corded  them. 

Mrs.  CHURCH.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentle¬ 
woman  from  Illinois. 

Mrs.  CHURCH.  I  apologize  to  the 
gentleman  for  breaking  into  his  good 
discussion  of  another  part  of  the  bill,  but 
since  excise  taxes  have  been  mentioned, 
I  simply  could  not  wait  to  ask  what  kind 
of  thinking  lay  back  of  the  invasion  of 
the  American  home  by  putting  an  ex¬ 
cise  tax  on  what  is  now  almost  a  ne¬ 
cessity,  certainly  the  dream  of  every 
woman,  a  washing  machine,  an  electric 
drier,  a  mangle.  At  a  time  when  our 
women  are  seeking  more  time  to  go  into 
defense  plants,  you  have  put  more  bur¬ 
dens  on  their  hands.  I  cannot  under¬ 
stand  why  such  a  wise  committee  would 
invade  the  American  home  in  this  fash¬ 
ion. 

Mr.  MILLS.  I  had  not  intended  to 
discuss  the  excise  taxes  at  all.  In  our 
list  of  electric  appliances  that  are  not 
now  being  taxed,  I  know  we  came  to  the 
electric-sewing  machine.  One  of  the 
ladies  who  appeared  as  a  witness  be¬ 
fore  our  committee  convinced  the  com¬ 
mittee  completely  that  there  should  be 
no  tax  on  sewing  machines.  It  is  my 
recollection  that  the  committee  declined 
to  impose  a  tax  on  washing  machines. 

Mr.  COOPER.  The  gentleman  is  cor¬ 
rect  on  that.  There  is  no  tax  on  wash¬ 
ing  machines. 
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Mrs.  CHURCH.  But  on  the  electric 
drier  and  the  electric  mangle  there  is 
a  new  excise  tax,  is  there  not,  according 
to  page  139? 

Mr.  MILLS.  The  majority  of  the 
committee  decided  that  the  tax  could 
be  justly  imposed  upon  a  mangle  and 
upon  this  electric-drying  machine,  since 
a  tax  was  already  imposed  on  electric 
flat  irons.  I  presume  they  are  all  neces¬ 
sities,  as  far  as  that  is  concerned.  I 
would  have  the  gentlewoman  realize 
completely  that  we  are  not  just  taxing 
those  things  today  that  are  luxuries. 
We  are  taxing  man/ things  that  are  ac¬ 
tually  essential.  I  think  an  automobile 
has  become  a  most  essential  item  to 
most  families  in  the  United  States.  Yet 
we  tax  it. 

Mrs.  CHURCH.  I  would  assure  the 
gentleman  I  am  perfectly  sure  that  the 
American  housewife  would  make  every 
sacrifice.  However,  I  think  it  is  going  to 
be  rather  hard  to  explain  to  her  why 
there  is  no  tax  on  a  yacht,  if  you  are 
sending  her  back  to  her  own  iron  and  the 
kitchen  sink. 

Mr.  MILLS.  Those  of  us  on  the  com¬ 
mittee  have  actually  had  no  experience 
with  yachts.  Most  of  us  come  from 
areas  where  they  do  not  have  yachts. 
We  are  just  not  accustomed  to  them. 
We  do  not  think  in  terms  of  them. 

Mr.  ARMSTRONG.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Missouri. 

Mr.  ARMSTRONG.  May  I  ask  the 
gentleman,  who  is  making  a  very  lucid 
explanation  of  the  income-tax  provi¬ 
sions,  if  I  am  interpreting  the  report 
correctly  on  page  12.  I  note  that  the 
total  amount  this  bill  would  raise  in  in¬ 
come  taxes  is  $2,847,000,000,  in  round 
figures. 

Mr.  MILLS.  That  is  in  a  full  year  of 
operation,  may  I  say  to  the  gentleman. 

Mr.  ARMSTRONG.  Of  that  amount, 
from  those  receiving  incomes  of  $1,000 
to  $5,000,  the  increase  would  be  $1,081,- 
000,000. 

Mr.  MILLS.  That  is  right. 

Mr.  ARMSTRONG.  That  tax  would 
be  taken  from  35,860,000  taxpayers. 

Mr.  MILLS.  The  gentleman  is  correct. 

Mr.  ARMSTRONG.  That  is  about  75 
percent  or  more,  and  perhaps  in  the  gen¬ 
tleman’s  district  and  in  mine  in  the 
neighboring  State  of  Missouri  it  would 
run  higher  than  80  percent.  I  am  won¬ 
dering  if  the  gentleman  would  have  us 
believe  that  it  would  be  impossible  to 
save  $1,081,000,000  out  of  this  present 
budget  and  thus  relieve  that  high  per¬ 
centage  of  taxpayers  of  this  increase? 

Mr.  MILLS.  That  is  not  the  position 
of  the  gentleman  who  is  addressing  the 
committee  at  all.  I  tried  to  point  out  in 
the  beginning  that  if  we  save  as  much  as 
$6,000,000,000  out  of  the  $71,000,000,000 
budget  submitted  by  the  President  in 
January  of  this  year  it  is  still  necessary 
to  have  some  $5,000,000,000  to  $7,000,- 
000,000  of  additional  revenue. 

So  if  we  take  that  out  it  will  be  nec¬ 
essary  for  us  perhaps  to  reduce  the  bud¬ 
get  by  seven  or  eight  billion  dollars.  I 
am  not  certain  as  to  the  figure,  but  at 
least  $7,000,000,000,  I  would  say,  under 
the  budget. 


Mr.  ARMSTRONG.  Certainly  the 
gentleman  must  be  aware,  as  well  as  all 
the  other  Members  of  this  body  and  the 
Members  of  the  other  body  who  make 
up  this  Congress,  since  this  session  of 
Congress  began,  and  I  would  mention 
specifically  the  senior  Senator  from  Vir¬ 
ginia  has  pointed  out  how  we  could  save 
$7,500,000,000  to  use  the  Senator’s  fig¬ 
ures  exactly,  which  would  be  more  than 
the  amount  asked  for  in  this  total  bill. 

Mr.  MILLS.  The  gentleman  from 
Missouri  understands  I  am  not  talking  in 
terms  of  what  the  Congress  could  do.  I 
am  talking  in  terms  of  what  the  Con¬ 
gress  probably  will  do  and  I  said  I 
thought  that  the  most  we  could  reason¬ 
ably  hope  to  reduce  the  President’s  budg¬ 
et  of  $71,600,000,000  would  be  around 
$6,000,000,000.  The  most  we  can  hope 
to  reduce  it,  that  is.  If  we  do  that— 
and  I  would  be  surprised  if  we  should — 
I  think  that  is  the  most  we  can  expect. 
If  we  do  that,  we  still  are  short  for  the 
fiscal  year  1952  by  about  the  amount 
represented  in  this  bill,  or  something  a 
little  bit  under  that. 

Mr.  ARMSTRONG.  I  hope  the  gen¬ 
tleman  will  allow  me  the  observation 
that  back  home  the  taxpayers  are  won¬ 
dering  when  we  are  going  to  come  up 
with  a  suggestion  that  should  have  come 
up  before  this  bill  was  presented  to  us. 

Mr.  MILLS.  I  do  not  suppose  the 
gentleman’s  people  are  any  different 
from  mine.  So  far  as  I  know,  there  is 
no  man  in  my  district — no  taxpayer  in 
my  district — who  does  not  want  the  Con¬ 
gress  to  do  all  that  it  can  and  do  all 
within  its  power,  without  regard  to  poli¬ 
tics  or  anything  else,  to  cut  out  wher¬ 
ever  anything  can  be  cut  out  in  this 
budget.  But  I  think  they  realize  that, 
even  if  you  reduce  the  budget  six  or  seven 
billions  of  dollars,  you  would  not  be  on  a 
pay-as-you-go  basis  without  some  in¬ 
crease  in  taxes.  That  is  the  position 
that  I  take,  and  I  was  referring  earlier 
to  a  speech  which  my  distinguished 
friend,  the  gentleman  from  New  York, 
made  on  the  floor  of  the  House  on  Sep¬ 
tember  22, 1950,  when  he  said  he  thought 
it  would  require  around  $10,000,or>0,000, 
and  the  gentleman  seems  to  have  been 
about  right. 

Mr.  REED  of  New  York.  That  is 
where  we  are  now. 

Mr.  MILLS.  Exactly.  I  am  just  say¬ 
ing  the  gentleman  appears  to  be  about 
correct  in  his  prediction. 

Mr.  McCORMACK.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  McCORMACK.  Will  the  gentle¬ 
man  state  what  percentage  of  appro¬ 
priations  is  connected  with  past  wars  or 
preparation  for  possible  wars  in  the  fu¬ 
ture? 

Mr.  MILLS.  I  believe  it  is  83  percent 
of  the  entire  Federal  budget. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  REED  of  New  York.  ■  I  said  it 
would  require  $10,000,000,009.  and  we 
have  raised  it  $10,000,000,000. 

Mr.  MILLS.  In  this  bill,  and  by  the 
excess-profits  tax,  yes,  and  we  appear  to 
be  over  about  a  billion  dollars. 


Mr.  REED  of  New  York.  So  I  was  cor¬ 
rect  about  it. 

Mr.  MILLS.  Yes,  sir.  You  said  after 
the  Revenue  Act  of  1950,  we  might  still 
need  $10,000,000,000.  Subsequent  to  that 
time  we  raised  $3,900,000,000  from  excess 
profits.  Now  we  are  proposing  about  $7,- 
200,000,000  here,  which  would  make  a 
little  bit  more  than  what  the  gentleman 
predicted.  Let  us  look  to  see  whether  or 
not  the  provisions  increasing  taxes  on 
corporations  makes  this  bill  a  monstros¬ 
ity,  as  has  been  charged  by  my  good 
friends. 

I  want  to  say  a  word  or  two  with  re¬ 
spect  to  the  changes  in  taxes  on  corpora¬ 
tion  and  to  the  structural  revisions  in  the 
tax  laws  made  by  the  bill. 

The  CHAIRMAN.  The  time  of  the 
gentleman'  from  Arkansas  has  expired. 

Mr.  COOPER.  Mr.  Chairman,  I  yield 
five  additional  minutes  to  the  gentleman. 

Mr.  MILLS.  Mr.  Chairman,  may  I  be 
advised  when  I  have  used  2  minutes,  be¬ 
cause  I  am  going  to  quit  shortly. 

CORPORATION  TAX  INCREASE 

Mr.  Chairman,  what  have  we  done 
with  corporations?  The  bill  properly 
allocates  a  fair  share  of  the  increased 
revenues  to  corporations.  Of  the  total 
yield  of  $7,200,000,000,  the  net  increase 
in  corporation  income  and  excess-profits 
taxes  will  account  for  $2,900,000,000.  As 
a  result  of  these  changes,  corporations 
will  still  be  contributing  proportionately 
less  to  total  tax  collections  than  they  did 
at  the  World  War  II  peak.  During  the 
years  1942  through  1945  corporation 
taxes  averaged  about  38  percent  of  total 
revenues;  even  after  giving  effect  to  the 
present  bill,  corporations  will  contribute 
only  about  33  percent  of  total  tax  col¬ 
lections. 

I  feel  that  the  extraordinary  increase 
in  corporation  profits  resulting  from  de¬ 
fense  expenditures  should  enable  them 
to  bear  a  major  share  of  the  increased 
demands  for  revenue  without  imposing 
any  hardships.  Corporation  profits  for 
1951  are  estimated  by  the  Joint  Commit¬ 
tee  on  Internal  Revenue  Taxation  at 
$43,000,000,000  and  may  even  exceed  this 
amount.  This  represents  an  increase  of 
more  than  50  percent  over  the  average 
postwar  profits  of  $31,300  000,000  and  is 
greatly  in  excess  of  the  previous  record 
level  of  $41,000,000,000  chalked  up  for 
1950. 

Of  the  estimated  increase  in  revenue 
of  $2,900,000,000  from  corporations, 
about  $2,100,000,000  will  come  from  the 
increase  in  the  corporation  rate  of  5  per¬ 
cent.  This  increase  will  be  applied  to 
the  normal  tax  rate  and  will  thereby 
raise  the  maximum  amount  of  revenue. 
Because  of  the  surtax  exemption  of  $25,- 
000  the  corporation  income  tax  rate  will 
continue  to  favor  small  business.  Under 
the  new  rate  schedule  corporations  earn¬ 
ing  $25,000  will  be  taxed  at  an  effective 
rate  of  30  percent  compared  with  a  rate 
of  41  percent  on  a  corporation  with  an 
income  of  $50,000  and  a  maximum  rate 
of  52  percent  which  will  not  be  reached 
until  incomes  are  well  over  $1,000,000. 

Rather  than  raise  the  entire  amount 
of  higher  taxes  on  corporations  from 
the  income  tax,  the  bill  allocates  an 
important  part  to  adjustments  in  the 
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excess  profits  tax.  This  will  be  accom¬ 
plished  by  reducing  the  excess  profits 
credit  from  35  percent  to  75  percent  of 
average  base  period  earnings  as  origi¬ 
nally  proposed  by  the  Treasury  Depart¬ 
ment.  This  is  equivalent  to  a  rate  in¬ 
crease  of  3  percent  for  most  corpora¬ 
tions  but  will  not  affect  those  whose 
current  earnings  are  less  than  75  per¬ 
cent  of  their  base  period  profits. 

The  committee  considered  the  possi¬ 
bility  of  applying  the  full  increase  to 
the  income  tax  rates.  However,  it  was 
felt  that  this  would  not  be  desirable 
since  it  would  bear  too  heavily  on  those 
corporations  with  substantial  reductions 
in  profits.  While  the  profit  situation  is 
such  that  relatively  few  corporations 
now  earn  as  little  as  75  percent  of  their 
base  period  profits,  some  may  be  in  this 
situation  either  because  of  raw-material 
shortages  or  because  of  difficulties  in¬ 
cident  to  conversion  to  defense  produc¬ 
tion.  Reliance  on  reduction  in  the  ex¬ 
cess  profits  credit  from  85  percent  to 
75  percent  for  part  of  the  revenue  in¬ 
crease  from  corporations  thus  relieves 
these  corporations  which  are  now  suf¬ 
fering  hardships  from  part  of  the  ad¬ 
ditional  tax  load.  It  was  considered 
desirable  nonetheless  to  increase  the 
normal  tax  rate  on  all  corporations  be¬ 
cause  we  are  asking  everybody  to  make 
an  additional  contribution  for  defense 
whether  or  not  their  incomes  have  risen. 

Another  reason  for  reducing  the  ex¬ 
cess-profits  credit  to  include  only  75  per¬ 
cent  of  base-period  earnings  is  that  it 
gives  fuller  recognition  to  the  fact  that 
base-period  earnings  were  very  high  due 
to  the  postwar  inflation  of  profits. 
Despite  the  fact  that  the  present  law 
provides  a  credit  of  only  85  percent,  it  is 
clear  from  corporation  reports  that  the 
excess-profits  credits  for  many  are 
highly  generous.  In  the  aggregate, 
profits  in  the  three  best  years  out  of  the 
four  in  the  base  period  averaged 
$30,600,000,000;  85  percent  of  this 

amounts  to  $26,000,000,000.  This  is 
higher  than  the  profits  before  taxes  in 
any  of  the  war  years.  It  is  well  to  note 
that  these  figures  understate  the  total 
of  all  the  credits  available  to  all  corpora¬ 
tions,  since  the  best  3  out  of  4  years  for 
each  individual  corporation  does  not 
necessarily  correspond  to  the  best  three 
out  of  four  for  the  aggregates. 

Finally,  a  reduction  in  the  excess- 
profits  credit  is  justified  because  the 
Excess  Profits  Tax  Act,  as  finally  en¬ 
acted  contains  numerous  relief  pro¬ 
visions  which  were  not  originally  in  the 
House  bill.  The  committee  will  reex¬ 
amine  these  provisions  as  soon  as  data 
become  available.  However,  it  is  clear 
that  they  reduce  the  revenues  which  the 
House  expected  to  collect  from  the  ex¬ 
cess-profits  tax.  The  reduction  in  the 
credit  to  75  percent  does  not  alter  the 
relief  provisions,  but  obtains  more  reve¬ 
nue  from  all  base-period-earnings  cor¬ 
porations.  If  the  relief  provisions  are 
justified  the  distribution  of  the  increased 
burden  resulting  from  the  reduction  in 
the  credit  is  also  justified. 

In  order  to  make  these  rate  increases 
fully  effective  a  corresponding  increase 
of  8  percentage  points  was  made  in  the 
maximum-ceiling  rate,  thereby  raising 


the  present  effective  ceiling  from  62  per¬ 
cent  to  70  percent.  The  necessity  of  this 
corresponding  change  in  ceiling  rate 
should  be  apparent.  If  the  present  ceil¬ 
ing  rate  of  62  percent  were  not  increased, 
corporations  now  subject  to  the  maxi¬ 
mum  rate  would  fail  to  pay  any  of  the 
rate  increases  incorporated  in  the  pres¬ 
ent  bill.  This  adjustment  in  ceiling  rate 
is  therefore  necessary  to  realize  the  full 
revenue  effect  of  the  proposed  rate  in¬ 
creases. 

One  of  the  results  of  the  revised  ceil¬ 
ing  rate  is  to  raise  the  level  of  income 
at  which  the  rate  limitation  becomes 
effective.  Under  the  present  law  corpo¬ 
rations  in  general  become  subject  to  the 
ceiling  rate  when  current  income  is  170 
percent  of  base-period  earnings.  Under 
the  proposed  change  the  ceiling  becomes 
operative  at  about  187.5  percent  of  base- 
period  earnings.  As  a  result,  excess  prof¬ 
its  will  be  more  effectively  taxed  than 
under  present  law.  They  will,  neverthe¬ 
less,  be  taxed  less  than  during  World 
War  II.  In  1942,  for  example,  the  ceil¬ 
ing  rate  was  reached  at  a  level  of  profits 
five  times  the  prewar  average.  Between 
1943  and  1845  the  comparable  level  was 
three  and  two-thirds  times  the  prewar 
level.  It  should  also  be  noted  that  the 
maximum  effective  tax  rate  payable  by 
corporations  between  1943  and  1945  was 
75.8  percent,  compared  with  the  newly 
proposed  ceiling  rate  of  70  percent. 

Despite  the  high  level  to  which  corpo¬ 
ration  rates  have  been  raised,  corpora¬ 
tions  with  defense  contracts  may  be  able 
to  realize  the  greatest  profits  in  their 
history  after  payment  of  these  taxes. 
This  is  because  profits  of  many  defense 
industries  will  rise  many  times  their  pre- 
Korean  levels  and  also  because  of  the 
advantages  of  accelerated  depreciation 
on  new  plant  equipment.  It  is  only  fair 
to  require  corporations  to  make  a  sub¬ 
stantial  contribution  to  the  revenues 
under  such  circumstances. 

The  bill  also  increases  the  capital- 
gains  rate  for  corporation  by  12 y2  per¬ 
cent,  as  in  the  case  of  individuals.  This 
will  raise  revenues  by  an  estimated 
$38,000,000. 

After  the  payment  of  all  taxes  being 
imposed  under  the  provisions  of  existing 
law  and  by  this  bill,  corporations  will 
have  more  than  twice  as  much  left  to 
them  on  which  to  operate  than  they  had 
in  any  year  during  World  War  II. 

Oh,  the  charge  has  been  made  by  some 
that  this  tax  bill  socializes  American 
business  because  of  the  imposition  of 
these  additional  taxes.  I  would  admit, 
as  readily  as  anyone,  that  you  have  the 
highest  incentive  when  you  have  no  tax 
burden.  Of  course,  as  you  increase  taxes 
you  reduce  some  of  the  incentive  on  the 
part  of  the  individual,  and  on  the  part 
of  corporate  business,  to  make  profits. 
But  we  are  faced  with  the  practical  sit¬ 
uation — how  much  additional  tax  can 
business  stand  and  not  be  injured  as  a 
result  of  the  tax?  And  how  little  can 
we  raise  without  injury  to  the  country? 

I  feel  as  sincerely  as  anyone  could 
possibly  feel  that  business  can  take  this 
additional  tax  and  yet  be  left  with  more 
profits  after  taxes  than  it  ever  had  in 
World  War  II.  It  can  still  continue  to 
produce  and  still  continue  to  supply 


America  with  those  things  which  are 
needed  both  here  and  on  the  Korean 
front. 

As  we  distribute  these  burdens  of  tax¬ 
ation,  I  am  sure  that  those  friends  of 
mine  in  American  business  would  not 
•  have  us  completely  overlook  their  ca¬ 
pacity,  ability,  and  desire  to  pay  taxes  in 
the  upkeep  of  the  Federal  Government. 

STRUCTURAL  REVISIONS 

As  in  the  case  of  the  Revenue  Act  of 
1950,  the  committee  has  continued  its  ef¬ 
forts  to  improve  compliance  and  enforce¬ 
ment  of  the  income-tax  laws  and  to  close 
loopholes.  The  technical  provisions  of 
the  tax  laws  are  numerous  and  the  job  of 
closing  loopholes  is  necessarily  a  slow 
one.  Nevertheless,  I  believe  that  the 
changes  made  last  year  and  those  that 
are  contained  in  this  bill  represent  real 
progress  in  this  area.  I  should  like  to 
call  attention  specifically  to  the  follow¬ 
ing  provisions:  the  extension  of  with¬ 
holding  to  dividends,  corporate  bond  in¬ 
terest,  and  royalties,  the  denial  of  mul¬ 
tiple  surtax  exemptions  and  excess- 
profits  credits  to  members  of  a  controlled 
group  of  corporations,  the  elimination  of 
the  two  for  one  offset  of  short-term  loss 
against  long-term  gain,  and  a  number  of 
other  technical  amendments  designed  to 
prevent  the  conversion  of  ordinary  in¬ 
come  into  capital  gains. 

WITHHOLDING  ON  DIVIDENDS,  INTEREST,  AND 
ROYALTIES 

In  his  statement  before  the  committee 
on  February  5,  1951,  the  Secretary  of  the 
Treasury  suggested  that  the  possibility 
of  extending  withholding  to  dividends 
and  interest  be  explored.  He  pointed  out 
that  “to  obtain  maximum  compliance 
requires  more  than  improvement  in  au¬ 
diting  procedures.  A  tax  system  which 
reaches  the  great  majority  of  income 
recipients  must  employ  mass  enforce¬ 
ment  methods  which  are  as  nearly  auto¬ 
matic  in  their  application  as  possible.” 
The  extension  of  withholding  under  H.  R. 
4473  will  be  a  substantial  contribution  in 
this  direction.  It  is  estimated  that  the 
amount  of  revenue  which  will  be  recov¬ 
ered  by  this  provision  will  be  $323,000,- 
000  in  a  full  year. 

As  Members  of  the  House  will  recall, 
the  House  adopted  a  provision  last  year 
which  was  designed  to  withhold  at  a 
10-percent  rate  on  dividends  only. 
Under  the  plan  corporations  would  have 
been  required  to  report  the  amount  of 
taxes  withheld  to  the  stockholders  at 
least  once  a  year.  Although  corpora¬ 
tions  would  have  been  allowed  to  report 
this  information  to  their  stockholders 
in  any  manner  suited  to  their  conven¬ 
ience  rather  than  on  a  prescribed  form, 
this  provision  was  considered  too  bur¬ 
densome  for  corporations.  In  addition, 
it  was  pointed  out  that  the  plan  would 
involve  collection  of  tax  from  tax-exempt 
corporations  and  would  thus,  in  effect, 
deny  them  the  use  of  funds  which  prop¬ 
erly  belong  to  them.  For  these  reasons, 
the  provision  was  eliminated  from  the 
Revenue  Act  of  1950  by  the  conferees. 

The  plan  incorporated  in  this  year’s 
Ways  and  Means  Committee  bill  pro¬ 
vides  for  withholding  at  a  20-percent 
rate  on  dividends,  corporate  bond  inter¬ 
est,  and  also  on  royalties.  Interest  on 
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savings  accounts  and  on  United  States 
Government  bonds  are  not  subject  to  the 
new  withholding  sytem.  The  mechanics 
of  the  system  have  been  worked  out  to 
keep  to  a  minimum  the  burden  of  com¬ 
pliance  on  the  part  of  those  paying  in¬ 
terest  and  dividends.  The  major  im¬ 
provement  is  that  in  the  case  of  divi¬ 
dends  and  interest,  the  withholding 
agent  will  not  be  required  to  keep  rec¬ 
ords  of  the  amounts  of  tax  withheld 
from  each  individual  or  to  submit  any 
statement  to  the  individual  at  the  end  of 
the  year.  In  practice,  withholding 
agents  will  not  be  required  to  do  any 
more  paper  work  than  they  do  today 
in  connection  with  their  usual  book¬ 
keeping  practices,  except  to  remit  the 
amounts  withheld  quarterly  to  the  Col¬ 
lector  of  Internal  Revenue. 

To  account  for  the  proper  amount  of 
dividends  and  interest  on  his  tax  re¬ 
turn,  the  taxpayer  would  merely  enter 
the  net  amounts  he  received  after  with¬ 
holding  and  then  add  one-quarter  to  the 
total  of  these  amounts  to  obtain  the 
gross  amounts  to  be  included  in  his  in¬ 
come  for  tax  purposes. 

The  problem  of  overwithholding  on 
religious,  charitable,  and  educational  or¬ 
ganizations  has  been  overcome  this  year 
by  a  special  provision  which  will  permit 
these  organizations  to  offset  currently 
the  amounts  withheld  from  dividends 
and  interest  against  the  amounts  with¬ 
held  from  employees.  In  those  rare 
instances  where  the  amount  withheld 
from  the  tax-exempt  organization  ex¬ 
ceeds  the  amount  owed  to  the  Gov¬ 
ernment,  the  excess  will  be  refunded 
promptly  at  the  end  of  each  quarter. 

The  committee  had  the  assistance  of 
the  staffs  of  the  Treasury  Department 
and  of  the  Joint  Committee  on  Internal 
Revenue  Taxation  in  working  out  these 
improvements  for  the  benefit  of  the 
withholding  agents  and  interest  and 
dividend  recipients.  As  is  customary, 
the  Chief  of  Staff  of  the  Joint  Committee 
on  Internal  Revenue  Taxation  held 
meetings  with  representatives  of  cor¬ 
porations  and  other  organizations  pay¬ 
ing  dividends  and  interest.  The  repre¬ 
sentatives  of  these  organizations  agreed 
that  the  withholding  plan  was  practical, 
would  involve  but  little  additional  cost 
to  them,  and  was  simpler  than  the  plan 
which  was  considered  by  the  Congress  in 
1950.  Representatives  of  the  universities 
were  also  consulted  and  they  confirmed 
the  opinions  of  the  staffs  that  the  off¬ 
set  system  which  was  designed  to  meet 
the  overwithholding  problem  in  their 
case  would  eliminate  the  hardship  that 
might  arise  if  they  were  required  to  wait 
until  the  end  of  the  year  for  refunds. 
It  was  on  the  basis  of  these  assurances 
and  the  fact  that  the  revenue  involved  is 
so  great  that  the  committee  adopted  the 
new  withholding  provision. 

CORPORATE  SPLIT-TIPS  TO  OBTAIN  MULTIPLE 
EXEMPTIONS  AND  CREDITS 

The  corporate  surtax  exemption  of 
$25,000  provided  in  the  Revenue  Act  of 
1950  and  the  allowance  of  a  minimum 
excess  profits  tax  credit  of  $25,000  pro¬ 
vides  a  strong  incentive  for  splitting  up 
corporations  to  gain  tax  advantages.  By 
incorporating  as  many  branches  of  a 
business  as  possible  some  taxpayers  are 


able  to  obtain  multiple  exemptions  and 
credits,  thus  minimizing  tax  liabilities. 

This  procedure  was  used  by  some  cor¬ 
porations  during  World  War  II,  even 
when  the  specific  excess  profits  exemp¬ 
tion  was  $10,000  as  against  the  present 
$25,000  minimum  credit.  The  Treasury 
litigated  some  of  these  cases  as  attempts 
to  evade  or  avoid  tax.  While  tax  con¬ 
siderations  had  clearly  entered  as  one 
element  into  the  corporate  manage¬ 
ment  decisions,  the  Tax  Court  held  that 
the  facts  did  not  show  the  principal 
purpose  was  tax  avoidance,  and  there¬ 
fore,  concluded  that  the  multiple  exemp¬ 
tions  could  not  be  denied.  In  one  of 
these  cases,  a  company  which  had  oper¬ 
ated  since  1928,  had  60  retail  shoe  stores, 
and  in  1944  split  up  22  of  these  into 
separate  corporations.  Subsequently, 
between  1945  and  1949,  27  additional  new 
corporations  were  organized,  thus  creat¬ 
ing  49  sets  of  credits  and  exemptions 
instead  of  one.  In  such  cases,  the  tax 
benefits  of  corporate  split-ups  may  run 
into  millions  of  dollars. 

The  tax  loss  inherent  in  the  multiple 
use  of  the  minimum  excess-profits  credit 
and  the  surtax  exemption  is  not  limited 
to  new  corporations  which  may  be  cre¬ 
ated  in  the  future  by  splitting  up  exist¬ 
ing  corporations.  Where  an  enterprise 
is  already  divided  into  several  corporate 
entities,  the  tax  loss  is  the  same  as  in 
the  case  of  the  newly  created  sub¬ 
sidiaries.  Moreover,  the  unwarranted 
use  of  multiple  surtax  credits  and  ex¬ 
cess-profits^  credits  is  as  undesirable  if 
two  or  more  corporations  are  owned  by 
the  same  stockholders  as  where  one  cor¬ 
poration  owns  the  stock  of  another. 

The  bill  deals  with  this  problem  by 
permitting  only  one  surtax  exemption 
and  only  one  minimum  excess-profits 
credit  to  a  group  of  affiliated  corpora¬ 
tions.  For  this  purpose  such  an  affiliated 
group  would  include  a  group  which  under 
existing  law  may  file  a  consolidated  re¬ 
turn.  It  would  also  include  two  or  more 
corporations  with  95  percent  of  the  stock 
of  each  owned  by  the  same  person  or 
persons.  In  the  determination  of 
whether  an  individual  owns  the  stock 
of  any  corporation  he  is  deemed  to  own 
the  stock  held  by  his  spouse  or  by  a 
corporation  owned  or  controlled  by  him. 
Other  technical  provisions  have  been 
added  to  avoid  intrafamily  split-ups. 

This  provision  is  essential  to  confine 
the  reduced  tax  burdens  under  the  cor¬ 
porate  income  and  excess-profits  taxes 
to  the  small  corporations,  for  whom 
they  were  specially  designed. 

OFFSET  OF  SHORT-  AND  LONG-TERM  CAPITAL 
GAINS  AND  LOSSES 

Section  305  of  House  Resolution  4473 
intends  to  close  a  loophole  which  bene¬ 
fits  mainly  speculators  in  securities  or 
commodities.  Under  present  law,  it  is 
possible  for  individual  taxpayers  to  make 
considerable  capital  gains  in  a  given  tax¬ 
able  year  and  actually  not  only  not  to 
pay  any  tax  thereon  but  carry  over  to 
other  taxable  years  a  fictitious  loss. 

The  mechanism  by  which  this  unde¬ 
sirable  result  is  being  achieved  is  known 
as  the  2  to  1  offset  of  short-term  cap¬ 
ital  losses  against  long-term  capital 
gains.  Since  long-term  capital  gains — 
which  are  profits  from  the  sale  of  assets 


held  more  than  6  months — are  added  to 
income  from  other  sources  at  half  their 
face  value  while  short-term  capital 
losses  are  deductible  at  the  full  amount, 
it  is  possible  for  a  person  to  offset  every 
$2  of  long-term  capital  gain  by  a  short¬ 
term  capital  loss  of  only  $1.  In  such 
a  case,  the  taxpayer  actually  realizes  a 
net  gain  of  $1,  but  does  not  pay  any  tax 
thereon.  By  properly  timing  his  opera¬ 
tions  a  speculator  can  make  large  actual 
gains  which  for  tax  purposes  are  treated 
as  losses  and  used  as  offsets  against  ordi¬ 
nary  income  from  other  sources  in  the 
current  and  future  taxable  years,  and 
as  offset  against  capital  gains  in  future 
years. 

An  example  will  indicate  the  extent 
to  which  present  law  permits  such 
abuses:  A  speculator  can  realize  net 
long-term  capital  gains  of  $6,000,000  and 
net  short-term  capital  losses  of  $4,0C0,- 
000,  leaving  him  a  net  profit  of  $2,000,- 
000.  Despite  this  large  profit  averaging 
about  $40,000  a  week,  the  income-tax 
return  under  present  law  would  show  a 
net  capital  loss  of  $1,000,000,  since  only 
half  of  the  long-term  capital  gain  or 
$3  000,000  is  taken  into  account.  This 
individual  not  only  can  escape  tax  com¬ 
pletely  on  his  $2,000,000  profit  but  can 
also  report  a  loss  of  $1,000,000  to  be  car¬ 
ried  forward  and  offset  against  capital 
gains  of  the  five  succeeding  years. 

H.  R.  4473  would  put  an  end  to  the 
creation  of  such  fictitious  losses  and  to 
the  avoidance  of  the  payment  of  tax  on 
profits  from  capital  gains.  Short-term 
capital  gains  will  heretofore  offset 
against  long-term  capital  gains  dollar 
for  dollar,  and  only  the  resulting  excess 
of  long-term  capital  gains,  if  any,  will 
be  reduced  by  50  percent  for  tax  pur¬ 
poses. 

OTHER  LOOPHOLE-CLOSING  PROVISIONS - SALE  OF 

INVENTORY  ITEMS  THROUGH  THE  USE  OF  COL¬ 
LAPSIBLE  CORPORATIONS 

The  Revenue  Act  of  1850  attempted  to 
close  the  loophole  resulting  from  the  use 
of  “collapsible  corporations”  to  convert 
ordinary  income  into  long-term  capital 
gains.  However,  recent  reports  of  the 
Bureau  of  Internal  Revenue  have  re¬ 
vealed  that  collapsible  corporations  may 
be  used  for  the  purpose  of  converting 
profits  from  sales  of  inventory  and  stock 
in  trade  into  capital  gains. 

Generally  the  use  of  a  collapsible  cor¬ 
poration  for  the  sale  of  merchandise  or 
similar  inventory  items  would  be  rela¬ 
tively  infrequent.  However,  in  any  pe¬ 
riod  during  which  there  are  large  price 
rises,  or  if  there  are  price  controls  that 
might  be  avoided  by  some  artificial  de¬ 
vice,  this  technique  to  convert  substan¬ 
tial  ordinary  income  into  capital  gains 
with  greatly  reduced  taxes  may  become 
fairly  frequent.  The  bill  contains  an 
amendment  which  will  prevent  the  use 
of  collapsible  corporations  for  this  pur¬ 
pose. 

DEALERS  IN  SECURITIES 

The  committee  has  been  informed 
that  dealers  may  shift  securities  from 
the  investment  to  the  inventory  ac¬ 
count,  or  vice  versa.  This  presents  the 
possibility  of  converting  what  would  be 
ordinary  gain  into  capital  gain.  In  ad¬ 
dition,  there  is  a  difficult  administrative 
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task  in  determining  in  which  portfolio 
the  securities  have  in  fact  been  held. 

It  is  recognized  that  dealers  in  secu¬ 
rities  may  actually  acquire  certain  se¬ 
curities  for  investment  purposes.  How¬ 
ever,  it  is  exceedingly  difficult  to  deter¬ 
mine  at  the  time  of  subsequent  sale 
whether  securities  have  actually  been 
acquired  for  investment  or  for  inven¬ 
tory  purposes.  Accordingly,  the  bill 
provides  that  dealers  must  clearly  ear¬ 
mark  the  securities  which  they  hold 
for  investment  purposes  and  must  not 
be  used  thereafter  for  sale  to  customers. 
Unless  these  terms  are  complied  with, 
the  gain  from  the  sale  of  these  securities 
will  be  treated  as  ordinary  income. 

SALE  OF  PROPERTY  TO  CONTROLLED  CORPORATIONS 

There  is  a  growing  practice  of  using 
controlled  corporations  for  tax  avoid¬ 
ance  purposes  by  selling  assets  to  such 
corporations  in  order  to  obtain  tax  bene¬ 
fits.  In  the  typical  case  a  stockholder — 
or  a  small  number  of  stockholders — con¬ 
trolling  and  owning  a  corporation,  de¬ 
sires  to  convert  ordinary  income  into 
long-term  capital  gain.  The  technique 
by  which  this  is  accomplished  is  through 
the  sale  of  depreciable  property  owned 
by  the  stockholders  to  the  corporation. 
The  bill  eliminates  this  loophole  by  pro¬ 
viding  that  any  depreciable  assets  sold 
by  stockholders  of  a  closely  held  corpo¬ 
ration  to  the  corporation  be  considered 
noncapital  assets  and  thus  that  any 
gains  from  such  sales  be  taxed  as  ordi¬ 
nary  gains. 

VENTURE  CAPITAL  COMPANIES 

Before  concluding,  I  should  like  to  call 
the  attention  of  the  House  to  a  provision 
in  the  bill  which,  I  believe,  will  be  ex¬ 
tremely  beneficial  to  the  economy  in  the 
long-run.  This  is  a  provision  which  will 
foster  the  growth  of  venture  capital  com¬ 
panies. 

Under  the  Internal  Revenue  Code  as 
now  written,  the  corporate  income  tax  is 
not  imposed  on  regulated  investment 
companies  which  distribute  currently  at 
least  SO  percent  of  their  income  exclu¬ 
sive  of  capital  gains.  One  of  the  other 
tests  which  investment  companies  must 
meet  to  qualify  for  this  treatment  is  that 
they  cannot  invest  more  than  50  percent 
of  their  assets  in  companies  in  which 
they  hold  more  than  10  percent  of  the 
value  of  the  voting  securities.  This  rule 
was  adopted  to  deny  the  special  benefits 
for  regulated  investment  companies  to 
the  usual  type  of  holding  company. 

Venture  capital  companies  are  invest¬ 
ment  companies  which  provide  capital 
for  other  companies  engaging  in  the  de¬ 
velopment  or  exploration  of  inventions, 
technical  improvements  and  new  proc¬ 
esses  or  products.  They  generally  pro¬ 
vide  most  of  the  capital  needed  to  finance 
the  venture  and  thus  cannot  comply  with 
the  10  percent  rule.  Since  venture  capi¬ 
tal  companies  promise  to  serve  as  an 
instrument  for  directing  an  increasing 
portion  of  the  current  savings  of  the 
country  into  the  small  innovating  ven¬ 
tures  which  are  so  important  for  long- 
run  economic  progress,  the  committee 
felt  that  it  was  desirable  to  amend  our 
income  tax  laws  so  as  to  allow  these  com¬ 
panies  the  benefit  of  the  provisions  for 
regulated  investment  companies.  This 


is  accomplished  by  waiving  in  certain 
cases  the  rule  that  not  more  than  50  per¬ 
cent  of  the  assets  of  the  investment  com¬ 
pany  may  be  placed  in  the  assets  of  com¬ 
panies  in  which  it  holds  more  than  10 
percent  of  the  voting  securities. 

To  qualify  for  this  exception,  the  in¬ 
vestment  company  must  obtain  a  cer¬ 
tification  from  the  Securities  Exchange 
Commission  that  it  is  engaged  princi¬ 
pally  in  the  financing  of  inventions  and 
new  technical  developments.  To  fore¬ 
stall  abuse  of  the  provision,  the  bill  im¬ 
poses  the  limitation  that  the  total  of 
securities  held  in  any  one  operating 
company  for  more  than  10  years  may 
not  amount  to  more  than  25  percent  of 
the  assets  of  the  investment  company. 

The  proposed  amendment  which  has 
been  discussed  with  representatives  of 
venture-capital  companies  will  make  a 
real  contribution  ■  to  their  development. 

I  have  confined  my  remarks  to  the 
major  provisions  of  the  tax  bill  which 
is  now  before  you.  I  believe  it  is  an 
equitable  tax  bill.  The  substantial  rev¬ 
enues  provided  by  this  bill  are  needed 
to  keep  the  Government  on  a  pay-as-we- 
go  basis.  I,  therefore,  urge  the  Members 
of  the  House  to  vote  for  its  enactment. 

Mr.  BONNER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  North  Carolina. 

Mr.  BONNER.  The  gentleman  has 
mentioned  a  subject  in  his  discussion 
that  is  difficult  for  me  to  answer  in  the 
mails  that  I  receive.  The  gentleman  has 
stated  that  if  the  cooperatives  were 
taxed  on  an  equal  basis  with  competitive 
business  it  would  only  return  $50,000,- 
000  additional  taxes.  Will  the  gentle¬ 
man  explain  to  me  why  any  competitive 
business  should  have  a  differential  in 
their  taxation?  It  is  a  hard  question 
for  me  to  answer. 

Mr.  MILLS.  I  want  to  correct  the 
gentleman’s  impression.  Perhaps  I  did 
say  that,  but  I  did  not  intend  to  say 
that  if  we  taxed  all  cooperatives  on  the 
same  basis  that  other  corporations  are 
taxed  there  would  be  only  about  $50,- 
000,000  additional  revenue. 

Mr.  BONNER.  I  mean  where  they 
are  competitive  to  each  other,  what  ex¬ 
cuse  is  there  for  not  having  equal  and 
fair  taxes?  It  is  growing  into  a  big 
business. 

Mr.  MILLS.  If  the  gentleman  could 
have  been  in  the  executive  sessions  of 
our  committee,  he  would  perhaps  heard 
more  discussion  on  this  subject  than  any 
other.  The  gentleman  from  New  York 
pointed  out  this  morning  his  reasons 
why  cooperatives  should  not  be  taxed. 
During  consideration  of  the  tax  bill  I 
offered  a  motion  in  the  committee  which 
would  have  increased  the  burdens  of 
taxation  on  some  of  those  cooperatives. 
Personally,  I  feel  that  a  farm  coopera¬ 
tive  is  a  highly  desirable  instrumentality. 
It  is  highly  essential  to  the  farmer,  and 
it  is  here  today  because  of  the  inability 
of  the  farmer  to  market  his  product,  and 
receive  the  price  he  should  for  it  in  other 
channels. 

Mr.  BONNER.  If  the  gentleman 
would  go  into  one  of  his  cooperative 
stores,  he  would  find  very  little  differ¬ 
ence  in  the  price  of  the  articles  for  sale. 
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Mr.  MILLS.  I  am  not  talking  about 
the  cooperative  store.  I  am  talking 
about  the  marketing  cooperative. 

Mr.  BONNER.  They  are  the  same 
thing. 

Mr.  MILLS.  Oh,  no,  they  are  not.  I 
disagree  with  the  gentleman.  It  is  the 
cooperative  store  that  the  gentleman’s 
constituents  complain  to  him  about,  is 
it  not? 

Mr.  BONNER.  That  is  correct. 

Mr.  MILLS.  That  is  the  situation 
with  my  friends  in  the  district  I  repre¬ 
sent.  That  is  what  they  complain 
about.  I  offered  an  amendment  in  the 
committee  which  would  have  increased 
the  tax  burden  on  that  type  of  operation. 
The  consumer  cooperative  is  not  exempt 
from  taxation  under  existing  law,  ex¬ 
cept  to  the  extent  it  refunds  the 
profits  made  to  its  consumers,  to  the  peo¬ 
ple  who  do  business  with  it — the  pa¬ 
trons  generally.  If  the  consumer  co¬ 
operative  retains  income  that  is  not  al¬ 
located  to  those  people  with  whom  it 
does  business,  that  is  taxed  under  exist¬ 
ing  law.  There  is  no  exemption  what¬ 
soever  in  the  tax  law  itself  for  the  con¬ 
sumer  cooperative,  except  in  the  case  of 
those  purchasing  supplies  and  equip¬ 
ment  for  the  use  of  farmers.  There  is 
exemption  in  section  101,  paragraph  12, 
for  what  we  refer  to  as  farm  marketing 
cooperatives  and  what  we  refer  to  as 
farm  purchasing  cooperatives.  Those 
two  types  of  associations  have  been  ex¬ 
empted,  one  of  them  since  1916  and  the 
other  since  1921,  from  any  taxation  on 
anything  retained  by  it.  The  gentleman 
understands  that  whatever  is  paid  out  to 
the  farmer,  supplementing  his  price  for 
his  commodity,  by  one  of  these  market¬ 
ing  cooperatives,  is  taxed  in  the  hands 
of  the  farmer,  if  the  farmer  makes  a 
profit  that  year.  Anything  that  is  paid 
out  to  the  farmer  which  affects  his  cost 
of  operation,  by  one  of  these  purchas¬ 
ing  cooperatives,  reduces  the  cost  of 
making  the  crop  to  the  farmer  and 
therefore  affects  his  income.  There  are 
only  about  6,000,  as  I  understand  it,  of 
those  farm  cooperatives  which  are  en¬ 
tirely  exempt  from  payment  of  income 
taxes  on  retained  reserves. 

Many,  many  cooperatives  all  through 
the  country  have  declined  to  take  the 
exemption  ^which  they  may  be  entitled 
to  otherwise;  they  would  prefer  to  pay 
a  tax  on  their  unallocated  reserve;  the 
amount  which  they  retain.  Because  of 
the  little  revenue  involved,  I  presume 
more  than  anything  else,  a  majority  of 
the  members  of  the  committee  without 
any  regard  whatsoever  to  political  party 
affiliation,  voted  against  putting  any¬ 
thing  in  this  bill  with  respect  to  chang¬ 
ing  the  tax  treatment  of  cooperatives. 
Had  my  motion  carried  I  would  have 
been  satisfied,  but  it  was  defeated. 

Mr.  DOUGHTON.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  North  Carolina. 

Mr.  DOUGHTON.  Is  it  not  a  fact, 
however,  that  some  members  of  the  com¬ 
mittee  felt  that  something  more  should 
be  done  about  this  subject  of  taxing  co¬ 
operative  organizations  than  was  done 
after  long  discussion?  We  just  did  not 
have  votes  enough  to  do  it. 
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Mr.  MILLS.  The  Chairman  is  abso¬ 
lutely  right;  it  was  a  question  of  each 
individual  having  his  own  views.  As  I 
remember,  we  never  came  nearer  than 
four  or  five  votes  of  carrying  any  mo¬ 
tion  with  respect  to  these  cooperatives. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  New  Yoi’k. 

Mr.  REED  of  New  York.  Was  it  not 
the  position  of  the  Treasury  that  the 
cooperative  store,  as  some  call  it,  that 
when  the  patrons  of  that  store,  a  mem¬ 
ber  of  the  cooperative,  dealt  with  it  and 
bought  his  goods  more  cheaply,  that  it 
was  not  income  to  the  member  of  the 
cooperative?  Is  that  right? 

Mr.  MILLS.  The  gentleman  from 
New  York  is  exactly  right,  and  I  think 
the  gentleman  from  New  York  will  agree 
with  me  when  I  say  that  the  proposals 
which  came  to  our  committee  from  our 
advisors  working  with  the  committee  ac¬ 
corded  different  treatment  as  between 
these  consumer  co-ops  and  farm  co-ops 
which  I  personally  considered  to  be  more 
favorable  to  the  consumer  co-ops.  Yet 
it  is  this  latter  type  of  organization  that 
the  gentleman  from  North  Carolina  [Mr. 
Bonner]  referred  to  a  moment  ago,  the 
very  type  of  organization  that  causes  the 
merchants  of  my  own  area  their  great¬ 
est  difficulty  and  arouses  the  most  ob¬ 
jection  on  their  part.  Does  the  gentle¬ 
man  agree  with  me? 

Mr.  COOPER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  shall  be  glad  to  yield 
to  the  gentleman  from  Tennessee. 

Mr.  COOPER.  I  am  sure  the  gentle¬ 
man  will  remember  that  in  the  bill  re¬ 
ported  by  the  Ways  and  Means  Com¬ 
mittee  and  passed  hy  the  House  last  year 
a  provision  was  included  that  would  have 
resulted  in  about  $20,000,000  additional 
revenue  from  the  cooperatives,  but  that 
it  was  taken  out  in  the  Senate. 

Mr.  MILLS.  Yes,  and  they  would  not 
in  the  conference  under  any  circum¬ 
stances  agree  to  it.  The  House  man¬ 
agers  at  the  conference  finally  had  to 
recede  from  their  position  and  accept 
the  amendment  which  had  been  adopted 
in  the  other  body.  We  werq  in  session 
for  several  hours  on  that  one  amend¬ 
ment. 

Mr.  BONNER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  North  Carolina. 

Mr.  BONNER.  I  want  to  make  my¬ 
self  perfectly  clear;  I  am  not  speaking 
of  the  cooperative  that  affords  a  mar¬ 
keting  program  or  an  assistance  pro¬ 
gram  under  any  condition,  but  I  am 
speaking  of  competitive  business  with 
merchants  and  manufacturers,  and  this 
thing  is  going  into  heavy  industry;  it 
is  going  into  insurance;  it  is  going  into 
all  businesses  of  that  kind,  and  certainly 
there  is  no  way  on  earth  that  the  Ways 
and  Means  Committee  can  justify  tax¬ 
ing  one  business  and  not  another. 

Mr.  MILLS.  I  have  already  suggested 
to  the  gentleman  that  I  offered  an 
amendment  in  the  committee  which  I 
think  the  gentleman  from  North  Caro¬ 
lina  would  agree  with. 


Mr.  BONNER.  I  have  outlined  the 
question  I  would  like  an  answer  to. 

Mr.  MILLS.  I  think  the  gentleman 
will  agree  that,  under  my  amendment, 
I  was  trying  to  do  something  about  this 
cooperative  enterprise  which  is  entering 
into  competition  with  the  merchant,  the 
hardware  dealer  and  other  tradesmen 
in  my  area  and  which  the  latter  feel  has 
a  tremendously  unfair  tax  advantage  at 
the  present  time.  I  was  thinking  in 
terms  of  the  psychological  effect.  I 
thought  maybe  the  people  in  my  area 
would  have  been  more  willing  to  assume 
greater  tax  burdens  had  we  allocated 
part  of  it  to  that  type  of  enterprise,  but  I 
was  very  zealous  in  my  own  thinking  to 
do  nothing  that  would  in  any  way  jeop¬ 
ardize  these  extremely  valuable  farm 
marketing  co-ops  which  I  think  are  high¬ 
ly  essential  to  the  agricultural  people  of 
the  United  States. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Arkansas  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  the  gentleman  one  addi¬ 
tional  minute  to  answer  this  question: 
Was  it  a  fact  that  the  Treasury,  as  I 
said  before,  claimed  that  this  was  not 
income? 

Mr.  MILLS.  Oh,  yes;  the  Treasury 
said  that  that  which  was  received  from 
one  of  these  co-ops  in  the  way  of  a  dis¬ 
tribution  as  a  patronage  refund  was  not 
income  to  the  recipient,  and  since  it  was 
not  income  it  could  not  be  reached  by 
any  action  of  the  committee  in  attempt¬ 
ing  to  tax  it  to  the  patron.  That  was 
brought  out  and  actually  that  position 
was  one  of  the  factors  that  kept  anything 
out  of  this  bill  on  cooperatives. 

Mr.  KERSTEN  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Wisconsin. 

Mr.  KERSTEN  of  Wisconsin.  A  very 
interesting  observation  was  made  a  short 
time  ago  in  answer  to  a  question  asked 
by  the  distinguished  majority  leader 
when  he  asked  what  part  of  the  burden 
pertained  to  past  wars  and  present  de¬ 
fense  necessities.  T  believe  the  gentle¬ 
man’s  answer  was  83  percent. 

Mr.  MILLS.  That  is  my  recollection. 

Mr.  KERSTEN  of  Wisconsin.  Does 
the  gentleman  know  how  much  pertains 
to  defense  needs,  present  and  future,  as 
compared  to  past  war  expenditures? 

Mr.  MILLS.  I  cannot  break  it  down. 
I  understand  there  are  four  factors  in 
this  83  percent.  First,  the  amount  of 
money  we  make  available  for  the  De¬ 
fense  Establishment,  interest  on  the 
public  debt,  veterans,  and  international 
financing,  foreign  loans,  grants,  and  all 
that.  I  understand  those  are  the  four 
things  that  make  up  83  percent  of  the 
budget.  , 

Mr.  WINSTEAD.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Mississippi. 

Mr.  WINSTEAD.  The  gentleman 
from  North  Carolina  pointed  out  cer¬ 
tain  tax  advantages  enjoyed  by  these 
cooperatives.  Some  think  they  should 
pay  taxes  like  a  partnership.  Will  the 
gentleman  take  the  time  to  explain  the 
difference  between  the  tax  imposed  upon 
these  cooperatives  and  the  tax  treat¬ 
ment  of  partnerships? 


Mr.  MILLS.  It  is  the  argument  of 
some  of  those  in  the  cooperative  move¬ 
ment  that  cooperatives  are  to  be  treated 
taxwise  just  as  any  partnership  now  is 
being  treated  because,  they  say,  in  fact 
they  are  a  partnership,  and  whatever  is 
made  by  a  cooperative  is  made  for  the  in¬ 
dividual  members  of  the  cooperative  in 
a  sort  of  joint  relationship.  I  take  a 
somewhat  different  position  with  respect 
to  these  cooperatives  that  open  up  a  place 
of  business  on  Main  Street  and  sell  to 
anybody  who  walks  in,  irrespective  of 
whether  he  is  a  member  or  not.  To  me 
the  Congress  never  intended,  when  it 
gave  birth  and  impetus  to  this  great  farm 
cooperative  movement,  to  include  that 
type  of  a  cooperative  in  this  sort  of  spe¬ 
cial  treatment.  It  is  that  type  of  coop¬ 
erative  to  which  the  gentleman  refers 
and  the  fact  it  does  not  pay  taxes  on  its 
entire  earnings  before  anything  is  dis¬ 
tributed  to  the  patrons  is  the  thing,  in  my 
opinion,  that  causes  most  of  the  com¬ 
plaint  that  exists  today  among  the  busi¬ 
ness  people. 

Mr.  WINSTEAD.  Would  there  be  a 
difference  if  it  sold  only  to  its  own  mem¬ 
bers  insofar  as  the  argument  goes  that 
it  should  be  treated  for  tax  purposes  as 
a  partnership? 

Mr.  MILLS.  There  would  be.  I  think 
there  would  be  a  difference  if  its  entire 
business  was  done  with  members  and 
only  members. 

Mr.  REED  of  New  York.  As  a  matter 
of  fact,  under  the  regulations  they  are 
supposed  to  segregate  those  who  are  not 
members  from  those  who  are  members 
and  to  tax  those  who  are  not  members 
on  the  amount  they  buy. 

Mr.  MILLS.  Is  that  true  of  a  con¬ 
sumer  cooperative? 

Mr.  REED  of  New  York.  Yes. 

Mr.  MILLS.  That  is  true  of  a  con¬ 
sumer  cooperative. 

Mr.  REED  of  New  York.  Yes. 

Mr.  MILLS.  I  appreciate  the  gentle¬ 
man’s  observation. 

Mr.  Chairman,  I  ask  unanimous  con¬ 
sent  to  revise  and  extend  my  remarks. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Arkansas? 

There  was  no  objection. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  California  [Mr. 
Phillips]. 

(Mr.  PHILLIPS  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks. ) 

Mr.  PHILLIPS.  Mr.  Chairman,  my 
opposition  to  additional  taxes  at  this 
time,  and  therefore  my  decision  to  vote 
to  recommit  the  bill  now  before  the 
House,  is  based  on  my  conviction  that 
other  things  should  come  first. 

If  new  and  heavier  Federal  taxes  are  to 
achieve  a  justifiable  purpose;  if  they  are 
to  be  a  part  of  a  pay-as-you-go  mobiliza¬ 
tion  of  our  strength;  if  they  are  to  help 
in  the  fight  against  inflation,  by  siphon¬ 
ing  off  consumer  buying  power;  then 
the  Government  itself  must  see  to  it 
that  Government  wastefulness  does  not 
defeat  these  legitimate  purposes.  We 
are  close  to  a  saturation  point.  Taxes 
from  present  sources  have  approached 
the  point  of  diminishing  returns.  New 
tax  sources  have  proved  almost  imoos- 
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sible  to  find.  Additional  tax  levies  will 
not  necessarily  bring  in  a  large  total 
revenue.  This  is  tax  experience. 

Administration  demands  for  heavily 
increased  taxation  is  based  on  a  fallacy. 
The  administration  appears  to  assume 
that  Government  spending  is  not  infla¬ 
tionary,  while  that  of  individual  citizens 
is  inflationary.  I  find  it  hard  to  believe 
that  the  President,  or  anyone  else  in  his 
administration,  can  fail  to  understand 
that  the  opposite  is  the  fact. 

Government  spending  is  directly  in¬ 
flationary.  Government  does  nothing  to 
create  wealth.  Government  spends. 
Non-Government  spending,  on  the  con¬ 
trary,  is  channeled  back  into  the  pro¬ 
duction,  for  the  most  part,  of  goods  and 
services  which  are  essential  to  economic, 
and  hence  to  military  strength. 

It  follows,  in  putting  first  things  first, 
that  a  sincere  effort  on  the  part  of  the 
administration  to  bring  about  economy 
in  its  own  operations,  and  to  enforce 
orthodox  credit  curbs,  which,  with  in¬ 
creased  production,  can  strike  at  the 
heart  of  inflation,  must  precede  the  im¬ 
position  of  additional  taxes. 

The  administration  continues  to  pur¬ 
sue  a  policy  of  inflationary  spending,  on 
an  increasing  scale.  This  is  evident  from 
a  few  budget  figures,  which  I  shall  give 
you  now,  as  examples  of  what  I  mean. 
I  have  had  an  opportunity,  as  a  member 
of  the  House  Committee  on  Appropria¬ 
tions,  to  study  these  figures. 

In  fiscal  year  1939,  the  Federal  Se¬ 
curity  Agency  spent  $758,536,061.  In 
fiscal  year  1947 — the  first  budget  request 
of  Mr.  Truman — it  spent  $928,077,000,  or 
a  percentage  increase  of  22.4  percent. 
For  fiscal  year  1952,  the  year  for  which 
we  are  now  appropriating,  the  agency 
asked  for  $2,154,483,011,  an  increase  in 
only  5  years  of  Mr.  Truman’s  adminis¬ 
tration,  and  postwar  years  at  that,  of 
132.1  percent. 

The  Department  of  Commerce  jumped 
in  the  same  three  fiscal  years  from  $239,- 
456,636  to  $368,556,000  and  in  the  last  5 
years  to  $761,918,904.  This  is  a  jump  of 
106. 7  percent  in  Mr.  Truman’s  peacetime 
administration. 

Using  percentages  alone,  in  the  past  5 
years,  the  Interior  Department  in¬ 
creased  its  budget  123.7  percent;  the 
housing  and  home  finance  agencies,  150.2 
percent;  the  General  Services  Admin¬ 
istration — adjusted  to  the  reorganiza¬ 
tion — 185.3  percent;  TVA,  88.8  percent; 
NLRB,  86.5  percent;  while  the  increase 
during  the  5  years  alone,  for  all  Gov¬ 
ernment  agencies,  was  82.2  percent. 

Let  me  call  your  attention  again  to 
the  fact  that  these  increases  are  all  post- 
World  War  II  increases,  and  that  the 
rate  has  been  accelerating.  So  great 
indeed  has  been  the  increase  in  Govern¬ 
ment  spending  for  civilian  payrolls 
alone*  that  today  the  total  is  at  an  an¬ 
nual  rate  of  $8,300,000,000.  This  is  equal 
to  the  rate  at  the  peak  of  World  War  II, 
when  Government  spending  reached  an 
all-time  high. 

I  stop  at  this  point,  Mr.  Chairman,  to 
admit  that  I  feel  in  a  mood  to  congratu¬ 
late  the  members  of  the  subcommittee 
on  the  independent  offices,  of  the  Com¬ 
mittee  on  Appropriation — wh’ch  I  admit 
includes  myself — for  the  evidences  of 


greater  than  the  average  economy  in 
those  agencies  of  government  for  whose 
budget  this  subcommittee,  is  responsible. 

Putting  the  agencies  on  a  comparable 
basis,  the  ones  for  which  we  are  respon¬ 
sible  spent  $10,571,039,000  in  fiscal  year 
1947.  This  was  an  increase  of  511.9 
percent  over  the  total  for  fiscal  year  1939, 
which  was  $1,727,588,720.  Since  we  have 
the  Atomic  Energy  Commission,  the 
Maritime  Commission,  the  Veterans’ 
Administration,  the  National  Advisory 
Committee  on  Aeronautics,  and  others 
directly  associated  with  the  war  efforts, 
this  is  not  too  surprising  an  increase  for 
the  war  years.  However,  please  note, 
Mr.  Chairman,  unlike  the  other  agen¬ 
cies,  the  percentage  for  the  last  5  years 
is  not  an  increase  but  a  decrease  of 
20.3  percent. 

Because  of  the  apparent  unwillingness 
of  the  administration  to  reduce  spend¬ 
ing,  even  in  peacetime,  and  its  weakness 
for  socialistic,  money-wasting  schemes, 
I  cannot  in  good  conscience  support  the 
tax  bill  now  before  us,  nor  any  increases 
in  taxes  upon  the  small  and  already 
hard-pressed  taxpayers  of  the  United 
States. 

If  Congress  and  the  administration 
will  unite  to  reduce  spending,  then  will 
be  the  time  to  consider  the  necessary 
steps  to  drain  off  the  consumers’  spend¬ 
ing  power  by  increased  taxes,  applying 
the  increased  revenues  to  the  immedi¬ 
ate  demands  of  war,  identified  carefully 
as  such,  and  to  payments  on  the  national 
debt. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Michigan  [Mr. 
Shafer], 

(Mr.  SHAFER  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

LET’S  HAVE  SOUND  FISCAL  POLICIES  AND 
ECONOMY  BEFORE  TAX  INCREASES 

Mr.  SHAFER.  Mr.  Chairman,  history 
records  that  James  Watt  received  the  in¬ 
spiration  which  he  translated  into  his 
invention  of  the  steam  engine  while 
watching  a  steaming  tea  kettle. 

I  respectfully  recommend  the  tea  ket¬ 
tle  to  the  President  of  the  United  States 
as  a  possible  source  of  timely  inspiration, 
instruction  and  edification. 

While  I  am  well  aware  of  the  aversion 
of  women  folks  to  such  husbandly  in¬ 
trusions,  I  suggest  that  Mr.  Truman  take 
a  little  time  off  from  more  imposing 
official  duties  ,and  that  he  forget  politics 
for  a  few  minutes,  and  pay  a  visit  to  the 
kitchen  of  the  Blair  House. 

I  suggest  that  the  President  there  de¬ 
vote  a  few  minutes  of  concentrated  at¬ 
tention  to  the  phenomenon  of  the  steam¬ 
ing  tea  kettle. 

Particularly  I  urge  him  to  weight  the 
two  alternative  methods  of  controlling 
the  steam  rolling  out  of  the  tea  kettle — 
on  the  one  hand,  the  method  of  holding 
down  the  tea  kettle  lid  and  plugging  the 
tea  kettle  spout,  and,  on  the  other  hand, 
the  method  of  turning  down  the  fire  un¬ 
der  the  tea  kettle. 

Then  I  respectfully  suggest  that  the 
President  of  the  United  States  return  to 
his  study — still  forgetting  politics  for  the 
moment — reflect  upon  the  possible  appli¬ 
cation  of  a  bit  of  tea  kettle  wisdom  to 
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the  problem  of  inflation  and  what  to  do 
about  it. 

The  matter  of  watching  the  tea  kettle 
should  be  easy  enough  for  the  President 
to  arrange.  The  matter  of  forgetting 
politics  even  for  a  few  minutes,  might 
take  a  bit  more  doing.  But  even  that 
should  not  be  impossible  if  Mr.  Truman 
will  take  seriously  his  own  statement,  in 
his  radio  address  last  Friday  evening, 
that  the  fight  against  inflation  “is  not 
a  partisan  fight,”  and  that  inflation,  it¬ 
self,  is  not  partisan. 

The  simple  truth,  which  is  beginning 
to  dawn  upon  a  growing  number  of 
Americans,  is  that  inflation  cannot  be 
prevented  or  controlled  merely  by  hold¬ 
ing  down  the  tea-kettle  lid  or  plugging 
the  spout.  This  discovery,  despite  Mr. 
Truman’s  insinuation  to  the  contrary, 
is  not  limited  to  members  of  the  Na¬ 
tional  Association  of  Manufacturers. 

Despite  the  inept  and  obvious  smear 
technique  employed  in  the  President’s 
radio  address,  it  is  not  the  so-called  lob¬ 
byists  or  the  “interests”  who  have  grave 
doubts  as  to  the  wisdom  or  efficacy  of 
trying  to  stop  the  tea  kettle  from  steam¬ 
ing  by  clamping  on  the  lid  and  driving 
a  cork  in  the  spout. 

Incidentally,  when  Mr.  Truman  pro¬ 
fessed  to  list  the  substitutes  for  price 
controls  advocated  by  these  terrible  lob¬ 
byists,  he  very  carefully  avoided  any  ref¬ 
erence  to  their  proposals  for  Govern¬ 
ment  economy  and  for  lessening  the 
flood  of  cheap  money.  He  very  care¬ 
fully  failed  to  mention  these  two  indis¬ 
pensable  devices  for  turning  down  the 
fire  under  the  tea  kettle. 

The  President  indulged  in  another 
familiar  line  of  deception  when  he 
charged  that  the  same  people  who  urge 
higher  taxes  as  a  means  of  controlling  in¬ 
flation  are — and  I  quote  his  words — “go¬ 
ing  around  urging  another  committee  of 
Congress  to  go  easy  in  raising  taxes  on 
corporate  profits.” 

The  fact  is,  of  course,  that  the  matter 
of  taxes  is  definitely  and  deeply  involved 
in  the  whole  problem  of  inflation.  But 
it  also  is  a  fact,  and  a  fact  which  the 
President  likewise  chose  to  .ignore,  that 
the  effectiveness  of  higher  taxes  as  a 
device  for  controlling  or  preventing  in¬ 
flation  depends  upon  whether  those 
higher  taxes  are  used  in  conjunction 
with — or  as  a  substitute  for — other  ne¬ 
cessary  methods  of  tux-ning  down  the  fire 
under  the  steaming  tea  kettle  of  the 
national  economy. 

The  $7,200,000,000  tax  bill  now  before 
this  House  must  be  appraised  in  rela- 
tion  to  the  total  problem  of  inflation 
and  inflation  controls.  It  must  also  be 
appraised  in  relation  to  the  administra¬ 
tion  failure  to  adopt  antiinflation  meas¬ 
ures  which  strike  at  causes  instead  of 
symptoms  alone.  It  must  be  appraised  in 
relation  to  the  President’s  insistence  that 
you  can  stop  the  tea  kettle  from  steam¬ 
ing  if  only  you  enact  enough  laws;  im¬ 
pose  enough  conti-ols;  invoke  enough 
penalties;  post  enough  pi-ice  ceilings; 
hire  enough  snoopers,  price  czars,  and 
OPS  lawyers — all  at  the  taxpayers’  ex¬ 
pense;  add  the  frightening  govern¬ 
mental  power  of  licensing  all  businesses 
and  the  corollary  power  to  revoke  li¬ 
censes  and  drive  Americans  out  of  busi- 
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ness,  and  create  and  expand  the  vast 
and  appalling  apparatus  of  regimenta¬ 
tion. 

This  tax  bill,  Mr.  Chairman,  must  be 
appraised,  not  by  itself  alone,  but  against 
this  background  of  a  blind  and  stupid 
economic  and  political  philosophy  which 
ignores  the  fact  that  the  only  possible 
result  of  these  methods,  like  the  pro¬ 
cedure  of  bottling  up  the  steam  in  a  tea 
kettle  while  leaving  the  fire  on  full  blast, 
will  be  a  disastrous  explosion  which 
could  wreck  not  only  our  economic  sys¬ 
tem  but  our  system  of  political  freedom 
as  well. 

So  far  as  I  am  concerned,  when  this 
tax  bill  is  so  appraised,  when  it  is  ap¬ 
praised  against  this  background,  it  leaves 
no  possible  choice  but  that  of  opposition. 

By  wa„  of  elaborating  the  reasons  for 
that  opposition,  I  point  out,  first  of  all, 
that  the  higher  taxes  represented  by 
this  bill,  when  taken  alone,  have  infla¬ 
tionary  effects. 

Higher  income  taxes,  imposed  on  the 
wage  earner,  bring  demands  for  higher 
wages — and  so  contribute  to  the  infla¬ 
tionary  pressures. 

Higher  corporate  tax  rates,  inevitably 
passed  on  to  the  consumer,  bring  de¬ 
mands  for  higher  prices — and  so  con¬ 
tribute  to  the  inflationary  pressures. 

Higher  corporate  taxes  and  higher 
taxes  on  dividends — despite  the  politi¬ 
cally  popular  appeal  of  “soaking  the 
rich” — actually  result  in  drying  up  the 
streams  of  investment  capital  which  are 
the  source  of  new  or  expanded  business 
operations.  This  drying  up  of  the 
streams  of  investment  capital,  in  turn, 
curtails  production  and  the  very  output 
of  goods  and  services  which  effectively 
limit  and  control  inflationary  forces. 

Excessive  taxation,  of  the  type  repre¬ 
sented  by  this  bill,  has  a  production¬ 
curbing  effect  which  is  obvious  even  to 
the  average  wage  earner.  It  produces 
the  taxpayers’  strike — the  unwillingness 
or  reluctance  of  the  worker  to  work  extra 
hours  or  days  when  he  realizes  that  the 
extra  earnings  will  put  him  in  a  higher 
income  tax  bracket  which  takes  part  or 
all  of  his  extra  earnings  away  from  him 
in  taxes. 

Higher  taxes,  taken  by  themselves, 
without  measures  which  turn  down  the 
fire  of  inflation,  actually  serve  to  feed 
that  fire. 

In  the  second  place,  higher  taxes, 
voted  ahead  of  and  without  regard  for 
every  possible  economy  in  Government, 
merely  confirm  the  tax  spenders  in  their 
spendthrift  ways  and  thereby  make  it 
easy  for  them  to  continue  their  reckless 
and  profligate  extravagance. 

For  these  wastrels  of  the  Nation’s  sub¬ 
stance,  higher  taxes  voted  prior  to  real 
economy  in  Government  are  merely  a 
welcome  assurance  that  “there’s  more 
where  that  came  from.” 

There  is  a  time  and  a  place  for  higher 
taxes — if  they  can  be  geared  to  a  genu¬ 
ine  pay-as-you-go  Government  program 
based  on  real  economy  and  sound  fiscal 
policies. 

But  that  time  and  place  are  related 
to,  and  dependent  upon,  economy  in 
Government  becoming  a  fact  and  not  a 
mere  Presidential  dare. 


There  is  a  third  important  point  bear¬ 
ing  on  the  relationship  of  taxes  to  other 
and  prior  efforts  to  combat  inflation  by 
turning  down  the  heat  under  the  tea¬ 
kettle. 

Higher  taxes  are  a  blow  to  thrift — to 
the  habit  of  current  saving  by  the  Amer¬ 
ican  taxpayer.  Higher  taxes  mean  less 
individual  saving — less  purchases  of  E 
bonds,  less  reinvestment  in  E  bonds  by 
citizens  whose  present  savings  bonds  are 
maturing. 

A  decrease  in  E  bond  purchases  will 
make  it  necessary  for  the  Government 
to  sell  more  bonds  to  commercial  banks 
which,  in  turn,  means  turning  loose  new 
floods  of  cheap  money.  And  these  new 
floods  of  cheap  money  will  have  the  ef¬ 
fect  of  further  depreciating  the  dollar 
and  of  lowering  the  value  of  E  bonds  as 
an  investment,  thus  adding  a  further 
discouragement  to  prospective  E  bond 
purchasers. 

It  is  a  vicious  circle,  a  dangerous  chain 
reaction.  And  higher  taxes  can  be  the 
very  factor  which  touches  off  that  chain 
reaction. 

There  is  one  other  aspect  of  this  in¬ 
flation  and  tax  increase  picture  which 
bears  particular  emphasis.  One  group 
of  our  fellow  citizens,  above  all,  is 
caught  in  this  disastrous  economic 
pinchers. 

I  refer,  of  course,  to  those  persons  re¬ 
lying  on  fixed  incomes  for  their  subsist¬ 
ence  level  of  economic  existence. 

Included  in  this  category  are  those 
persons  entirely  dependent  upon  pen¬ 
sions,  annuities,  life-insurance  benefits, 
dividend  payments,  and  various  types  of 
savings,  including  bank  accounts  and 
savings  bond  investments. 

Because  of  its  direct  bearing  on  this 
group  of  Americans  and  their  present 
plight  I  call  attention  to  a  fact  recently 
cited  by  Dr.  Walter  E.  Spahr,  professor 
of  economics  of  New  York  University. 
Dr.  Spahr  said: 

The  total  loss,  because  of  a  depreciated 
dollar,  on  the  average  value  of  life-in¬ 
surance  policies,  time  deposits  in  banks,  and 
E,  F,  and  G  savings  bonds  for  the  years 
1941-50,  in  1950  dollars  as  compared  with 
1941  dollars,  amounted  to  $116,565,524,000. 
This  huge  loss,  lightly  regarded  because  so 
poorly  understood,  stands  in  sharp  contrast 
to  the  officially  estimated  total  loss  of  $1,- 
901,000,000  by  depositors  in  suspended  banks 
during  the  years  1921-1933.  Regarding  the 
latter  loss,  extending  over  13  years,  and 
which  is  only  one-sixty-first  of  that  over  10 
years  on  the  three  items  mentioned,  we  still 
write  and  speak  with  emotion  for  the  rea¬ 
son,  apparently,  that  the  meaning  of  that 
loss  was  brought  home  to  us  in  a  manner  we 
could  understand.  But  regarding  a  loss 
more  than  61  times  greater,  on  only  the  3 
items  specified,  we  offer  in  general  little 
more  than  platitudinous  observations  that 
reveal  our  small  understanding  of  the  dev¬ 
astating  effects  of  a  depreciating  currency. 

And,  as  Dr.  Spahr  goes  on  to  point  out, 
the  factor  of  irredeemability  of  the  cur¬ 
rency,  which  has  its  roots  in  the  repudi¬ 
ation  of  the  gold  standard,  “is  the  most 
potent  of  all  forces  known  as  causes  of 
a  depreciating  currency.” 

The  supreme  irony  of  the  situation 
which  is  now  proposed  to  further  aggra¬ 
vate  by  higher  taxes,  and  by  continued 
attention  to  the  symptoms  rather  than 


the  causes  of  inflation,  is  that  this  situa¬ 
tion  is  the  product  of  the  policies  of  New 
Deal  and  Fair  Deal  administrations 
which  have  long  made  loud  professions 
of  concern  for  the  so-called  social  se¬ 
curity,  and  for  freedom  from  fear  and 
want. 

Social  security  today  has  become 
ashes  in  the  mouths  of  America’s  pen¬ 
sioners  and  others  dependent  upon  fixed 
incomes. 

Mr.  Chairman,  all  of  these  interrelated 
problems  of  taxes,  prices,  and  inflation 
offer  immense  opportunities  for  political 
exploitation,  for  demagoguery,  for 
quackery,  and  sure-cure  promises,  and 
for  demands  for  vast  new  authority  for 
a  power-hungry  executive  department. 

The  administration  isn’t  missing  any 
chances  of  expoliting  these  opportni- 
ties. 

The  legend  is  that  when  James  Watt 
sat  for  a  long  time  watching  the  steam¬ 
ing  tea  kettle,  his  aunt  reproved  him  for 
his  idleness  and  urged  him  to  engage 
instead  in  some  useful  activity. 

It  is  not  the  first  time — nor  the  last 
time — that  activity  has  been  mistakenly 
urged  as  a  preferable  substitute  for  care¬ 
ful  and  sober  thought. 

Perhaps  this  is  another  lesson  which 
the  administration  could  learn  from 
James  Watt  and  his  aunt’s  tea  kettle. 

Earnest,  searching  thought  regarding 
the  complex  and  critical  problems  of  our 
economy  will  contribute  much  more,  in 
the  long  run,  toward  solution  of  those 
problems  than  the  politically  inspired, 
hurry-up  activity  which  seeks  the  an¬ 
swers  in  new  Government  bureaus  and 
job  holders,  more  directives,  and  more 
and  more  use  of  administrative  powers 
directed  against  the  long-suffering 
American  citizen. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  25  minutes  to  the  gentleman 
from  Ohio  [Mr.  Jenkins]. 

Mr.  JENKINS.  Mr.  Chairman,  I  think 
it  can  be  safely  said  that  up  to  this  time 
this  debate  has  been  very  lucid  and  illu¬ 
minating  and  very  fair.  Taxation  is  a 
very  complicated  and  intricate  subject, 
and  nobody  is  safe  to  assume  that  he 
knows  all  about  it.  Taxation  is  almost 
a  science.  Taxation  must  be  just  and  it 
must  be  general  in  its  application  so  that 
no  person  or  group  is  favored,  and  con¬ 
sideration  should  be  given  to  ability  to 
pay. 

Mr.  Chairman,  in  the  consideration  of 
this  tax  bill  there  is  not  very  much  new 
about  it.  There  are  no  new  tax  prin¬ 
ciples  involved  except,  I  might  say,  two. 
There  are  two  principles  that  are  some¬ 
what  new  to  personal  income  taxes  and 
corporate  income  taxes.  One  of  them  is 
withholding  of  dividends  and  interest, 
and  I  shall  discuss  that  later.  Another 
new  principle,  I  presume,  that  would  be 
new,  and  that  is  going  to  be  very  experi¬ 
mental,  is  the  provision  which  seeks  to 
tax  gambling.  Up  to  this  time  we  have 
taxed  about  everything  else,  but  we  have 
never  taxed  gambling  from  a  national 
standpoint.  In  this  bill  we  do  not  seek 
to  tax  the  gambling  game  as  it  pro¬ 
gresses,  but  we  take  the  position  that  we 
tax  the  promoter  as  we  would  tax  an 
occupation.  Personally,  I  hope  the  ex- 
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periment  is  successful,  and  I  think  it  can 
be  successful  if  those  who  administer 
this  law  will  carry  on  with  vigor  and  with 
real  earnestness.  It  was  unfortunate 
that  the  House  and  the  Senate,  through 
investigations,  were  compelled  to  expose 
this  terrible  business.  The  American 
people  approve  what  these -investigating 
committees  have  done,  but  if  the  district 
attorneys  and  the  prosecuting  attorneys 
and  the  law-enforcement  agencies  of  the 
country  had  done  their  part  it  would  not 
have  been  necessary  for  these  groups  to 
act. 

Several  of  the  Members  who  have 
spoken  today  have  said  this.  They  said 
it  with  some  little  pride,  I  thought.  They 
said  that  this  is  the  biggest  tax  bill  ever 
introduced  and  considered  in  any  Con¬ 
gress.  You  know,  that  kind  of  terrifies 
me  to  think  that  this  is  the  biggest  tax 
bill  that  ever  has  been  introduced  in  any 
Congress,  and  it  is  coming  on  so  soon 
after  two  other  big  tax  bills  that  were 
recently  passed,  one  last  year  producing 
more  than  $6,000,000,000,  I  think,  and 
another  this  year  producing  more  than 
$3,000,000,000,  making  altogether  about 
$10,000,000,000.  Then  this  one  comes 
along,  providing  for  something  over 
$7,000,000,000.  You  know,  my  friends, 
I  dare  say  everybody  here  is  old  enough 
to  remember  v/hen  the  first  income-tax 
bill  was  passed.  It  has  only  been  a  few 
years  ago.  George  Washington  did  not 
know  anything  about  an  income-tax  bill, 
and  neither  did  Abraham  Lincoln  and 
neither  did  William  McKinley. 

As  you  well  know,  when  the  Govern¬ 
ment  was  set  up  nobody  ever  thought 
about  an  income  tax  on  coporations  or 
on  private  individuals.  Well  I  wonder 
how  in  the  world  the  Government  ex¬ 
isted  up  to  that  time.  Originally  taxes 
were  levied  on  ability  to  pay  or  rather 
taxes  were  levied  on  property.  In  some 
States  only  property  owners  had  the 
right  to  vote.  The  complexity  of  busi¬ 
ness  brought  on  new  tax  theories  that 
were  more  liberal  and  more  just. 

Now  just  think  of  the  millions  and  mil¬ 
lions  and  billions  that  are  taken  in  by 
the  Government  by  way  of  income  taxes. 
The  first  income  tax  law  was  passed 
after  the  Constitution  was  amended  in 
1913.  We  had  to  amend  the  Constitu¬ 
tion  to  have  a  right  to  levy  an  income 
tax.  We  had  to  go  through  that  great 
and  profound  formality  of  passing  an 
amendment  to  the  Constitution.  Well, 
after  we  amended  the  Constitution,  Con¬ 
gress  soon  came  forward  with  an  income- 
tax  law.  It  was  very  mild  as  compared 
to  what  the  law  is  today.  Do  you  know 
what  personal  exemptions  were  then? 
The  exemption  then  for  a  single  man  was 
$3,000  and  for  a  married  man  was  $3,- 
500  and  the  rate  of  taxation  was  only 
about,  I  think,  6  percent.  In  those  days 
$3,500  was  considered  to  be  a  princely 
salary  or  income.  That  was  about  as 
high  as  they  dared  to  go  for  several 
years.  They  carried  that  high  exemp¬ 
tion  and  that  low  rate  for  several  years, 
but  now  just  think  of  it.  In  this  bill  the 
corporations  are  up  against  an  82-per- 
cent  tax  limit  and  the  individuals  are  up 
against  a  90-percent  tax  limit. 

Who  is  it  that  wants  to  start  out  in 
tusiness  as  a  corporate  entity  when  he 


only  has  about  an  18-percent  margin  to 
operate  on  if  he  becomes  highly  success¬ 
ful?  What  individual  wants  to  figure  on 
making  a  big  income  if  he  knows  he  is 
going  to  be  taxed  90  percent  on  the  dol¬ 
lar  on  what  he  earns?  There  is  no  ques¬ 
tion  that  we  have  gone  about  our  limit 
in  the  field  of  income  taxes. 

Mr.  Chairman,  the  fact  that  this  is 
the  biggest  tax  bill  in  history  carries  tre¬ 
mendous  implications.  It  means  that 
we  have  about  reached  our  limit.  In  the 
early  days  the  Government’s  principal 
income  came  from  tariffs,  rents,  and  sale 
of  Government  lands  and  from  the  tax 
on  liquor  and  tobacco.  The  cost  of  Gov¬ 
ernment  was  held  down.  When  Roose¬ 
velt  was  first  elected  the  total  cost  of 
Government  was  more  than  a  billion 
dollars  a  year  less  than  the  interest  on 
the  public  debt  is  now. 

Harry  Hopkins  made  himself  immor¬ 
tal  when  he  announced  the  formula 
that  the  Roosevelt  administration  would 
follow  which  was  “tax,  tax,  tax,  spend, 
spend,  and  elect,  elect,  elect.”  While  he 
made  himself  immortal  he  made  himself 
eternally  ignoble,  for  this  policy  has  all 
but  ruined  our  great  country. 

Mr.  Chairman,  while  our  committee 
was  laboring  so  hard  and  faithfully*  on 
this  bill  I  got  what  I  felt  was  a  profound 
conviction;  that  conviction  was  that  this 
tremendously  big  bill  might  be  the  limit 
beyond  which  we  could  not  safely  go. 
When  you  go  up  to  90  percent  on  indi¬ 
viduals  how  much  farther  have  you  got 
to  go?  When  you  go  up  to  82  percent 
on  corporations  how  much  further  have, 
you  got  to  go? 

In  contemplating  this  situation  I  got 
scared.  So  I  talked  with  a  man  who, 
I  think,  knows  more  about  taxation  than 
anybody  in  the  United  States.  I  said 
to  him,  “I  am  worried  about  this  big 
tax  bill.  I  am  afraid  this  may  be  the 
last  one.  What  are  we  going  to  do  if 
we  are  called  upon  to  pass  another  such 
bill  along  the  same  lines?” 

This  man  has  been  for  years  closely 
identified  with  all  the  tax  bills  that  Con¬ 
gress  has  passed.  Do  you  know  what 
he  told  me?  He  practically  agreed 
with  me.  He  said,  in  effect,  that  he 
thought  that  we  have  gone  about  as 
far  as  we  can  along  the  present  lines, 
and  he  further  said,  in  effect,  that  we 
will  inevitably  be  driven  to  levy  a  straight 
national  sales  tax  on  everybody  and 
everything. 

Mr.  Chairman,  let  me  say  in  all  seri¬ 
ousness  that  if  we  have  come  to  a  na¬ 
tional  sales  tax  on  everybody  and  every¬ 
thing,  we  have  come  to  that  place  that 
would  bring  rejoicing  to  the  Socialists 
and  Communists  of  the  world.  When 
the  Government  controls  everything 
that  our  people  spend  individually,  then 
the  Government  controls  everything 
and  everybody.  Up  to  this  time  we  have 
been  trying  to  permit  our  people  to  con¬ 
trol  what  they  have  earned  and  what 
they  spend.  When  the  Government 
controls  by  taxes  what  a  person  spends, 
it  will  tell  him  what  he  can  buy  and 
what  he  cannot  buy. 

Mr.  Chairman,  there  is  a  school  of  tax 
philosophers  who  believe  that  the  Gov¬ 
ernment  should  control  all  spending. 
Some  of  these,  I  am  advised,  are  pretty 
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close  to  the  White  House.  My  colleagues, 
you  may  be  in  favor  of  this  kind  of  a 
program,  but  listen  to  me.  Whenever 
we  levy  a  tax  on  spending,  and  expect 
to  finance  the  National  Government  on 
a  national  sales  tax,  then  who  is  going 
to  pay  the  most,  who  is  going  to  carry 
the  burden?  Inevitably,  the  man  who 
spends  the  greatest  part  of  his  income, 
that  is,  the  poor  man,  the  workingman 
with  a  family.  He  is  the  man  that 
spends  the  greatest  part  of  his  income, 
and  he  will  be  the  man  that  will  have 
to  carry  the  load. 

Mr.  Chairman,  that  kind  of  a  tax  is 
not  consonant  with  democracy  or  with 
republicanism  that  has  made  us  the 
greatest  country  in  the  world.  We  would 
find  ourselves  in  a  position  where  the 
Government  would  tell  us  what  to  do 
instead  of  our  telling  the  Government 
what  to  do. 

We  have  been  proud  in  our  preach¬ 
ments  when  we  say  that  the  people  rule, 
the  people  control,  the  people  control  the 
Government,  but  whenever  the  Govern¬ 
ment  comes  along  with  the  heavy  hand 
of  taxation  and  makes  all  its  expenses 
out  of  what  people  spend,  then  I  tell  you 
we  have  turned  it  around.  If  and  when 
we  come  to  having  a  general  sales  tax 
as  the  complete  method  of  getting  all  our 
governmental  expense  money  then  we 
will  be  taxing  the  man  of  small  means 
with  a  large  family  much  more  propor¬ 
tionately  than  anyone  else  because  he 
spends  a  larger  percentage  of  his  earn¬ 
ings  than  anyone  else.  He  spends  all  his 
earnings  and  therefor  is  taxed  on  all  he 
earns. 

Mr.  CUNNINGHAM.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  JENKINS.  I  yield  to  the  gentle¬ 
man  from  Iowa. 

Mr.  CUNNINGHAM.  Is  it  not  true 
that  the  excise  taxes  provided  for  in  this 
bill  as  well  as  previous  excise  taxes  are 
in  fact  sales  taxes?  Is  there  any  dif¬ 
ference  between  an  excise  tax  and  a 
sales  tax?  Is  it  not  added  to  the  price 
of  the  product? 

Mr.  JENKINS.  Practically,  that  is 
right. 

Mr.  CUNNINGHAM.  And  is  it  fair  to 
have  such  a  tremendous  sales  tax  on 
certain  products  and  none  on  others? 

Mr.  JENKINS.  That  is  a  great  prob¬ 
lem  in  taxation.  I  know  the  gentleman 
has  thought  it  out,  and  I  have  thought  it 
out,  too.  But  whenever  you  put  an 
excise  tax  on  commodities  it  is  a  hard 
thing  to  say  what  to  tax  and  what  not 
to  tax,  where  to  start  and  where  to  end. 
You  just  could  not  do  it  completely 
equitably,  because  what  might  be  an 
exorbitant  sales  tax  to  one  individual,  or 
an  exorbitant  excise  tax,  would  not  be  so 
to  somebody  else. 

Mr.  CUNNINGHAM.  I  am  confused 
about  the  tax  on  cooperatives,  after  lis¬ 
tening  to  the  splendid  speech  by  the  gen¬ 
tleman  from  Arkansas.  If  I  understood 
him  correctly,  store  cooperatives  are 
taxed,. but  under  a  ruling  of  the  Revenue 
Department  their  profits  are  held  not  to 
be  income,  therefore  they  are  not  cov¬ 
ered  by  the  bill.  Is  that  correct? 

Mr.  JENKINS.  That  is  the  way  it  is. 
The  gentleman  from  Arkansas  is  one  of 
the  best  versed  tax  men  in  this  House. 
I  think  what  he  said  is  correct. 
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Mr.  CUNNINGHAM.  These  market¬ 
ing  or  consumer  cooperatives  are  not 
taxed  if  they  distribute  their  profits  to 
the  members,  such  as  the  farmer,  on  the 
theory  that  when  the  farmer  or  the 
member  gets  the  profit  it  is  added  to  his 
income,  and  therefore  he  pays  the  tax 
on  that.  But  if  the  cooperative  does  not 
distribute  it  to  the  members,  then  that 
part  of  the  profit  is  now  withheld  by  the 
cooperative,  even  though  it  is  a  consumer 
cooperative  or  a  marketing  cooperative, 
is  subject  to  taxation.  Is  that  correct? 

Mr.  JENKINS.  That  is  the  bone  of 
contention — what  to  do  with  the  surplus. 

Mr.  CUNNINGHAM.  Is  that  correct? 
Is  it  correct  that  they  are  not  taxed  now 
if  they  are  handed  out  to  the  members, 
but  if  they  are  retained  as  a  part  of  the 
assets  of  the  cooperative  they  are  taxed? 
Is  that  correct? 

Mr.  JENKINS.  Well,  no,  if  they  are 
handed  out  to  the  member,  they  are 
taxed,  in  the  hands  of  the  member. 

Mr.  CUNNINGHAM.  But  if  they  are 
not  handed  out  to  the  member,  and  if  it 
goes  to  the  marketing  or  consumer  coop¬ 
erative,  then  they  are  not  taxed  at  all. 
Why  then,  does  not  the  same  rule — or 
does  the  same  rule  apply  in  that  case  as 
a  ruling  by  the  Internal  Revenue  Depart¬ 
ment  as  to  store  cooperatives — that  is, 
are  they  not  taxed  when  they  are  not 
passed  out,  because  the  Internal  Revenue 
Department  has  a  ruling  that  this  profit 
is  not  income?  Is  that  the  reason? 

Mr.  JENKINS.  That  is  a  very  com¬ 
plicated  question.  The  Treasury  has 
dealt  with  it,  and  the  cooperatives  have 
dealt  with  it,  and  private  individuals 
have,  also. 

Mr.  CUNNINGHAM.  Can  the  gentle¬ 
man  not  answer  whether  or  not  the 
Treasury  Department  has  a  ruling  that 
it  is  not  income? 

Mr.  JENKINS.  I  may  not  understand 
the  question.  As  I  understand  the 
gentleman’s  example,  which  he  just 
gave,  it  is  not  income. 

Mr.  CUNNINGHAM.  Then  when  you 
get  to  the  bottom  of  the  whole  contro¬ 
versy,  the  trouble  lies,  not  with  the  Con¬ 
gress  or  with  the  Committee  on  Ways 
and  Means  of  the  House  of  Representa¬ 
tives,  but  with  the  interpretations  placed 
upon  our  law  by  the  Treasury  Depart¬ 
ment. 

Mr.  JENKINS.  In  order  to  be  abso¬ 
lutely  fair  with  the  Treasury  Depart¬ 
ment,  the  Treasury  Department  does 
not  want  to  institute  a  program,  if  it 
cannot  effectuate  it,  and  if  they  cannot 
make  it  work.  One  branch  of  the  Treas¬ 
ury  has  to  enforce  it,  of  course,  and  it 
would  not  behoove  another  branch  to 
advocate  the  passage  of  legislation 
which  would  not  work. 

Mr.  CUNNINGHAM.  Is  there  any 
basis  that  the  Treasury  Department  has 
given  for  classifying  this  profit  of  these 
cooperatives  as  not  being  income? 

Mr.  JENKINS.  I  can  just  give  a  little 
illustration.  For  instance,  if  you  go  to 
one  store  and  buy  a  shirt  which  costs 
you  $2,  and  I  go  to  another  store  and  get 
the  same  kind  of  a  shirt,  exactly,  for 
$1.50,  why,  that  is  not  income  to  me. 

Mr.  CUNNINGHAM.  Why  is  not  that 
extra  differential  of  50  cents  called  in¬ 


come,  or,  in  other  words,  profit  to  the 
store  that  gets  it? 

Mr.  JENKINS.  It  is  not  income  to  me. 

Mr.  CUNNINGHAM.  No ;  but  it  would 
be  income  to  the  store. 

Mr.  JENKINS.  That  was  not  the  gen¬ 
tleman’s  question.  As  I  understand  it, 
here  is  the  real  bone  of  contention. 
Many  people  claim  that  the  cooperatives 
do  not  pay  tax  on  everything  that  they 
themselves  earn  and  keep  to  themselves. 
They  cite  an  illustration.  For  instance, 
where  a  cooperative  built  a  great  big  of¬ 
fice  building,  which  cost  probably 
$100,000. 

Mr.  CUNNINGHAM.  That  is  what 
you  call  a  store  cooperative? 

Mr.  JENKINS.  Yes.  They  claim  that 
that  was  bought  by  surplus  of  the  co¬ 
operative,  whereas,  had  they  been  a  cor¬ 
poration,  they  would  have  been  com¬ 
pelled  to  pay  on  that  surplus.  There  is 
a  line  of  demarcation  there,  and  the 
Treasury  Department  makes  out  that 
line  of  demarcation.  These  gentlemen 
have  discussed  that.  The  gentleman 
from  New  York  [Mr.  Reed]  is  an  out¬ 
standing  expert  on  that  subject,  and  so 
is  the  gentleman  from  Arkansas.  If  I 
have  not  answered  the  gentleman  fully 
I  am  sure  that  he  can  find  the  answer 
in  the  speeches  made  by  Mr.  Reed  and 
Mr.  Mills. 

Mr.  CURTIS  of  Nebraska.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  JENKINS.  I  yield. 

Mr.  CURTIS  of  Nebraska.  The  facts 
are  that  the  Congress  at  no  time  has 
given  any  special  treatment  by  way  of 
legislative  enactment  for  any  cooperative 
except  those  marketing  agricultural 
products,  and  those  distributing  agricul¬ 
tural  supplies  and  equipment. 

Mr.  CUNNINGHAM.  I  want  to  thank 
the  gentleman.  My  state  of  confusion 
is  not  as  great  as  it  was  before  he  was 
kind  enough  to  yield  to  me. . 

Mr.  JENKINS.  I  am  glad  that  we 
have  been  able  to  help  the  gentleman. 
If  the  gentleman  has  come  to  the  place 
where  he  is  complacent  and  thoroughly 
satisfied  with  reference  to  this  cooper¬ 
ative  question,  I  want  to  congratulate 
him,  because  he  is  a  very  able  Member 
of  Congress  and  the  matter  of  tax¬ 
ing  cooperatives  is  a  difficult  one  to  un¬ 
derstand  fully.  I  am  always  glad  to  do 
the  best  I  can  to  explain  it  as  I  under¬ 
stand  it. 

Mr.  CUNNINGHAM.  I  will  not  accept 
that  tribute,  but  I  am  very  much  con¬ 
cerned.  Like  others,  I  am  unable  to 
answer  questions  that  I  receive  from 
constituents  in  the  mail.  They  are  con¬ 
fused.  I  know  I  am  confused.  The  gen¬ 
tleman  has  helped  me  quite  a  bit.  There 
are  still  some  points  that  are  not  quite 
clear  in  my  mind,  but  perhaps  I  can  find 
the  answer  to  them  later. 

Mr.  COMBS.  Mr.  Chairman,  will  the 
gentleman  yield  for  an  observation? 

Mr.  JENKINS.  I  yield  to  the  gentle¬ 
man  from  Texas,  Judge  Combs,  who' 
comes  from  an  agricultural  section  of 
the  country  and  understands  the  work¬ 
ings  of  cooperatives  fully. 

Mr.  COMBS.  On  this  cooperative 
proposition,  there  is  a  great  deal  of  mis¬ 
understanding.  Let  us  take  a  market¬ 
ing  cooperative  that  has  been  referred 


to.  Suppose  a  thousand  farmers  or  other 
individuals  get  together  and  put  in  $100 
each.  That  raises  $100,000  capital.  Sup¬ 
pose  they  build  a  store.  Now  suppose 
they  make  their  sales  to  their  members, 
and  at  the  end  of  the  year  they  total  up 
the  expenses  and  they  distribute  every 
dime  of  profit  left,  after  they  pay  sal¬ 
aries  and  expenses,  to  those  1,000  mem¬ 
bers.  They  do  not  pay  a  dime  of  tax. 
Neither  would  a  corporation  pay  any  that 
was  operated  on  that  basis.  But  under 
existing  law,  if  they  retain  anything  to 
add  to  their  capital,  to  expand  their 
business,  it  is  taxable,  exactly  as  a  cor¬ 
poration  is  taxable  today. 

Mr.  JENKINS.  I  wish  to  thank  Judge 
Combs  for  his  learned  explanation. 
Now  let  me  get  back  to  my  original  thesis 
with  reference  to  whether  or  not  this 
may  be  the  last  tax  bill.  I  want  you  to 
consider  this  with  some  little  solemnity. 
Perhaps  some  people  would  be  happy  if 
it  would  be  the  last  tax  bill,  but  I  would 
not  be  happy  if  this  would  be  the  last 
tax  bill.  I  do  not  like  to  see  us  pass  a 
bill  that  will  practically  tax  our  people 
beyond  financial  endurance.  We  must 
defeat  this  bill  or  send  it  back  to  the 
committee  on  a  motion  to  recommit  so 
that  we  can  bring  back  a  more  moderate 
bill  and  save  our  tax  structure. 

I  have  stated  publicly  that  I  am  going, 
to  vote  against  this  bill.  I  have  a  num¬ 
ber  of  good  reasons.  I  have  abundant 
reasons.  In  the  first  place  we  do  not 
need  the  large  amount  that  this  bill  will 
take  away  from  the  people.  Another 
reason  is  that  I  am  opposed  to  this 
principle  of  withholding  on  dividends 
and  interest.  There  is  another  reason: 
You  know  everybody  talks  about 
economy.  It  has  come  up  a  half  dozen 
times  today  and  everybody  says,  “What 
are  we  going  to  do  about  doing  away  with 
spending  for  nonessentials. 

Let  me  call  this  important  incident  to 
your  attention:  It  shows  why  we  do  not 
cut  out  this  extravagant  spending.  Our 
committee,  I  mean  the  Ways  and  Means 
Committee,  went  down  to  see  the  Presi¬ 
dent  2  or  3  months  ago.  He  invited  us 
to  come  down  there.  That  was  the  first 
time  I  had  been  in  the  White  House  for  a 
long,  long  time.  We  went  down  and  met 
the  President  as  he  had  called  us  down 
to  talk  with  him  about  this  big  tax  bill. 
He  treated  us  very  nicely.  I  think  every¬ 
body  put  on  a  clean  shirt  and  went  down 
there  and  we  looked  the  best  we  could. 
He  looked  the  best  he  could,  I  think.  He 
came  out  and  spoke  to  us  and  made  a 
real  good  speech.  As  he  was  making  his 
speech  I  thought  a  little  more  of  him 
than  I  had  previously.  Of  course  I  knew 
somebody  else  had  written  the  speech, 
but  he  delivered  it  very  well.  After  he 
got  through,  he  assumed  that  usual 
cocky  atmosphere  that  he  has,  and  he 
said,  in  effect,  “Now,  if  anybody  wants  to 
ask  me  any  questions,  I  will  be  glad  to 
try  to  answer  them.”  Sure  enough,  some 
members  asked  him  some  questions.  I 
do  not  think  any  Republicans  asked  him 
any  questions  for  a  while.  Most  of  the 
Democrats  asked  him  questions  that 
would  naturally  encourage  him.  After 
10  or  15  minutes  of  this  there  came  a 
little  lull  in  the  proceedings  and  I  timidly 
volunteered  to  ask  him  a  litle  simple 
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question.  I  said,  “Mr.  President,  I  do  not 
want  to  change  the  subject,  but  I  would 
like  to  know  what  do  you  recommend 
with  reference  to  national  economy?” 
He  went  up  the  figurative  stepladder 
pretty  fast  on  that  question.  He  took  it 
right  up  quick.  And  this  is  what  the 
President  said — I  do  not  claim  to  quote 
him  exactly,  but  the  President  was  really 
cocky  and  defiant.  He  wanted  us  to  un¬ 
derstand  that  he  had  gone  over  the 
budget  in  great  detail  and  that  nobody 
could  justify  cutting  anything  out  of  it. 
He  dared  anybody  to  cut  anything  out 
of  it.  But  my  colleagues  you  know  that 
the  Appropriations  Committee  of  the 
House  cut  millions  out  of  his  budget  and 
that  the  membership  of  the  House  has 
cut  additional  millions  out  of  his  budget 
by  motions  on  the  floor  of  the  House.  He 

He  said,  “I  want  you  to  raise  $16,100,- 
000,000  and  I  want  you  to  raise  $10,030,- 
000,000  by  the  first  bite  and  $6,000,000,030 
on  the  next  bite.”  He  looked  at  the 
Democratic  ,  members  as  though  he 
thought  they  would  do  just  what  he 
asked  them  to  do,  but  I  noticed  that  some 
of  the  Democratic  Members  did  not  ap¬ 
prove  of  his  demands.  They  went 
back  up  to  Congress  and  took  their  own 
good  time  to  work  out  the  matter. 

The  Democratic  members  of  the  House 
Ways  and  Means  Committee  are  taken  as 
a  whole  competent  tax  authorities  and 
by  their  action  showed  that  the  Presi¬ 
dent’s  demands  did  not  have  much  effect 
on  them.  . 

When  the  President  finished  his  little 
speech  about  how  much  taxes  he  wanted 
the  committee  to  raise  forthwith  he  then 
took  up  the  matter  of  curtailing  Govern¬ 
ment  expenses  as  I  had  inquired.  In  ef¬ 
fect  he  claimed  that  he  had  practiced 
rigid  economy  and  talked  as  if  he  was 
America’s  chief  economizer. 

Now,  Mr.  Chairman,  here  is  the  point 
I  want  to  make :  It  is  not  the  problem  of 
the  Congress  of  the  United  States  to  de¬ 
termine  how  the  money  shall  be  spent; 
In  our  set-up  of  Goverment,  Congress 
makes  the  laws,  the  Supreme  Court  in¬ 
terprets  the  laws,  but  it  is  up  to  the 
Executive  to  enforce  the  laws  and  spend 
the  money  required  in  carrying  out  the 
laws.  It  is  up  to  him  to  make  the  rec¬ 
ommendations.  It  is  up  to  him  to  see,  as 
the  Chief  Executive,  the  purpose  of  the 
laws  is  carried  out  and  the  money  spent 
wisely. 

He  said  that  we  could  not  cut  the 
budget  and  he  dared  us  to  try  to  cut  the 
budget.  What  has  happened?  I  have 
already  told  you.  Down  there  in  the 
White  House  in  the  executive  branch  of 
the  Government  there  is  no  responsibil¬ 
ity  apparently  for  reducing  expendi¬ 
tures.  There  has  been  no  evidence  of  it. 
Nobody  in  the  executive  branch  wants  to 
economize.  They  all  seem  to  feel  that 
spend  and  elect  is  the  proper  procedure. 

Mr.  Chairman,  unless  the  President 
wishes  to  economize  the  Congress  must 
do  it  if  it  is  to  be  done. 

Then  you  ask  me:  How  can  you  vote 
against  this  bill  without  any  finances 
coming  in?  I  want  you  to  know,  as  has 
been  brought  out  here  several  times, 
strange  as  it  may  seem,  we  have  $4,000,- 
000,000  in  the  Treasury  unspent;  and  I 
am  surprised  that  the  President  has  not 


got  at  that  yet,  but  there  it  is,  and  we 
are  going  to  have  a  lot  more  money  com¬ 
ing  in.  From  all  the  figures  I  have,  and 
I  do  not  want  to  tire  you  with  them  now, 
but  figures  by  the  best  estimators,  they 
show  that  we  are  going  to  have  enough 
money  under  the  present  tax  law  to  carry 
us  through  1952  unless  the  President 
comes  forward  with  some  program  far 
beyond  any  reason.  So  there  is  the  sit¬ 
uation;  we  are  not  busted,  and  do  not 
forget  we  are  already  reeling  under  a 
terrific  load  of  taxes,  a  terrific  load.  We 
do  not  repeal  any  of  them  in  this  bill, 
and  if  we  fail  to  pass  this  bill  we  will 
continue  to  collect  what  we  are  collect¬ 
ing  now.  If  you  should  send  this  bill 
back  to  the  committee,  or  if  you  should 
vote  against  this  bill  there  would  be  no 
reduction  of  any  kind.  So  I  say  to  you 
I  a  going  to  vote  against  it  with  great 
complacency  because  I  think  that  the 
money  that  we  already  have  down  there 
and  the  money  that  is  going  to  come  in 
under  the  big  tax  bill  we  passed  last  year 
and  the  one  we  passed  early  this  year  will 
provide  enough  money  until  the  Execu¬ 
tive  shows  some  inclination  to  do  what 
the  American  people  want  him  to  do.  He 
knows  that  that  failure  to  economize  is 
on  the  lips  of  everybody  everywhere: 
Why  do  you  not  cut  expenditures  is  the 
question  asked  by  thousands  every  day. 
Until  he  cuts  expenditures  I  am  not  in 
favor  of  giving  him  any  more  money  to 
spend ;  and  that  is  one  of  my  reasons  for 
not  voting  for  this  bill. 

Mr.  YORTY.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  JENKINS.  Not  at  this  time;  I 
want  to  discuss  one  other  subject  and 
that  is  a  new  provision,  the  matter  of 
withholding. 

Last  year  over  the  protests  of  myself 
and  many  other  Republicans  the  House 
passed  a  bill  providing  for  a  withholding 
of  income  taxes  on  corporations  and  in¬ 
dividuals?  What  happened  to  it? 
When  the  bill  went  to  the  Senate  the 
Senate  took  the  withholding  provision 
out — the  Senate  took  it  out  completely. 
What  about  this  bill?  When  this  bill 
first  came  to  the  Ways  and  Means  Com¬ 
mittee,  first  for  consideration,  it  had  a 
provision  that  withholding  would  apply 
against  all  the  interest  paid  out  by  the 
many  building  and  loan  companies  of 
the  land,  and  against  all  of  the  interest 
paid  out  by  the  savings  banks,  which  are 
located  all  over  the  country.  One  bank 
in  Cleveland  wrote  me  that  it  had 
450,000  of  these  little  savings  accounts. 
Hundreds  of  savings  banks  and  building 
and  loan  companies  throughout  the 
country  were  in  a  similar  position.  The 
Democratic  members  of  the  Ways  and 
Means  Committee  heard  protests  from 
all  over  the  country  against  this  20  per¬ 
cent  withholding  and  brought  in  an 
amendment  relieving  the  savings  banks 
and  the  building  and  loan  companies  of 
this  terrible  burden  of  withholding  on 
these  millions  of  accounts.  Maybe  the 
Democrats  did  not  have  any  secret  meet¬ 
ings  but  we  Republicans  were  astonished 
when  one  of  the  Democrats  rose  in  com¬ 
mittee  and  moved  that  we  take  out  the 
withholding  as  far  as  it  applied  to  these 
savings  banks  and  building  and  loan 
companies  and  other  similar  agencies. 


Now,  then,  if  they  were  willing  to  take 
out  withholding  as  far  as  it  applied  to 
all  those  different  small  accounts  why 
not  take  it  out  of  everybody?  I  main¬ 
tain  that  it  should  be  done.  How  does 
it  work?  Let  us  take  the  case  of  an  old 
lady,  we  will  say  she  is  an  ex-school 
teacher;  she  lives  on  her  little  retirement 
and  she  has  a  few  shares  of  stock  in  her 
home  bank  maybe.  Her  dividend  may 
be  $50  twice  a  year.  She  has  gone  to 
San  Francisco  or  to  Florida  or  to  some 
other  place  to  live  and  she  depends  on 
her  meager  retirement  and  her  little 
dividends.  A  notice  comes  to  her  that 
they  have  taken  out  20  percent  of  those 
dividends  and  they  are  withholding  it. 
She  looks  it  over  and  wonders,  well,  what 
do  I  have  to  do  to  get  that  20  percent 
back?  The  company  paid  it  to  the  Gov¬ 
ernment.  You  know,  that  is  the  bad 
thing  about  this  bill  and  we  have  gone 
into  this  extensively  in  our  minority  re¬ 
port.  A  lot  of  that  money  that  goes 
back  to  the  Government  will  never  get 
into  the  hands  of  the  poor  people  to 
whom  it  belongs.  They  will  not  go  to 
the  expense  to  engage  a  lawyer  or  a 
notary  public  to  make  out  the  applica¬ 
tion  for  a  refund.  The  Treasury  esti¬ 
mates  that  many  thousands  of  dollars 
will  stay  in  the  Treasury.  This  is  a  most 
unjust  enrichment  by  the  Government 
at  the  expense  of  small  helpless  owners 
of  small  amounts  of  stock. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Ohio  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  the  gentleman  five  addi¬ 
tional  minutes. 

Mr.  JENKINS.  Mr.  Chairman,  it  is 
argued  that  this  is  the  same  as  withhold¬ 
ing  on  wages.  It  is  not  the  same.  The 
man  who  works,  the  man  who  labors,  the 
man  who  works  in  a  factory  can  see  the 
bookkeeper  of  that  factory  or  the  auditor 
of  that  factory  every  day.  If  he  loses 
2  or  3  days  he  knows  how  much  he  has 
lost,  he  knows  when  his  pay  check  comes 
to  him  whether  or  not  he  has  the  right 
amount.  .  If  he  has  not  received  the 
right  amount  he  goes  in  to  see  the  au¬ 
ditor  to  determine  what  is  the  matter. 
But  this  school  teacher  far  off  someplace 
does  not  know  anything  about  what  is 
going  on  until  they  have  taken  the 
money  out  and  sent  it  to  Washington. 

If  the  man  who  labors  or  works  has  a 
new  baby  in  his  family,  he  knows  he  has 
an  additional  exemption  by  reason  of 
that  and  he  hurries  to  the  bookkeeper 
and  says :  “I  have  a  new  baby  in  the  fam¬ 
ily.  I  have  an  additional  $600  exemp¬ 
tion,  so  you  cannot  take  so  much  out 
on  me  because  my  total  tax  will  be  re¬ 
duced.”  All  of  that  works  out  nice  for 
the  workingman  because  they  in  a  way 
keep  his  books.  But  I  tell  you,  this 
withholding  of  20  percent  of  dividends 
is  an  abomination  to  many  deserving 
people.  It  is-  not  for  the  rich  people  be¬ 
cause  it  is  provided  now  that  if  any  com¬ 
pany  pays  a  man  more  than  $100  in  divi¬ 
dends  that  company  must  report  the  fact 
to  the  Treasury.  The  Treasury  gets  re¬ 
ports  on  all  people  who  make  any  appre¬ 
ciable  amount  of  dividends.  But  I  say 
again  this  withholding  of  dividends  is 
not  right.  That  is  my  principal  oppo¬ 
sition  to  this  bill.  They  say  this  with- 
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holding  will  bring  $400,000,000  into  the 
Treasury.  How  do  they  know  how  much 
it  is  going  to  amount  to  if  they  do  not 
know  who  has  not  been  paying?  It  is 
not  right  that  they  should  withhold  on 
a  person  whose  total  income  is  not  suffi¬ 
cient  to  cause  him  to  be  an  income-tax 
payee.  I  venture  the  assertion  that  if 
you  pass  this  bill  with  this  withholding 
portion  in  it  the  Senate  will  take  it  out 
as  it  did  before. 

Mr.  SCHWABE.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  JENKINS.  I  yield  to  the  gentle¬ 
man  from  Oklahoma. 

Mr.  SCHWABE.  This  is  calculated  to 
put  in  a  lot  more  jobs,  is  it  not? 

Mr.  JENKINS.  I  am  glad  for  the  ob¬ 
servation  of  the  distinguished  gentle¬ 
man  from  Tennessee.  There  is  no  doubt 
all  this  mess  that  will  result  from  with¬ 
holding  will  call  for  the  employment  of 
many  more  Government  employees. 

Mr.  Chairman,  I  have  not  the  time  to 
discuss  excise  taxes  as  I  should  like  to 
do.  They  claim  that  they  are  going  to 
get  $1,000,000,000  more  out  of  those  ad¬ 
ditional  excise  taxes.  The  gentlewoman 
who  asked  a  question  a  while  ago  spoke 
the  voice  of  the  American  women  and 
the  housekeepers  of  the  Nation.  In  this 
bill  we  put  an  extra  tax  on  liquor,  which 
may  be  all  right,  and  on  cigarettes, 
which  may  be  all'right,  and  on  gambling, 
which  is  all  right,  too.  But  in  addition 
to  this  we  go  out  and  take  the  little 
lead  pencil  that  a  child  uses  in  school 
and  put  a  tax  on  it.  We  are  going  to 
put  taxes  on  a  lot  of  these  things  and 
take  money  away  from  our  people  which 
have  not  been  taxed  before.  And  at  the 
same  time  we  run  the  income  tax  on  per¬ 
sonal  incomes  up  to  94  y2  percent  on  an 
individual  who  has  a  big  income,  and  we 
run  the  tax  up  on  the  corporations  until 
they  can  hardly  exist  any  longer.  But 
they  say,  “Well,  we  need  the  money.” 

We  ask,  What  for?  They  say,  “For 
Korea.”  It  is  not  right  to  hide  behind 
that.  There  is  not  a  man  or  woman  in 
this  House  who  would  not  vote  the  last 
dollar  of  this  Nation’s  money  for  the 
boys  in  Korea  if  that  was  necessary.  But 
there  is  a  lot  of  money  down  there  in 
the  Treasury.  And  when  we  come  to 
economy  we  should  watch  where  the 
money  is  being  spent  so  far  as  the  mili¬ 
tary  of  the  country  is  concerned.  There 
is  a  lot  of  waste  there.  You  talk  to  any 
man  on  either  side  who  is  a  military  man 
and  you  will  find  that  he  is  of  the  same 
opinion.  A  half  dozen  of  them  have  told 
me  recently  that  much  of  the  money 
spent  by  the  military  is  wasted.  But 
nobody  says  a  word  about  that,  we  do 
nothing  about  it.  That  is  where  Mr. 
Truman  and  General  Marshall  could  do 
some  real  economizing. 

Mr.  Chairman,  I  hope  we  will  defeat 
this  bill,  send  it  back  to  the  committee 
and  let  that  committee  come  back  with 
a  bill  that  is  consonant  with  the  voice 
of  he  Nation  and  of  the  people. 

Mr.  Chairman,  recently  I  made  a  se¬ 
ries  of  speeches  on  the  floor  of  this 
House.  The  subject  of  these  speeches 
were: 

First.  The  Government  Is  Spending 
too  Much  Money. 


Second.  The  Government  Is  Giving 
Away  Entirely  too  Much  Money. 

Third.  The  Government  Is  Lending 
Entirely  too  Much  Money. 

Mr.  Chairman,  I  could  add  to  this  list 
by  saying  the  Government  is  taxing  the 
people  out  of  entirely  too  much  money. 

(Mr.  JENKINS  asked  and  was  given 
permission  to  revise  and  extend  his  re- 
marks  ) 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  20  minutes  to  the  gentleman  from 
California  [Mr.  King]. 

(Mr.  KING  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re- 
marks  ) 

Mr.  KING.  Mr.  Chairman,  for  414 
months  your  Committee  on  Ways  and 
Means  has  had  under  consideration  the 
bill  that  is  now  before  the  House.  For 
414'  months  perhaps  the  most  compli¬ 
cated  and  involved  legislative  proposal 
that  has  been  before  the  Congress  in 
many  years  was  considered,  debated,  and 
passed  out.  The  taxing  establishment  of 
our  Government  is  probably  the  greatest, 
the  largest,  and  most  involved  system  in 
the  entire  world.  To  say  that  it  is  debat¬ 
able,  is  to  put  it  mildly.  Men  and  women 
in  the  country  really  do  not  realize  to 
what  extent  taxation  in  our  country  is 
debatable.  So  long  as  it  remains  debat¬ 
able  on  a  good,  sound,  argumentative 
basis,  how  debatable  it  is  is  not  impor¬ 
tant,  but  when  claims  and  innuendo  en¬ 
ter  into  a  proposition  as  important  as  the 
financing  of  this  effort  is  concerned,  then 
it  becomes  serious.  We  have  just  heard 
considerable  said  about  withholding, 
withholding  on  salaries  of  those  who 
work,  and  as  this  bill  anticipates,  with¬ 
holding  on  those  who  earn  their  liveli¬ 
hood  by  methods  other  than  work. 

Mr.  Chairman,  most  of  us  have  already 
forgotten  that  it  was  the  development 
of  a  system  of  withholding  on  wages  and 
salaries  which  made  it  possible  for  us 
during  World  War  H  to  make  the  income 
tax  generally  applicable.  Without  a 
system  of  collection  at  source  we  could 
not  have  expected  the  great  bulk  of  the 
population  consisting  of  those  in  the 
middle-  and  lower-income  groups  to  bud¬ 
get  their  finances  to  the  degree  necessary 
to  pay  the  large  income  taxes  imposed 
during  and  since  World  War  II.  More¬ 
over,  the  withholding  system,  by  collect¬ 
ing  the  actual  amount  of  tax  due  on 
wages  and  salaries,  had  the  effect  of  em- 
measurably  increasing  the  equity  of  the 
individual  income  tax  by  assuring  that 
all  individuals  with  wages  or  salaries 
would  report  this  income  for  tax  pur¬ 
poses  with  a  high  degree  of  accuracy. 
Without  these  two  advantages  of  a  col¬ 
lection  at  source  system  I  believe  that 
most  fiscal  authorities  will  agree  that  it 
would  have  been  impossible  for  us  to 
raise  anything  like  the  revenue  we  did 
during  World  War  n. 

Now,  in  this  bill  we  are  taking  another 
great  step  forward  by  instituting  a  with¬ 
holding  system  on  most  dividends  and 
certain  interest  and  royalty  payments. 
This  is  another  substantial  advance  to¬ 
ward  securing  equality  of  treatment  for 
all  taxpayers.  The  need  for  withholding 
in  these  areas  is  indicated  by  the  esti¬ 
mates  that  at  the  present  time  there  is  in 
excess  of  a  billion  dollars  of  dividend 


payments  which  should  be  reported  for 
tax  purposes  but  is  not,  that  there  is 
nearly  $2,000,000,000  in  the  case  of  in¬ 
terest  and  $40,000,000  in  the  case  of  roy¬ 
alties  that  should  be  reported,  but  is  not. 
As  stated  in  the  report  on  this  tax  bill, 
it  is  anticipated  that  the  introduction  of 
collection  at  source  on  dividends  and 
certain  interest  and  royalty  payments 
will  increase  tax  collections  with  respect 
to  this  $3,000,000,000  of  unreported  in¬ 
come  by  $323,000,000  a  year.  This  does 
not  represent  the  imposition  of  new  tax 
burdens  on  anyone.  To  the  contrary,  it 
merely  means  that  for  the  first  time  it 
will  be  possible  to  collect  the  actual  tax 
already  due  in  the  case  of  many  divi¬ 
dend,  interest,  and  royalty  recipients. 

It  is  difficult  to  see  how  anyone  in  this 
day  of  high  taxes  can  object  to  the  intro¬ 
duction  of  a  system  which  will  assure 
the  most  equitable  distribution  of  the 
tax  burden,  yet  there  have  been  objec¬ 
tions,  and,  in  fact,  a  provision  approved 
by  the  House  last  year  in  the  Revenue 
Act  of  1950  was  bitterly  opposed  by  some 
of  my  Republican  friends  on  the  com¬ 
mittee  and  was  finally  deleted  from  the 
bill  by  the  other  body.  The  chief  objec¬ 
tion  raised  was  that  the  institution  of  a 
withholding  system  on  dividends  would 
mean  too  much  paper  work  for  both  the 
corporation  paying  the  dividends  and 
the  stockholder  receiving  them.  Al¬ 
though  it  has  not  been  shown  that  any 
more  paper  work  would  have  been  in¬ 
volved  for  dividend  recipients  than  is  al¬ 
ready  true  in  the  case  of  wage  and  sal¬ 
ary  earners,  your  committee  has  taken 
this  complaint  seriously.  As  a  result  the 
withholding  system  provided  by  H.  R. 
4473  for  dividends  and  certain  interest 
payments  is  a  streamlined  and  simplified 
system.  Although  in  the  case  of  wages 
and  salaries  the  employer  is  required  to 
give  the  employee  a  receipt  showing  the 
amount  of  withholding,  and  the  em¬ 
ployee  is  required  to  attach  this  receipt 
to  his  income-tax  return,  no  such  paper 
work  is  involved  in  the  case  of  the  divi¬ 
dends  and  interest  payments  withheld 
upon. 

It  has  been  found  possible  to  introduce 
a  simplified  and  streamlined  withhold¬ 
ing  system  in  the  case  of  dividends  and 
interest  payments  by  using  a  flat  20-per¬ 
cent  withholding  rate.  Under  this  sys¬ 
tem  a  corporation  paying  dividends  sim¬ 
ply  sends  the  stockholder  80  percent  of 
the  dividends  declared,  and  the  remain¬ 
ing  20  percent  is  sent  to  the  Bureau  of 
Internal  Revenue,  together  with  a  re¬ 
turn  showing  the  total  amount  of  divi¬ 
dends  withheld  upon.  The  corporation 
will  not  find  it  necessary  to  compute 
the  20  percent  with  respect  to  each  divi¬ 
dend  payment,  but  need  only  multiply 
the  total  dividends  declared  by  20  per¬ 
cent.  Thus  the  return  to  the  Govern¬ 
ment  in  the  case  of  dividends  will  be 
much  simpler  than  that  now  used  on 
wages  and  salaries,  since  the  amount 
held  from  each  individual  stockholder 
will  not  need  to  be  shown.  Moreover, 
the  corporation  will  not  need  to  furnish 
withholding  receipts  to  the  stockholder 
as  the  employer  now  does  to  the  em¬ 
ployee  in  the  case  of  withholding  on 
wages  and  salaries.  Thus,  the  withhold¬ 
ing  system  provided  by  this  bill  is  indeed 
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a  simple  system  from  the  standpoint  of 
the  corporation  paying  the  dividends. 
It  is  in  fact  far  simpler  than  the  system 
already  used  by  employers  in  withhold¬ 
ing  on  wage  and  salary  payments  to  em¬ 
ployees. 

Prom  the  viewpoint  of  the  stockholder 
the  withholding  system  provided  by  this 
bill  also  is  much  simpler  than  the  sys¬ 
tem  now  used  by  wage  and  salary  work¬ 
ers.  No  receipt  forms  need  to  be  ob¬ 
tained  from  the  corporation  and  at¬ 
tached  to  the  tax  return  form  when  it  is 
filed.  Rather,  under  this  simplified  sys¬ 
tem,  the  stockholder  will  simply  record 
on  his  return  form  the  80  percent  of  the 
dividends  he  has  actually  received.  The 
next  line  cn  the  return  form  will  tell  him 
to  take  one  quarter  of  this  80  percent 
which,  of  course,  is  20  percent  of  the 
dividend  payment.  The  80  percent  and 
20  percent  of  the  dividends  are  then  ad¬ 
ded  together  and  the  taxpayer  thus  has 
a  complete  reporting  for  tax  purposes  of 
his  entire  dividend  payment.  Moreover, 
the  20  percent  figure  also  represents  the 
amount  which  he  can  take  as  a  credit 
against  his  tax  after  it  is  computed  in 
the  same  manner  as  is  now  provided  in 
the  case  of  withholding  on  wages  and 
salaries. 

Having  overcome  the  necessity  for 
paper  work  in  the  case  of  a  system  of 
withholding  on  dividends,  which  was  the 
chief  complaint  made  against  the  with¬ 
holding  provision  last  year,  you  would 
think  that  everyone  would  be  sufficiently 
interested  in  securing  greater  equity  in 
the  tax  system  to  at  least  then  support 
a  system  of  withholding  on  dividends. 
However,  this  has  not  been  the  case. 
Now,  new  reasons  are  found  for  oppos¬ 
ing  collection  at  source  in  the  case  of 
dividend  payments.  It  is  said  that  if  it 
is  unfair  in  the  case  of  those  few  stock¬ 
holders  who  do  not  owe  any  tax  to  with¬ 
hold  20  percent  during  the  year  even 
though  this  money  is  refunded  to  them 
after  the  end  of  the  year.  Usually  when 
this  statement  is  made  the  length  of  time 
required  to  obtain  a  refund  is  consider¬ 
ably  exaggerated.  The  minority  report 
on  this  point,  for  example,  indicates  that 
“around  the  middle  of  the  following  year 
they  will,  if  a  proper  claim  for  refund  is 
made,  be  reimbursed.”  However,  the  ac¬ 
tual  facts  of  the  case  are  that  it  will  be 
possible  for  the  individual  eligible  for  a 
refund  to  file  such  a  claim  around  the 
first  of  January.  If  he  does  so,  I  am  told 
that  he  can  expect  his  refund  back  with¬ 
in  15  or  20  days  instead  of  the  6  months 
implied  by  the  minority  report. 

However,  even  here  the  committee’s 
bill  has  found  a  way  of  relieving  part  of 
these  taxpayers  from  the  burden  of  hav¬ 
ing  funds  temporarily  withheld  from 
them.  In  the  case  of  tax-exempt  or¬ 
ganizations  receiving  dividends,  the  bill 
specifically  authorizes  them  to  offset 
withholding  on  their  dividends  by  not 
sending  in  to  the  Government  an  equiva¬ 
lent  amount  that  they  themselves  have 
withheld  on  their  employees  with  respect 
to  the  employee’s  income  or  social  secur¬ 
ity  taxes.  Moreover,  if  even  this  should 
not  be  sufficient,  these  organizations  are 
permitted  to  file  claims  for  refunds  at 
the  end  of  each  quarter  of  their  calendar 


year  instead  of  waiting  until  the  entire 
year  has  elapsed. 

I,  too,  wish  we  could  find  some  way 
of  making  it  unnecessary  for  the  Govern¬ 
ment  to  hold  even  temporarily  this  20 
percent  with  respect  to  individuals  who 
will  owe  no  tax.  However,  it  has  not  as 
yet,  at  least,  been  possible  to  develop 
any  such  system.  I  hope,  however,  that 
a  system  of  this  type  can  be  worked  out 
in  the  future. 

In  any  case  I  do  not  see  how  the 
plight  of  the  stockholder  who  owes  no 
tax,  yet  is  withheld  upon,  is  any  worse 
than  that  of  the  low-income  wage  earner 
who  is  withheld  upon  but  owes  no  tax. 
It  'is  estimated,  for  example,  by  the 
Treasury  Department  that  the  system  of 
withholding  on  dividends  and  certain 
payments  of  interest  provided  by  this 
bill  will  result  in  the  temporary  with¬ 
holding  of  taxes  not  due  in  the  case  of 
slightly  over  two  million  additional  in¬ 
terest  and  dividend  recipients.  In  the 
case  of  wages  and  salaries,  we  already 
have  10,000,000  individuals  who  are  with¬ 
held  upon  but  owe  no  tax.  Yet  I  have 
heard  no  clamor  against  the  withhold¬ 
ing  system  as  a  whole  because  of  this, 
and,  therefore,  it  is  difficult  for  me  to 
see  why  there  should  be  the  clamor 
against  withholding  on  dividends  when 
a  much  smaller  number  of  additional 
taxpayers  owing  no  taxes  will  have 
amounts  temporarily  withheld.  I  per¬ 
sonally  am  concerned  about  this  tem¬ 
porary  overwithholding  but  I  do  not  see 
why  it  is  any  more  serious  in  the  case 
of  the  stockholder  than  it  is  in  the  case 
of  the  wage  earner.  In  any  case,  how¬ 
ever,  I  hope  that  eventually  it  will  be 
possible  to  work  out  some  system  of  re¬ 
funds  during  the  year  so  that  this  will 
not  be  necessary.  But  if  such  a  system 
can  be  worked  out,  I  see  no  reason  to 
apply  it  to  stockholders  and  not  to  wage 
earners. 

In  this  bill  a  withholding  system  is 
provided  for  almost  all  dividends.  In 
the  case  of  interest  payments,  however, 
the  withholding  system  is  primarily 
limited  to  interest  payments  made  by 
corporations  with  respect  to  their  bonds. 
The  withholding  system  does  not  extend 
to  interest  payments  on  Government 
savings  bonds,  bank  accounts  or  similar 
accounts.  The  committee  believed  that 
withholding  would  represent  too  big  a 
chore  to  the  banks  in  these  cases.  To 
me  this  appears  unfortunate.  With  the 
simplified  and  streamlined  system  out¬ 
lined  by  this  bill  I  do  not  believe  that 
withholding  would  have  been  difficult  in 
the  case  of  these  other  types  of  interest 
payments.  Moreover,  largely  through 
forgetfulness  and  carelessness  I  believe 
that  there  is  a  substantial  amount  of 
underreporting  in  this  area.  In  view 
of  this  I  believe  that  after  the  simplicity 
of  the  system  provided  by  this  bill  in  the 
case  of  dividends  is  generally  better  un¬ 
derstood,  that  the  objections  to  with¬ 
holding  on  these  other  forms  of  interest 
payments  can  also  be  overcome.  I  sus¬ 
pect,  in  fa§t,  that  the  banks  might  find 
this  easier  than  making  reports  to  the 
Government  on  interest  payments  on 
individual  accounts.  The  Secretary  of 
the  Treasury  would,  in  fact,  require  a 
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detailed  report  from  each  bank  on  inter¬ 
est  payments  to  each  depositor,  no  mat¬ 
ter  how  small  the  payment. 

Mr.  Chairman,  the  withholding  pro¬ 
visions  of  the  bill  constitute  a  major 
improvement  in  the  interest  of  equity 
and  enforcement  of  the  tax  laws. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  20  minutes  to  the  distin¬ 
guished  gentleman  from  Nebraska  [Mr. 
Curtis], 

Mr.  CURTIS  of  Nebraska.  Mr.  Chair¬ 
man,  in  the  early  days  of  our  Republic 
it  was  declared  that  the  power  to  tax 
is  the  power  to  destroy.  That  declara¬ 
tion  had  a  far  broader  meaning  than  was 
then  realized.  The  power  to  tax  carries 
the  power  to  destroy  anything  anywhere. 
This  great  American  economic  system 
can  be  destroyed  by  taxation.  The  ques¬ 
tion  is  at  what  time  does  this  process 
of  destruction  become  so  great  that  the 
likelihood  of  turning  back  becomes  haz¬ 
ardous? 

That  time  is  now.  This  bill  will  be 
a  disastrous  blow  to  our  economy  under 
any  circumstances.  It  is  a  bar  to  pro¬ 
duction,  jobs  and  growth  in  America. 
Taxes  are  now  too  high.  The  Govern¬ 
ment’s  take  in  every  transaction  at  the 
present  time  makes  the  Government  the 
biggest  partner  in  the  citizen’s  business. 
This  bill  adds  to  and  accelerates  this  de¬ 
structive  trend. 

President  Truman  wants  to  spend  $71,- 
000,000,000  in  the  fiscal  year  that  will 
begin  the  first  of  July.  This  is  approxi¬ 
mately  six  times  more  than  the  Roose¬ 
velt  administration  spent  in  any  year 
prior  to  our  involvement  in  World  War 
II.  It  is  12  times  the  annual  cost  of  the 
Government  in  the  highest  year  prior 
to  the  Roosevelt  administration.  The 
Truman  program  of  global  spending  is 
a  millstone  around  the  neck  of  every 
productive  citizen.  Unless  it  is  reversed 
it  will  confiscate  the  property  of  the 
‘‘haves”  and  freeze  forever  the  status  of 
the  “have  nots.” 

This  Government  has  no  right  to  im¬ 
pose  further  taxes  on  the  people  and  re¬ 
fuse  to  cut  the  cost  of  government. 
There  are  too  many  Federal  programs. 
We  must  go  further  than  merely  elimi¬ 
nating  the  inefficient  and  unnecessary 
activities  of  the  Federal  Government. 
We  must  cut  out  some  good  things  that 
we  can  either  get  along  without  or  that 
can  be  handled  by  the  local  governments 
or  by  the  citizens  themselves.  We  are  in 
a  jam  today,  faced  with  a  question  of 
our  survival  because  of  the  false  philos¬ 
ophy  that  the  Federal  Government  could 
take  care  of  everything.  Apostles  of  de¬ 
struction  have  taught  that  the  Federal 
Government  should  assume  all  of  the 
responsibility  and  supply  all  the  wants 
and  needs  for  the  individual.  Such  a 
thing  is  an  impossibility.  The  Govern¬ 
ment  cannot  give  security  but  it  can 
make  its  citizens  paupers  and  slaves  of 
the  state  in  such  an  effort. 

Those  misguided  individuals  who  have 
proceeded  on  the  theory  that  the  United 
States  can  spend  without  limitation 
have  brought  the  country  to  greater 
danger  than  any  foreign  enemy.  They 
have  invited  a  sell  out  by  both  individu¬ 
als  and  by  the  sovereign  States  of  their 
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basic  rights  and  freedoms  in  return  for 
a  portion  of  the  Federal  treasure. 

To  most  people  a  pay-as-you-go  sys¬ 
tem  is  a  two-sided  proposition.  The 
first  and  most  essential  is  a  reduction  of 
expenditures  and  secondly,  the  raising 
of  the  necessary  revenue  to  pay  those 
expenditures.  The  Truman  administra¬ 
tion  recklessly  and  thoughtlessly  de¬ 
mands  more  and  more  of  the  taxpayers 
to  keep  up  with  their  political  spending. 
You  just  cannot  keep  up  with  them. 
The  Committee  on  Ways  and  Means 
worked  for  6  months  trying  to  write  this 
bill.  They  hunted  in  vain  for  places  to 
find  revenue.  It  involves  about  $7,000,- 
000,000.  This  $7,000,000,000  will  be  hard 
for  the  American  taxpayers  to  dig  up. 
Yet,  without  batting  an  eye,  Mr.  Tru¬ 
man  in  recent  weeks  has  asked  for  $8,- 
500,000,000  more  in  foreign-aid  pro¬ 
grams. 

These  expenditures  have  not  brought 
peace  to  the  country.  There  is  no  peace 
in  sight.  They  have  by  their  dangerous 
spending  put  the  United  States  on  both 
sides  of  every  conflict  that  has  occurred 
in  the  world  in  the  last  12  years.  We 
started  out  to  help  little  Finland;  later 
on  American  material  and  equipment 
was  furnished  the  Russians  to  fight  Fin¬ 
land.  This  policy  continues  today.  The 
Truman  administration  has  ignored  the 
mandate  of  Congress  to  stop  sending  aid 
to  nations  that  are  supplying  Red  China 
with  military  equipment  that  is  being 
used  to  kill  the  finest  and  best  young 
men  on  the  face  of  the  earth.  The  Tru¬ 
man  spenders  are  still  working  both  sides 
of  the  street. 

The  American  Revolution  was  a  revolt 
against  taxes.  Those  men  were  not  re¬ 
sisting  locally  imposed  taxes  for  police, 
schools,  and  other  essential  elements  of 
Government.  They  resisted  taxes  that 
were  imposed  upon  them  to  support  Eu¬ 
rope.  This  Congress  is  going  to  find  out 
that  the  spirit  of  the  Revolution  is  not 
dead  and  that  the  American  taxpayers 
today  can  and  will  resist. 

I  am  thankful  that  the  American  peo¬ 
ple  are  great  protestors.  They  still  have 
the  courage  to  criticize.  They  are  in  no 
sense  docile.  They  are  willing  to  fight 
back.  This  spirit  of  independence  can 
and  will  be  aroused  again  to  resist  the 
taxes  that  are  at  this  time  destroying  the 
greatest  economic  system  ever  devised  by 
man. 

What  we  need  is  more  resistance.  The 
taxpayers  need  to  rise  up  and  drive  out 
the  spenders  and  preserve  our  economic 
system  that  has  given  more  good  things 
to  more  people  over  a  longer  period  of 
time  than  any  other  economic  system  in 
history. 

Do  not  let  it  be  said  that  this  tax  bill 
is  a  curb  on  inflation.  It  will  promote 
inflation.  Take  for  instance  the  manu¬ 
facturers’  excise  tax  of  20  percent  on  me¬ 
chanical  pencils  and  pens.  If  the  manu¬ 
facturers’  cost  of  a  pencil  is  now  25  cents 
it  will  raise  it  to  30  cents.  The  distribu¬ 
tor  and  the  retailer  will  figure  their  per¬ 
centage  mark-up  on  this  new  increased 
price.  Is  that  going  to  be  inflationary  or 
deflationary? 

Under  our  present  system  of  withhold¬ 
ing  the  taxes  on  wages  the  emphasis  has 
been  placed  on  the  take-home  pay.  By 


increasing  the  individuals’  direct  income 
taxes  by  one-eighth  will  this  naturally 
cause  a  demand  for  more  take-home 
pay? 

When  we  tax  corporations  we  know 
that  they  will  be  taking  more  money 
away  from  their  customers  through 
higher  prices.  When  the  corporate  rate 
was  38  percent,  management  had  to 
make  $1.68  profit  in  order  to  have  $1 
profit  left  for  the  shareholders.  This 
bill  raises  the  rate  to  52  percent.  This 
means  that  the  corporation’s  manage¬ 
ment  in  order  to  have  a  $1  profit  for  the 
company  will  have  to  make  a  profit  of 
about  $2.11.  The  only  way  to  do  this  is 
to  raise  prices.  Will  this  be  inflationary? 
The  above  52-percent  rate  is  exclusive 
of  the  excess-profits  tax  which  is  also 
increased  in  this  bill. 

The  over-all  ceiling  on  the  corporate 
tax  is  fixed  at  70  percent  of  the  total 
income.  The  situation  will  exist  in  many 
cases,  however,  where  the  income  above 
a  certain  point  will  be  taxed  at  an  ef¬ 
fective  rate  of  82  percent.  In  other 
words,  out  of  every  dollar  of  new  profit 
made,  the  Government  will  get  82  cents 
and  the  owners  of  the  corporation  18 
cents.  What  inducement  will  there  be 
for  the  corporation  to  hold-down  their 
production  costs  when  the  Government 
will  in  effect  be  paid  82  percent  of  it? 
A  corporation  might  as  well  go  ahead  and 
spend  lavishly  because  after  all  they  will 
only  be  spending  18-cent  dollars.  Some 
corporations  may  hoard  manpower  be¬ 
cause  their  tax  situation  is  such  that  the 
cost  of  such  a  wasteful  procedure  will  be 
borne  largely  by  the  Government.  This 
is  most  inflationary.  It  is  not  just  a 
theory.  It  is  something  that  will  in¬ 
crease  the  cost  of  living  for  millions  of 
American  families. 

If  this  bill  is  enacted  it  will  "mean 
•  that  taxes  have  been  increased  by  $17,- 
000,000,000  in  the  last  12  months.  The 
Tax  Act  of  1950  wiped  out  the  percent¬ 
age  reduction  on  individual  income  taxes 
made  by  the  Republican  Eightieth  Con¬ 
gress.  This  bill  proposes  to  further  in¬ 
crease  the  individual  income  tax  rate 
by  12  percent.  This  is  going  to  be 
especially  burdensome  on  people  of  low 
income. 

Take  the  case  of  a  married  person 
with  two  dependents  whose  income  is 
$3,000  per  year.  A  year  ago  their  Fed¬ 
eral  income  tax  amounted  to  $432.  With 
the  enactment  of  this  measure  it  will  be 
$585  or  an  increase  within  1  year  of  over 
35  percent.  The  taxes  for  a  married 
person  with  two  children  on  an  income 
of  $5,000  at  the  rates  that  prevailed  a 
year  ago  amounted  to  $974.  If  this  bill 
is  enacted  it  will  be  $1,296.  This  is  like¬ 
wise  an  increase  of  over  35  percent  in 
1  year. 

When  the  New  Deal  came  to  power  the 
personal  income  tax  exemption  was 
$1,000  as  to  the  normal  tax  and  $6,000 
for  the  surtax.  Today  it  is  $600  for 
both.  The  only  time  that  it  has  been 
raised  since  1933  was  when  the  Repub¬ 
lican  Eightieth  Congress  increased  the 
personal  exemption  from  $500  to  $600. 
Due  to  the  Government-made  inflation 
the  $600  personal  exemption  now  has  a 
purchasing  power  of  far  less  than  that 
amount. 


Most  taxes  are  passed  on  to  the  con¬ 
sumer.  There  are  many  individuals, 
however,  who  cannot  pass  their  taxes  on 
to  somebody  else.  I  refer  to  individuals 
on  a  fixed  salary — retired  people  living 
on  assistance,  a  small  pension  or  their 
own  savings,  and  farmers.  Recently  a 
minister  wrote  and  asked  how  he  could 
send  two  children  to  college  on  a  salary 
of  $2,700  a  year  in  light  of  the  present 
inflation  and  high  taxes?  This  man’s 
problem  is  going  to  become  more  diffi¬ 
cult  with  the  passage  of  this  bill.  It 
places  a  very  heavy  burden  on  the  rank 
and  file  of  our  people  who  live  on  small 
incomes.  Mr.  Chairman,  I  wish  to  insert 
a  table  showing  the  effect  of  this  bill  in 
reference  to  the  individual  income  tax 
rates: 


SINGLE  PERSON,  NO  DEPENDENTS 


Income  after  de¬ 
ductions  but  be¬ 
fore  exemptions 

A  year  ago 

Tinder 

H.  R.  4473 

Tax  in¬ 
crease 

$600 . 

$600 . . . 

$33 

$45 

$12 

$1,000. . . . 

66 

90 

24 

$1,500 _ 

149 

203 

54 

$2,000 _ _ 

232 

315 

83 

$3,000 _ 

409 

649 

140 

$5,000 . 

811 

1.062 

251 

$8,000 . 

1,546 

2,  003 

457 

$10,000 _ : 

2, 124 

2,741 

617 

$15,000 _ 

3,  894 

5,004 

1,110 

$20,000... . 

6,089 

7.810 

1,  721 

$26,000... . . 

8,  600 

11,021 

2,421 

$50,000.... . 

23,  201 

29,  687 

6,486 

$100,000 . 

58,762 

74,  831 

16,  069 

MARRIED  COUPLE,1  NO  DEPENDENTS 


$1,000 . . . 

$1,500 _ 

$50 

$68 

$18 

$2,000 _ _ 

133 

180 

47 

$3,000 . . . 

299 

405 

106 

$5,000 . . 

631 

855 

224 

$8,000 _ _ 

1,206 

1,  593 

387 

$10,000 . 

,  1, 621 

2,124 

503 

$15,000 _ _ 

2,829 

3,668 

839 

$20,000 _ _ 

4,247 

5,481 

1.234 

$25,000 _ 

5,877 

7,565 

1,688 

$50,000 _ _ 

17,  201 

22,041 

4,  840 

$100,000 _ 

46,  403 

59, 373 

12, 970 

MARRIED  COUPLE,1  2  DEPENDENTS 


$2,000 . 

$3,000 . 

$100 

$135 

$35 

$5,000 . 

432 

585 

153 

$8,000. . 

974 

1,296 

322 

$10,000 . . . 

1,361 

1,791 

430 

$15,000 _ _ 

2,512 

3,263 

751 

$20,000 . 

3,888 

5,  022 

1,134 

$25,000 . 

5,  476 

7,052 

1.576 

$50,000 _ _ 

16,  578 

21,  245 

4,667 

$100,000 _ 

45,  643 

58, 401 

12,  758 

1  Income  earned  by  one  spouse. 


Spenders  in  Government  have  always 
tried  to  convey  the  idea  that  someone 
other  than  the  rank  and  file  of  the  people 
paid  the  bill.  This  is  quite  untrue.  It 
is  'very  apparent  that  the  men  and 
women  who  work  and  produce  are  the 
ones  who  must  pay  the  bill. 

Even  before  enactment  of  H.  R.  4473 
confiscating  all  normal  and  surtax  net 
income  over  $10,000  will  yield  only  an 
additional  $3,500,000,000  in  taxes — or 
just  enough  to  pay  for  the  Truman 
budget  for  18  days. 

Confiscating  all  normal  and  surtax  net 
income  over  $26,000  will  produce  only 
an  additional  $713,000,000  in  taxes — or 
just  enough  to  pay  for  the  Truman 
budget  for  4  days. 

Confiscating  all  normal  and  surtax  net 
income  over  $100,000  would  yield  only  an 
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additional  $39,000,000  in  taxes — or  just 
enough  to  pay  for  the  Truman  budget  for 
5  hours. 

This  pending  bill  increases  the  ordi¬ 
nary  normal  tax  on  corporations  by  5 
percentage  points.  In  addition,  the  so- 
called  excess-profits  tax  is  increased  in 
this  bill. 

An  idea  of  the  increased  tax  imposed 
by  H.  R.  4473  over  the  tax  burden  just 
12  months  ago  on  various  size  corpora¬ 
tions,  even  though  they  have  no  in¬ 
creased  earnings,  is  shown  below : 


Earnings 

Tax  a  year 
ago 

Tax  under 
H.  E.  4473 

Percentage 

increase 

$25,000 . 

$5,  750 

$7,500 

30.4 

$50,000. . 

19,  000 

24,  250 

27.6 

$100,000 . 

38,000 

59,  500 

42.0 

$200,000 _ _ 

76,000 

125,000 

49.0 

$500,000 . 

190,  000 

297,  500 

54.0 

$1,000,000 . 

380,  000 

595,  000 

55.0 

$10,000,000 . 

3,  800,  000 

6, 950,  000 

56.0 

This  pending  measure  also  contains 
provisions  for  the  withholding  of  taxes 
on  dividends,  royalties,  and  in  some  cases 
on  interest.  This  means  that  before  a 
corporation  can  pay  out  money  for  divi¬ 
dends  that  they  must  take  20  percent  of 
that  amount  and  remit  it  to  the  Federal 
Government.  This  will  be  done  even 
though  the  individual  owning  some  of 
that  stock  and  who  is  entitled  to  the 
dividend  owes  no  taxes.  I  can  best  point 
this  up  by  citing  a  paragraph  in  the 
minority  report  which  is  as  follows: 

“If  the  flat  20-percent  withholding 
provided  for  in  this  bill  is  to  become  law, 
then  it  seems  to  us  that  at  the  very  least 
additional  attention  should  be  directed 
to  the  serious  problem  of  preventing  the 
unjust  enrichment  of  the  Government 
at  the  expense  of  the  people  who  owe  no 
taxes.  For  example,  an  elderly  couple 
may  have  interest  from  corporate  bonds 
and  a  few  dividends  which  bring  in  $800 
a  year  and  together  with  the  husband’s 
retirement  pay  have  a  yearly  income  of 
$2,400.  This  couple  will  have  no  tax 
liability  but  they  will  be  out  of  pocket 
$160  next  year  as  the  result  of  withhold¬ 
ing  20  percent  on  their  $800.  Some¬ 
times,  around  the  middle  of  the  follow¬ 
ing  year  they  will,  if  a  proper  claim  for 
refund  is  made,  be  reimbursed  the  $160, 
but  of  course,  by  that  time  approxi¬ 
mately  one-half  of  this  amount  will  al¬ 
ready  have  been  withheld  on  the  current 
year’s  dividends,  and  by  the  end  of  the 
year  they  will  be  out  of  pocket  the  full 
$160  all  over  again.  The  continuous 
withholding  by  the  Government  of  an 
amount  equal  to  approximately  10  per¬ 
cent  of  this  couple’s  investment  income 
will  go  on  each  year  until  they  die  or 
dispose  of  their  investment.” 

This  bill  increases  the  excise  taxes 
upon  the  American  people  by  $1,252,- 
000,000.  In  the  field  of  highway  trans¬ 
portation  alone  the  increased  burden 
amounts  to  half  a  billion  dollars.  This 
is  accounted  for  in  the  following  manner : 
%  -cent-a-gallon  Increase  in 

the  Federal  gasoline  tax _ $210,  000,  000 

2 -cent -a- gallon  gasoline  tax 

to  be  applied  to  Diesel  fuel.  10,  000,  000 
The  increase  of  from  7  to  10 
percent  of  the  excise  tax  on 
automobiles  and  motor¬ 
cycles  _  196,  000,  000 


Increased  tax  on  trucks,  trail¬ 
ers  and  busses _  $61,  000,  OOO 

The  increased  tax  on  automo¬ 
tive  parts _  56,  000,  000 

The  above  figures  are  only  the  amount 
of  the  increase.  They  do  not  show  the 
present  Federal  taxes.  In  addition  to 
that,  automobiles  and  gasoline  are  taxed 
heavily  by  every  State  in  the  Union  and 
by  some  cities. 

A  number  of  additional  items  are  se¬ 
lected  under  this  bill  for  the  imposition 
of  excise  taxes.  Some  of  these  new 
taxes  were  imposed  by  the  committee 
even  though  the  industries  involved  were 
not  notified  of  the  pending  action  at  the 
time  the  public  hearings  were  being  con¬ 
ducted.  They  had  no  chance  to  explain 
how  a  particular  excise  tax  might  affect 
their  industry.  Such  procedure  should 
be  frowned  upon. 

Soon  after  the  war,  corporation  taxes 
were  reduced.  Later  on  the  Eightieth 
Congress  made  a  reduction  in  individual 
income  taxes.  A  reduction  of  World 
War  II  excise  taxes  has  been  long  over¬ 
due.  The  effect  of  the  passage  of  this 
measure  is  to  freeze  these  wartime  taxes 
on  certain  selected  items.  Some  of  those 
taxes  were  put  on  for  the  express  pur¬ 
pose  of  retarding  production.  The  con¬ 
tinuation  of  these  wartime  excise  taxes 
has  not  only  been  disastrous  to  many 
industries  but  very  unfair.  For  instance, 
the  World  War  II  tax  on  furs  of  20  per¬ 
cent  has  had  its  adverse  effect  not  only 
on  the  employees  engaged  in  the  manu¬ 
facturing  of  furs  but  on  the  dealers  and 
the  fur  farmers.  Even  during  the  war, 
the  question  could  rightly  be  asked — 
why  should  a  $200  fur  coat  have  a  spe¬ 
cial  tax  of  $40  when  a  $200  cloth  coat 
had  no  tax  of  that  kind?  If  the  Federal 
Government  expects  to  raise  huge  sums 
in  excise  taxes  they  should  not  attempt 
to  do  so  by  high  taxes  on  a  few  selected 
items.  There  should  be  a  greater  uni¬ 
formity  of  treatment  for  all  industries. 

Mr.  Chairman,  President  Truman 
should  have  brought  about  a  drastic  re¬ 
duction  of  expenditures  before  asking 
the  Congress  to  increase  the  burdens  of 
the  already  overtaxed  citizens.  This  is 
not  a  .  .tion  of  the  citizens  declining  to 
pay  their  portion  of  the  cost  of  the  Fed¬ 
eral  Government.  This  measure  must 
be  judged  in  the  light  of  its  effect  upon 
our  total  economy.  We  cannot  continue 
high  tax  rates  like  this  and  preserve  our 
system  of  private  enterprise  in  a  strong, 
healthy,  and  expanding  economy. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  7  minutes  to  the  gentleman 
from  Illinois  [Mr.  Sheehan]. 

Mr.  SHEEHAN.  Mr.  Chairman,  the 
tax  bill  under  consideration  is,  in  my 
estimation,  a  Socialist’s  dream  to  help 
bring  on  socialism  without  revolution. 
The  present-day  Socialists  are  smart 
enough  to  know  that  they  can  socialize 
income  by  the  use  of  punitive  taxation 
and  thus  liquidate  the  middle-class  peo¬ 
ple  of  America.  The  once  modest  cor¬ 
poration  and  income  taxes  have  been 
gradually  raised  to  pay  for  wars  and 
so-called  defense  projects;  to  finance 
farm  subsidies;  to  extend  aid  to  foreign 
countries,  and  to  advance  the  social  re¬ 
forms  of  Roosevelt,  Truman,  and  the 
give-away  Democratic  Party. 
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Aristotle,  Leo  XIII,  the  writers  of  the 
Constitution  and  the  Federalist  papers 
all  knew  the  importance  of  the  middle- 
class  people  to  the  welfare  of  a  coun¬ 
try.  As  Aristotle  pointed  out,  the  most 
perfect  political  community  is  one  in 
which  the  middle  class  predominates. 
The  successive  boosts  in  income  taxes, 
estate  and  gift  levies  are  reaching  the 
point  of  confiscation  because  the  left- 
wing  liberals  think  there  is  something 
unsocial  in  leaving  something  for  your 
wife  and  children.  These  fake  liberals 
want  a  leveling  process  and  the  liquida¬ 
tion  of  the  middle  class  so  that  every¬ 
one  is  on  the  same  plane  without  regard 
for  ability,  thrift,  or  willingness  to  work. 

The  taxation  purge  is  the  Socialist- 
Communist  war  of  extermination  against 
the  middle  classes.  No  Socialist  regime 
can  exist  in  a  country  that  has  a  middle 
class  or  in  which  the  spark  of  middle- 
class  ideals  can  survive.  Where  Social¬ 
ists  are  in  power  or  want  to  achieve 
power,  they  now  conduct — like  our 
Korean  War — a  war  of  attrition,  by 
gradually  limiting  property  through  con¬ 
fiscatory  taxes. 

Big  government,  big  business,  and  big 
labor  get  bigger.  This  eventually  makes 
it  easier  for  big  government  to  take  over 
big  business  and  big  labor.  Meanwhile 
the  middle  class  is  ground  between  big 
business  and  big  labor.  The  middle 
class  receives  a  decreasing  proportion  of 
the  apparent  increase  in  national  wealth 
while  it  pays  an  increasing  proportion 
of  the  very  real  skyrocketing  tax  bur¬ 
den.  The  main  characteristic  of  the 
middle  class  is  its  independence  or  self- 
reliance.  By  saving  a  part  of  one’s  earn¬ 
ings  one  could  provide  against  a  day 
when  earnings  may  cease  to  provide  for 
sickness,  to  provide  for  old  age,  to  give  to 
charity. 

But  when  people  must  depend  on  the 
Government  for  these  responsibilities 
the  middle  class  will  no  longer  exist. 
They  will  be  discouraged  to  a  point 
where  they  will  no  longer  fight  for  their 
ideals  and  we  will  find  representative 
government  on  the  way  out. 

The  tax  law  voted  by  the  House  Ways 
and  Means  Committee  follows  closely  the 
recommendations  of  the  top  officers  of 
the  CIO  and  I  feel  that  the  great  major¬ 
ity  of  the  CIO  members  do  not  know 
they  are  being  taken  for  a  Socialist  ride. 
The  political  sting  from  taxes  is  far  less 
when  the  tax  burden  is  shifted  to  the 
middle  class  and  to  business  and  the 
committee  has  taken  this  course.  I,  per¬ 
sonally,  question  the  motives  of  this 
CIO  tax  bill,  especially  when  I  realize 
that  a  former  leading  legal  mind  in  this 
CIO  clique,  formerly  a  darling  of  the 
Socialist  followers  of  the  Fair  Deal,  is  a 
self-confessed  Communist  who  will  not 
reveal  the  names  of  his  fellow  Commu¬ 
nists.  I  question  their  motives  because 
one  of  their  leading  officers  who  is  a 
Marxist  Socialist  took  a  course  of  study 
in  Russia  and  no  one  has  yet  accused 
him  of  taking  this  Russian  course  as  a 
sleuth  for  the  United  States  Govern¬ 
ment. 

Taxes  not  only  raise  money  but  cut 
deeply  into  our  economy.  We  should 
not  attempt  an  unjust  equalization  of 
income  and  thus  weaken  our  capitalistic 
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system.  Yet  this  is  exactly  what  the 
Socialists  want  to  do.  Devise  every 
spending  plan  possible,  make  the  taxes 
higher  and  higher,  make  the  individual 
place  more  dependence  on  the  state  and 
then  you  kill  initiative  and  private  enter¬ 
prise,  and  make  the  state  or  socialism 
supreme. 

That  is  what  the  present  tax  bill  is 
doing  because  the  Democratic  adminis¬ 
tration  has  not  given  us  a  real  economy 
budget  and  I  will,  therefore,  have  to 
voice  the  will  of  the  majority  of  my  con¬ 
stituents  and  vote  against  this  socialistic 
tax  bill. 

Mr.  DQTJGHTON.  Mr.  Chairman,  I 
yield  15  minutes  to  the  gentleman  from 
New  Mexico  [Mr.  Dempsey], 

Mr.  DEMPSEY.  Mr.  Chairman,  I  have 
asked  for  this  time  more  to  get  informa¬ 
tion  than  for  any  other  reason,  because 
I  am  somewhat  confused.  Recognizing 
as  we  all  do  that  a  tax  bill  is  not  easy  to 
write — I  have  never  seen  one  yet  that 
suited  everybody,  and  I  am  sure  this  one 
does  not — I  do  want  it  known  that  I  have 
great  confidence  in  the  chairman  and 
the  other  members  of  the  committee.  I 
think  they  have  done  a  splendid  job  and 
done  the  best  they  could  under  existing 
circumstances.  But  I  do  regret  that  the 
bill  was  not  delayed  until  after  the  ap¬ 
propriation  bills  were  acted  upon.  I  say 
that  because  of  the  cuts  we  are  making 
in  the  appropriation  bills  which  should 
have  some  effect  on  how  much  money  we 
must  appropriate  for  the  Federal  Gov¬ 
ernment. 

I  also  feel  that  in  appropriating  the 
moneys  we  now  are,  it  is  not  for  the  pur¬ 
pose  that  the  Constitution  decreed,  that 
is,  the  upkeep  and  maintenance  of  the 
Federal  Government.  There  is  so  much 
of  this  money  being  appropriated  for  re¬ 
distribution  to  countries  throughout  the 
world  that  I  am  getting  a  little  fearful. 

The  steady  increase  in  excise  taxes  is 
a  very  disturbing  thing.  We  are  asking 
now  for  $1,252, OOO.OCO  more  in  excise 
taxes.  We  already  have  more  than 
$8,000,000,000  in  excise  taxes,  and  I  think 
this  brings  the  total  amount  up  to  about 
$11,000,000,000  in  that  form  of  tax. 

The  excise  tax  is  the  most  vicious  of 
all  taxes  because  it  is  a  hidden  tax  and 
you  do  not  know  what  you  are  paying. 
Back  in  the  early  thirties  we  had  no  such 
thing  as  an  excise  tax.  Now  we  have  so 
many  I  do  not  think  a  member  of  the 
Committee  on  Appropriations  or  of  the 
Committee  on  Ways  and  Means,  or  any¬ 
one  in  the  Treasury  Department  knows 
half  of  them. 

I  was  quite  concerned  a  few  months 
ago,  after  listening  to  a  broadcast  on  a 
national  network  from  California.  The 
gentleman  who  was  conducting  the  pro¬ 
gram  was  Mr.  Walter  O’Keefe.  He  had 
what  we  call  a  “jackpot  question.”  The 
question  was :  How  many  concealed  taxes 
are  there  in  one  pair  of  shoes?  The  dif¬ 
ferent  ones  said  3,  5,  or  10.  One  man  got 
up  and  said  75.  They  all  laughed,  and 
they  had  trouble  getting  order.  The 
answer  was  that  there  are  502  hidden 
excise  taxes  involved  in  the  sale  of  a  pair 
of  shoes. 

Then  I  began  to  realize  the  difference 
between  the  pair  of  shoes  I  used  to  pur¬ 
chase  in  1938-39,  which  cost  me  about  $8, 


and  which  now  cost  me  $22.  The  only 
difference  in  the  shoe  is  that  it  is  not  as 
good  as  the  one  I  bought  in  1939.  The 
difference  in  cost  is  entirely  due  to  the 
excise  taxes. 

Mr.  BUDGE.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  DEMPSEY.  I  yield. 

Mr.  BUDGE.  I  am  wondering  if  the 
gentleman  has  noted  that  this  bill  carries 
a  new  excise  tax  on  bedsheets  and  pil¬ 
lowcases.  Apparently  our  taxes  are  even 
going  to  bed  with  us  now. 

Mr.  DEMPSEY.  Well,  they  have  been 
going  to  bed  with  us  for  a  long,  long 
time  if  our  subconscious  mind  works  at 
all.  The  laboring  man,  until  recent 
years,  did  not  have  too  much  difficulty  in 
purchasing  an  automobile.  An  automo¬ 
bile  today  is  not  a  luxury  conveyance,  it 
is  a  necessity.  Workingmen  use  it  to  go 
to  work  and  bring  the  children  to  school 
and  do  other  things  that  are  necessary. 

In  the  great  State  of  New  Mexico 
which  I  am  privileged  to  represent,  about 
the  only  transportation  you  can  depend 
upon  there  is  that  which  we  provide  for 
ourselves.  We  have  no  trolley  cars, 
thank  Gcd.  We  have  very  few  buses, 
except  the  transcontinental  buses  going 
from  California  to  New  York  City  and 
Chicago.  So  we  provide  our  own  trans¬ 
portation.  It  is  the  fourth  largest  State 
in  the  Union,  covering  122,000  square 
miles.  The  distances  between  towns  are 
great,  oftentimes  more  than  50  miles. 
We  must  provide  transportation.  In  the 
old  days,  a  Ford  car  or  a  Chevrolet  or  a 
Plymouth  sold  for  about  $1,0C0  or  $1,200. 
Today  they  run  from  $1,800  to  $2,100, 
largely  because  of  excise  taxes. 

I  notice  in  this  bill  that  the  people  in 
the  brackets  from  $1,000  to  $5,000  will 
pay  $1,081,000,000  in  additional  taxes. 
Those  are  the  same  people  who  will  pay  a 
goodly  portion  of  the  excise  taxes,  and  I 
am  fearful  when  this  bill  becomes  law 
that  the  laboring  people  will  call  the 
attention  of  the  employers  to  the  fact 
that  they  must  have  more  money.  They 
can  show  the  need.  There  will  not  be  any 
question  about  the  need.  When  they  do, 
they  will  get  an  increase.  When  that 
happens,  the  farmer  says,  “What  about 
my  parity?  It  must  be  increased.” 

I  do  not  want  to  see  the  dollar  go  down 
lower  than  it  is.  It  is  worth  about  40 
cerfts  now.  If  it  goes  down  to  25  cents, 
I  would  rather  be  in  favor  of  taking  the 
likeness  of  that  great  American  bird,  the 
eagle,  off  of  it  and  putting  a  little  spar¬ 
row  on  instead,  because  I  do  not  like  to 
embarrass  the  American  eagle. 

What  we  snould  be  doing  is  to  increase 
the  purchasing  power  of  the  dollar, 
rather  than  decreasing  it.  All  of  this 
propaganda  that  you  hear  in  certain 
quarters  around  Washington,  which  says 
that  this  inflation  is  due  to  the  spending 
of  the  laboring  class  and  that  if  you  take 
the  money  away  from  them  in  taxation 
you  will  eliminate  inflation,  is  pure  non¬ 
sense.  Inflation  was  created  and  is  go¬ 
ing  on  now  because  of  the  extreme 
spending  of  the  Federal  Government 
and  the  wasteful  manner  in  which  it  was 
expended.  I  am  not  going  into  detail 
about  some  of  these  things,  because  we 
have  too  many  investigations  going  on 
now  to  suit  me.  We  have  so  many  that 


our  people  are  beginning  to  question  our 
form  of  government.  I  think  it  is  the 
greatest  government  that  any  nation  in 
this  world  has  ever  had.  I  want  to  see 
it  preserved.  I  am  not  so  sentimental 
that  I  would  say  to  you,  in  part,  that 
which  I  was  going  to  say. 

I  think  every  dollar  we  need  for  the 
defense  of  this  Nation  or  to  help  those 
who  help  us  win  this  terrific  conflict 
should  be  spent,  but  I  am  not  naive 
enough  to  say  or  to  think  that  when  you 
give  a  man  in  uniform  billions  of  dollars 
to  spend  and  he  has  had  no  previous 
experience  in  purchasing,  that  you  will 
achieve  the  greatest  efficiency  along  that 
line.  I  think  the  men  who  represent  the 
purchasing  department  of  the  Armed 
Services  ought  to  be  men  of  great  ability 
along  that  line.  You  do  not  learn  that 
in  West  Point  or  Annapolis.  There  you 
learn  to  have  great  military  knowledge. 
We  certainly  recognize  that  such  mili¬ 
tary  knowledge  has  been  used  well  in  the 
various  conflicts  in  which  we  have  been 
engaged. 

I  am  greatly  disturbed  about  this  bill. 
I  am  also  disturbed  about  the  immense 
effort  put  in  by  the  distinguished  Ways 
and  Means  Committee,  all  honorable  and 
fine  men,  all  doing  the  best  job  they  can. 
But  I  sometimes  wonder  if  we  should 
completely  take  the  word  of  those  who 
desire  to  see  us  appropriate  large  sums 
of  money  until  such  time  as  we  know 
what  we  can  appropriate  and  what  we 
can  spend.  The  Federal  Government  is 
not  much  different  from  the  State  or 
even  the  individual’s  home,  except  that 
it  has  the  power  to  tax.  But  the  barrel 
is  getting  empty,  as  I  visualize  the 
situation  today  in  the  financial  world, 
and  I  think  our  Government,  like  the 
head  of  a  household,  should  look  at  his 
funds  unless  he  wants  to  go  into  debt. 

Our  great  chairman  has  told  us  there 
are  three  ways  to  meet  this  tax  situation. 

One  is  to  pass  this  bill.  Another  is 
to  cut  appropriations.  I  have  seen  the 
chairman  vote  to  cut  appropriations 
around  here,  and  I  know  how  he  feels 
about  it.  He  would  like  to  see  every 
appropriation,  in  my  opinion,  cut  to  the 
bone,  as  I  would.  But  unfortunately,  he 
does  not  have  all  the  power  to  do  that; 
a  lot  of  it  rests  in  the  agencies,  and  a 
lot  rests  with  Members  of  Congress. 
The  agencies  and  departments  cannot 
spend  more  than  we  allow  them  to  spend. 
I  think  sometimes  we  do  not  investi¬ 
gate  the  situation  except  to  appropriate, 
I  think  that  the  heads  of  the  commit¬ 
tees  of  this  great  house  of  Congress 
should  not  only  appropriate  the  moneys, 
but  also  they  should  follow  through  to 
a  conclusion  on  how  the  moneys  have 
been  expended.  That  is  part  of  the  job. 
This  is  one  of  the  most  serious  things 
we  have  to  do.  This  session  we  have 
the  greatest,  the  largest  group  of  appro¬ 
priation  bills  ever  passed  in  the  Con¬ 
gress  of  the  United  States,  I  am  told. 

Mr.  STEFAN.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  DEMPSEY.  I  shall  be  glad  to. 

Mr.  STEFAN.  I  like  the  gentleman’s 
approach  on  the  income  and  outgo  of 
our  fiscal  program.  The  gentleman  at 
the  outset  of  his  very  remarkable  and 
edifying  statement  indicated  that  he 
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would  like  to  know  what  we  are  going 
to  appropriate  before  we  start  charging 
the  people  for  the  expense  of  Govern¬ 
ment. 

Mr.  DEMPSEY.  That  is  true. 

Mr.  STEFAN.  If  we  knew  today  what 
we  were  actually  going  to  appropriate, 
what  the  decreases  were  going  to  be, 
if  any,  in  any  appropriation  bill,  I  be¬ 
lieve  the  Ways  and  Means  Committee 
could  come  to  this  House  today  with  a 
bill  for  taxes  much  reduced  over  the 
bill  presented  today.  I  read  the  report 
very  carefully  and  I  noted  that  the  com¬ 
mittee  in  one  instance  indicated  how 
much  we  have  obligated  ourselves  to 
spend.  The  President’s  budget  asked  for 
more  than  $71, 000, 000, 000-plus,  but  our 
obligations  and  appropriations  according 
to  the  latest  figures  in  the  Committee 
on  Appropriations  will  run  over  $94,- 
000,000,000. 

I  also  notice  in  one  part  of  the  re¬ 
port  that  the  reductions  in  appropria¬ 
tions  at  this  time  on  bills  considered  in 
the  House  run  something  over  a  billion 
and  a  half  dollars.  My  figures  as  a 
member  of  the  Committee  on  Appropria¬ 
tions  indicate  that  our  reductions  made 
in  the  House  up  to  this  time  have  run 
very  close  to  $3,000,000,000,  taking  in  the 
Jensen  amendment  and  other  amend¬ 
ments. 

Then  there  is  another  reduction  that 
we  effected.  We  had  a  bill  in  here 
amounting  to  $6,500,000,000,  a  supple¬ 
mental  bill  for  the  Defense  Establish¬ 
ment.  The  first  request  came  for  $10,- 
000,000,000  but  when  it  left  the  House 
it  was  a  little  over  $6,000,000,000,  so  an¬ 
other  reduction  was  made  by  a  confer¬ 
ence  between  the  Appropriations  Com¬ 
mittee  and  the  agencies  submitting  that 
bill  trimming  it  from  $10,000,000,000  to 
$6, 000, 000, 000-plus. 

The  total  reduction,  therefore,  has 
been  around  $6,000,000,000,  taking  into 
consideration  the  defense  reduction  as 
the  result  of  that  conference.  There 
will  be  more  reductions  because  we  have 
$8,500,000,000  in  the  machinery  now, 
plus  the  $60,000,000,000  bill  for  defense 
which  will  soon  come  before  us,  and  there 
will  be  other  reductions. 

Why  could  we  not  hold  this  tax  bill 
over  as  intimated  by  the  distinguished 
gentleman  from  New  Mexico  until  these 
appropriation  bills  are  passed  and  we 
can  actually  measure  the  outgo  and  in¬ 
come  of  Government  finances?  What 
would  the  gentleman  say  to  that? 

Mr.  DEMPSEY.  I  would  like  to  see 
that,  but  we  must  consider  that  at  this 
time  of  the  year  you  would  ordinarily 
expect  the  appropriation  bills  to  have 
been  acted  upon,  but  the  Senate  because 
of  so  many  investigations  has  not  gone 
as  far  as  the  House  has. 

Mr.  STEFAN.  They  are  writing  a 
concurrent  resolution  now  to  furnish  the 
departments  money  through  extending 
resolutions.  The  gentleman  knows  that 
when  the  Senate  gets  this  bill  it  will 
never  come  out  of  the  Senate  until  some 
time  in  September  perhaps,  probably 
later,  and  it  will  be  very  much  amended. 
Your  appropriation  bills  are  delayed  not 
due  to  the  fault  of  members  of  the  Ap¬ 
propriations  Committee,  I  assure  the 
gentleman. 


Mr.  DEMPSEY.  I  am  not  critical  of 
the  Appropriations  Committee  or  any 
other  committee.  I  think  we  are  all  do¬ 
ing  the  best  we  can. 

Mr.  STEFAN.  We  have  plenty  of  time 
so  that  we  should  know  how  much 
money  we  are  going  to  appropriate  be¬ 
fore  this  bill  is  passed  by  the  Senate. 

Mr.  DEMPSEY.  When  you  say  that 
a  man  is  earning  $5,000,  that  seems  in 
terms  of  1935  and  1936,  a  sufficient 
amount  to  take  care  of  him  and  his  wife, 
and  perhaps  a  child  or  two,  but  with  to¬ 
day’s  high  pirces  where  a  dollar  will  only 
purchase  about  40  percent  of  what  it 
once  did,  that  $5,000  does  not  go  quite  so 
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The  CHAIRMAN.  The  time  of  the 
gentleman  from  New  Mexico  has  expired. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  the  gentleman  two  additional  min- 
Ut6S 

Mr.  DEMPSEY.  Mr.  Chairman,  I 
want  to  say  a  few  words  about  the  gaso¬ 
line  tax.  Today  we  have  a  tax  on  gaso¬ 
line  of  IV2  cents,  we  have  a  tax  on  lubri¬ 
cating  oils  and  various  other  items  that 
a  car  needs  in  order  to  perform.  We  are 
adding  another  half  cent.  The  total  in¬ 
come  last  year  from  taxes  on  various  au¬ 
tomobile  accessories  amounted  to  $1,- 
450,000,000  to  the  Government.  Those 
taxes  were  levied  solely  for  the  purpose 
of  permitting  the  Federal  Government 
to  participate  in  road  building  in  the 
various  States.  Some  of  the  States  did 
not  have  sufficient  money  to  do  this  work 
themselves.  We  wanted  a  uniform  road 
system  throughout  the  United  States  and 
that  was  the  method  selected.  It  was 
a  good  method.  No  one  should  com¬ 
plain  about  that. 

But  the  Federal  Government  is  ex¬ 
pending  for  roads  today  only  $531,000,- 
000  of  that  more  than  one  and  one-half 
billion  dollars.  A  lot  of  that  goes  to  for¬ 
est  roads,  which  is  all  right,  too.  But 
the  Federal  Government  is  diverting 
nearly  a  billion  dollars  to  other  purposes. 
We  are  adding  a  half  cent  more  which 
will  also  be  diverted.  The  strict  rule  of 
the  Federal  Bureau  of  Public  Roads  is 
that  you  cannot  divert  moneys  collected 
in  the  respective  States  from  gasoline 
taxes  for  road-building  purposes,  and  if 
you  violate  that  rule  you  will  be  denied 
Federal  participation.  Then  they,  them¬ 
selves,  divert  all  of  this  Federal  tax 
money,  or  most  of  it.  As  a  matter  of 
fact,  the  States  would  be  better  off  to  levy 
their  own  gasoline  taxes  and  go  on  their 
own  rather  than  to  have  the  Federal 
Government  do  it. 

This  is  not  the  fault  of  the  Ways  and 
Means  Committee.  I  am  simply  telling 
you  what  occurs  when  you  earmark  a 
tax  for  a  specific  thing  in  Washington  as 
compared  to  doing  it  in  the  States. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  New  Mexico  has  again 
expired. 

(Mr.  DEMPSEY  asked  and  was  given 
permission  to  revise  and  extend  his  re- 
itiRrks  ) 

Mr. '  DOUGHTON.  Mr.  Chairman,  I 
yield  such  time  as  he  may  desire  to  the 
gentleman  from  New  York  [Mr. 
AnfusoL 

(Mr.  ANFUSO  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 
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Mr.  ANFUSO.  Mr.  Chairman,  I  have 
this  day  introduced  a  bill  to  establish 
In  the  Bureau  of  Customs  the  United 
States  Customs  Port  Patrol  and  the 
United  States  Customs  Border  Patrol  in 
order  to  improve  the  enforcement  of  the 
antismuggling  laws. 

This  bill  is  principally  directed  against 
the  smugglers  of  narcotics  into  the 
United  States.  Its  purpose  is  to  appre¬ 
hend  the  drug  before  it  gets  into  the 
country  and  thus  robbing  the  smuggler 
of  the  great  profit  he  would  have  derived 
from  its  sale  in  this  country. 

We  all  know  that  all  narcotics  orig¬ 
inate  outside  our  boundaries.  The  very 
abundant  supply  in  the  possession  of 
thousands  of  individual  peddlers 
throughout  the  country  clearly  indicates 
the  necessity  of  tightly  closing  the  doors 
of  entry  of  the  illegal  traffic  from  planes, 
ships,  and  across  our  borders. 

Imposing  severe  jail  sentences  on  the 
peddlers  will  not  prevent  the  traffic,  be¬ 
cause  the  business  is  too  lucrative.  Im¬ 
posing  the  death  sentence  will  be  futile 
because  no  jury  would  enforce  such  a 
law  against  a  small  peddler  while  the  big 
pin  operating  outside  this  country  is  left 
unpunished. 

Besides,  it  must  be  borne  in  mind  that 
the  peddler  of  narcotics  is  usually  an  ad¬ 
dict  himself  and  a  sick  person.  He  needs 
medical  treatment. 

This  bill  will  get  at  the  smuggling 
racket  at  the  source. 

I  want  to  take  this  opportunity  to  give 
credit  for  this  proposed  legislation  to  two 
individuals  who  have  labored  with  me  on 
it  since  April  23,  1951,  when  a  statement 
was  put  in  the  Congressional  Record  by 
me  that  a  bill  would  be  forthcoming. 
They  are  Col.  Charles  I.  Stengle,  former 
Member  of  Congress,  now  legislative  rep¬ 
resentative  of  Government  Employees,* 
and  Lynn  H.  Fairfax,  publicity  director 
of  Lodge  No.  981  of  the  American  Fed¬ 
eration  of  Government  Employees,  him¬ 
self  a  patrol  officer  for  more  than  25 
years.  Mr.  Fairfax  deserves  a  great 
amount  of  praise  because  he  has  made 
several  trips  to  Washington  at  his  own 
expense  to  sponsor  this  bill,  and  has  also 
contacted  many  large  organizations  in 
this  country  which  have  been  clamoring 
for  an  antismuggling  bill. 

Every  Member  of  Congress  will  receive 
a  copy  of  this  bill,  and  it  is  hoped  that 
all  will  join  in  its  early  passage. 

The  bill  provides  as  follows: 

A  bill  to  establish  in  the  Bureau  of  Customs 
the  United  States  Customs  Port  Patrol  and 
the  United  States  Customs  Border  Patrol 
in  order  to  improve  the  enforcement  of 
the  antismuggling  laws 

DECLARATION  OF  PURPOSE 

Section  1.  It  is  the  purpose  of  this  act 
to  increase  the  efficiency  and  effectiveness 
of  the  Bureau  of  Customs,  Department  of 
the  Treasury,  in  the  administration  of  the 
laws  relating  to  the  prevention  of  the  smug¬ 
gling  of  articles,  particularly  narcotic  drugs, 
into  the  United  States,  and,  for  such  pur¬ 
pose,  to  establish  by  law  in  the  Bureau  of 
Customs  two  major  law-enforcement  bodies 
with  adequate  personnel  and  with  the  most 
efficient  means  and  facilities  available,  in¬ 
cluding,  where  necessary,  radio-equipped 
motor  vehicles,  small  watercraft,  and  air¬ 
craft,  for  use  in  patrol  work  in  harbors  and 
along  the  coasts  and  other  borders  of  the 
United  States. 


CONGRESSIONAL  RECORD— HOUSE  June  21 


7094 

establishment  of  united  states  customs 

FORT  PATROL 

Sec.  2.  There  is  hereby  established  in  the 
Bureau  of  Customs,  Department  of  the  Treas¬ 
ury  a  major  law  enforcement  body,  to  be 
known  as  the  United  States  Customs  Port 
Patrol,  which  shall  be  under  the  supervision 
of  the  Commissioner  of  Customs,  and  shall 
be  charged  with  the  duty  of  enforcing  the 
antismuggling  laws,  and  the  laws  of  the 
United  States  in  general.  There  shall  be  in 
each  port  a  division  of  the  United  States 
Customs  Port  Patrol.  Each  such  division 
shall  have  as  its  head  a  chief  Customs  Port 
Patrol  supervising  officer,  and  such  number 
of  subordinate  supervising  officers  and  other 
Customs  Port  Patrol  officers  as  the  Commis¬ 
sioner  of  Customs  deems  necessary  to  enable 
such  division  to  perform  its  functions  under 
this  act. 

FUNCTIONS  OF  UNITED  STATES  CUSTOMS  PORT 
PATROL 

Sec.  3.  (a)  Customs  Port  Patrol  officers 
shall  be  assigned  to  every  pier  and  dock 
where  any  vessel  from  a  foreign  country  or 
any  vessel  carrying  cargo  from  a  foreign 
country  has  berthed.  Such  assignment  shall 
continue  without  interruption  on  a  24-hour 
basis  as  long  as  any  foreign  cargo  remains 
on  such  vessel  and  as  long  as  any  such  cargo 
unladen  from  any  such  vessel  remains  on 
the  pier  or  dock. 

(b)  Customs  Port  Patrol  officers  shall  be 
assigned  to  every  pier  and  dock  where  persons 
are  disembarking  from  any  vessel  which  has 
arrived  from  a  foreign  country. 

(c)  Customs  Port  Patrol  officers  shall  be 
assigned,  on  a  24-hour  basis,  to  every  airfield 
used  as  a  landing  field  by  aircraft  engaged 
in  the  transportation  of  passengers  or  freight 
to  or  from  any  foreign  country. 

(d)  It  shall  be  the  duty  of  Customs  Port 
Patrol  officers  so  assigned  under  subsections 
(a) ,  (b) ,  and  (c)  to  enforce,  under  the  direc¬ 
tion  of  Customs  Port  Patrol  supervising  offi¬ 
cers,  the  antismuggiing  laws,  and  to  perform 
such  other  related  work  as  may  be  prescribed 
by  the  Commissioner  of  Customs. 

(e)  Customs  Port  Patrol  officers  are  au¬ 
thorized  and  empowered,  under  the  direction 
of  Customs  Port  Patrol  supervising  officers, 
to  make  searches,  including  searches  of  all 
types  of  seagoing  vessels,  and  to  make  seiz¬ 
ures  and  arrests,  in  accordance  with  the  laws 
of  the  United  States  and  regulations  of  the 
Secretary  of  the  Treasury. 

(f)  As  used  in  this  section,  the  term  “pier 
and  dock”  and  the  term  “pier  or  dock”  in¬ 
cludes  any  landing  place  prescribed  as  a 
lauding  place  for  manually  operated  or  self- 
propelled  small  watercraft  operating  as  ma¬ 
rine  taxis,  and  making  contact  with  a  sea¬ 
going  vessel  at  anchor,  which  has  arrived 
from  any  foreign  country  or  which  has  any 
foreign  cargo  aboard. 

REPORT  OF  EXPECTED  DATE  AND  TIME  OF  ARRIVAL 
OF  VESSELS 

Sec.  4.  It  shall  be  the  duty  of  the  owner  or 
operator  of  each  vessel  bound  from  any  for¬ 
eign  country  to  a  port  of  the  United  States 
to  inform  the  customhouse  at  such  port,  or 
the  customhouse  nearest  to  such  port,  of 
the  expected  date  and  time  of  arrival  of  such 
vessel,  taking  into  account  weather  and  navi¬ 
gating  conditions.  Such  information  shall 
be  supplied  at  least  24  hours  in  advance  of 
the  expected  date  and  time  of  arrival  of  the 
vessel  and  in  accordance  with  such  regula¬ 
tions  as  the  Commissioner  of  Customs  may 
prescribe.  Each  such  owner  or  operator  who 
fails  to  report  such  information  as  provided 
in  this  section  shall  be  fined  $500. 

ESTABLISHMENT  OF  UNITED  STATES  CUSTOMS 
BORDER  PATROL 

Sec.  5.  There  is  hereby  established  in  the 
Bureau  of  Customs,  Department  of  the  Treas¬ 
ury,  a  major  law-enforcement  body,  to  be 
known  as  the  United  States  Customs  Border 
Patrol,  which  shall  be  under  the  supervision 


of  the  Commissioner  of  Customs,  and  shall 
be  charged  with  the  duty  of  enforcing  the 
antismuggling  laws,  and  the  laws  of  the 
United  States  in  general.  The  United  States 
Customs  Border  Patrol  shall  be  organized  in 
such  manner  as  the  Commissioner  of  Cus¬ 
toms  may  prescribe,  and  shall  consist  of  such 
number  of  supervising  officers  and  other 
Customs  Border  Patrol  officers  as  the  Com¬ 
missioner  deems  necessary  to  enable  such 
Border  Patrol  to  perform  its  functions  under 
this  act. 

FUNCTIONS  OF  UNITED  STATES  CUSTOMS  BORDER 
PATROL 

Sec.  6.  (a)  It  shall  be  the  duty  of  Customs 
Border  Patrol  officers  to  make  frequent  pa¬ 
trols,  by  day  and  by  night,  on  foot  or  on 
horseback,  by  motor  vehicle,  small  water¬ 
craft,  or  aircraft,  or  by  other  means,  along 
the  coasts  and  other  borders  of  the  United 
States,  in  order  to  prevent  and  detect  viola¬ 
tions  of  the  antismuggling  laws,  and  the 
laws  of  the  United  States  in  general. 

(b)  Customs  Border  Patrol  officers  are  au¬ 
thorized  and  empowered  to  make  searches, 
seizures,  and  arrests  in  accordance  with  the 
laws  of  the  United  States  and  regulations  of 
the  Secretary  of  the  Treasury. 

AUTHORIZATION  TO  CARRY  FIREARMS 

SBC.  7.  Customs  Port  Patrol  officers  and 
Customs  Border  Patrol  officers  are  author¬ 
ized  and  empowered  to  carry  firearms  in  the 
performance  of  their  duties  under  this  act. 

DISSEMINATION  OF  INFORMATION  TO  PERSONNEL 

OF  THE  CUSTOMS  PORT  PATROL  AND  THE  CUS¬ 
TOMS  BORDER  PATROL 

Sbc.  8.  (a)  The  Commissioner  of  Customs 
shall  establish  such  procedure  as  may  be 
necessary  to  provide  accurate  and  concise 
information,  on  a  current  basis,  to  all  per¬ 
sonnel  of  the  Customs  Port  Patrol  and  the 
Customs  Border  Patrol  with  respect  to  all 
laws  and  regulations  relating  to  the  perform¬ 
ance  of  their  respective  functions  and  all 
amendments  and  revisions  of,  and  changes 
in,  such  laws  and  regulations. 

(b)  It  shall  be  the  duty  of  the  Commis¬ 
sioner  of  Customs  and  of  all  supervising  offi¬ 
cers  in  the  Bureau  of  Customs  to  transmit 
to  all  personnel  of  the  Customs  Port  Patrol 
and  the  Customs  Border  Patrol  information 
received  from  any  investigative  agency  of 
the  Federal  Government  or  from  any  other 
source  with  respect  to  any  suspected  viola¬ 
tion  of  any  of  the  antismuggling  laws. 

AUTHORIZATION  OF  APPROPRIATIONS 

Sec.  9.  There  are  hereby  authorized  to  be 
appropriated  from  time  to  time  such  sums 
as  may  be  necessary  to  carry  out  the  pur¬ 
poses  of  this  act. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentle¬ 
man  from  Iowa  [Mr.  Cunningham]. 

Mr.  CUNNINGHAM.  Mr.  Chairman, 
I  am  glad  I  follow  the  gentleman  from 
New  Mexico,  as,  in  my  opinion,  he  made 
a  very  excellent  speech  about  this  bill. 

Mr.  Chairman,  this  bill  is  not  a  tax 
bill.  It  is  an  increase-in-the-cost-of- 
living  bill.  I  want  to  refer  to  the  decep¬ 
tion  in  this  bill  and  when  I  say  “decep¬ 
tion”  I  am  not  criticising  the  Ways  and 
Means  Committee.  I  know  of  no  25 
Members  we  could  get  who  would  do  as 
good  a  job  as  the  present  members  of 
the  Ways  and  Means  Committee.  When 
I  refer  to  the  deception  in  the  bill,  I  am 
aware  of  the  fact  that  "there  probably 
has  never  been  a  tax  bill  in  the  Congress 
or  in  any  State  legislature  that  was  not 
full  of  deception.  This  bill,  however, 
seems  to  be  almost  100  percent  decep¬ 
tion.  Again  I  want  to  say,  there  is  no 
criticism  of  the  committee;  it  could  not 
do  otherwise  with  the  conflicting  views 


that  must  have  been  presented  to  it  by 
the  various  witnesses  during  4  V2  months. 

But,  what  do  I  mean  by  “deception?” 
The  workingman,  the  low  income 
worker,  every  citizen,  is  being  deceived 
by  this  bill.  This  bill,  as  I  understand, 
provides  12’/2  percent  increase  in  the 
taxable  income  of  individuals.  Then  it 
provides  several  increases  on  corpora¬ 
tions.  The  fact  of  the  matter  is  that 
increase  on  corporations  will  not  be  paid 
by  a  single  one  of  the  corporations.  It 
is  going  to  be  paid  by  the  average  citi¬ 
zen.  The  workingman,  everyone  who 
goes  to  the  store  and  buys  anything  that 
he  uses  or  eats,  will  pay  the  increase  in 
corporate  taxes  provided  in  this  bill. 

The  distinguished  gentleman  from 
New  Mexico  made  reference  to  the  in¬ 
crease  of  one-half  cent  a  gallon  on  gaso¬ 
line.  Who  will  pay  that  half  cent?  The 
man  or  the  woman  who  drives  the  auto¬ 
mobile.  You  wait  until  that  tax  goes  on, 
and  the  price  of  gasoline  will  go  up  all 
over  the  United  States  just  exactly  one- 
half  cent  per  gallon  and  the  oil  com¬ 
panies  will  not  pay  it. 

This  bill  provides  for  one  cent  per 
package  increase  on  cigarettes.  The  to¬ 
bacco  companies,  the  manufacturers  of 
the  cigarettes  are  not  going  to  pay  that 
one  cent  per  package.  The  price  of  the 
package  of  cigarettes  will  go  up  one  cent 
per  package  the  day  that  tax  becomes 
effective  and  the  smoker  or  the  con¬ 
sumer  of  the  cigarettes  will  pay  it. 

It  provides  for  a  7  to  10  percent  in¬ 
crease  in  the  tax  on  new  automobiles. 
I  ask  you  who  will  pay  that  tax?  Will 
the  automobile  companies  pay  it?  No. 
The  purchasers  of  the  automobiles, 
whether  it  be  a  Ford,  Chevrolet,  Cadillac, 
or  Buick.  It  will  not  be  paid  by  the 
automobile  companies.  I  could  go  on 
through  this  bill  with  every  item,  and 
it  is  nothing  but  deception.  It  is  kidding 
the  people  into  believing  that  someone 
else  is  paying  the  tax  that  in  fact  they 
are  paying.  Next  week  we  expect  to 
have  before  this  body  a  price  control  law 
or  a  bill  to  extend  that  law,  the  purpose 
of  which  will  be  to  hold  down  prices. 
I  ask  you  how  can  the  price  adminis¬ 
trator  fail  to  grant  the  manufacturer, 
the  wholesaler,  the  jobber  and  the  re¬ 
tailer  an  increase  to  offset  the  additional 
taxes  that  are  provided  in  this  bill? 

Again,  I  say  it  is  no  particular  criti¬ 
cism  of  this  bill.  It  applies  to  any  tax 
bill.  Some  years  before  I  came  to  the 
Congress  I  was  a  member  of  a  commit¬ 
tee  of  the  State  Legislature  which  draft¬ 
ed  our  present  State  sales  tax  law.  We 
spent  a  lot  of  time  on  that  bill  and  a 
lot  of  research.  Among  other  documents 
that  came  to  us  was  a  statement  put  out 
by  the  Ford  Motor  Co.  telling  the  amount 
of  money  it  had  received  from  the  sale 
of  1,000,000  cars  in  the  first  11  months 
of  the  previous  year.  This  statement 
showed  that  the  Ford  Motor  Co.  received 
$745,000,000  for  1,000,000  cars  or  $745 
per  car.  It  then  went  ahead  to  break 
down  this  money  and  show  where  it 
went,  what  the  Ford  Motor  Co.  did  with 
the  money  it  received  for  those  automo¬ 
biles.  Approximately  $300  per  car  went 
for  labor;  a  certain  item  for  paint;  an¬ 
other  for  upholstery;  another  for  tires 
and  tubes ;  another  for  batteries ;  another 
for  glass,  wiring  and  the  like,  and  cer- 
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tain  amount  for  income  on  the  invest¬ 
ment  of  the  company.  But,  the  last  item 
was  the  interesting  one:  $145,000,000  for 
taxes  paid  by  the  Ford  Motor  Co.  or  $145 
per  car.  Who  paid  those  taxes?  Did  the 
corporation  known  as  the  Ford  Motor 
Co.  pay  them?  Not  one  penny  of  them. 
Who  did  pay  them?  The  people  who 
bought  the  Fords.  Who  bought  the  most 
Fords?  The  working  man,  the  farmer, 
the  low-income  wage  earner.  Yet  there 
seems  to  be  existent  in  our  country  a 
philosophy  among  our  people  that  this 
Congress  can  impose  more  and  more 
taxes  on  corporations  and  business  and- 
thereby  they  will  be  saved  from  paying 
these  taxes.  We'  are  only  kidding  them 
when  we  do  that,  because  the  corpora¬ 
tions  do  not  pay  the  taxes. 

I  am  so  glad  the  gentleman  from  New 
Mexico  preceded  me,  because  he  made 
the  observation  that  he  heard  on  some 
quiz  program  on  the  radio  that  in  a  pair 
of  shoes  there  are  502  hidden  taxes.  I 
did  not  know  the  number  was  that  large. 

I  recall  15  years  ago  when  we  worked 
cn  our  tax  bill  out  home  the  figures  we 
had  then,  put  out  by  the  research  de-  < 
partment  of  the  University  of  Iowa,  were  \ 
that  on  the  average  product  all  together 
there  were  5.2  different  taxes  the  pur¬ 
chaser  paid.  So  the  consumer  does 
now,  always  has,  and  always  will  pay 
all  taxes.  There  is  no  escape  from  it. 
You  cannot  write  a  tax  bill  where  the 
consumer  ultimately  will  not  pay  the 
taxes  unless  it  be  a  capital  levy  tax. 

Under  this  bill,  there  is  not  a  person 
in  the  United  States  that  can  avoid  pay¬ 
ing  taxes  unless  he  spends  not  one  penny, 
except  those  in  our  penal  institutions 
and  other  institutions  where  everything 
is  provided  for  them,  because  under  this 
bill  any  time  anyone  goes  to  the  store 
to  purchase  anything  he  is  going  to  pay 
some  of  the  taxes  provided  for  in  this 
bill. 

I  realize  that  such  an  observation  is 
of  -little  value  except  for  one  purpose. 
The  distinguished  gentleman  from  Ohio 
[Mr.  Jenkins!  rather  alarmed  me  when 
he  said,  “I  hope  this  will  be  the  last  tax 
bill.  I  am  afraid  it  will  be  the  last  tax 
bill.  It  ought  to  be  the  last  tax  bill.” 

I  believe  I  know  what  he  was  think¬ 
ing.  We  have  reached  the  saturation 
point.  We  cannot  have  another  tax  bill 
of  this  kind  and  survive.  He  hates  to  go 
to  a  sales  tax.  So  do  I,  and  I  am  not 
advocating  it  at  this  time.  But  appar¬ 
ently  he  and  other  members  of  the  com¬ 
mittee  are  thinking  that  if  we  again  have 
to  raise  taxes  some  alternative  will  have 
to  be  found. 

Therefore  my  suggestion  to  the  Com¬ 
mittee  is  this,  that  when  that  time  comes 
let  us  throw  everything  we  have  out  the  - 
window  and  start  fresh  from  the  bottom  j 
and  build  a  tax  program,  out  in  the  open, 
that  will  not  kid  anyone,  that  will  not  ; 
have  so  many  indirect  taxes,  so  everyone  t 
in  the  United  States  will  know  exactly 
what  he  is  being  taxed  and  not  be  fooled 
by  it  as  he  is  being  today  under  this  bill 
and  all  other  bills.  I  submit  to  you  it  can 
be  done. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
move  that  the  Committee  do  now  rise. 

The  motion  was  agreed  to. 

Accordingly  the  Committee  rose;  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Albert,  Chairman  of  the  Committee 
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of  the  Whole  House  on  the  State  of  the 
Union,  reported  that  that  Committee, 
having  had  under  consideration  the  bill 
(H.  R.  4473)  to  provide  revenue,  and  for 
other  purposes,  had  come  to  no  resolu¬ 
tion  thereon. 


HOUR  OF  MEETING  TOMORROW 

Mr.  DOUGHTON.  Mr.  Speaker,  I 
ask  unanimous  consent  that  when  the 
HOuse  adjourns  today,  it  adjourn  to 
meet  at  11  o’clock  tomorrow. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  North 
Carolina? 

There  was  no  objection. 

GENERAL  LEAVE  TO  EXTEND 

Mr.  REED  of  New  York.  Mr.  Speaker, 
I  ask  unanimous  consent  that  all  Mem¬ 
bers  who  have  spoken  on  the  tax  bill  in 
committee  may  be  permitted  to  insert 
extraneous  matter,  such  as  tables,  in 
their  remarks,  which  they  requested  at 
the  time. 

The  SFEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  New 
York? 

There  was  no  objection. 

PERMISSION  TO  ADDRESS  THE  HOUSE 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  I  ask  unanimous  consent  to 
address  the  House  for  1  minute  and  re¬ 
vise  and  extend  my  remarks  and  include 
certain  extraneous  matter. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentlewoman  from 
Massachusetts? 

There  was  no  objection. 

PROPOSAL  TO  DISPERSE  AMERICAN 
INDUSTRIAL  PLANTS 

Mrs.  ROGERS  of  Massachusetts.  Mi:. 
Speaker,  as  I  understand  it,  a  dispersal 
plan  has  been  recommended  by  a  group 
in  the  other  body  which  would  prevent 
new  industry  from  coming  into  areas 
where  industries  already  exist.  In  Mas¬ 
sachusetts  we  have  industries  that  are 
flourishing  and  growing  there.  We  also 
have  some  war  industries,  not  enough. 
It  seems  to  me,  Mr.  Speaker,  very  much 
like  a  plan  that  Henry  Wallace  had 
when  he  was  the  Secretary  of  Labor, 
which  would  make  of  Massachusetts — 
and  he  told  me  this  very  thing,  and  I 
believe  it  is  also  to  be  found  in  one  of 
his  books — a  recreational  State. 

If  our  industrial  plants  are  to  be  moved 
away  and  our  labor  moved  away,  that  is 
exactly  what  will  happen.  It  is  an  ex¬ 
tremely  dangerous  thing,  and  I,  for  one, 
shall  move  to  kill  any  measure  which  has 
that  for  its  purpose.  It  is  very  bad  for 
the  whole  country.  The  transplanting 
of  labor  and  the  removal  of  our  plants 
and  the  prevention  of  industries  coming 
into  certain  areas  of  the  country  would 
be  very  bad  and  would  also  greatly  retard 
our  war  production. 

CORRECTION  OF  ROLL  CALL 

Mr.  ALBERT.  Mr.  Speaker,  in  the 
Record  for  June  20,  1951,  on  roll  call  No. 
81, 1  am  recorded  absent.  I  was  present 
and  answered  to  my  name.  I  ask  unani¬ 
mous  consent  that  the  Record  and  Jour¬ 
nal  be  corrected  accordingly. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Okla¬ 
homa? 

There  was  no  objection. 


PERMISSION  TO  ADDRESS  THE  HOUSE/ 

Mr.  EBERHARTER.  Mr.  Speakey?  I 
ask  unanimous  consent  to  address -the 
House  for  1  minute. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Penn¬ 
sylvania? 

There  was  no  objection. 

PROPOSAL  TO  DISPERSE  AMERICAN 
INDUSTRIAL  PLANTES 

Mr.  EBERHARTER.  My!  Speaker,  I 
heard  today  of  a  very  astounding  plan, 
which  has  been  suggested.  It  is  the  most 
astonishing  thing  that /has  been  pro¬ 
posed  for  some  time,  in' my  opinion.  It 
is  a  proposal  to  scatte/ the  industries  of 
this  country  out  on  the  plains  and  deserts 
where  there  are  n a  natural  resources 
and  no  skilled  labor  and  no  transporta¬ 
tion  facilities  available.  Furthermore, 
such  a  plan  could  only  be  put  into  effect 
through  the  expenditure  of  Government 
money.  It  is  ohe  of  those  things  that  I 
can  hardly  believe.  Think,  for  example, 
of  establishing  a  steel  mill  on  the  desert, 
or  taking  the  great  electrical  industry 
and  moving  it  out  to  some  area  where 
there  is  no  skilled  labor  and  perhaps  no 
railroads  and  no  water.  I  understand 
that  actually  such  a  proposal  has  been 
accepted  in  a  committee,  and  I  hope  the 
membership  of  the  House,  Mr.  Speaker, 
will  really  consider  the  implications  in¬ 
volved  in  a  suggestion  of  that  kind. 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  EBERHARTER.  I  yield. 

Mrs.  ROGERS  of  Massachusetts.  I 
understand  that  such  a  report  has  al¬ 
ready  been  made  and  it  is  exactly  to  the 
effect  that  the  gentleman  has  said.  It 
will  mean  a  great  loss  to  all  the  districts 
that  now  have  industries.  It  will  mean 
the  transplanting  of  labor  and  a  great 
t  reduction  in  the  prosperity  of  those 
V’eas  and  in  the  taxes  which  those  areas 
contribute  to  the  welfare  of  the  Nation. 

Mr.  EBERHARTER.  It  certainly  could 
not  be  done  without  the  expenditure  of 
vast  Mims  of  governmental  money  on  un¬ 
economic  programs. 

Mrs.  ROGERS  of  Massachusetts.  Like 
Mr.  Wallace’s  plan  to  make  a  recreation 
center  orNew  England  instead  of  an  in¬ 
dustrial  center. 

Mr.  EBERHARTER.  Exactly. 

The  SPEAKER.  The  time  of  the  gen¬ 
tleman  from  'Pennsylvania  has  expired. 


EXTENSION  OF  REMARKS 

Mr.  THOMPSON  of  Texas  asked  and 
was  given  permission  to  extend  his  re¬ 
marks  and  include  an  article. 

Mr.  JUDD  asked  and  was  given  per¬ 
mission  to  extend  hiA,  remarks  in  three 
instances  and  include  /extraneous  mat¬ 
ter.  \ 

Mr.  REES  of  Kansas  asked  and  was 
given  permission  to  extend  his  remarks 
and  include  an  article. 

Mr.  VAN  ZANDT  (at  th&  request  of 
Mr.  Martin  of  Massachusetts^  was  given 
permission  to  extend  his  remarks  and 
include  an  editorial. 

Mr.  PATTERSON  asked  and  was  given 
permission  to  extend  his  remarks  in 
three  instances  and  include  three  edi¬ 
torials.  _ 

Mr.  OSTERTAG  asked  and  was  given 
permission  to  extend  his  remarks  and  in¬ 
clude  an  editorial. 
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Mr-  MARTIN  of  Iowa  asked  and  was 
given  permission  to  extend  his  remarks 
and  include  some  tables  on  Federal  ex¬ 
penditures  and  receipts. 

Mr.  FLOOD  (at  the  request  of  Mr. 
Lind)  was  given  permission  to  extend  his 
remarks  ahd  include  an  editorial. 

Mr.  EBeAhaRTER  asked  and  was 
given  permission  to  extend  his  remarks 
and  include  a  communication  from  the 
Washington  Post  of  June  21,  1951,  en¬ 
titled  “MacArthur  in  Texas.” 

Mr.  ROOSEVELT  (at  the  request  of 
Mr.  Eberhakter)  was  given  permission  to 
extend  his  remarks  and  insert  an  edi¬ 
torial  from  the  New  York  Post. 

Mr.  RABAUT  asked  and  was  given 
permission  to  extend  his  remarks  and  in¬ 
clude  a  newspaper  item. 

Mr.  ENGLE  (at  the  request  of  Mr. 
Mills)  was  given  permission  to  extend 
his  remarks  in  two  instances  and  include 
extraneous  matter  in  each  instance. . 

LEAVE  OF  ABSENCE 

By  unanimous  consent,  leave  of  ab¬ 
sence  was  granted  to  Mr.  Hays  of  Ar¬ 
kansas  (at  the  request  of  Mr.  Trimble), 
until  Wednesday,  June  27,  1951,  on  ac¬ 
count  of  official  business. 

SENATE  ENROLLED  BILL  SIGNED 

The  SPEAKER  announced  his  signa¬ 
ture  to  an  enrolled  bill  of  the  Senate  of 
the  following  title: 

S.  929.  An  act  to  amend  section  6  of  the 
Central  Intelligence  Agency  Act  of  1949. 

ADJOURNMENT 

Mr.  MILLS.  Mr.  Speaker,  I  move  that 
the  House  do  now  adjourn. 

The  motion  was  agreed  to;  accordingly 
(at  5  o’clock  and  1  minute  p.  m.),  under 
its  previous  order,  the  House  adjourned 
until  tomorrow,  Friday,  June  22,  1951, 
at  11  o’clock  a.  m. 


EXECUTIVE  COMMUNICATIONS,  ETC. 

Under  clause  2  of  rule  XXIV,  executive 
communications  were  taken  from  the 
Speaker’s  table  and  referred  as  follows: 

544.  A  letter  from  the  Acting  Librarian  of 

Congress,  transmitting  the  Annual  Report  of 
the  Librarian  of  Congress  for  the  fiscal  year 
ending  June  30,  1850,  as  well  as  a  complete 
set  of  the  Quarterly  Journal  of  Current  Ac¬ 
quisitions,  the  Supplements  to  the  Aniiual 
Report:  to  the  Committee  on  House  Admin¬ 
istration.  / 

545.  A  letter  from  the  Secretary  of  Agri¬ 
culture,  transmitting  a  draft  of  a  proposed 
bill  entitled  “A  bill  to  amend  and  extend 
the  Sugar  Act  of  1948,  and  fqr  other  pur¬ 
poses”;  to  the  Committee  on  Agriculture. 

546.  A  letter  from  the  Assistant  Secretary 
of  the  Interior,  transmitting  copies  of  vari¬ 
ous  acts  and  resolutions  adopted  by  the 
Legislature  of  Hawaii  during  its  recent  ses¬ 
sion;  to  the  Committee  on  Interior  and  Insu¬ 
lar  Affairs. 

547.  A  letter  from  the  Archivist  of  the 
United  States,  transmitting  a  report  on  rec¬ 
ords  proposed  for  disposal  and  lists  or  sched¬ 
ules  covering  .records  proposed  for  disposal 
by  certain  .Government  agencies;  to  the 
Committee/on  House  Administration. 

548.  A  letter  from  the  Secretary  of  State, 
transmitting  a  draft  of  a  proposed  bill  en¬ 
titled  "A  bill  for  the  relief  of  certain  officers 
and  employees  of  the  Foreign  Service  of  the 
United  States  who,  while  in  the  course  of 
weir  respective  duties,  suffered  losses  of 
personal  property  by  reason  of  war  condi¬ 


tions  and  catastrophes  of  nature;  to  the 
Committee  on  the  Judiciary. 

549.  A  communication  from  the  President 
of  the  United  States,  transmitting  the 
budgets  for  the  fiscal  year  1952  in  the 
amount  of  $238,784,000  for  administrative 
expenses  of  defense  production  activities  (H. 
Doc.  No.  172) ;  to  the  Committee  on  Appro¬ 
priations,  and  ordered  to  be  printed. 

550.  A  communication  from  the  President 
of  the  United  States,  transmitting  the  budget 
for  the  fiscal  year  1952  in  the  amount  of 
$31,800,000  for  the  Selective  Service  System 
(H.  Doc.  No.  173);  to  the  Committee  on  Ap¬ 
propriations,  and  ordered  to  be  printed. 

551.  A  communication  from  the  President 
of  the  United  States,  transmitting  the  budget 
for  the  fiscal  year  1952  in  the  amount  of 
$535,000,000  for  the  Federal  Civil  Defense 
Administration  (H.  Doc.  No.  174);  to  the 
Committee  on  Appropriations,  and  ordered 
to  be  printed. 

552.  A  communication  from  the  President 
of  the  United  States,  transmitting  a  pro¬ 
posed  supplemental  appropriation  for  the 
fiscal  year  1952  in  the  amount  of  $870,000 
for  the  District  of  Columbia  (H.  Doc.  No. 
175);  to  the  Committee  on  Appropriations, 
and  ordered  to  be  printed. 


tee  op.  i. 
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REPORTS  OF  COMMITTEES  ON  PUBLIC 
BILLS  AND  RESOLUTIONS 

Under  clause  2  of  rule  XIII,  reports  of 
committees  were  delivered  to  the  Clerk 
for  printing  and  reference  to  the  proper 
calendar,  as  follows:  / 

Mr.  DAWSON:  Committee  bn  Expendi¬ 
tures  in  the  Executive  Departments.  S.  718. 
An  act  to  authorize  the  lease  and  purchase 
by  the  United  States  of., "the  Young  Men’s 
Christian  Association  Building  and  premises 
in  Phoenix,  Ariz.;,  without  amendnment 
(Rept.  No.  633).  Reared  to  the  Committee 
of  the  Whole  House  pn  the  State  of  the 
Union.  \ 

Mr.  HARRIS:  Committee  on  the  District 
of  Columbia.  H.  R.  4431.  -A  bill  to  extend 
and  revise  thti  District  of  Columbia  Emer¬ 
gency  Rent-'  Act;  with  amendment  (Rept. 
No.  634).  .-Referred  to  the  Committee  of  the 
Whole  H^use  on  the  State  of  the  Union. 

Mr.  JjDGGS  of  Louisiana:  Committee  on 
Ways/ and  Means.  H.  R.  3490.  A  bill  to 
amerfd  the  penalty  provisions  applicable  to 
persons  convicted  of  violating  certain  nar¬ 
cotic  laws,  and  for  other  purposes;  with 
amendment  (Rept.  No.  635).  Referred  to 
the  Committee  of  the  Whole  House  on  the 
State  of  the  Union. 

Mr.  COOLEY:  Committee  on  Agriculture. 
H.  R.  4475.  A  bill  to  amend  the  Agricul¬ 
tural  Adjustment  Act  of  1938,  as  amended; 
without  amendment  (Rept.  No.  636).  Re¬ 
ferred  to  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union. 


PUBLIC  BILLS  AND  RESOLUTIONS 
Under  clause  3  of  rule  XXII,  public 
bills  and  resolutions  were  introduced 
and  severally  referred  as  follows: 

By  Mr.  ANFUSO: 

H.  R.  4544.  A  bill  to  establish  in  the  Bu¬ 
reau  of  Customs  the  United  States  Customs 
Port  Patrol  and  the  United  States  Customs 
Border  Patrol  in  order  to  improve  the  en¬ 
forcement  of  the  antismuggling  laws;  to  the 
Committee  on  Ways  and  Means. 

By  Mr.  BAILEY: 

H.  R.  4545.  A  bill  to  provide  for  Federal 
financial  assistance  to  the  States  and  Terri¬ 
tories  in  the  construction  of  public  elemen¬ 
tary  and  secondary  school  facilities;  to  the 
Committee  on  Education  and  Labor. 

By  Mr.  BERRY: 

H.  R.  4546.  A  bill  to  provide  for  the  edu¬ 
cation,  medical  attention,  relief  of  distress, 


and  social  welfare  of  Indians  In  the  State 
of  South  Dakota;  to  the  Committee  ory'In- 
terior  and  Insular  Affairs. 

By  Mr.  COOLEY; 

H.  R.  4547.  A  bill  to  amend  thq-  Defense 
Production  Act  of  1950;  to  the  Corrfmittee  on 
Banking  and  Currency. 

By  Mr.  CELLER: 

H.  R.  4548.  A  bill  to  amend  the  Immigra¬ 
tion  Act  of  February  5,  1917,  to  safeguard 
the  internal  security  by  regulating  the  dis¬ 
charge  of  alien  seamen  i*r  the  United  States, 
and  for  other  purpose?;  to  the  Committee 
on  the  Judiciary. 

By  Mr.  CLEMENTE: 

H.  R.  4549.  A  bill  to  establish  a  hospital 
for  juvenile  drug' addicts;  to  the  Committee 
on  Interstate  ahd  Foreign  Commerce. 

_  By  Mr.  .BATTLE : 

H.  R.  4550.  A  bill  to  provide  for  the  con¬ 
trol  by  the  United  States  and  cooperating 
foreign  nations  of  exports  to  any  nation  or 
combination  of  nations  threatening  the  se¬ 
curity  of  the  United  States,  including  the 
Union  of  Soviet  Socialist  Republics  and  all 
countries  under  its  domination,  and  for  other 
purposes;  to  the  Committee  on  Foreign  Af- 

By  Mr.  CAMP: 

H.  R.  4551.  A  bill  to  provide  for  the  acquisi¬ 
tion  of  a  site  for  the  new  Federal  building 
in  Newnan,  Ga.,  adjoining  the  existing  Fed¬ 
eral  building  there  as  an  economy  measure 
before  land  value  has  increased  as  a  result 
of  land  improvement;  to  the  Committee  on 
Public  Works. 

By  Mr.  LUCAS: 

H.  R.  4552.  A  bill  to  establish  a  Wage 
Stabilization  Board,  to  define  its  functions, 
and  for  other  purposes;  to  the  Committee  on 
Banking  and  Currency. 

By  Mr.  SHAFER: 

H.  R.  4553.  A  bill  granting  cost-of-living 
increases  to  certain  members  and  former 
members  of  the  Armed  Forces  who  are  now 
or  hereafter  receiving  or  entitled  to  receive 
retired,  retirement,  or  equivalent  pay  by  rea¬ 
son  of  physical  disability;  to  the  Commit¬ 
tee  on  Armed  Services. 

By  Mr.  CELLER: 

H.  J.  Res.  274.  Joint  resolution  to  provide 
for  the  continuation  of  operations  under  cer¬ 
tain  mineral  leases  issued  by  the  respective 
States  covering  submerged  lands  of  the 
Continental  Shelf,  to  encourage  the  con¬ 
tinued  development  of  such  leases,  to  pro¬ 
vide  for  the  protection  of  the  interests  of 
the  United  States  in  the  oil  and  gas  deposits 
of  said  lands,  and  for  other  purposes;  to  the 
Committee  on  the  Judiciary. 

By  Mr.  LANTAFF: 

H.  Con.  Res.  125.  Concurrent  resolution 
providing  a  Code  of  Ethics  for  Government 
Service;  to  the  Committee  on  Post  Office  and 
Civil  Service. 

By  Mr.  BOYKIN: 

H.  Con.  Res.  126.  Concurrent  resolution 
providing  a  Code  of  Ethics  for  Government 
Service;  to  the  Committee  on  Post  Office  and 
Civil  Service. 

By  Mr.  BOLLING: 

H.  Res.  265.,  Resolution  to  provide  for  a 
Select  Committee  on  Problems  of  the  Aging; 
to  the  Committee  on  Rules. 

By  Mr.  CASE; 

H.  Res.  266.  Resolution  to  provide  for  a  Se¬ 
lect  Committee  on  Problems  of  the  Aging; 
to  the  Committee  on  Rules. 

By  Mr.  HESELTON: 

H.  Res.  267.  Resolution  to  provide  for  a  Se¬ 
lect  Committee  on  Problems  of  the  Aging; 
to  the  Committee  on  Rules. 

— 

MEMORIALS 

Under  clause  3  of  rule  XXH,  me¬ 
morials  were  presented  and  referred  as 
follows :  \ 

By  the  SPEAKER:  Memorial  of  the  Legis¬ 
lature  of  the  State  of  Wisconsin,  memorial* 
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Mr.  Speaker,  I  ask' 


\  BILL,  1952 

W.  THOMAS 
unanimous  consent  to  take  from  jfche 
Speaker's  desk  the  bill  (K.  R.  3880)  mak- 
ing\appropriations  for  the  Executive  Of¬ 
fice  \and  sundry  independent  executive 
bureaus,  boards,  commissions,  corpora-’ 
tions)  agencies,  and  offices,  for  the  fiscal 
year  Ending  June  30,  1952,  and  for  other 
purposes,  with  Senate  amendments 
thereto',  disagree  to  the  Senate  amend¬ 
ments  ajid  agree  to  the  conference  asked 
by  the  Senate. 

The  S  RE  AKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Texas? 

Mr.  PHltLIPS.  Mr.  Speaker,  reserv¬ 
ing  the  right  to  object,  may  I  ask  the 
gentleman  fi;om  Texas  whemer  I  am  cor¬ 
rect  in  the  Assumption  that  the  other 
body  in  acting  upon  thi/  bill  since  we 
have  last  seen  it  has /  increased  the 
amount  of  the\total  appropriations? 

Mr.  THOMA^.  Yes,  py  some  $62,000,- 
C00  over  and  abpve  the"  amount  fixed  by 
the  House.  \  / 

Mr.  PHILLIPS.  I.  have  a  figure  in 
front  of  me  of  $6^,432,303. 

Mr.  THOMAS.  'That  is  approximately 
correct.  They  raided  the  House  figures 
that  much. 

Mr.  PHILLIPS,  j  Am  I  correct  in  the 
assumption  that  ^'hAn  this  bill  goes  to 
conference  the  yfcon^erence  committee 
will  consist  of  the  mdmbers  of  the  sub¬ 
committee  in  additionvto  the  gentleman 
from  Missouri  ‘[Mr.  Gannon]  and  the 
gentleman  from  New  YArk  [Mr.  Taber]? 

Mr.  THOMAS.  I  did\not  understand 
the  gentleman. 

Mr.  PHILLIPS.  The  conference  com¬ 
mittee  will  cbnsist  of  the  3even  members 
of  the  subcommittee,  in  addition  to  the 
chairman  of  the  full  committee  and  the 
ranking  Republican  mernbeV  of  the  full 
committed? 

Mr.  THOMAS.  We  will  betelad  to  in 
elude  the  gentleman  from  New  York 
[Mr.  Taber]  if  the  gentleman  so  desires. 

Mr.  JAVITS.  Mr.  Speaker,  reserving 
the  right  to  object,  I  would  like  .to  know 
from  the  gentleman  whether  or  pot  this 
is  the  usual  conference  request  Without 
instructions  to  conferees?  They  ate  free 
to  act  in  accordance  with  the  rules  of 
the  House? 

Mr.  THOMAS.  That  is  right. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Texas?  [After  a  pause.]  The  Chkir 
hears  none,  and  appoints  the  following  | 
.conferees:  Messrs.  Cannon,  Thomas,. 
Gore,  Andrews,  Yates,  Taber,  Phillips,  ; 
Coudert,  and  Cotton. _ _ \] 

""revenue  ACT  OF  1951 

Mr.  DOUGHTON.  Mr.  Speaker,  I 
move  that  the  House  resolve  itself  into 
the  Committee  of  the  Whole  House  on 
the  State  of  the  Union  for  the  further 
consideration  of  the  bill  (H.  R.  4473)  to 
provide  revenue,  and  for  other  purposes. 

The  motion  was  agreed  to. 

Accordingly  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  further 
consideration  of  the  bill  H.  R.  4473,  with 
Mr.  Rains  in  the  chair. 


The  Clerk  read  the  title  of  the  bill. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  35  minutes  to  the  gentleman 
from  Pennsylvania  [Mr.  Simpson]. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  I  think  the  debate  yesterday, 
among  other  things,  certainly  disclosed 
the  fact  that  the  job  imposed  upon  the 
Ways  and  Means  Committee  is  a  very 
heavy  and  severe  one.  In  my  opinion, 
in  view  of  what  I  choose  to  call  the  lack 
of  close  cooperation  between  the  spend¬ 
ing  agencies  of  Government  and  our 
committee,  which  is  the  taxing  agency, 
the  job  of  balancing  the  budget  is  an 
almost  impossible  job  when  those  in 
charge  of  spending  are  on  a  spending 
spree.  There  is  not  an  individual  in  this 
room  but  who  knows  that  if  this  admin¬ 
istration  is  given  a  dollar  it  will  spend  a 
dollar  and  twenty  cents  or  more.  It  has 
proved  that  throughout  the  years  that 
have  passed,  and  this  great  Committee 
on  Ways  and  Means,  because  it  attempts 
to  do  what  has  proved  to  be  an  impos¬ 
sible  job,  has  again  done  what  the  ma¬ 
jority  considers  the  best  it  can  do.  But, 
at  that  we  failed  miserably,  for  on  that 
basis  we  do  not  give  the  administration 
the  money  they  say  they  are  going  to 
spend  in  the  next  12  months.  What  is 
even  worse,  the  fact  that  we  bring  this 
bill  out  short  of  what  is  demanded  is, 
in  my  opinion,  an  indication  that  the 
members  of  the  Committee  on  Ways  and 
Means  of  both  political  parties  know 
beyond  any  doubt  that  we  have  scraped 
the  bottom  of  the  tax  barrel,  that  we 
are  now  in  the  wood,  if  you  please,  and 
that  under  our  economy  as  it  exists  to¬ 
day  there  is  no  way  short  of  actual  con¬ 
fiscation  or  short  of  imposing  taxes  upon 
the  people  who'!Fannot  afford  to  pay 
them  without  vA^0  seriously  crippling 
their  standards  of  living,  and  there  is 
no  way  by  which  this  spending  spree  of 
the  current  administration  can  be  met 
and  the  budget  balanced. 

The  members  of  the  committee  know 
what  the  alternative  is,  and  it  is  more 
inflation.  Some  foolish  individuals  have 
said,  “Well,  the  tax  receipts  next  year 
will  be  greater  than  anticipated  or  esti¬ 
mated.  We  will  have  some  inflation,  and 
instead  of  collecting  $66,000,000,000,  if 
we  pass  this  bill  in  conjunction  with 
existing  law,  we  will  collect  more  than 
that  and  the  budget  will  be  balanced 
despite  the  apparent  deficit.”  Well,  that 
is  only  wishful  thinking  of  the  most 
dangerous  kind,  because  if  you  have  in¬ 
flation,  and  if  thereby  the  base  upon 
which  the  taxes  are  levied  is  broadened, 
then  everything  you  buy  will  have  in¬ 
creased  correspondingly  and  inflation 
will  be  out  of  hand  surely,  as  it  has  been, 
and  we  will  be  in  a  most  dangerous 
situation.  I  think  that  the  time  has 
come  for  every  Member  of  this  body  to 
realize  the  truth,  to  realize  that  fact' 
which  I  have  just  stated  to  you,  that  we 
have  and  are  now  scraping  the  bottom 
of  the  tax  barrel  and  that  any  further 
steps  will  result  in  real  suffering  upon 
the  lower-income  groups  in  particular, 
and  a  retarding  of  our  expansion  of  in¬ 
dustries  so  essential  in  this  time  of  war. 
Do  you  realize  that  1  year  ago  today  we 
were  meeting  with  every  expectation 
that  we  were  going  to  cut  a  billion  dol¬ 


lars  off  the  tax  burden  of  the  American 
people?  How  utterly  little  we  knew  of 
the  facts  of  life  when  an  administra¬ 
tion  was  so  taken  by  surprise  that  within 
the  following  12  months  three  very  large 
new  tax  bills  have  imposed  and  will  im¬ 
pose  new  taxes  in  the  amount  of  $17,- 
000.000,000  and  when,  after  having  im¬ 
posed  those  taxes,  we  know  in  advance 
that  the  budget  will  not,  and  what  is 
worse,  cannot  be  balanced  if  the  present 
spending  spree  continues. 

Mr.  FULTON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  Pennsyl¬ 
vania. 

Mr.  FULTON.  I  would  like  to  compli¬ 
ment  the  gentleman  on  his  basic  prem¬ 
ise.  I  would  like  to  ask  this  question, 
Does  not  the  gentleman  agree  that  the 
premise  that  the  higher  the  tax  the  bet¬ 
ter  the  fight  against  inflaion  is  com¬ 
pletely  incorrect? 

Mr.  SIMFSON  of  Pennsylvania.  Oh, 
yes,  it  is  entirely  fallacious,  and  I  think 
this  bill  illustrates  that,  and  I  do  full 
justice  vto  all  the  members  of  the  com¬ 
mittee.  They  know  it.  They  do  not  take 
this  bill  with  an  expectation  it  will  stop 
inflation.  I  think  I  am  speaking  for 
them  on  that  because  it  is  obvious. 

In  the  first  place,  I  will  say  to  the 
gentleman  from  Pennsylvania,  we  in¬ 
creased  the  tax  bill  of  the  lowest  in¬ 
come  taxpayers  12*4  percent.  We  there¬ 
by  give  him  the  most  valid  argument  for 
an  increase  in  his  wages,  for  that  indivi¬ 
dual,  I  know  and  the  gentleman  knows, 
is  barely  making  ends  meet  today. 

At  the  other  end  of  the  bill  we  impose 
taxes  upon  that  man’s  employer,  the 
corporation,  on  the  theory  as  expressed 
by  some  men  here  when  the  rule  was 
under  consideration  that,  oh,  a  corpora¬ 
tion  is  big,  and  it  can  afford  to  pay  the 
taxes,  forgetting  entirely  that  a  corpora¬ 
tion  never  has  one  single  penny  to  pay 
in  taxes  unless  it  first  of  all  takes  it 
from  the  man  that  buys  the  product  of 
that  corporation.  And  who  are  the  cus¬ 
tomers?  Why,  they  are  the  millions 
upon  millions  of  low-income  groups  in 
our  country.  Do  you  realize  there  is  not 
a  corporation  of  any  size  in  the  country 
today  that  could  remain  in  business  1 
year  if  it  were  not  for  that  mass  pur¬ 
chasing  power  of  the  American  people? 

Mr.  FULTON.  The  effect  of  the  bill 
then,  as  I  understand  the  gentleman, 
all  through  every  wage  and  salary  group, 
is  to  cut  down  the  incentive  to  hustle, 
to  work,  and  to  produce,  which  is  in¬ 
flationary  ;  and  secondly,  when  it  is  put¬ 
ting  a  12*4  percent  tax  on  the  incomes  of 
the  lowest  groups,  it  is  then  making1 
greater  pressures  for  further  wage  and 
price  increases,  which  again  makes  it 
inflationary. 

Mr.  SIMPSON  of  Pennsylvania.  That 
is  true.  That  is  one  of  the  things  it  does. 
It  causes  suffering,  too.  Imagine  the 
group  who  are  earning  less  than  $1,000 
a  year,  who  are  taxed  today,  having, 
their  taxes  increased,  or  the  group  earn¬ 
ing  less  than  $2,000  having  theirs  in¬ 
creased.  It  requires  desperate  remedies. 
It  does  seem  to  me  that  12*4  percent 
is  too  large  an  increase,  particularly  as 
the  net  effect  of  the  bill,  as  I  see  it,  is 
inflationary. 
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Mr.  DONDERO.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  Michigan. 

Mr.  DONDERO.  The  gentleman  spoke 
of  the  increased  spending  on  the  part 
of  the  Government.  Perhaps  the  most 
amazing  example  of  that  is  that  the 
State  Department  in  10  years,  from  1940 
to  1950,  increased  its  cost  to  the  Ameri¬ 
can  taxpayers  from  $20,000,000  to  $361,- 
000,000,  or  1,800  percent  in  10  years.  I 
do  not  believe  this  Government  or  any 
other  government  on  the  face  of  the 
earth  can  continue  that  program  of 
spending  and  survive. 

Mr.  SIMPSON  of  Pennsylvania.  One 
might  wonder  how  that  was  foisted  upon 
the  Members  of  this  House  and  the  Con¬ 
gress,  yet  I  am  told  that  the  ticker  tape 
here  in  our  lobby  yesterday  carried  a 
story  to  the  effect  that  many  of  the  rep¬ 
resentatives  of  the  American  Govern¬ 
ment  abroad  are  right  now  on  their  way 
back  home  for  the  avowed  purpose  of 
having  increases  made  in  their  budgets, 
in  their  allowances,  and  that  they  are 
coming  here  to  exert  pressure  or  influ¬ 
ence  or  one  thing  or  another  to  induce 
Congress  to  pass  legislation  which  will 
inure  to  their  benefit. 

Mr.  HOFFMAN  of  Michigan.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield. 

Mr.  HOFFMAN  of  Michigan.  It  is  my 
understanding  from  what  the  gentle¬ 
man  has  already  said  that  his  commit¬ 
tee,  no  matter  how  it  might  try,  had  not 
been  and  would  not  be  able  to  get  money 
enough  to  meet  the  appropriations  we 
are  making. 

Mr.  SIMPSON  of  Pennsylvania.  At 
the  level  at  which  they  are  being  made. 
We  have  proved  we  are  not  able  to  raise 
sufficient  money  to  balance  the  budget. 

There  is  one  other  phase  of  this  tax 
picture  we  should  consider. 

Mr.  HOFFMAN  of  Michigan.  If  the 
gentleman  will  yield  further,  then  the 
obvious  answer  is  that  until  we  cut  down 
appropriations  the  gentleman’s  commit¬ 
tee  is  not  going  to  get  anywhere  in  bal¬ 
ancing  the  budget? 

Mr.  SIMPSON  of  Pennsylvania.  I  am 
of  the  opinion  that  we  cannot  and  will 
not  balance  the  budget  unless  we  are 
willing  to  cause  such  undue  sacrifices  by 
the  low-income  groups  of  our  people  that 
they  cannot  stand  it,  or  unless  we  are 
willing  to  actually  have  the  Government 
take  over  and  operate  our  business. 

What  we  have  been  doing  in  recent 
years  through  our  tax  program,  as  a  re¬ 
sult  of  what  has  been  called  a  soak-the- 
rich  policy — and  I  am  not  here  defend¬ 
ing  the  rich  because  almost  without  ex¬ 
ception  they  are  eliminated  today,  and 
you  will  recall  you  were  told  yesterday 
by  the  gentleman  from  New  Jersey  how 
extreme  the  taxes  are  and  how  much 
money  must  be  paid  to  an  individual  in 
order  that  he  may  retain  forty  or  fifty 
thousands  of  dollars  income — for  ex¬ 
ample,  I  recall  that  in  order  to  have 
$50,000  remaining  in  a  man’s  hands,  he 
must  receive  a  salary  of  $500,000,  and 
of  course  you  realize  that  that  $500,000 
will  be  included  in  the  cost  of  producing 
the  article  that  the  corporation  manu¬ 
factures,  and  $450,000  will  go  back  to  the 


Government  with  $50,000  being  retained 
by  the  man. 

But  as  I  was  saying,  as  a  result  of  what 
has  been  called  the  soak-the-rich  policy, 
we  have  wiped  out  that  group  of  tax¬ 
payers  who  have  in  the  past  been  paying 
a  large  share  of  our  tax  burden.  They 
are  gone. 

As  you  were  told  yesterday,  if  we  were 
to  take  every  penny  they  earn,  when  you 
get  above  $10,000  we  would  have  suf¬ 
ficient  money  to  operate  our  Govern¬ 
ment  for  only  a  few  months. 

The  result  of  all  that  is  that  the  bur¬ 
den  of  any  tax  increase  which  comes 
along  in  the  future  will  rest  squarely 
upon  the  people  who  earn  from  five  to 
ten  thousand  dollars.  And  it  will  not 
be  for  only  1  year  that  they  assume  the 
burden.  They  will  assume  it  perma¬ 
nently.  You  will  have  eliminated  the 
great  source  of  income — people  who  earn 
more  than  $10,000  and  the  people  who 
have  in  the  past  provided  the  capital 
by  which  jobs  have  been  provided.  They 
will  be  gone. 

Under  the  bill  before  us,  when  and  if 
it  becomes  law,  the  man  who  has  money 
and  who  is  in  the  high-income  brackets, 
but  has  his  money  invested  in  business 
will,  I  think,  be  foolish  if  he  does  not 
sell  that  stock  and  invest  the  proceeds 
in  United  States  Government  bonds,  or 
in  tax-exempt  securities,,  unless  he  is 
one  of  those  who  is  motivated,  as  I  will 
admit  he  should  be,  and  as  was  described 
by  our  great  chairman  yesterday,  a  really 
patriotic  man.  That  man  will  take  it 
easy  unless  he  is  such  a  person.  And 
who  will  suffer  if  the  man  takes  his 
money  out  of  business  and  puts  it  into 
Government  bonds  qrffax-exempt  secu¬ 
rities?  Why,  the  worker,  the  man  who 
is  going  to  have  all  the  tax  burden  im¬ 
posed  upon  his  shoulders.  He  is  the 
man  who  will  suffer.  There  will  not  be 
jobs  unless  the  Government  proceeds  to 
provide  the  jobs.  I  do  not  think  there  is 
a  man  or  woman  in  this  audience  who 
wants  the  Government  to  assimilate  the 
industries  of  our  country. 

Why,  today,  taxes  are  so  high  that  in 
order  for  us  to  expand  our  industries  to 
take  care  of  the  war  effort  we  have  to 
have  special  tax  concessions  which  we 
call  accelerated  amortization.  In  other 
words.  Government  has  to  say  to  indus¬ 
try — industry  which  wants  to  expand, 
“You  go  out  and  build  a  new  plant  and 
help  us  win  this  Korean  police  action.” 
And  industry  is  happy  to  do  it.  But 
looking  over  their  expense  accounts,  ad¬ 
vertising  the  fact  that  they  want  to  sell 
stock  and  secure  money  to  expand  their 
plants,  they  simply  do  not  have  the 
money. 

So  I  believe  it  is  about  $20,000,000,000 
that  industry  has  already  asked  our  Gov¬ 
ernment  to  give  them  special  tax  con¬ 
cessions  on  so  that  they  can  charge  off 
the  cost  of  their  new  plant  in  5  years, 
instead  of  the  customary  period  of  from 
15  to  20  years.  Billions  upon  billions  of 
dollars  are  being  given  to  industry  on 
that  basis.  I  am  for  it.  I  am  for  it 
only  because  our  tax  laws  so  penalize 
our  corporations  that  they  do  not  have 
the  money  with  which  to  expand. 

It  was  stated  yesterday  that  the  cor¬ 
porations  will  have  a  lot  of  money  left 
this  year  under  this  bill  after  they  pay 


their  taxes.  They  will  have  a  lot  of  dol¬ 
lars  left,  there  is  no  doubt  about  that, 
but  the  dollars  are  not  the  equivalent 
of  the  dollars  of  only  2  or  3  years  ago. 
At  that  time,  after  the  corporations  paid 
their  dividends — and  I  point  out  that 
they  must  pay  dividends  or  they  will 
not  have  any  capital  to  invest  in  busi¬ 
ness — after  they  had  paid  their  dividends 
and  after  they  had  paid  their  taxes — 
and  they  must  pay  their  taxes — the 
money  which  remained  in  their  hands 
amounted  to  about  $17,000,000,000.  Now 
it  is  said  because  the  corporations  are 
earning  $48,000,000,000,  as  estimated  in 
the  current  year,  a  figure  which  is  con¬ 
testable  in  view  of  certain  current  eco¬ 
nomic  conditions — but  accepting  the  fig¬ 
ure  of  forty-eight  billion  and  knocking 
off  this  59-percent  tax  levied  against 
them,  which  we  are  doing  in  this  bill,  it  is 
said  they  will  have  about  $21,000,000,000 
remaining  in  their  hands.  From  that 
they  will  pay  their  dividends  of  about 
one-third,  which  is  about  $7,000,000,000. 
leaving  $14,000,000,000.  It  is  that  money 
which  they  will  have  to  maintain  the 
current  industrial  plants  of  our  country 
and  to  use  as  their  share  of  the  cost 
of  expanding  their  industry.  They  had 
$17,000,000,000  before  dividends  from 
1946  to  1949,  but  the  comparison  of  $21,- 
000,000,000  today  with  that  $17,000,000,- 
000,  keeping  in  mind  the  greatly  in¬ 
creased  cost,  and  keeping  in  mind  the 
fact  that  people  today  will  not  invest 
in  business  with  the  same  freedom  as 
they  did  a  few  years  ago,  you  will  find 
that  business  will  not  be  able  to  expand 
as  it  must  do  if  the  industrial  might  of 
America  is  to  help  us  win  this  war  in 
Korea. 

Under  this  bill  we  have  raised  the 
taxes  on  corporations  far  beyond  what 
President  Truman  and  Secretary  Sny¬ 
der  said  was  the  amount  we  should  in¬ 
crease  the  taxes  to;  namely,  55  percent. 
We  do  not  do  it  on  corporations  that 
are  making  great  profits.  We  go  into 
your  community,  and  your  community, 
and  we  pick  out  any  small  corporation, 
perhaps  your  milk  distributor  or  your 
coal  dealer  or  your  bank,  and  we  say  to 
that  corporation:  “If  you  do  not  earn 
one  penny  more  than  you  earned  back 
between  1946  and  1949,  we  are  going  to 
say  that  you  have  an  excess  profit;  that 
you  are  a  profiteer  as  a  result  of  the 
Korean  War,  and  we  are  going  to  soak 
you  a  higher  tax  of  25  percent  on  that 
which  you  think  is  normal;  that  which 
you  earned  between  1946  and  1949.  We 
are  not  going  to  tax  you  52  or  55  percent, 
but  on  25  percent  of  what  you  earned 
back  in  those  years  we  are  going  to  soak 
you  82  percent.  You  will  have  $18  left 
out  of  $100.  You  can  do  with  that  what 
you  want  to.” 

What  will  you  do?  Perhaps  you  will 
take  a  little  trip,  have  some  heavy  trav¬ 
eling  expenses,  because  it  is  only  an  18- 
cent  dollar;  or  some  man  who  has 
worked  for  you  a  great  many  years  comes 
in  and  says,  “I  would  like  to  have  an  in¬ 
crease  in  wages.”  You  say,  “Oh,  sure. 
I  will  give  you  $500  or  $1,000,  because  it 
only  costs  me  $40  and  Uncle  Sam  will 
pay  the  rest.”  That  is  inflationary. 
That  is  what  will  happen  under  this  ex¬ 
cess-profits  tax  which  this  committee 
adopted,  and  adopted,  I  am  sorry  to  say, 
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without  any  hearings,  and  I  might 
almost  say  adopted  without  any  discus¬ 
sion  in  our  committee.  It  just  is  not 
right.  No.  This  taxing  program  has 
got  out  of  hand,  and  the  people  who  are 
going  to  bear  the  brunt  of  it  are  your 
neighbors  and  mine,  the  litle  people,  and 
they  are  going  to  do  it  very  soon  if  we  do 
anticipate  balancing  the  budget. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Pennsylvania  [Mr. 
Simpson]  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  the  gentleman  two  addi¬ 
tional  minutes. 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  New  York. 

Mr.  REED  of  New  York.  I  want  to 
congratulate  the  gentleman  on  the  fine, 
constructive  way  he  has  presented  this 
tax  matter.  I  am  interested  in  the  ex¬ 
pansion  of  industry  to  meet  the  demand 
for  employment  on  the  part  of  the  youth 
of  the  country.  Many  will  be  employed 
in  war  but  there  are  many  more  who 
will  have  to  be  employed  in  industry  if 
we  are  going  to  maintain  our  economy. 

Most  of  the  savings  that  go  into  ven¬ 
ture  capital,  that  is  new  industries  in 
small  communities  and  in  large  commu¬ 
nities,  has  to  come  from  the  savings  of 
the  people,  but  under  this  tax  bill  they 
cannot  save. 

If  we  are  going  to  make  normal  ex¬ 
pansion  and  employ  the  people  of  this 
country  who  need  to  be  employed  it  will 
take  $18,000,000,000  a  year,  and  that  has 
to  come  from  these  people  who  are  now 
going  to  be  so  heavily  taxed  that  they 
cannot  save  to  invest  in  new  enterprise. 

Mr.  SIMPSON  of  Pennsylvania.  The 
gentleman  is  right. 

Mr.  REED  of  New  York.  The  thing 
that  is  lost  sight  of  by  labor  itself  is  the 
fact  that  somebody  ventures  his  capital 
to  give  them  a  job  in  many  instances  as 
high  aS  $40,000 — that  is  the  risk,  that  is 
the  amount  somebody  has  saved  to  give 
one  man  a  job.  Dry  that  up  and  you  dry 
up  the  payrolls  of  this  country. 

Mr.  SIMPSON  of  Pennsylvania.  Of 
course ;  and  the  only  capital  comes  from 
those  who  have  worked  and  saved  it,  but 
now  they  are  going  to  dry  it  all  up  in 
Federal  taxes  and  there  will  be  nothing 
left.  _ 

Mr.  SUTTON.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield. 

Mr.  SUTTON.  Would  not  the  gentle¬ 
man  agree  that  the  new  slogan  should 
be  “Old  taxes  never  die;  they  just  stay, 
and  stay,  and  stay.” 

Mr..  SIMPSON  of  Pennsylvania.  I  am 
sure  the  old  taxes  do  not  die;  they  stay 
with  us,  unfortunately,  and  the  spending 
spree  continues.  The  effect  of  taxation 
ordinarily  would  be  a  deterrent  to  in¬ 
flation,  but  unfortunately  the  spending 
gets  completely  out  of  hand  as  a  result 
of  these  taxes  and  induces  inflation. 

Mr.  ARMSTRONG.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania,  I 
yield. 

Mr.  ARMSTRONG.  In  view  of  what 
the  gentleman  has  said  in  connection 
with  the  Committee  on  Appropriations,  I 
wonder  if  he  can  inform  this  House  as  to 


whether  there  is  any  liaison  between 
that  important  committee  and  the  im¬ 
portant  committee  of  which  he  is  a  mem¬ 
ber  to  this  extent:  Can  the  gentleman 
tell  us  whether  or  not  the  leaders  of  ths 
Committee  on  Appropriations  have  tak¬ 
en  into  account  the  very  obvious  facts 
the  gentleman  has  mentioned  and 
whether  they  have  shown  any  indica¬ 
tion  of  trimming  their  program  to  those 
facts? 

Mr.  SIMPSON  of  Pennsylvania.  Our 
very  distinguished  chairman,  the  gentle¬ 
man  from  North  Carolina  [Mr.  Dough- 
ton],  and  our  ranking  minority  mem¬ 
ber,  the  gentleman  from  New  York  [Mr. 
Reed],  have  undoubtedly  held  consulta¬ 
tions  with  their  respective  counterparts 
on  the  Appropriations  Committee,  but 
I  will  wager  anything  that  the  recom¬ 
mendations  of  the  gentleman  from  North 
Carolina  do  not  bind  in  any  sense,  do  not 
control  at  all,  the  actions  of  the  leader¬ 
ship  of  the  Committee  on  Appropria¬ 
tions.  I  think  they  do  consult,  but  there 
is  nothing  formal. 

Economy,  in  my  opinion,  is  the  only 
way  by  which  we  are  going  to  get  a  bal¬ 
anced  budget  in  any  true  sense  of  the 
word.  Do  you  realize  that  if  we  should 
be  able  to  save  $1,000,000,000  only,  that 
we  could  take  off  the  tax  roll  every  one 
of  the  taxpayers  who  pays  a  tax  on  $1,000 
or  $2,000  of  his  adjusted  gross  income? 
And  there  are  8,800,000  of  them;  they 
could  all  be  taken  off  the  rolls.  There 
are  42,000,000  people  who  pay  income 
taxes.  The  average  divided  between  that 
number  would  be  $600  per  year  as  the 
average  of  all  income-tax  payments  that 
are  made,  and  if  you  save  just  $1,000,- 
000,000,  l.ese.eGfTQf'them  cbuld  be  taken 
off  the  tax  rolls. 

Mr.  H.  CARL  ANDERSEN.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield. 

Mr.  H.  CARL  ANDERSEN.  The  gen¬ 
tleman  referred  to  the  liaison  which 
should  exist  between  the  Committee  on 
Appropriations  and  the  Committee  on 
Ways  and  Means.  Two  days  ago  we  had 
a  good  example  on  the  floor  of  the  House 
here  of  how  Congress  binds  the  Com¬ 
mittee  on  Appropriations  by  authorizing 
without  real  study  the  construction  of 
veterans’  hospitals  amounting  to  $335,- 
000,000.  Who  is  responsible  except  the 
people  right  here  in  the  House,  those  who 
do  not  have  the  fortitude  to  vote  occa¬ 
sionally  against  authorizing  expendi¬ 
tures? 

Mr.  SIMPSON  of  Pennsylvania.  The 
gentleman,  a  member  of  the  Appropria¬ 
tions  Committee,  has  made  his  point 
most  effectively  and  I  compliment  him. 
The  question  that  was  asked  me  was: 
Is  there  liaison  between  the  Ways  and 
Means  Committee  and  the  Appropria¬ 
tions  Committee?  I  replied  that  there 
was  to  a  certain  extent. 

Mr.  JENKINS.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  Ohio. 

Mr.  JENKINS.  The  gentleman  will 
agree  with  me,  I  am  sure,  that  we  may 
expect  the  Appropriations  Committee  to 
take  care  of  the  expenses  of  the  Nation. 
That  is  distinctively  a  function  of  the 
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Executive.  Does  not  the  gentleman 
agree  with  me  on  that? 

Mr.  SIMPSON  of  Pennsylvania.  Yes. 
The  Executive  makes  the  recommenda¬ 
tions  and  the  Appropriations  Commit¬ 
tee  scrutinizes  them  and  it  is  endeavor¬ 
ing  to  do  a  proper  job. 

Mr.  JENKINS.  Yesterday  in  my 
speech  I  took  this  position,  and  I  think 
the  gentleman  agrees  with  me  from  the 
fine  speech  he  has  already  made,  that 
so  far  nobody  can  truthfully  say  that  the 
Executive,  the  President  of  the  United 
States,  and  those  about  him  have  ever 
shown  any  sign  of  wanting  to  economize 
and  to  meet  the  cry  of  the  people  all 
over  the  Nation  who  are  asking  for 
economy. 

Mr.  SIMPSON  of  Pennsylvania.  The 
President  has  given  lip  service  to  bal¬ 
ancing  the  budget  and  to  enconomizing 
but  I  personally  do  not  see  where  he  has 
made  any  substantial  effort  with  respect 
to  either  of  these  items. 

Mr.  DOUGHTON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  North  Car¬ 
olina. 

Mr.  DOUGHTON.  The  gentleman 
from  Pennsylvania  has  inveighed  quite 
eloquently  against  the  spending  spree  of 
the  present  administration.  I  would  like 
to  ask  him  if  in  his  opinion  the  situation 
with  which  we  are  now  confronted  is  not 
due  so  much  to  the  spending  spree  of  the 
administration  as  it  is  to  probably  the 
spending  action  of  the  Congress?  It  is 
the  spending  action  of  the  Congress, 
which  is  more  acute  right  now  than  the 
spending  spree  of  the  administration. 

Mr.  SIMPSON  of  Pennsylvania.  That 
is  a  bit  of  play  on  words.  After  all  the 
majority  party  here  is  charged,  and  quite 
properly  so,  with  looking  after  the  pro¬ 
gram  of  the  President  of  the  United 
States.  It  is  true  that  the  Congress  does 
pass  the  bills,  but,  as  I  said,  when  any 
government  becomes  so  strong  that  it 
can  send  out  all  over  the  world  and  in¬ 
struct  its  representatives  to  come  back 
and  put  pressure  upon  Members  of  the 
Congress,  I  think  the  powers  of  that  par¬ 
ticular  administration  are  altogether  too 
strong. 

Mr.  DOUGHTON.  If  the  gentleman 
believes  that  in  a  time  of  prosperity  we 
can  raise  revenue,  is  he  optimistic 
enough  to  believe  that,  taking  into  con¬ 
sideration  the  increased  taxes  as  pro¬ 
posed  in  this  bill  or  otherwise,  there  will 
be  a  possibility  of  votes  on  his  side  to 
reduce  the  budget  something  like  that 
contained  within  this  bill,  probably  $11,- 
000,000,000  of  a  reduction?  In  other 
words,  is  there  a  possibility  of  the  Con¬ 
gress  doing  that? 

Mr.  SIMPSON  of  Pennsylvania.  My 
point  is  that  no  matter  how  much  we 
raise  taxes  we  cannot  balance  the  budg¬ 
et.  The  economy  cannot  stand  it  so  long 
as  the  spending  goes  on,  on  and  on, 
with  apparently  no  effort  to  control  it. 
It  may  be  that  conditions  are  such  to¬ 
day  that  we  cannot  hope  to  balance  the 
budget  and  that  we  are  going  to  have 
to  have  deficit  financing. 

Mr.  DOUGHTON.  In  the  considera¬ 
tion  of  this  bill  in  committee  I  never 
heard  a  single  Member  of  the  minor- 
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Ity — of  course  my  memory  is  not  per¬ 
fect — contend  that  we  should  not  raise 
some  additional  revenue  in  the  bill  we 
had  under  consideration.  This  is  all 
new  to  me  since  we  came  in  here.  I 
think  we  all  realized  we  have  to  have 
some  additional  revenue,  that  that  is 
necessary. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  there  were  many  votes  to  in¬ 
crease  revenue  by  Members  on  both 
sides  of  the  House.  The  question  is  how 
much  we  can  increase  it.  But  the  thing 
I  am  worried  about  is  the  fact  the  more 
we  tax  the  more  they  are  going  to  con¬ 
tinue  to  spend  and  I  say  we  cannot  con¬ 
tinue  indefinitely  doing  that. 

Mr.  MASON.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  SIMPSON  of  Pennsylvania.  I 
yield  to  the  gentleman  from  Illinois. 

Mr.  MASON.  The  point  I  want  to 
make  is  that  in  the  last  analysis  there  is 
one  department  with  its  1,800  percent 
increase  in  the  last  10  years  could  not 
have  done  that  unless  we  had  voted  the 
funds,  and  in  the  last  analysis  the  blame 
lays  upon  our  shoulders  for  voting  that 
way. 

Mr.  SIMPSON  of  Pennsylvania.  The 
greatest  good,  in  my  opinion,  that  could 
come  from  this  tax  bill  would  be  to  have 
every  Member  of  this  Congress  realize 
that  we  are  today  scraping  the  very 
bottom  of  the  barrel,  and  if  we  hope  to 
balance  the  budget  at  any  time  in  the 
future  we  can  do  it  only  at  the  expense 
of  greatly  lowering  our  standard  of  liv¬ 
ing,  particularly  the  lower  income 
groups  where  the  vast  amount  of  money 
is  today. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yeld  10  minutes  to  the  gentleman  from 
Texas  [Mr.  Combs!  . 

Mr.  COMBS.  Mr.  Chairman,  first  of 
all  I  want  to  pay  tribute  to  my  fellow 
members  on  the  Committee  on  Ways  and 
Means.  I  have  only  been  a  member  of 
that  committee  about  3  years.  I  think  if 
the  American  people  could  have  had  the 
privilege  of  looking  in  on  our  sessions  of 
more  than  4  months  behind  closed  doors 
and  had  seen  the  earnestness  of  every 
member  and  the  freedom  behind  those 
closed  doors  from  political  and  partisan 
considerations  in  writing  this  tax  bill, 
they  would  realize  we  tried  the  best  we 
could  to  raise  the  revenue  that  every  one 
of  us  knew  had  to  be  raised,  but  to  do  it 
at  the  least  harm,  as  it  were,  to  groups 
or  individuals  in  the  application  of  the 
tax  to  be  levied.  The  work  of  that  com¬ 
mittee,  in  spite  of  the  fact  that  it  is 
burdensome,  was  rendered  pleasant  first 
of  all  by  the  geniality  and  the  considera¬ 
tion  of  our  honored  chairman,  whom  we 
have  the  greatest  affection  for,  and  the 
ranking  minority  member,  the  distin¬ 
guished  gentleman  from  New  York  [Mr. 
Reed],  who  in  every  sense  is  a  kindly  and 
considerate  gentleman.  It  was  a 
pleasure  to  serve  with  those  gentlemen, 
as  it  was  with  all  the  other  members  of 
the  committee.  Although  partisanship 
creeps  out  here  on  the  floor — and  that  is 
traditional;  it  has  been  that  way  from 
time  immemorial — the  majority  party 
having  the  responsibility  of  tendering 
such  a  measure  as  this  defends  it  as  the 
best  that  could  be  offered,  and  the 


minority  party  members  are  free  to  criti¬ 
cise  it  from  every  viewpoint.  But,  I  dare 
say  to  you  that  95  percent  of  the  provi¬ 
sions  that  went  into  this  bill  went  in 
there  without  the  slightest  partisan  vote. 
In  most  instances  the  vote  was  right 
across  the  table  without  respect  to  party. 

I  recall  one  amendment  that  I  offered 
was  adopted  by  a  vote  of  4  Democrats,  in¬ 
cluding  myself,  and  10  Republicans. 
That  is  not  unusual.  A  great  deal  of 
what  is  contained  in  this  bill  is  in  there 
by  unanimous  consent  or  by  votes  of 
members  cast  regardless  of  party.  To 
me  it  has  been  inspiring,  in  spite  of  the 
tremendous  burden,  to  see  the  earnest¬ 
ness  and  the  consideration  that  we  all 
gave  regardless  of  party  to  the  serious 
task  we  had  to  perform. 

Mr.  Chairman,  at  various  times  in  this 
debate  reference  has  been  made  to  al¬ 
leged  reckless  spending  of  the  Adminis¬ 
tration.  It  has  been  charged  that  infla¬ 
tion  has  been  caused  by  deficit  financing. 

That  charge  has  been  made  repeatedly. 

Such  charges  are  completely  without 
foundation.  The  current  inflation  is  due 
to  a  number  of  causes,  but  deficit  financ- p 
ing  by  the  Federal  Government  is  not 
one  of  them.  Let  us  get  the  record 
straight.  There  has  not  been  one  dime 
of  deficit  financing  by  the  Federal  Gov¬ 
ernment  in  5  years.  On  the  contrary, 
we  have  been  on  a  pay-as-we-go  basis 
for  5  years.  Furthermore  since  June 
1946,  the  Federal  debt  has  been  reduced 
by  about  $15,000,000,000.  Half  of  this 
$15,000,000,000  reduction  resulted  from 
the  application  of  surplus  cash  left  over 
from  war  financing.  The  other  half 
represented  debt  reduction  resulting 
solely  from  an  over-all  budget  surplus  in 
excess  of  $7,000,000,000  during  this  pe¬ 
riod  of  5  years.  During  that  same  period 
insurance  companies  and  savings  banks 
reduced  their  holdings  of  Government 
securities  by  more  than  $8,000,000,000  to 
help  finance  postwar  expansion  of  in¬ 
dustry  and  home  building.  But  I  think 
the  most  encouraging  thing  of  all  is  the 
investment  by  individuals  in  savings 
bonds  and  deposits  in  savings  accounts. 
After  World  War  I  there  was  a  tre¬ 
mendous  amount  of  marketing  of  Liberty 
bonds,  and  the  price  went  down  to  80 
cents  on  the  dollar.  That  great  loss  fell 
very  largely  upon  private  citizens  who 
had  invested  their  savings  in  such  bonds. 
No  such  thing  has  happened  since  the 
end  of  World  War  II. 

The  amount  of  savings  bonds  out¬ 
standing  has  gone  up  by  $9,000,000,000 
since  1946 — $4,000,000,000  in  E  bonds 
alone.  Today  the  amount  of  savings 
bonds  held  by  individual  investors  is  $55,- 
000,000,000,  and  of  this  amount,  $34,000,- 
000,000  is  represented  by  E  bonds 
which,  as  you  know,  are  purchased  large¬ 
ly  by  wage  earners,  small  salaried  people, 
and  other  small  investors.  What  is 
more,  the  savings  accounts  of  private  in¬ 
stitutions,  banks,  savings  and  loan  as¬ 
sociations,  and  the  like  have  shown 
a  very  substantial  increase.  The  figures 
show  that  the  sale  of  the  $25  and  the  $50 
E  bonds  for  the  first  5  months  of  this 
year  were  also  11  percent  higher  than 
for  the  corresponding  period  of  1950. 
That  the  increase  of  15  percent  of  the 
savings  bonds  holdings  of  individuals 


during  the  past  5  years  is  not  competi¬ 
tive  with  private  financing  is  shown  by 
the  fact  that  there  has  been  an  increase 
of  25  percent  in  mutual  savings  deposits ; 
40  percent  in  life  insurance;  and,  85  per¬ 
cent  in  savings  and  loan  shares  during 
that  period. 

Are  we  spending  ourselves  into  social¬ 
ism?  That  charge  has  been  made. 
Nothing  could  be  farther  from  the  truth. 
In  addition  to  what  I  have  already  said 
about  the  savings,  there  is  this  further 
astounding  fact.  Since  the  end  of  World 
War  II,  American  industry  has  expended 
$110,000,000,000  in  new  plants,  plant  ex¬ 
pansion,  and  new  equipment.  This  rep¬ 
resents  the  investment  of  the  American 
people  and  expresses  their  faith  in  the 
security  and  value  of  the  American  free 
enterprise  system. 

I  have  taken  the  information  used 
here  from  an  address  delivered  by  the 
Secretary  of  the  Treasury,  Hon.  John 
Snyder,  before  the  Bond  Club  of  Chicago 
on  June  13,  1951. 

Secretary  Snyder  and  his  treasury  or¬ 
ganization  have  been  working  in  full  co¬ 
operation  with  the  American  Bankers 
Association,  the  Savings  Bonds  Associa¬ 
tion,  the  life  insurance  companies,  and 
others  in  an  educational  campaign  pro¬ 
moting  thrift.  And  in  the  sale  of  United 
States  savings  bonds  all  of  the  great 
financial  organizations  mentioned  have 
been  recommending  United  States  sav¬ 
ings  bonds  as  the  safest  investment  on 
earth.  They  have  been  engaged  in  a 
great  educational  campaign  jn  which  the 
equivalent  of  $40,000,000  worth  of  free 
advertising  has  been  made  available  to 
the  Treasury.  The  result  has  been  that 
there  are  probably  more  Americans  en¬ 
gaged  in  systematic  saving  than  at  any 
period  in  our  history.  So,  the  calamity 
howlers  in  Congress  and  out  who  charge 
that  this  Government  and  this  country 
are  going  socialistic  have  no  facts  to 
base  their  dire  predictions  on. 

These  prophets  of  doom  have  no  faith 
in  their  country.  But  the  American  peo¬ 
ple  do  have  faith  in  their  country,  and 
they  have  shown  it  by  their  investments 
in  Government  bonds.  The  gloomy 
Jeremiahs  scream  socialism  while  the 
people  invest  $101,000,000,000  in  expand¬ 
ing  free  enterprise. 

I  want  to  comment  on  the  suggestions 
that  have  been  made  that  this  tax  bill 
bears  down  on  the  needy  people  of  small 
income.  There  is  not  one  among  us  who 
does  not  regret  to  see  the  tax  burden 
increased  upon  the  low-ineome  fellow, 
the  wage  earner,  the  small-salaried 
person.  But  let  us  take  a  look  at  the 
picture.  Turn  to  page  12  in  the  commit¬ 
tee  report  and  look  at  that  table.  You 
will  find  some  interesting  facts.  The 
total  number  of  individual  tax  returns 
last  year  were  44,187,468.  Of  that  total 
35,860,757  had  gross  incomes  of  less 
than  $5,000.  Again  the  gross  incomes  of 
the  individuals  reporting  amount  to 
$180,000,000,000.  Of  that  amount  $101,- 
073,000,000  represented  the  incomes  of 
people  earning  less  than  $5,000.  There 
are  so  many  small  wage-earners,  and  so 
many  small-salaried  people  that  you 
cannot  raise  the  funds  that  are  needed 
to  finance  our  Government  without  tax¬ 
ing  those  of  low  incomes. 
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We  have  tried  to  make  it  as  light  as 
possible.  We  have  tried  to  put  it  on  such 
a  percentage  basis  that  the  smallest  tax¬ 
payer  will  not  be  taxed  any  more  in  pro¬ 
portion  than  the  biggest  taxpayer. 

Furthermore,  let  us  not  sell  the  Ameri¬ 
can  people  short.  They  are  patriotic. 
All  of  us  will  have  to  make  sacrifices. 
That  is  true  of  the  small-income  tax¬ 
payer.  I  voted  against  the  tax  reduc¬ 
tion  bill  of  1948  and  at  that  time  I  made 
a  speech  saying  that  to  defend  this  Na¬ 
tion  and  to  preserve  its  liberty  we  have 
piled  up  such  a  tremendous  debt  that  we 
owe  it  to  the  generations  coming  after 
us  to  continue  high  taxes  and  reduce 
that  debt.  Let  me  say  to  you,  my  fellow 
Members,  we  today  must  decide  what  we 
will  do  and  what  sacrifices  we  will  make. 
The  children  who  come  after  us  are  not 
here  to  speak.  They  will  not  be  at  the 
ballot  box  come  next  election.  They 
must  accept  as  good  Americans,  and  pay 
whatever  part  of  this  debt  we  shall  elect 
to  pass  on  to  them.  Most  of  these  wage¬ 
earning  people  have  a  family  of  children 
to  feed  and  clothe  and  educate.  It  is 
going  to  be  a  sacrifice  to  them  to  meet 
this  increased  tax.  But  I  dare  say  that 
to  the  last  patriotic  man  among  them 
they  would  prefer  to  pay  out  of  their 
wages  and  salaries,  though  it  be  sacri¬ 
ficial,  and  to  be  able  to  say  to  their  chil¬ 
dren  and  their  grandchildren  that  we 
did  not  shirk  our  responsibility  when  we 
had  the  chance  and  sole  choice  of  pass¬ 
ing  on  an  unfair  part  of  the  burden  that 
we  have  created  for  them  to  pay. 

So  far  as  I  am  concerned,  I  believe 
this  tax  bill  represents  the  smallest 
amount  that  we  could  afford  to  raise,  if 
we  can  indulge  in  the  hope  that  we  will 
continue  on  a  pay-as-you-go  basis.  Let 
us  hope  world  conditions  will  improve; 
that  we  can  cut  down  on  the  enormous 
expense  of  war  and  devote  some  of  our 
funds  to  creating  more  instrumentali¬ 
ties  for  the  creation  of  wealth.  Let  us 
look  forward  to  the  day  when  we  can 
return  to  peace  through  the  sacrifices 
we  are  now  making.  Personally  I  have 
an  abiding  faith  in  the  soundness  of  this 
country  and  of  the  American  people  who 
have  faith  in  it.  They  know  we  went 
through  the  terrible  trials  of  the  Civil 
War.  They  know  we  have  gone  through 
two  great  world  wars,  and  they  know  we 
have  come  through  stronger  and  better. 

Yes,  there  are  those  who  say  we  are 
giving  away  all  the  wealth  of  America 
to  others.  They  said  that  after  World 
War  I.  We  do  have  a  marvelous  people. 
There  is  no  nation  that  has  ever  done 
what  we  have  done  and  fought  two  world 
wars,  and  that  has  gone  out  to  help  even 
our  stricken  enemies,  to  feed  and  clothe 
their  babies  and  to  reestablish  their 
economies. 

Yes;  I  know  we  were  called  Uncle 
Shylock  after  World  War  I  when  we 
tried  to  collect  our  loans.  I  know  that 
some  of  the  money  we  sent  over  there 
during  the  war  to  help  feed  the  German 
babies  during  the  war  period,  the  milk 
we  sent  to  feed  them,  was  turned  over 
to  the  munition  plants,  and  the  tin  cans 
were  melted  down  to  make  hand  gre¬ 
nades  to  throw  back  at  our  boys.  But, 
after  all  that,  this  much  is  true :  With  all 
the  spending  and  our  .efforts  after  this 
war,  we  are  trying  to  build  a  decent 


world  In  which  to  live.  These  vast  ex¬ 
penditures,  for  which  this  Nation  was 
criticized  by  many  in  the  past,  has  been 
as  bread  cast  upon  the  water.  In  spite 
of  all  that  spending,  we,  today,  stand 
as  a  nation  which  has  produced  the 
highest  standards  of  living  of  any  nation 
in  the  world.  All  we  need  is  a  little  of 
the  faith  and  courage  that  our  fathers 
had  and  to  quit  whining  and  face  our 
responsibilities. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  COMBS.  I  yield. 

Mr.  SIMPSON  of  Pennsylvania.  The 
gentleman  is  everlastingly  right  when  he 
tells  us  the  American  people  are  sound. 
We  all  agree  to  that.  Is  this  tax  bill 
sound,  in  the  gentleman’s  opinion? 

Mr.  COMBS.  It  is  as  sound  as  25  men 
working  4  months  could  make  it. 

Mr.  SIMPSON  of  Pennsylvania.  But 
that  does  not  answer  the  question. 

Mr.  COMBS.  That  is  a  matter  of 
opinion.  It  is  as  sound  as  we  can  get 
it.  There  are  some  provisions  in  it  that 
I  do  not  like.  There  are  some  other 
provisions  that  I  would  like  to  see  in  it, 
but  I  recognize  the  judgment  of  the 
majority  of  both  parties  went  into  this 
bill,  and  I  am  supporting  it  because  it  is 
the  best  we  could  produce. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  COMBS.  I  yield. 

Mr.  MILLS.  Is  it  not  a  fact  that  the 
bill  before  the  House  is  simply  a  com¬ 
promise  of  the  views  of  25  members  of 
the  committee;  that  no  one  man  on  the 
committee  is  satisfied  with  everything  in 
it  or  satisfied  because  certain  things  were 
left  out?  _ 

Mr.  COMBS.  Of  course,  that  is  true. 
That  is  true  of  every  controversial  piece 
of  legislation.  That  is  the  way  we  arrive 
at  legislation  in  a  representative  govern¬ 
ment.  Certainly  no  one  man  can  have 
his  views  prevail  entirely.  This  bill  is 
a  composite  of  the  best  judgment  of  all. 

At  Gettysburg,  Mr.  Lincoln  referred  to 
the  Civil  War  as  a  struggle  to  determine 
whether  this  free  Government  or  any 
government  so  conceived  and  so  dedi¬ 
cated  could  long  endure.  These  immor¬ 
tal  words  of  Lincoln  have  world-wide  ap¬ 
plication  today.  This  Nation  and  all 
free  nations  are  now  engaged  in  another 
struggle,  a  struggle  not  merely  of  armies 
but  of  ideologies,  a  strugle,  the  outcome 
of  which  may  determine  for  centuries  to 
come  whether  freemen  shall  live  in 
peace  under  free  governments  of  their 
own  choosing.  We  are  going  to  win  this 
struggle.  None  of  us  have  any  doubt  of 
that.  But  how  quickly  we  shall  accom¬ 
plish  it  may  be  determined,  in  large 
measure,  by  our  willingness  to  sacrifice 
now.  I  think  the  American  people  un¬ 
derstand  this  vital  issue.  And  although 
heavy  taxes  are  necessary,  the  sacrifices 
we  shall  have  to  make  to  pay  them  is 
small  indeed  compared  to  the  sacrifices 
made  by  the  youth  of  our  Nation  who 
defend  us.  Let  us  have  faith  in  our 
country,  faith  in  our  people,  and  do  our 
simple  duty. 

Mr.  Chairman,  I  yield  back  the  re¬ 
mainder  of  my  time. 

(Mr.  COMBS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.). 


Mr.  REED  of  New  York.  Mr.  Chair  - 
man,  I  yield  25  minutes  to  the  distin¬ 
guished  gentleman  from  Iowa  [Mr. 
Martin]. 

Mr.  MARTIN  of  Iowa.  Mr.  Chairman, 
along  with  the  other  members  of  the 
Committee  on  Ways  and  Means  who 
have  preceded  me,  I  want  to  say  I  have 
tremendous  admiration  for  the  indus¬ 
try  and  integrity  of  every  man  on  that 
committee;  and  their  devotion  to  duty 
has  been  most  amazing,  both  in  endur¬ 
ance  and  in  the  quality  of  their  atten¬ 
tion  to  this  almost  unsolvable  problem 
of  tax  legislation. 

I  had  the  good  fortune  to  serve  on  the 
Committee  on  Military  Affairs  for  8 
years  including  the  period  of  World  War 
II.  The  last  4%  years  I  have  been  serv¬ 
ing  as  best  I  can  on  the  Committee  on 
Ways  and  Means.  As  I  look  back  over 
the  past  13  years,  I  have  come  to  the 
conclusion  that  service  on  the  Commit¬ 
tee  on  Ways  and  Means  is  a  battle  all 
the  way,  both  in  peacetime  and  in  war¬ 
time,  because  of  the  nature  of  our 
problem.  I  want  to  pay  particular  trib¬ 
ute  to  the  older  members  on  the  com¬ 
mittee  because  they  have  so  much  more 
information,  so  much  more  background 
that  a  youngster  serving  only  in  his  fifth 
year  on  this  committee  stands  necessar¬ 
ily  in  reverence  of  their  capacity  and 
their  ability.  I  have  tried  to  follow  this 
legislation  carefully  throughout  its 
entire  consideration. 

Mr.  Chairman,  I  voted  against  the  bill 
now  under  consideration,  H.  R.  4473,  in 
the  Committee  on  Ways  and  Means  and 
I  intend  to  vote  against  it  when  it  comes 
up  for  passage.  I  also  intend  to  vote  to 
recommit  the  bill  to  the  Committee  on 
Ways  and  Means  on  a  straight  motion 
to  recommit  as  I  understand  such  mo¬ 
tion  will  be  made.  I  sincerely  hope  the 
motion  to  recommit  this  bill  to  the  Com¬ 
mittee  on  Ways  and  Means  passes  the 
House  of  Representatives  so  that  the 
Committee  on  Ways  and  Means  can  give 
full  consideration  to  the  many  points  of 
objection  registered  in  this  debate.  I 
have  such  high  regard  for  the  ability  of 
my  colleagues  on  the  Committee  on 
Ways  and  Means  that  I  am  sure  they  are 
very  capable  of  appraising  accurately 
the  value  of  these  points  and  incorpo¬ 
rating  them  into  a  revised  bill  drawn  in 
the  light  of  the  hearings  and  long  study 
of  the  Committee  on  Ways  and  Means 
and  this  debate  in  the  Committee  of  the 
Whole  House. 

THE  BUDGET 

I  was  stunned  by  the  size  of  President 
Truman’s  budget  for  1952  when  he  de¬ 
livered  it  to  Congress  January  15.  His 
estimated  expenditures  were  $71,600,- 
000,000,  an  amount  in  excess  of  any  pre¬ 
vious  budget  except  for  the  years  1343, 
1944,  and  1945  when  we  were  running  at 
maximum  speed  in  the  closing  years  of 
World  War  n.  In  addition  to  the  esti¬ 
mated  cash  expenditures  President  Tru¬ 
man  requested  enough  new  obligational 
authority  to  bring  his  total  planned 
spending  for  the  fiscal  year  1952  to  the 
astounding  total  of  $94,400,000,000  of 
which  amount  $71,600,000,000  is  for  ac¬ 
tual  cash  expenditures  in  that  year. 

President  Truman  challenged  Con¬ 
gress  to  cut  his  budget  and  I  have  gladly 
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accepted  the  challenge  because  it  is  only 
through  reduced  Federal  spending  that 
we  can  reduce  our  tax  load  enough  to 
make  it  bearable.  Experts  have  figured 
out  that  Iowa’s  share  of  President  Tru¬ 
man’s  $71,000,000,000  cash  budget  is 
$1,059,000,000.  That  is  $407.50  for  each 
man,  woman,  and  child  in  the  State  of 
Iowa,  or  a  total  of  $1,630  for  the  average 
family  of  four  and  that  is  for  1  year’s 
spending  under  the  direction  of  President 
Truman  alone.  It  does  not  include 
State  and  local  taxes. 

When  1  year’s  planned  spending  ex¬ 
ceeds  the  total  Federal  spending  for  any 
10  successive  years  added  together  in  the 
history  of  our  Nation  up  to  the  beginning 
of  the  fiscal  year  1942,  there  is  something 
seriously  wrong  with  an  administration 
that  dares  us  to  cut  that  administra¬ 
tion’s  spending  budget  for  next  year. 

FEDERAL  TAX  REVENUE 

The  receipts  of  Federal  tax  revenues 
for  1952  were  estimated  in  January  by 
the  administration  at  fifty-five  billion 
one  hundred  million  but  this  was  raised 
to  fifty-eight  billion  five  hundred  million 
by  the  administration  in  their  estimate 
presented  to  the  Committee  on  Ways  and 
Means  on  April  2  and  the  staff  of  the 
Joint  Committee  on  Internal  Revenue 
Taxation  on  April  16  estimated  these 
receipts  in  1952  at  $60,900,000,000.  This 
estimate  of  vast  revenue  is  based  upon 
present  law  and  does  not  take  into  ac¬ 
count  any  of  the  $7,200,000,000  addi¬ 
tional  revenue  covered  by  the  bill  now 
under  debate.  Sixty-one  billion  dollars 
is  more  Federal  revenue  than  our  Nation 
raised  in  any  10  successive  years  prior  to 
the  beginning  of  the  fiscal  year  1943.  It 
is  more  than  $13,000,000,000  higher  than 
the  staff  estimate  of  April  16  for  the 
fiscal  year  1951  which  in  turn  is  the 
highest  record  for  any  fiscal  year  in  our 
entire  history  even  topping  the  highest 
year  of  World  War  I  or  World  War  II. 

The  additional  revenue  proposed  in 
this  bill,  $7,200,000,000,  is  alone  more 
than  our  highest  total  Federal  annual 
revenue  for  any  fiscal  year  prior  to  1942. 
We  have  indeed  climbed  to  dizzy  heights 
in  spending  and  in  taxation. 

INFLATION 

■Wasteful  and  extravagant  Federal 
spending  has  not  stopped  with  the  funds 
raised  by  taxation.  The  Federal  public 
debt  is  now  more  than  $260,000,000,000 
of  which  $238,000,000,000  has  been  add¬ 
ed  since  President  Roosevelt  was  inaugu¬ 
rated,  March  4,  1933.  High  taxes  can¬ 
not  offset  the  inflationary  impact  of  such 
a  governmental  spending  orgy  as  we  have 
witnessed  during  the  past  20  years.  We 
should  level  off  the  ceiling  of  Federal 
spending  far  below  the  $71,000,000,000 
spending  budget  of  President  Truman 
and  adopt  a  far  less  drastic  tax  bill  than 
H.  R.  4473  now  before  us. 

INCREASES  IN  FEDERAL  TAX  REVENUE  PROPOSED 
IN  H.  R.  4473 

I  do  not  consider  this  tax  bill  well  bal¬ 
anced,  because  the  proposed  increases  in 
individual -income  and  capital-gains 
taxes  and  in  corporate-income  and  capi¬ 
tal-gains  taxes  are  far  too  high.  In  the 
field  of  manufacturers’  excise  taxes  I 
consider  this  bill  most  unfair  in  singling 
out  a  few  manufacturers’  items  to  bear 


the  brunt  of  the  $447,000,000  additional 
excise  taxes  proposed  in  that  field. 

I.  INDIVIDUAL  INCOME  TAX 

This  bill  will  increase  the  total  amount 
of  individual  income  taxes  by  $2,855,000,- 
000  and  this  is  done  by  increasing  capi¬ 
tal-gains  and  individual  income  taxes 
one-eighth  or  12  V2  percent.  If  enacted 
into  law,  this  increase  in  individual  in¬ 
come  taxes  will  strike  hardest  in  the 
lower  brackets  of  income  where  the 
pinch  of  inflation  already  is  hitting  the 
hardest  today.  On  Tuesday  of  this  week 
I  secured  from  the  Bureau  of  Labor 
Statistics  information  that  the  cost  of 
living  increased  9.6  percent  between 
April  15,  1950,  and  April  15,  1951.  Using 
the  base  period  of  1935-39  as  100  per¬ 
cent,  the  index  on  April  15,  1950,  stood 
at  168.5,  and  on  April  15,  1951,  it  stood  at 
184.6,  and  the  cost  of  living  is  still  going 
up.  I  understand  that  this  increase  in 
cost  of  living  is  an  all  time  record  in¬ 
crease  in  our  country  for  any  1  year. 

Starting  with  the  increases  imposed  by 
the  Revenue  Act  of  1950  enacted  last 
September  and  including  the  proposed 
increases  in  this  bill,  individual  income 
taxpayers  will  have  an  increase  of  $6,- 
285,000,000  added  to  their  tax  burden. 
That  is  an  increase  of  31.4  percent  in 
individual  income-tax  liability.  I  know 
my  people  will  be  interested  to  hear  that 
individual  income  taxpayers  paid  less 
that  20  percent  of  the  total  Federal  in¬ 
ternal  revenue  in  1939,  1940,  and  1941, 
whereas  today  they  are  paying  45.3  per¬ 
cent  of  the  total  Federal  internal  reve¬ 
nue  and  this  bill  will  add  39.5  percent 
of  the  proposed  new  taxes  to  the  per¬ 
sonal  income  tax  load. 

n.  corporation,  income  tax 

This  bill  proposes  an  increase  in  capi¬ 
tal-gains  tax  by  12  y2  percent,  an  increase 
in  corporate  normal  tax  rate  of  five  per¬ 
centage  points  and  it  includes  also  a  re¬ 
duction  of  the  average  earnings  credit 
for  excess-profits  tax  from  85  percent  to 
75  percent  of  average  base  period  earn¬ 
ings.  These  increases,  together  with  the 
increase  in  corporate  taxes  in  the  Reve¬ 
nue  Act  of  1950  and  the  excess-profits 
tax  of  1950,  place  an  additional  annual 
tax  load  on  the  corporations  of  our 
country  of  $8,995,000,000  above  the  cor¬ 
porate  tax  load  in  force  and  effect  1  year 
ago.  This  is  an  increase  of  57.9  percent 
in  corporation  income-tax  liability  over 
1  year  ago.  This  additional  tax  burden 
confronts  our  corporations  with  the  al¬ 
ternatives  of  passing  this  charge  along 
to  the  consumers  or  going  broke. 

My  people  will  be  interested  to  know 
that  Federal  corporate  income  and  ex¬ 
cess  profits  tax  collections  were  22.4  per¬ 
cent  of  the  total  revenue  in  1939,  21.6 
percent  in  1940  and  today  stand  at  28.1 
percent  with  an  increase  in  1952  to  34.1 
percent  under  present  law,  and  this  bill 
by  adding  $2,855,000,000  to  the  corporate 
income  and  exeess  profits  tax  will  in¬ 
crease  that  percentage  still  further  as 
the  added  corporate  tax  is  39.6  percent 
of  the  total  new  taxes  covered  by  this 
bill. 

Mr.  NICHOLSON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MARTIN  of  Iowa.  I  yield  to  the 
gentleman  from  Massachusetts, 


Mr.  NICHOLSON.  We  would  not  have 
to  have  this  tax  bill,  would  we,  if  we  had 
not  sent  $7,000,000,000  to  European 
countries? 

Mr.  MARTIN  of  Iowa.  I  thank  the 
gentleman.  I  agree  with  him  com¬ 
pletely. 

III.  EXCISE-TAX  CHANGES 

Excise  taxes  in  1939  accounted  for  31.9 
percent  of  the  total  Federal  tax  reve¬ 
nues.  In  1940  it  accounted  for  32.9  per¬ 
cent  but  in  1951  this  percentage  had 
reduced  to  17.2  percent  and  it  is  esti¬ 
mated  that  in  1952  under  present  law  the 
percentage  will  reduce  to  13.2  percent. 
The  new  excise  taxes  proposed  in  H.  R. 
4473  in  the  amount  of  $1,252,000,000  com¬ 
pared  with  other  taxes  will  obviously 
reduce  that  percentage  still  further. 

My  criticism  of  the  proposed  excise -tax 
changes  is  directed  at  the  hit-and-miss 
selection  of  items  to  be  taxed.  Secretary 
Snyder  told  our  committee  when  he  ap¬ 
peared  before  us  February  5  that — 

The  excise  taxes  as  a  whole  apply  directly 
to  about  25  percent  of  total  consumer  ex¬ 
penditures.  The  remaining  75  percent  of 
consumer  purchases,  which  are  outside  of 
the  excise  tax  base,  do  not  on  the  whole 
represent  a  promising  source  for  additional 
tax  revenues. 

Having  spent  many  months  with  the 
Committee  on  Ways  and  Means  in  1950 
selecting  items  for  reduction  of  excise 
taxes  only  to  have  our  entire  work  set 
aside  because  of  the  Korean  War,  I 
have  witnessed  our  committee’s  effort 
this  year  to  select  items  for  increase  of 
the  excise  tax  imposed.  Without  criti¬ 
cising  the  committee  in  any  way,  I  must 
say  that  there  is  decidedly  an  element 
of  luck  in  the  fate  of  any  particular  item 
in  such  selective  procedure.  Generally 
speaking  I  have  devoted  my  own  time  and 
effort  to  sponsoring  excise -tax  treatment 
that  I  consider  most  helpful  to  the  pro¬ 
duction  of  food  and  the  sinews  of  war. 
Occasionally  I  have  taken  active  part  in 
the  debate  on  other  items.  One  could 
hardly  classify  a  mechanical  pencil  or 
a  cheap  fountain  pen  as  a  war  item  but 
I  am  vigorously  opposed  to  placing  a 
$24,000,000  manufacturers  excise  tax  on 
the  cheap  mechanical  pencils  and  foun¬ 
tain  pens  so  essential  to  the  needs  of  our 
school  children,  rich  and  poor  alike.  In 
my  humble  opinion,  this  is  about  the 
last  field  that  should  be  invaded  by  the 
excise  tax. 

By  the  way,  I  know  each  Member  of 
the  committee  will  get  the  point  I  am 
driving  at.  I  call  your  attention  to  the 
opening  paragraph  of  the  statement 
made  yesterday  by  the  gentleman  from 
Michigan  [Mr.  Dingell]  appearing  in 
the  debate  on  page  7068,  in  which  he 
states  unequivocably  his  stand  on  excise 
taxes.  I  commend  his  forthright  state¬ 
ment  of  his  stand  to  the  limit,  and  I 
only  hope  he  is  on  the  committee  of  con¬ 
ference,  because  we  need  a  little  more 
help  on  that  committee  of  conference  on 
this  particular  provision  imposing  the 
tax  on  fountain  pens  and  mechanical 
pencils. 

Apparently  President  Truman  and 
Secretary  Snyder  did  not  select  cheap 
mechanical  pencils  and  fountain  pens  for 
increased  excise  taxes  as  no  mention  was 
made  of  them  in  their  messages.  The 
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pen  and  pencil  manufacturing  industry 
were  not  on  notice  during  the  course  of 
the  hearings  that  the  Committee  on 
Ways  and  Means  had  any  notion  of  in¬ 
cluding  this  proposed  tax  in  the  1951 
Revenue  Act  and  consequently  none  of 
these  manufacturers  appeared  in  the 
committee  hearings  before  the  commit¬ 
tee.  The  addition  of  this  tax  was  clearly 
a  blow  in  the  dark  without  warning  to 
this  industry. 

GASOLINE  TAX 

The  proposed  increase  of  one-half  cent 
per  gallon  in  gasoline  taxes,  thereby 
raising  Federal  gasoline  tax  to  2  cents  per 
gallon  is  not  only  a  blow  to  the  States 
that  have  come  to  look  upon  the  gasoline 
tax  as  their  best  source  of  revenue,  but  it 
is  also  a  serious  blow  to  transportation. 
We  have  literally  millions  of  workers  who 
are  dependent  upon  private  transporta¬ 
tion  to  get  to  and  from  their  jobs.  The 
marginal  workers  will  seriously  feel  the 
impact  of  this  additional  transportation 
cost.  This  impact  is  a  blow  especially 
to  the  dispersal  of  industry  which  I  con¬ 
sider  of  paramount  importance  in  the 
impending  threat  of  enemy  bombing  if 
we  should  ever  go  to  war  with  Russia  or 
any  other  major  power. 

AUTOMOBILE,  AUTOMOTIVE  PARTS  AND  ACCES¬ 
SORIES,  TRUCKS  AND  BUSES 

We  were  told  during  the  hearings  that 
a  new  automobile  costing  $2,000  today 
includes  $475  in  taxes.  This  is  enough  to 
put  new  cars  out  of  the  reach  of  many 
people  dependent  upon  private  transpor¬ 
tation  to  and  from  work.  Nevertheless 
the  Committee  on  Ways  and  Means  has 
approved  an  increase  in  the  7 -percent 
excise  tax  on  new  automobiles  to  10  per¬ 
cent,  and  an  increase  in  automotive  parts 
and  accessories  from  5  percent  to  8  per¬ 
cent,  and  on  trucks,  truck  trailers,  and 
buses  from  5  percent  to  8  percent.  This 
proposed  increase  will  remove  a  great 
many  marginal  workers  from  the  market 
for  new  automobiles.  The  Treasury  staff 
argued  during  the  hearings  that  there  is 
still  an  adequate  market  for  every  new 
car,  but  they  did  not  attempt  to  prove 
that  point  and  they  could  not  refute  my 
charge  that  the  removal  of  marginal 
workers  from  the  car  market  will  have  a 
serious  effect  upon  the  ability  of  these 
marginal  workers  to  get  to  and  from 
their  jobs  at  the  very  time  many  of  these 
workers  are  most  needed  in  our  defense 
plants,  and  dispersal  of  industry  should 
be  encouraged. 

The  total  additional  new  revenue  from 
the  proposed  increase  in  these  taxes  and 
the  gas  tax  is  estimated  at  $533,000,000, 
and  that  additional  charge  can  produce 
real  hardship  on  badly  needed  private 
transportation. 

Mr.  PATTERSON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MARTIN  of  Iowa.  I  yield  to  the 
gentleman  from  Connecticut. 

Mr.  PATTERSON.  On  this  dispersal 
of  industry  I  would  like  to  get  the  gentle¬ 
man’s  idea. 

Mr.  MARTIN  of  Iowa.  I  have  very 
fixed  ideas  on  the  need  for  such  dispersal 
after  studying  the  matter  for  13  years. 
All  you  have  to  do  is  to  concentrate  In¬ 
dustry  in  a  small  spot  and  then  let  the 


bombers  of  an  enemy  come  over  and  see 
what  happens. 

Mr.  PATTERSON.  The  gentleman  i3 
not  recommending  that,  say,  the  great 
industrial  area  on  the  east  coast  should 
be  all  dismantled  and  moved  at  this  time? 

Mr.  MARTIN  of  Iowa.  No;  just  enough 
of  it  to  keep  us  alive  in  case  we  are 
bombed. 

Mr.  PATTERSON.  For  instance,  what 
part  of  the  East  would  the  gentleman 
want  to  see  moved? 

Mr.  MARTIN  of  Iowa.  I  have  not  pin¬ 
pointed  my  policy.  I  will  say  this  much, 
that  if  you  want  to  make  yourself  a  per¬ 
fect  target,  leave  yourself  highly  concen¬ 
trated.  This  has  been  a  13-year  study 
of  mine. 

IV.  PROPOSED  STRUCTURAL  CHANCES  IN  INTERNAL 

REVENUE  LAW - DEVELOPMENT  EXPENDITURES 

OP  MINES 

The  Committee  on  Ways  and  Means 
approved  an  amendment  to  the  internal 
revenue  law  to  treat  expenditures  in¬ 
curred  in  the  development  of  mines,  after 
discovery  of  commercial  quantities,  as 
deferred  expenses  deductible  ratably 
over  the  period  the  mineral  benefited  is 
sold.  I  vigorously  approved  this  action 
because  it  will  go  far  to  encourage  devel¬ 
opment  of  our  domestic  mining  industry. 
I  feel,  however,  that  it  is  highly  impor¬ 
tant  to  extend  similar  treatment  to  pros¬ 
pecting  and  exploration  costs.  It  is,  in¬ 
deed,  my  sincere  hope  that  the  Senate 
Committee  on  Finance  will  give  favorable 
consideration  to  this  extension. 

In  my  opinion,  there  is  real  need  for 
encouragement  of  prospecting,  explora¬ 
tion,  and  development  of  war  essential 
metals  and  minerals.  The  self-suffici¬ 
ency  of  our  Nation  for  defense  is  more 
dependent  upon  tHe^ncouragement  and 
expansion  of  our  .domestic  mining  indus¬ 
try  and  the  preservation  of  its  productive 
strength  than  on  any  other  single  factor. 

Rules  followed  by  the  Bureau  of  Inter¬ 
nal  Revenue  make  it  very  uncertain 
whether  these  items  can  be  classed  as  ex¬ 
penditures  for  tax  credit  and  conse¬ 
quently  exploration  and  development  of 
minerals  in  the  United  States  has  lagged 
so  seriously  as  to  weaken  our  defense 
self-sufficiency  alarmingly. 

Our  Federal  tax  revenues  from  this 
source  might  even  increase  by  encour¬ 
agement  extended  by  such  amendment. 

Mr.  JOHNSON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  MARTIN  of  Iowa.  I  yield  to  the 
gentlejnan  from  California. 

Mr.  JOHNSON.  The  gentleman  will 
remember  that  he  and  I  were  on  a  sub¬ 
committee  to  draft  the  strategic  stock¬ 
piling  bill  we  now  have,  and  which  was 
passed  in  1946,  1  year  after  the  shooting 
war  terminated.  I  want  the  record  to 
show  that  I  believe  the  gentleman  from 
Iowa  is  the  best  informed  man  in  the 
entire  Congress  on  the  problem  of  stra¬ 
tegic  stockpiling.  His  interest  started  in 
1939  and  has  been  continued  unabated 
to  this  present  moment.  He  is  recog¬ 
nized  by  the  mining  men  of  America  as 
the  one  man  in  Congress  who  under¬ 
stands  the  need  for  the  development  of 
the  metal  industry,  especially  the  need 
for  it  today  when  we  are  building  up  our 
defense  force.  The  need  for  the  stock¬ 


piling  of  critical  material  is  now  imper¬ 
ative  and  the  gentleman  from  Iowa  is 
giving  intelligent  and  effective  leader¬ 
ship  to  that  effort  because  of  his  grasp 
of  the  problem. 

Mr.  MARTIN  of  Iowa.  I  appreciate 
the  gentleman’s  comment.  I  will  add 
this,  that  the  Committee  on  Armed  Serv¬ 
ices  is  still  giving  very  good  considera¬ 
tion  to  this  field,  and  I  am  proud  of  the 
work  the  Committee  on  Armed  Services 
is  doing  and  also  the  work  of  the  Appro¬ 
priations  Committee  in  that  field.  I  am 
very  proud  of  the  work  done  in  that  field 
by  Congress.  As  a  member  of  the  Com¬ 
mittee  on  Armed  Services,  the  gentleman 
from  California  has  had  a  very  real  part 
in  this  good  work  and  I  commend  him 
very  highly. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
genfleman  yield? 

Mr.  MARTIN  of  Iowa.  I  yield  to  the 
gentleman  from  Arkansas. 

Mr.  MILLS.  In  line  with  the  state¬ 
ment  of  my  friend  from  California,  may 
I  say  that  the  gentleman’s  experience  of 
8  years  on  the  House  Committee  on 
Armed  Services  has  been  invaluable  to 
me  as  a  member  of  the  Committee  on 
Ways  and  Means  since  he  has  been  on 
that  committee,  because  he  has  been 
very  active  in  matters  dealing  with  min¬ 
erals,  strategic  and  critical.  It  has  been 
a  source  of  great  comfort  to  me  to  have 
him  on  the  Committee  on  Ways  and 
Means. 

Mr.  MARTIN  of  Iowa.  I  thank  the 
gentleman,  indeed.  The  gentleman  from 
Arkansas  has  been  most  helpful  to  me  on 
the  Committee  on  Ways  and  Means. 
I  appreciate  his  helpful  cooperation  in 
this  particular  field  very  much. 

CAPITAL  GAINS  TAX  FOR  LIVESTOCK 

H.  R.  4473  extends  capital  gain  treat¬ 
ment  to  livestock  held  by  taxpayers  for 
draft,  breeding,  or  dairy  purposes  for  12 
months  or  more.  I  supported  this  pro¬ 
vision  vigorously  and  I  call  attention  of 
the  House  to  the  unusual  feature  of  iden¬ 
tical  wording  in  the  majority  report  and 
the  minority  report  on  this  point  as  fol¬ 
lows — see  page  32  and  page  152  of  the 
committee  and  minority  reports: 

The  term  "livestock”  should  be  given  a 
broad,  rather  than  a  narrow,  Interpretation; 
and  the  gains  should  be  computed  in  ac¬ 
cordance  with  the  method  of  livestock  ac¬ 
counting  used  by  the  taxpayer  and  presently 
recognized  by  the  Bureau  of  Internal  Rev¬ 
enue. 

I  should  call  attention  of  the  House 
to  the  fact  that  the  word  “definition”  in 
the  minority  report  should  have  read 
"interpretation.” 

WITHHOLDING  ON  DIVIDENDS,  ROYALTIES,  AND 

CERTAIN  PAYMENTS  OF  INTEREST  TO  INDI¬ 
VIDUALS 

I  voted  against  the  withholding  provi¬ 
sion  of  this  bill.  It  is  undoubtedly  true 
as  reported  by  the  staffs  of  the  Treasury 
and  the  Joint  Committee  on  Internal 
Revenue  Taxation  to  the  Committee  on 
Ways  and  Means  in  April  that  $1,120,- 
000,000  in  dividends  will  be  unaccounted 
for  on  tax  returns  in  1951  and  interest  of 
all  kinds  will  be  unaccounted  for  in  1951 
in  the  amount  of  $1,930,000,000.  I  hava 
no  way  of  knowing  how  much  of  thesa 
items  can  be  brought  to  account  by  other 
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means  but  I  know  this  that  the  Federal 
Government  cannot  honorably  punish 
people  who  owe  no  tax  in  order  to  catch 
those  who  are  guilty  of  tax  evasion.  Yet 
that  is  exactly  what  the  Government 
proposes  to  do  in  this  amendment. 

The  staff  of  the  Joint  Committee  on 
Internal  Revenue  Taxation  have  told  me 
that  2,200,000  cases  of  such  withholding 
will  be  entitled  to  such  reimbursement 
of  taxes  withheld  by  the  Government 
but  not  owing  by  these  people  to  the 
Government.  Many  of  these  people  will 
have  their  funds  taken  over  by  the  Gov¬ 
ernment  without  their  knowledge  of  their 
entitlement  to  reimbursement  or  because 
of  their  reluctance  to  undertake  the  tedi¬ 
ous  procedure  of  recovery.  The  amount 
of  money  that  will  be  thus  improperly 
taken  by  the  Government  each  year  has 
been  estimated  by  the  staff  at  $250,000,- 
000  which  indicates  the  average  sum  per 
person  will  be  in  the  neighborhood  of 
$100.  Even  to  those  who  claim  their  re¬ 
fund  at  the  earliest  date  available  to 
them,  this  high-handed  seizure  by  the 
Government  will  deprive  them  of  the 
use  of  their  funds  from  year  to  year. 

In  closing,  I  will  read  a  letter  I  have 
received  from  one  of  my  constituents 
Jiving  at  Davenport,  Iowa.  This  letter 
was  written  to  me  on  June  9,  1951,  as 
follows: 

My  Dear  Congressman  Martin:  I  note 
from  the  press  that  there  is  a  likelihood  of  a 
feO  percent  withholding  tax  at  the  source  on 
dividends. 

fr  My  entire  income  is  from  dividends,  and 
Jast  year  it  amounted  to  $2,700.  I  have  no 
other  income. 

I  will  be  81  years  of  age  my  next  birthday, 
pay  wife  will  be  79  years.  Just  how  can  we 
Stand  such  a  deduction?  Must  we  old  people, 
ypho  have  helped  to  carry  the  burden  all  these 
years,  be  penalized  in  this  way,  now,  when 
pur  need  is  greatest,  and  we  have  no  earn¬ 
ing  power? 

1  I  would  be  pleased  to  hear  from  you. 

f  Just  what  reply  do  you  think  I  can 
make  in  defense  of  such  indefensible 
procedure. 

CONCLUSION 

These  objections  and  other  important 
objections  discussed  here  by  Members 
of  the  House  of  Representatives  justify 
recommittal  of  this  bill  to  the  Commit¬ 
tee  on  Ways  and  Means  for  their  fur¬ 
ther  consideration.  I  strongly  recom¬ 
mend  and  urge  recommittal  in  the  hope 
that  the  Committee  on  Ways  and  Means 
will  bring  this  bill  back  with  these  ob¬ 
jectionable  points  removed. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  to  the  gentleman  from  Ore¬ 
gon  [Mr.  Angell]  for  a  unanimous- 
consent  request. 

Mr.  ANGELL.  Mr.  Chairman,  I  ask 
unanimous  consent  to  extend  my  re¬ 
marks  at  this  point  in  the  Record. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Oregon? 

There  was  no  objection. 

SGT.  LOREN  R.  KAUFMAN,  OREGON  INFANTRYMAN, 

AWARDED  MEDAL  OF  HONOR  POSTHUMOUSLY 

Mr.  ANGELL.  Mr.  Chairman,  I  was 
glad  to  have  the  opportunity  to  parti¬ 
cipate  in  the  ceremony  yesterday  at  the 
Pentagon  when  the  chairman  of  the 
Joint  Chiefs  of  Staff.  Gen.  Omar  N» 


Bradley,  awarded  a  Congressional  Medal 
of  Honor  posthumously  to  Sgt.  (lc)j 
Loren  R.  Kaufman,  an  infantryman 
from  The  Dalles,  Oreg.  His  father,  Mr, 
D.  A.  Kaufman,  a  resident  of  Portland, 
Oreg.,  in  my  congressional  district,  ac¬ 
cepted  the  award.  I  am  advised  this  is 
the  seventh  Congressional  Medal  of 
Honor  awarded  to  Oregonians  for  hero¬ 
ism  in  the  Korean  conflict,  and  the 
twentieth  to  be  presented  since  the  Ko¬ 
rean  War  started. 

Sergeant  Kaufman  was  born  at  The 
Dalles,  July  27,  1923,  and  was  a  veteran 
of  9  years  Army  service.  He  first  en¬ 
listed  December  13,  1941,  served  in  North 
Africa  and  Europe  and  with  the  Third 
Infantry  Division  for  3  years  and  during 
a  subsequent  enlistment  served  in  Ger¬ 
many  and  Trieste.  He  accompanied  the 
second  division  to  Korea  from  Fort 
Lewis,  Wash.,  last  July.  He  won  the 
bronze  star  medal  for  heroism  in  World 
War  II  and  was  decorated  with  the  oak 
leaf  cluster  to  that  medal  for  valor  in 
Korea  last  August.  He  also  received  the 
combat  infantryman’s  badge. 

The  release  by  the  Department  of  De¬ 
fense  on  this  award  is  as  follows: 

Oregon  Infantry  Sergeant  Awarded  Medal 
of  Honor  Posthumously 

The  Medal  of  Honor  has  been  awarded 
posthumously  to  Sgt.  (lc)  Loren  R.  Kauf¬ 
man.  an  Army  infantryman  from  The  Dalles, 
Oreg.,  whose  single-handed  bayonet  charges 
and  Inspiring  leadership  demoralized  the 
enemy  and  enabled  his  unit  to  accomplish 
its  mission,  the  Department  of  the  Army 
announced  today. 

Sergeant  Kaufman,  27,  survived  his  heroic 
exploits  on  September  4  and  5,  1950,  which 
won  the  Nation’s  highest  military  honor,  but 
was  killed  in  action  on  February  10,  1951. 

Gen.  Omar  N.  Bradley,  Chairman  of  the 
Joint  Chiefs  of  Staff,  will  present  the 
twentieth  Medal  of  Honor  announced  by  the 
Army  for  heroism  in  Korea  to  Sergeant  Kauf¬ 
man’s  father.  D.  A.  Kaufman.  529  Southeast 
Grand  Avenue,  Portland,  Oreg.,  in  a  cere¬ 
mony  at  the  Pentagon  on  June  21,  at  11  a.  m. 
eastern  daylight  savings  time. 

Also  attending  the  ceremony  will  be 
Sergeant  Kaufman’s  sister,  Mrs.  Ila  May 
Hensle,  7227  South  Vincennes  Avenue,  Chi¬ 
cago,  Ill.,  and  three  brothers,  all  in  the 
Armed  Forces.  They  are  Sgt.  (lc)  Fred  R. 
Kaufman,  Fort  Lewis,  Wash.;  Carpenter’s 
Mate  (2c)  Kenneth  V.  Kaufman,  Amphibious 
Construction  Battalion  No.  1,  Coronado, 
Calif.;  and  Seaman  Apprentice  Alan  W. 
Kaufman,  serving  with  United  States  Naval 
Cargo  Handling  Battalion  No.  2  in  the 
Pacific  area. 

Sergeant  Kaufman,  a  member  of  Company 
G,  Ninth  Infantry  Regiment,  Second  Infantry 
Division,  observed  a  column  of  men  in  the 
dark  as  his  unit  was  moving  to  new  positions. 
Discovering  they  were  enemy,  he  bayoneted 
the  lead  scout  and  assaulted  the  remainder 
with  rifle  and  grenades  causing  them  to  re¬ 
treat  in  confusion. 

Later,  while  his  company  was  pinned  down 
by  enemy  fire,  Kaufman  single-handedly 
charged  the  enemy  lines.  He  bayoneted  two 
enemy,  seized  an  unmanned  machine  gun, 
and  poured  deadly  fire  into  the  enemy  ranks. 

When  his  company  resumed  the  assault 
Kaufman  led  the  attack  destroying  a  hostile 
machine  gun,  and  routing  the  enemy. 
Pursuing  the  fleeing  enemy  troops,  he  bayo- 
hetted  two  of  them  and  then  rushed  a  mortar 
osition,  killing  the  gunners.  He  concluded 
is  saga  of  heroism  by  leading  a  patrol  into  a 
Village  occupied  by  the  fleeing  enemy,  dis¬ 
persing  them  and  burning  the  buildings. 


A  graphic  description  of  the  action  which 
won  the  Medal  of  Honor  for  Sergeant  Kauf¬ 
man  is  given  in  an  eyewitness  account  by 
two  of  his  comrades,  Sgt.  (lc)  Richard  P. 
Switala,  of  1514  South  Monroe  Street,  Bay 
City,  Mich.,  and  Sgt.  Leonard  N.  Miller,  of 
Conowingo,  Md.: 

"Sergeant  Kaufman  was  with  us  on  the 
night  of  September  4,  1950,  near  Yongsan, 
Korea,  when  we  received  orders  to  pull  back 
from  the  second  platoon  into  a  new  position 
on  the  right  of  them. 

"Early  in  the  morning  of  the  following  day 
we  heard  an  awful  lot  of  firing  going  on  in 
the  vicinity  of  where  the  second  platoon  was 
still  located.  Our  platoon  leader  gave  us  the 
order  to  return  to  the  platoon  area  to  give 
them  assistance. 

“On  our  way  back  we  observed  a  large 
group  of  men  coming  up  a  draw  in  the  same 
direction  we  were  heading.  Not  knowing 
whether  they  were  friendly  or  enemy  troops, 
due  to  it  not  being  light  enough  to  see 
at  the  time,  Kaufman  went  forward  to  in¬ 
vestigate.  He  walked  up  to  the  lead  man  in 
the  group  and  upon  discovering  that  the 
leader  was  a  North  Korean,  hit  him  over  the 
head  with  the  butt  of  his  rifle  and  bayo¬ 
neted  him.  He  then  raced  back  to  where 
we  were  standing,  giving  the  alarm  as  he  ran 
that  they  were  North  Koreans. 

“We  hit  the  dirt  then,  while  Sergeant 
Kaufman  was  still  firing  from  a  standing 
position,  and  started  throwing  grenades  into 
the  group  of  enemy.  After  a  while  we 
worked  our  way  back  to  where  the  second 
platoon  was.  Kaufman  was  the  last  man  to 
fall  back,  covering  us  all  the  time  with  very 
effective  fire. 

“As  the  Koreans  tried  to  advance,  he  would 
raise  up  in  a  standing  position  in  order  to  get 
a  better  look  at  where  they  were  trying  to 
break  through  and  then  would  start  throw¬ 
ing  grenades  and  firing  his  rifle.  During  this 
action  there  was  a  lot  of  crossfire,  and  at 
times  it  seemed  that  he  would  surely  get  hit, 
If  not  by  the  enemy  by  the  friendly  troops 
that  were  firing  back. 

“When  we  arrived  Sergeant  Kaufman 
found  a  few  of  the  second  platoon’s  men  had 
moved  back  because  of  lack  of  ammunition. 
He  immediately  started  giving  encourage¬ 
ment  to  the  men  by  running  back  and  forth 
all  along  the  top  of  the  hill  firing  his  rifle 
and  throwing  grenades.  When  a  fellow  got 
hit,  he  stopped  long  enough  to  tell  him  that 
everything  would  be  O.  K„  and  then  grabbed 
the  fellow’s  rifle  and  started  firing  back  at 
the  enemy. 

“During  all  this  time  he  was  completely 
exposed  to  enemy  fire,  and  at  one  time  had 
bayoneted  two  Koreans  who  had  worked  their 
way  almost  to  the  top  of  the  hill.  He  then 
moved  along  the  position  to  where  a  machine 
gun  was  set  up  and  started  firing  it.  When 
he  realized  that  the  fellows  who  were 
originally  manning  the  machine  gun,  had 
been  hit  and  were  under  fire  by  the  enemy 
who  were  trying  to  knock  the  machine  gun 
out,  he  picked  it  up  by  himself  and  moved 
to  a  new  position  so  as  not  to  draw  fire  on 
the  wounded  men. 

“Later  we  Jumped  off  on  an  attack,  with 
the  second  platoon  hitting  the  hill  on  the 
right  and  our  platoon  on  the  left  side.  We 
got  half  way  up  the  hill,  but  discovered  we 
were  under  heavy  fire  without  hardly  any¬ 
where  at  all  to  take  cover.  Sergeant  Kauf¬ 
man  moved  up  the  hill  as  far  as  he  could  and 
began  throwing  grenades  as  fast  and  in  as 
many  directions  as  he  could,  trying  to  knock 
out  the  enemy  positions  in  order  for  his 
platoon  to  advance. 

"I  saw  him  kill  quite  a  few  enemy  in  close- 
in  hand-to-hand  combat,  using  his  bayonet 
on  them.  After  bayoneting  two  North 
Koreans,  he  then  ran  over  to  a  mortar  posi¬ 
tion  where  there  were  three  Koreans  and 
opened  up  on  them  with  his  rifle,  killing  all 
three.  The  Koreans  that  were  left  on  the 
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hill  took  off  for  the  village  just  below  the 
hill. 

“We  stayed  on  top  of  the  hill  until  the 
second  platoon  moved  up,  and  then  we  moved 
out  with  Sergeant  Kaufman  leading  us  down 
to  the  village  and  began  searching  and  firing 
into  the  village  until  the  remaining  enemy 
were  killed  or  dispersed.” 

Sergeant  Kaufman  was  born  on  July  27, 
1923,  at  The  Dalles,  Oreg.  He  was  a  veteran 
of  9  years’  Army  service.  After  enlisting  in 
the  Army  on  December  13,  1941,  he  served  in 
north  Africa  and  Europe  with  the  Third 
Infantry  Division  for  3  years.  He  was 
awarded  the  Bronze  Star  Medal  for  his  serv¬ 
ice  in  World  War  II. 

During  a  subsequqent  enlistment  he  again, 
served  in  Germany  and  Trieste.  He  accom¬ 
panied  the  Second  Infantry  Division  when 
it  left  the  United  States  for  Korea  last  July. 
He  won  an  Oak  Leaf  Cluster  to  his  Bronze 
Star  Medal  for  valor  in  action  against  the 
enemy  last  August,  and  also  the  Combat  In¬ 
fantryman  Badge. 

The  Medal  of  Honor  citation  follows : 

“Sergeant  Kaufman,  Company  G,  Ninth 
Infantry  Regiment,  distinguished  himself  by 
conspicuous  gallantry  and  intrepidity  above 
and  beyond  the  call  of  duty  in  action  on. 
September  4  and  5,  1950,  near  Yongsan, 
Korea.  On  the  night  of  September  4  the 
company  was  in  a  defensive  position  on  two 
adjoining  hills.  His  platoon  was  occupying 
a  strong  point  2  miles  away  protecting  the 
battalion  flank.  Early  on  September  5  the 
company  was  attacked  by  an  enemy  bat¬ 
talion  and  his  platoon  was  ordered  to  rein¬ 
force  the  company.  As  his  unit  moved  along 
a  ridge  it  encountered  a  hostile  encircling 
force.  Sergeant  Kaufman,  running  forward, 
bayoneted  the  lead  scout  and  engaged  the 
column  in  a  rifle  and  grenade  assault.  His 
quick  vicious  attack  so  surprised  the  enemy 
that  they  retreated  in  confusion.  When  his 
platoon  joined  the  company  he  discovered 
that  the  enemy  had  taken  commanding 
ground  and  pinned  the  company  down  in  a 
draw.  Without  hesitation  Sergeant  Kauf¬ 
man  charged  the  enemy  lines  firing  his  rifle 
and  throwing  grenades.  During  the  action, 
he  bayoneted  two  enemy  and  seizing  an  un¬ 
manned  machine  gun,  delivered  deadly  fire 
on  the  defenders.  Following  this  encounter 
the  company  regrouped  and  resumed  the  at¬ 
tack.  Leading  the  assault  he  reached  the 
ridge,  destroyed  a  hostile  machine  gun  posi¬ 
tion  and  routed  the  remaining  enemy.  Pur¬ 
suing  the  hostile  troops  he  bayoneted  two 
more  and  then  rushed  a  mortar  position 
shooting  the  gunners.  Remnants  of  the  en¬ 
emy  fled  to  a  village  and  Sergeant  Kaufman 
led  a  patrol  into  the  town,  dispersed  them 
and  burned  the  buildings.  The  dauntless 
courage  and  resolute  intrepid  leadership  of 
Sergeant  Kaufman  were  directly  responsible 
for  the  success  of  his  company  in  regaining 
its  positions,  reflecting  distinct  credit  upon 
himself  and  upholding  the  esteemed  tradi¬ 
tions  of  the  military  service.” 

An  interesting  discussion  of  this^award 
and  the  significance  of  it  appeared  in 
the  Oregonian  in  its  issue  of  Sunday, 
June  15,  1951,  which  I  include  in  these 
remarks: 

Kaufman  Seventh  Oregonian  Winning 
Medal  op  Honor 

In  earning  a  Congressional  Medal  of  Honor 
for  heroism  in  Korea,  Sgt.  (lc)  Loren  R. 
Kaufman,  The  Dalles,  joins  a  select  company 
of  Oregonians  and  Americans. 

Only  six  Oregonians  have  received  Medals 
of  Honor  in  previous  wars.  Kaufman,  killed 
in  action  after  his  heroic  encounter  with 
the  enemy,  is  the  first  Oregonian  to  get  the 
Nation’s  highest  military  decoration  in  the 
Korean  War. 

His  father,  D.  A.  Kaufman,  529  Southeast 
Grand  Avenue,  will  fly  to  Washington,  D.  C., 
to  receive  the  Medal  of  Honor  for  his  son 


from  Gen.  Omar  N.  Bradley,  Chairman  of  the 
Joint  Chiefs  of  Staff. 

The  Medal  of  Honor  long  has  been  coveted 
as  the  Nation’s  ultimate  honor  to  its  military 
heroes.  Few  of  the  heroes  have  survived 
the  engagement  cited  to  accept  the  medals 
personally. 

The  medal  Itself  is  a  five-pointed  star, 
surrounded  by  a  laurel  wreath,  suspended 
from  a  bronze  star  bearing  the  inscription, 
“Valor,”  and  surmounted  by  an  eagle.  In 
the  center  of  the  star  is  the  head  of  Minerva, 
encircled  by  the  inscription,  “United  States 
of  America.”  On  the  reverse  of  the  medal 
are  engraved  the  name,  grade,  and  organi¬ 
zation  of  the  recipient,  with  the  place  and 
date  of  the  act  for  which  the  award  was 
granted.  The  ribbon  is  light  blue,  with 
13  stars. 

The  Medal  of  Honor  was  originated  by  act 
of  Congress  in  1862,  when  feeling  arose  in 
Government  circles  that  some  inviolate  and 
sacred  award  should  be  tendered  those  who 
risked  all  for  their  country. 

SPECIAL  PRIVILEGES  GRANTED 

It  is  won  only  by  a  deed  of  personal  brav¬ 
ery  or  self-sacrifice,  above  and  beyond  the 
call  of  duty.  Army  regulations  in  awarding 
the  medal  permit  no  margin  of  error. 

The  deed  of  the  recipient  must  be  proved 
by  at  least  two  eyewitnesses;  it  must  be  so 
outstanding  that  it  distinguishes  his  gallan¬ 
try  beyond  the  call  of  duty  from  lesser  forms 
of  bravery;  it  must  involve  the  risk  of  his 
life;  and  it  must  be  the  type  of  deed  which, 
if  he  had  not  done  it,  would  not  subject  him 
to  any  justified  criticism. 

Winners  of  the  medal  are  entitled  to  cer¬ 
tain  privileges,  such  as  a  special  pension  of 
$120  a  year  after  reaching  65,  increased  mili¬ 
tary  pay  of  $2  a  month,  and  under  certain 
conditions,  free  Army  airplane  transporta¬ 
tion. 

Through  World  War  II,  2,116  Americans 
had  won  Medals  of  Honor.  More  than  half 
of  the  medals  were  awarded  during  the 
Civil  War.  Congress  awarded  292  Medals 
of  Honor  for  heroiff 'deeds  during  World  War 
II,  almost  200  mores  than  were  tendered 
during  World  War  L; 

Oregonians  awarded  the  medal  before  Ser¬ 
geant  Kaufman: 

Pfc.  Stuart  S.  Stryker,  Portland,  Seven¬ 
teenth  Airborne  Division,  World  War  II; 
Second  Lt.  David  R.  Kingsley,  Portland, 
Ploesti,  Rumania,  air  sortie  during  World 
War  J3;  Capt.  Edward  C.  Allworth,  World 
War  I;  Marcus  W.  Robertson,  and  Charles 
E.  Kilbourne,  Philippine  Insurrection;  and 
Lewis  Phife,  Indian  wars. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  to  the  gentleman  from 
California  [Mr.  Johnson]. 

(Mr.  JOHNSON  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

[Mr.  JOHNSON  addressed  the  Com¬ 
mittee.  His  remarks  will  appear  here¬ 
after  in  the  Appendix.] 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  15  minutes  to  the  gentleman  from 
Rhode  Island  [Mr.  ForandL 

(Mr.  FORAND  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  FORAND.  Mr.  Chairman,  all  day 
yesterday  and  since  11  o’clock  this  morn¬ 
ing,  we  have  listened  to  our  Republican 
friends  use  high-sounding  words,  scare 
words  of  every  type,  with  reference  to 
the  bill  now  under  consideration.  I 
want  to  remind  my  colleagues  that  they, 
like  myself,  every  election  day  go  before 
the  public  to  seek  the  great  honor  of 
being  a  Member  of  the  Congress,  and  I 
point  out  that  with  that  honor  goes  a 
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grave  responsibility,  the  responsibility 
not  just  of  voting  to  get  votes,  not  just 
voting  on  what  we  think  will  plesase  the 
people,  but  the  responsibility  of  voting 
as  our  conscience  dictates,  and  voting  for 
the  general  welfare  of  our  Government 
in  general,  because  by  so  doing  we  are 
voting  for  the  general  welfare  of  all  the 
people.  Scare  words  have  been  used. 
In  fact,  I  believe  every  scare  word  in  the 
dictionary  has  been  used.  They  may 
attract  attention.  Yes.  They  may 
attract  a  few  votes.  I  hope  that  the  re¬ 
sults  will  not  disturb  your  sleep  in  the 
future. 

Mr.  Chairman,  as  was  said  before,  the 
bill  before  us  is  not  fully  satisfactory  to 
each  and  every  Member.  In  fact,  if  each 
of  us  had  the  privilege  of  writing  a  tax 
bill,  I  am  sure  it  would  be  different,  but  it 
is  a  compromise  of  the  view’s  of  25  Mem¬ 
bers,  all  honest,  sincere  men,  trying  to 
do  a  job.  I  believe,  as  was  said  by  pre¬ 
vious  speakers,  that  it  is  perhaps  the  best 
tax  bill  that  could  be  written  at  this 
time. 

As  was  said  by  my  good  friend  Ran¬ 
dolph  Paul,  who  at  one  time  was  general 
counsel  for  the  Treasury,  no  law  can 
do  absolute  justice  all  along  the  line  in 
an  economy  of  shifting  dollar  purchas¬ 
ing  power,  but  the  impossibility  of  doing 
absolute  justice  is  not  a  valid  reason  for 
failing  to  do  justice  that  can  be  done. 
A  pei’fectionist  is  a  dangerous  man  in 
the  tax  world,  which  is  full  of  things 
that  need  to  be  done  only  as  well  as  they 
can  be  done. 

Mr.  Chairman,  that  represents  the  tax 
bill  we  have  brought  before  you.  It  is 
the  best  that  can  be  done  under  present 
circumstances.  I  sincerely  hope  and 
trust  that  the  membership  of  this  House 
will  have  enough  confidence  in  the  Ways 
and  Means  Committee  to  give  us  their 
full  support  when  the  final  vote  comes. 

Much  has  been  said  about  the  so- 
called  bad  features  of  the  bill,  but  noth¬ 
ing  at  all  has  been  said  so  far  as  to  the 
relief  provisions  contained  in  that  bill. 

Mr.  Chairman,  although  the  bill,  H.  R. 
4473,  which  is  now  before  us,  is  largely 
a  revenue-raising  measure,  it  contains 
one  very  important  relief  provision  which 
is  necessary  during  times  like  these. 

I  invite  your  attention  to  section  303 
on  page  76  of  the  bill.  That  section 
amends  the  present  provisions  of  the  law 
relating  to  gains  on  the  sale  of  a  tax¬ 
payer’s  principal  residence.  It  defers 
the  capital  gains  tax  when  another  resi¬ 
dence  is  purchased  during  the  same  year. 
While  this  provision  involves  a  revenue 
loss,  it  is  necessary  to  alleviate  the  hard¬ 
ship  involved  in  transfers  of  residences, 
especially  when  individuals  move  from 
one  city  to  another  in  the  process  of 
changing  to  a  defense  job. 

The  capital  gains  provisions  of  the  In¬ 
ternal  Revenue  Code  are  designed  to 
include  in  the  tax  base  profits  from 
the  sale  of  capital  assets.  The  major 
source  of  such  profits  is,  of  course,  gains 
from  the  sale  of  stocks  and  bonds.  How¬ 
ever,  a  personal  residence  is  also  con¬ 
sidered  a  capital  asset,  and  properly  so, 
and  as  a  consequence,  gains  from  the 
sale  of  residences  are  subject  to  the 
capital  gains  provisions. 

It  is  evident,  however,  that  for  the 
most  part,  the  sale  of  a  personal  resi- 
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dence  especially  when  it  precedes  the 
purchase  of  another  residence  is  entirely 
different  from  the  sale  of  stocks  and 
bonds.  Most  individuals  move  into  new 
homes  because  their  jobs  change  or  be¬ 
cause  their  requirements  for  housing 
change  as  the  family  grows,  or  as  the 
children  marry.  Gains  resulting  from 
switches  of  personal  residences  are 
therefore  not  in  the  same  category  as 
gains  from  the  sale  of  other  capital  as¬ 
sets  since  they  are  ordinarily  not  ob¬ 
tained  as  a  result  of  a  desire  to  make 
profit  in  the  usual  sense  of  the  word. 

Perhaps  more  important,  many 
changes  of  personal  residences  are  in 
the  nature  of  involuntary  switches.  A 
person,  for  example,  may  live  in  New 
York  for  a  long  time  and  then  because 
of  exoansion  of  the  defense  program 
may  find  a  new  job  in  Cleveland.  The 
sale  cf  his  home  in  New  York  dees  not 
enrich  him  if  he  buys  a  home  of  com¬ 
parable  size  in  Cleveland.  The  imposi¬ 
tion  of  a  capital  gains  tax  in  such  cases 
reduces  the  amount  of  money  which  is 
available  to  the  individual  to  purchase 
a  new  home. 

The  hardships  involved  in  such  in¬ 
stances  have  been  the  subject  of  con¬ 
siderable  complaint,  I  am  certain,  to 
practically  every  Member  of  the  Con¬ 
gress.  Especially  during  World  War  II 
when  labor  mobility  was  unusually 
great,  wage  earners  protested  that  the 
capital-gains  tax  imposed  considerable 
hardships  on  them.  Labor  mobility  is 
again  on  the  increase  as  a  result  of  the 
defense  program  and  we  must  guard 
against  imposing  tax  hardships  under 
these  circumstances. 

We  pride  ourselves  on  the  fact  that 
our  tax  system  is  progressive  and  is  based 
to  a  very  great  extent  on  ability  to  pay. 
The  average  man  on  the  street  does  net 
consider  the  temporary  gain  on  the  sale 
of  a  personal  residence  before  another 
is  purchased  as  indicating  ability  to  pay. 
By  reducing  his  capital  resources,  the 
capital-gains  tax,  in  fact,  makes  it 
harder  for  him  to  maintain  his  former 
standard  of  living.  Relief  from  this 
condition  is  long  overdue. 

Mr.  Randolph  E.  Paul,  former  general 
counsel  of  the  Treasury  Department,  in 
his  book  Taxation  for  Prosperity  makes 
a  very  pertinent  observation  on  this  sub¬ 
ject.  I  quote  a  brief  excerpt  from  that 
book: 

No  tax  law  can  do  absolute  justice  all 
along  the  line  in  an  economy  of  shifting  dol¬ 
lar  purchasing  power. 

The  impossibility  of  doing  absolute  jus¬ 
tice  is  not  a  valid  reason  for  failing  to  do 
justice  that  can  be  done.  A  perfectionist  is 
a  dangerous  man  in  the  tax  world,  which  is 
full  of  things  that  need  to  be  done  only  as 
well  as  they  can  be  done.  But  one  problem 
recurs  too  frequently  to  be  neglected  any 
longer.  It  can  be  illustrated  by  a  simple 
case  history. 

In  1915  Mr.  Smith  came  to  Washington 
to  work  for  the  Government.  He  bought  a 
house  for  $5,000.  In  1945,  after  he  had  de¬ 
voted  30  years  to  Government  service,  he 
was  ordered  to  Chicago.  He  sold  his  house 
for  $15,000  and  moved  his  family.  Plainly 
he  had  a  capital  gain  of  $10,000.  But  Mr. 
Smith  was  spoiled;  he  liked  to  own  his  hornet 
moreover,  in  Chicago  he  could  find  no  apart¬ 
ment  at  a  reasonable  rental.  So  he  bought 
another  house.  It  was  no  better  than  the 
one  he  had  sold  in  Washington,  but  it  cost 


him  $15,000,  exactly  the  amount  he  had 
received  for  his  Washington  house.  The 
amount  he  had  received,  yes.  But  not  the 
amount  he  had  left  in  his  pocket.  The 
Government  had  part  of  the  first  $15,000, 
and  Mr.  Smith  had  to  dip  into  his  savings 
to  pay  for  the  second  house. 

Mr.  Smith’s  tax  lawyer  told  him  that  he 
had  no  recourse.  But  if  Mr.  Smith  had  been 
in  business  and  his  house  had  been  a  ship 
which  was  requisitioned  by  the  Government 
for  $15,000,  the  advice  would  have  been  dif¬ 
ferent.  Then  he  would  have  had  an  invol¬ 
untary  conversion,  and  he  could  have  estab¬ 
lished  a  fund  with  the  first  $15,000  to  replace 
the  ship.  Then  he  would  have  had  no  tax¬ 
able  gain,  and  the  $15,000  would  have  been 
in  his  pocket  and  available  to  buy  the  second 
ship.  In  practical  fact,  although  not  tech¬ 
nically  under  the  law,  Mr.  Smith  had  an 
involuntary  conversion.  He  had  no  choice 
but  to  go  to  Chicago.  It  is  hard  to  see  why 
he  should  not  enjoy  the  financial  position  in 
Chicago  that  he  had  in  Washington. 

There  are  thousands  of  Mr.  Smiths  in 
Government  and  in  business.  Never  were 
business  conditions  so  chaotic  as  today,  and 
the  geographical  shifting  of  personnel  re¬ 
quired  both  by  business  and  Government  did 
not  end  with  the  war.  If  Mr.  Smith  were 
politically  minded,  he  could  make  a  strong 
case  for  tax  relief.  But  he  is  just  an  ordi¬ 
nary  citizen,  so  he  takes  his  medicine.  It 
can  be  added  that  the  income  tax  is  not 
popular  in  that  house  in  Chicago.  Mr. 
Smith  might  pay  his  other  taxes  more  will¬ 
ingly  if  he  thought  he  had  been  fairly 
treated. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  FORAND.  I  yield. 

Mr.  SIMPSON  of  Pennsylvania.  I 
want  to  compliment  the  gentleman  on 
this  portion  of  the  bill.  My  recollection 
is  that  the  gentleman  has  urged  the 
adoption  of  this  proposal  for  some  years. 

Mr.  FORAND.  Th&  gentleman  is 
correct.  -et 

Mr.  SIMPSON  of  Pennsylvania.  The 
fact  is  that  the  individual  who  allegedly 
benefits  as  a  result  of  this  change  in  the 
law  has  no  profit  to  himself  anyway,  be¬ 
cause  when  he  gets  a  selling  price  for 
his  own  home  he  must  immediately  put 
that  money  in  another  home,  and  he  gets 
nothing  aside  from  credit  in  the  new 
home  for  that  which  he  had  in  the  old; 
is  not  that  correct? 

Mr.  FORAND.  The  gentleman  is  ab¬ 
solutely  correct;  and  I  want  to  take  ad¬ 
vantage  of  this  particular  moment  to 
pay  a  tribute  to  the  gentleman  from 
Pennsylvania,  because  he,  too,  has  been 
working  with  me  on  this  very  important 
subject.  As  I  go  along  it  is  my  hope  to 
cite  a  few  examples  to  make  clear  just 
where  the  taxpayer  stands  when  he 
changes  his  residence. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  FORAND.  I  yield  to  the  gentle¬ 
man  from  Arkansas. 

Mr.  MILLS.  I  want  to  join  with  the 
gentleman  from  Pennsylvania  in  com¬ 
mending  the  gentleman  from  Rhode  Is¬ 
land  for  this  provision.  The  gentleman 
from  Rhode  Island  called  it  to  the  atten¬ 
tion  of  the  committee,  made  the  motion 
in  the  committee  that  resulted  in  this 
provision  being  included  in  the  bill. 
This  is  further  evidence  of  the  gentle¬ 
man’s  constant  study  of  our  tax  statutes 
in  the  hope  of  bringing  greater  equity  to 
the  people  of  the  United  States. 


Mr.  FORAND.  I  thank  my  friend 
from  Arkansas. 

Another  important  consideration 
which  led  the  committee  to  decide  to 
defer  the  capital-gains  tax  in  these  situ¬ 
ations  is  that,  primarily  for  administra¬ 
tive  reasons,  capital  losses  on  the  sale  of 
homes  are  not  deductible  in  arriving  at 
net  income.  Thus,  if  an  individual 
switches  homes  in  1950,  and  makes  a 
gain  on  the  sale  of  his  original  house, 
he  would  be  taxed  on  that  gain  under 
present  law.  If  he  made  another  switch 
in  1955  and  takes  a  loss  at  that  time, 
that  loss  would  not  be  deductible.  In 
effect,  therefore,  even  though  the  indi¬ 
vidual  may  suffer  a  loss  in  capital  over 
the  period  of  5  years,  he  is  .subject  to 
tax  on  the  original  gain.  In  connection 
with  the  capital-gains  provisions  on  the 
sales  of  other  capital  assets,  an  indi¬ 
vidual  is  permitted  to  deduct  capital 
losses  either  against  capital  gains  or 
against  ordinary  incomes. 

The  purpose  of  section  303  of  the  bill 
is  to  eliminate  these  anomalies  in  the 
tax  law.  The  specific  provisions  are  as 
follows : 

First.  When  the  sale  of  the  taxpayer’s 
principal  residence  is  followed  within  the 
period  of  1  year  by  the  purchase  of  a  sub¬ 
stitute,  gain  will  be  recognized  for  tax 
purposes  only  to  the  extent  that  the  sell¬ 
ing  price  of  the  old  residence  exceeds 
the  price  of  the  new  one.  This- rule  ap¬ 
plies  also  when  the  substitute  is  pur¬ 
chased  within  a  year  prior  to  the  sale 
of  the  taxpayer’s  principal  residence. 
Thus,  if  a  dwelling  purchased  in  1940  at 
$10,000  is  sold  in  1951  for  $15,000,  there 
would  be  a  taxable  gain  of  $5,000  under 
existing  law.  Under  this  bill  no  portion 
of  the  gain  would  be  taxable  provided  a 
substitute  “principal  residence”  is  pur¬ 
chased  by  the  taxpayer  within  the  stated 
period  of  time  for  a  price  of  $15,000  or 
more.  If  the  replacement  cost  is  less 
than  $15,000,  say  $14,000,  the  amount 
taxable  as  gain  would  be  $1,000. 

Second.  This  special  treatment  Is  not 
limited  only  to  cases  where  the  switch 
of  a  personal  residence  is  in  the  nature 
of  an  involuntary  conversion.  While  the 
need  for  relief  is  especially  clear  where 
the  taxpayer  is  forced  to  sell  his  home 
because  his  place  of  employment  is 
changed,  an  attempt  to  confine  the  pro¬ 
vision  to  such  cases  would  conflict  with 
the  fact  that  relief  is  desirable  whenever 
the  sale  of  one  home  is  accompanied  by 
the  purchase  of  another. 

Third.  The  adjusted  basis  of  the  new 
residence  is  reduced  by  the  amount  of 
the  gain  not  recognized  by  the  sale  of 
the  old  residence.  In  this  way  the  capi¬ 
tal  gains  tax  is  not  completely  forgiven, 
but  rather  is  deferred  until  the  time 
when  the  gain  is  fully  realized.  For 
example,  if  the  replacement  home  is  pur¬ 
chased  for  $19,000,  the  old  residence  cost 
$10,000  and  was  sold  for  $15,000,  the  ad¬ 
justed  basis  of  the  new  residence  would 
be  $19,000  minus  $5,000,  or  $14,000.  This 
is  equal  to  the  cost  of  the  old  residence 
and  the  additional  funds  invested  at  the 
time  the  new  residence  is  purchased.  If 
the  individual  later  sells  this  house  for 
$20,000  and  does  not  purchase  another 
one  within  a  year,  he  will  be  taxable  on 
the  difference  between  $20,000  and 


1951 


CONGRESSIONAL  RECORD— HOUSE 


7111 


$14,000,  or  $6,000.  In  total,  the  individ¬ 
ual  made  a  gain  of  $6,000  on  the  sales  of 
the  two  houses — $5,000  on  the  first  and 
$1,000  on  the  second — and  this  is  the 
total  amount  of  gain  upon  which  he  will 
be  taxable. 

Fourth.  The  relief  provisions  of  this 
bill  are  applicable  whether  an  individual 
purchases  an  existing  home  or  builds  a 
new  one  so  long  as  he  sells  another  house 
within  a  year  of  the  new  purchase. 

Fifth.  The  bill  covers  not  only  sales 
for  cash  but  also  direct  exchanges  of  one 
house  for  another.  Moreover,  it  covers 
cases  where  a  new  home  is  purchased 
with  insurance  proceeds  when  the  old 
home  is  destroyed  by  fire. 

Sixth.  To  prevent  abuse  of  the  provi¬ 
sion,  the  bill  provides  that  the  special 
treatment  can  be  availed  of  only  with 
respect  to  one  sale  or  exchange  per  year 
except  when  the  taxpayer’s  new  resi¬ 
dence  is  involuntarily  converted.  In  such 
cases  he  will  be  treated  as  though  a  year 
had  elapsed  since  the  time  of  a  previous 
sale  of  an  old  residence. 

Seventh.  Where  the  taxpayer’s  resi¬ 
dence  is  part  of  a  property  also  used 
for  business  purposes — as  in  the  case  of 
an  apartment  over  a  store  building  or 
a  home  on  a  farm — and  the  entire  prop¬ 
erty  is  sold,  the  provisions  of  the  bill 
will  apply  only  to  that  part  of  the  prop¬ 
erty  used  as  a  residence. 

Eighth.  The  relief  provided  under  the 
bill  will  be  applied  to  the  sales  of  resi¬ 
dences  made  after  December  31,  1950. 

The  beneficiaries  of  these  provisions 
will  be  the  average  home  owner  in  the 
United  States.  Lest  it  be  argued  that 
this  legislation  is  likely  to  benefit  a  rela¬ 
tively  small  and  undeserving  group  in 
the  population,  I  should  like  to  intro¬ 
duce  in  the  Record  two  small  tables 
which  show  the  nature  of  home  owner¬ 
ship. 

Table  1  shows  the  number  of  non¬ 
farm  houses  purchased  in  the  United 
States  in  the  period  1947-50  and  the 
average  cost  of  these  purchases  for  the 
years  1947,  1948,  and  1949.  In  1947, 
2,200,000  nonfarm  purchases  were  made 
at  an  average  cost  of  $7,100.  In  1948 
2,400,000  homes  were  purchased  at  an 
average  cost  of  $9,000.  In  1949, 1,600,000 
homes  were  purchased  at  an  average 
cost  of  $7,040.  In  1950  we  know  only 
that  about  2,500,000  homes  were  pur¬ 
chased,  but  we  do  not  know  exactly 
what  the  average  cost  was.  Neverthe¬ 
less,  it  is  obvious  from  the  preceding 
figures  that  the  average  cost  is  still  less 
than  $10,000  per  home.  These  figures, 
it  seems  to  me,  amply  illustrate  that  the 
beneficiaries  of  section  303  of  the  bill 
will  be  relatively  low-income  recipients. 

This  is  made  clear  by  the  figures 
shown  on  table  2.  This  table  gives  the 
percentage  distribution  of  the  purchas¬ 
ers  of  nonfarm  homes  by  income  classes. 
I  should  like  to  read  some  of  these  figures 
because  I  believe  they  are  not  generally 
known.  In  1949,  27  percent  of  all  pur¬ 
chases  of  nonfarm  houses  in  the  United 
States  were  made  by  spending  units  with 
incomes  under  $3,000.  Another  28  per¬ 
cent  of  those  who  purchased  homes  in 
that  year  had  incomes  between  $3,000 
and  $4,000.  Another  16  percent  had  in¬ 
comes  between  $4,000  and  $5,000.  In 
total,  71  percent  of  all  purchases  of 


homes  in  1949  were  made  by  people  with 
incomes  below  $5,000.  The  data  for  1947 
and  1948  generally  show  a  somewhat  ris¬ 
ing  trend  in  the  proportion  of  purchases 
made  by  the  groups  above  $5,000.  It  is 
clear  nevertheless  that  the  vast  majority 
of  those  who  purchase  homes  are  in  the 
lower  income  groups. 

In  summary,  I  believe  that  section  303 
of  the  bill  will  make  an  important  im¬ 
provement  in  our  tax  laws.  It  is  justi¬ 
fied  on  the  following  grounds: 

First,  people  who  switch  from  one 
home  to  another  do  not  ordinarily  do  so 
for  reasons  of  profit  making.  It  is  usu¬ 
ally  incidental  to  changes  in  employ¬ 
ment  or  to  changes  in  the  housing  needs 
of  the  family.  Payment  of  a  capital- 
gains  tax  when  an  individual  switches 
homes  may  be  a  real  hardship,  because 
ordinarily  he  needs  as  much  cash  as  he 
can  lay  his  hands  on.  In  an  inflationary 
situation,  switching  homes  does  not  pro¬ 
duce  a  capital  gain  which  indicates  abil¬ 
ity  to  pay. 

Second,  capital  losses  on  personal  resi¬ 
dences  are  not  deductible  and  conse¬ 
quently  the  imposition  of  a  tax  on  the 
capital  gains  from  such  sales  may  ac¬ 
tually  be  a  tax  on  capital  rather  than  a 
tax  on  income. 

Third,  the  provision  wil  be  helpful  to 
all  groups  in  the  population,  especially 
those  with  low  incomes  who  constitute 
the  majority  of  those  purchasing  homes 
in  the  United  States. 

The  revenue  loss  of  this  provision  is 
$112,000,000  but  I  believe  it  is  well  worth 
it. 

Table  1. — Number  of  nonfarm  houses  pur¬ 
chased  in  the  United  States  and  their  aver¬ 
age  expenditures,  1947-50 


[Number  of  houses  in  millions! 


New 

houses 

Exist¬ 

ing 

houses 

Total 

Aver¬ 
age  ex¬ 
pendi¬ 
tures 

1947 . 

0.6 

1.6 

2.2 

$7, 100 

1948 . 

.8 

1.6 

2.4 

9,000 

1949 . 

1.0 

.6 

1.6 

7,040 

1950 . 

(>) 

(') 

>2.5 

0) 

•  Not  available. 

!  Estimated. 

Source:  Survey  of  Consumer  Finances,  Federal  Re¬ 
serve  Board. 

Table  2. — Income  groups  of  purchasers  of 
non  farm  houses,  1947—49 


Income  group 

1947 

1948 

1949 

Percent 

Percent 

Percent 

Under  $1,000 . 

4 

5 

4 

$1,000  to  $2,000 . 

13 

6 

8 

$2,000  to  $3,000 . 

22 

21 

15 

$3,000  to  $4,000 . 

24 

25 

28 

$4,000  to  $5,000 . 

19 

18 

16 

$5,000  and  over . 

18 

25 

29 

Total . 

100 

100 

100 

Source:  Survey  of  Consumer  Finances,  Federal  Re¬ 
serve  Board. 


Mr.  MILLS.  Mi\  Chairman,  will  the 
gentleman  yield? 

Mr.  FORAND.  I  yield  to  the  gentle¬ 
man  from  Arkansas. 

Mr.  MILLS.  Woud  the  gentleman  ad¬ 
vise  the  Members  of  the  House  what  he 
thinks  might  happen  if  the  bill  were 
recommitted  to  our  committee,  as  we  un¬ 
derstand  an  effort  may  be  made  to  do?.  _ 


Mr.  FORAND.  Well,  I  should  be  glad 
to  give  my  own  personal  opinion.  As  I 
pointed  out  earlier,  we  had  a  responsi¬ 
bility  as  Members  of  Congress.  There 
were  many  things  in  the  bill  that  did 
not  appeal  to  us,  perhaps,  all  the  way 
along  the  line,  but  there  are  certain  por¬ 
tions  in  this  bill  that  I  am  certain  every¬ 
body  can  go  along  with,  and  if  the  bill 
is  referred  back  to  the  committee,  unless 
someone  is  able  to  give  us  some  concrete 
way  of  doing  a  better  job  than  tve  have 
done,  I  do  not  know  what  will  happen. 
I  do  not  know  how  we  can  do  a  better 
job  unless  there  is  a  great  change  in  the 
minds  of  some  people. 

Mr.  DOUGHTON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  FORAND.  I  am  glad  to  yield  to 
the  gentleman  from  North  Carolina,  the 
chairman  of  our  committee. 

Mr.  DOUGHTON.  The  gentleman  is 
a  diligent  and  earnest  member  of  our 
committee.  He  attends  sessions  regu¬ 
larly  and  he  has  rendered  outstanding 
service.  With  the  gentleman’s  familiar¬ 
ity  with  our  situation,  can  he  think  of 
any  source  not  contained  in  this  bill 
from  which  we  could  get  any  consider¬ 
able  or  substantial  amount  of  additional 
revenue  on  which  we  would  be  likely  to 
obtain  a  majority  vote  to  report  out  a 
bill? 

Mr.  FORAND.  Mr.  Chairman,  I  am 
sorry  to  say  that  I  do  not  know  of  any 
source  that  we  could  consider  other  than 
the  many  sources  that  we  have  already 
considered  in  the  committee.  All  the 
members  of  the  committee  realize  that 
we  have  had  a  list  of  suggestions  as  long 
as  your  arm  offered  to  us  by  the  special 
tax  study  group  of  the  Treasury  and  the 
members  of  the  staff  of  the  Joint  Com¬ 
mittee  on  Internal  Revenue  Taxation, 
both  groups  having  been  busy  for  a  num¬ 
ber  of  months  seeking  sources  of  reve¬ 
nue.  When  we  went  through  that  list 
there  was  objection  to  this  item  and  ob¬ 
jection  to  that  item  so  that  we  could 
not  get  a  majority  vote  on  many  items 
that  some  of  us  felt  should  carry  a  tax. 
That  is  the  reason  why  I  said  a  moment 
ago,  that  unless  there  is  a  change  of  heart 
I  see  absolutely  no  good  that  will  come 
from  referring  this  bill  back  to  the  com¬ 
mittee.  It  may  well  result  in  killing  the 
bill,  and  if  the  bill  is  to  be  killed,  let  the 
responsibility  lie  upon  those  who  vote 
to  kill  it. 

Mr.  MILLS.  Mr.  Chairman,  if  the 
gentleman  will  yield  further,  does  the 
gentleman  know  of  any  source  that  can 
now  be  taxed  if  the  Congress  does  not 
want  the  .individual  income  tax  raised  or 
the  tax  burdens  of  corporatitons  raised, 
except  to  impose  some  form  of  national 
sales  tax  either  at  manufacturers’, 
wholesale,  or  retail  levels?  Certainly 
the  House,  if  we  brought  out  such  a  pro¬ 
position,  would  not  permit  it  to  pass. 

Mr.  FORAND.  I  would  vote  against  it. 

Mr.  MILLS.  Certainly  the  gentleman 
would. 

Mr.  FORAND.  Because  I  have  always 
been  opposed  to  a  sales  tax,  and  I  swal¬ 
lowed  a  few  of  the  items  in  this  bill,  not 
because  I  wanted  to,  but  because  I  re¬ 
alized  it  is  our  responsibility  to  raise 
much-needed  revenue.  Practically  every 
one  of  the  200  or  so  witnesses  who  ap¬ 
peared  before  our  committee  during  the 
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course  of  the  hearings  pointed  out  the 
urgent  need  for  tax  increases.  They  all 
argued:  “Yes;  we  need  more  taxes  but,” 
in  effect,  they  said,  “do  not  tax  me.’’ 
We  are  having  a  very  good  repetition  of 
that  performance  right  here  on  the  floor 
now. 

Mr.  MILLS.  Is  it  not  a  fact  that  if 
we  do  not  increase  individual  income 
taxes  and  taxes  on  corporations  there 
is  no  other  way  that  would  be  satisfac¬ 
tory  of  raising  anything  like  $7,000,- 
000,000? 

Mr.  FORAND.  That  is  the  recom¬ 
mendation,  as  I  understand,  of  the 
United  States  Chamber  of  Commerce  and 
the  National  Association  of  Manufac¬ 
turers. 

Mr.  MILLS.  The  gentleman  misun¬ 
derstands  me.  There  is  no  other  way  of 
raising  $7,000,000,000  that  would  be  sat¬ 
isfactory  to  this  House  except  to  raise 
a  large  percentage  of  that  amount  from 
individuals  and  corporations. 

Mr.  FORAND.  I  am  sorry.  I  had 
misunderstood  the  gentleman  from  Ar¬ 
kansas.  That  is  absolutely  true,  because 
if  you  tried  any  other  way  it  would  not 
be  acceptable  to  anyone. 

Mr.  DOUGHTON.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  FORAND.  I  yield  to  the  gentle¬ 
man  from  North  Carolina. 

Mr.  DOUGHTON.  With  respect  to 
the  suggestion  that  has  been  made  about 
a  general  sales  tax,  either  a  retail  sales 
tax  or  a  manufacturers’  sales  tax,  I  be¬ 
lieve  that  in  our  hearings  there  were  a 
few  witnesses  who  recommended  the  im¬ 
position  of  a  general  sales  tax,  but  may 
I  ask  the  gentleman  if  in  our  committee 
that  was  ever  seriously  considered,  or  if 
any  member  of  the  committee,  as  far  as 
the  gentleman  knows,  earnestly  recom¬ 
mended  a  general  sales  tax  in  our  delib¬ 
erations? 

Mr.  FORAND.  I  recall  no  such  in¬ 
stance,  and  I  believe  most  of  the  mem¬ 
bers  of  the  committee  are  opposed  to 
that  type  of  tax  because  it  is  nothing 
but  a  camouflage,  it  is  nothing  but  a  tax 
we  would  be  imposing  on  the  so-called 
little  people.  I  have  argued  that  point 
many  times  and  I  will  argue  it  again  if 
ever  that  subject  comes  to  the  floor. 

Mr.  DOUGHTON.  In  any  event,  there 
was  no  sentiment  expressed  in  our  com¬ 
mittee,  as  I  recall,  in  favor  of  a  general 
sales  tax. 

Mr.  FORAND.  There  has  not  been; 
no,  sir. 

Mr.  Chairman,  I  sincerely  hope  that 
the  Members  will  not  recommit  this  bill 
but  will  vote  with  us  to  pass  it. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  I  ask  unanimous  consent  that 
the  gentleman  from  Michigan  [Mr.  Don- 
dero!  be  permitted  to  extend  his  re¬ 
marks  at  this  point  in  the  Record. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Pennsylvania? 

There  was  no  objection. 

Mr.  DONDERO.  Mr.  Chairman,  the 
power  to  tax  is  still  the  power  to  destroy. 

I  rise  at  this  time  in  opposition  to  H.  R. 
4473,  not  because  I  feel  that  additional 
taxes  are  needless,  in  view  of  the  neces¬ 
sity  for  a  pay-as-you-go  defense  mo¬ 
bilization;  but  because  I  feel  that  new 


and  heavier  taxes  will  fail  of  their  legiti¬ 
mate  purpose,  unless  and  until  some 
other  things  are  done. 

It  is  all  very  well  for  the  administra¬ 
tion  to  come  in  here  with  a  demand  for 
a  heavier  tax  load  on  the  already  over¬ 
burdened  American  people,  on  the  plea 
that  such  taxes  will  not  only  make  a  pay- 
as-you-go  mobilization  possible,  but  also 
will  serve  to  combat  price  inflation.  But 
the  administration  properly  should  do  so, 
only  if  its  own  hands  are  clean  of  infla¬ 
tionary  policies,  which  in  themselves 
might  be  expected  to  make  a  pay-as-you- 
go  mobilization  utterly  impossible. 

Let  me  say,  that  the  Ways  and  Means 
Committee  of  the  House  has  done  a  re¬ 
markable  job,  all  things  considered,  in 
attempting  to  squeeze  more  taxes  out  of 
the  American  people,  when  taxes  already 
have  reached  what  well  may  prove  to 
be  the  point  of  diminishing  returns.  My 
criticism  is  directed  chiefly  to  the  fact 
that  the  committee  was  willing  to  report 
out  any  tax  bill  at  all,  until  after  ad¬ 
ministration  steps  had  been  taken  to  as¬ 
sure  its  real  effectiveness  in  financing  the 
mobilization,  and  in  helping  to  prevent 
inflationary  expenditures  by  anyone  at 
all. 

Aside  from  the  need  for  additional  bil¬ 
lions  to  pay  for  war  material,  for  arms 
and  equipment  for  ourselves  and  our  al¬ 
lies,  this  whole  business  of  vastly  increas¬ 
ing  the  tax  burden — as  it  was  increased 
last  year  by  $10,000,000,000,  as  it  would 
be  increased  this  year  by  $7,000,000,000 
and  as  it  obviously  is  intended  to  increase 
it  by  another  $12,000,000,000  a  year 
hence — appears  to  be  predicated  upon 
one  great  fallacy.  It  is  a  fallacy  which  I 
cannot  believe  the  administration  in¬ 
capable  of  understanding. 

This  great  fallacy*  dies  in  the  assump¬ 
tion,  by  the  administration  and  many  of 
its  supporters  on  this  floor,  that  reducing 
the  spending  power  of  the  people,  in  it¬ 
self,  will  curb  inflation.  This  fallacy 
lies,  too,  in  the  further  assumption  that 
Government  spending  is  not  inflationary 
spending;  that  it  is  not,  indeed,  more 
inflationary  than  spending  by  the  people 
for  the  things  they  desire. 

The  truth  is — and  we  all  know  it,  even 
though  some  of  us  refuse  to  admit  the 
truth — that  most  Government  spending 
is  profitless  and  truly  destructive  spend¬ 
ing;  whereas,  much  of  the  spending  out¬ 
side  of  Government  is  creative  spend¬ 
ing,  inasmuch  as  it  goes  for  increased 
productiveness  and  the  creation  of 
wealth. 

Admittedly,  the  inflationary  effects  of 
spending  for  arms  and  munitions  can¬ 
not  be  avoided.  This  great  Republic  of 
ours  must  arm  to  the  teeth,  or  perish  in 
a  world  where  brute  force  has  become 
paramount  internationally.  Therefore 
it  is  all  the  more  imperative  that  every 
possible  step  shall  be  taken  to  cut  down 
inflationary  spending  when  and  wher¬ 
ever  it  does  not  contribute  to  national 
defense  and  to  the  strengthening  of  our 
national  economy. 

Earlier  I  mentioned  that  the  admin¬ 
istration  properly  can  demand  a  vast 
increase  in  the  Federal  tax  burden  only 
if  it  comes  here  with  hands  clean  of  in¬ 
flationary  policies,  which  in  themselves 
might  be  expected  to  make  a  pay-as- 


you-go  mobilization  impossible.  Mani¬ 
festly  the  administration  has  not  done 
so. 

It  is  too  early,  perhaps,  at  this  time  to 
evaluate  munitions  procurement  poli¬ 
cies.  A  little  later  on  we  shall  be  able 
to  judge  as  to  whether  the  mobilization 
dollar  is  buying  a  dollar’s  worth  of  war 
goods.  But  the  time  is  long  since  past 
when  we  first  realized — all  of  us,  who 
were  willing  to  think  objectively — that 
the  administration  was  literally  looking 
for  political  ratholes,  at  home  and 
abroad,  down  which  to  throw  the  tax¬ 
payers’  money. 

I  shall  not  impose  upon  you  to  enu¬ 
merate  all  of  these  needless  and  often 
ridiculous  expenditures  in  furtherance 
of  the  administration’s  political  for¬ 
tunes  and  of  its  socialistic  ideology.  Let 
me  cite  just  one  instance.  Let  me  tell 
you  again  of  what  may  be  the  most 
wasteful  and  viciously  inflationary  of 
the  administration’s  domestic  spending 
policies.  The  information  is  contained 
in  a  Civil  Service  Commission  report, 
and  therefore  cannot  be  gainsaid  by  the 
administration. 

During  the  month  of  March  1951,  the 
Federal  civilian  payroll  totaled  $393,- 
000,000.  This  equaled  the  $8,300,000,000 
annual  rate  at  the  peak  of  World  War 
II,  when  this  country  v/as  maintaining 
Armed  Forces  comprising  11,000,000  men 
and  women,  and  was  fighting  on  battle 
fronts  in  every  corner  of  the  globe ;  when 
this  country  employed  one  civilian  Gov¬ 
ernment  employee  for  for  every  five  in 
the  Armed  Forces.  Yet  our  present  mili¬ 
tary  strength  is  little  more  than  1,230,- 
C  j0  men  and  women. 

The  figures  I  have  just  cited  com¬ 
prise  only  one  small  example  of  waste¬ 
ful  spending — the  inflationary  spend¬ 
ing — in  which  the  Federal  administra¬ 
tion  now  engages.  A  small  example 
only  when  the  tremendous  total  is  con¬ 
sidered.  This  is  the  kind  of  spending 
which  must  be  stopped,  before  I  and 
many  others  in  this  House,  I  believe, 
will  go  along  with  such  a  drastic  increase 
in  taxes. 

Not  only  is  this  inflationary  spending 
policy  of  the  administration  now  creat¬ 
ing  ever  higher  prices  for  everything; 
prices  which  will  make  a  pay-as-you-go 
mobilization  entirely  out  of  the  ques¬ 
tion,  but  it  is  adding  from  day  to  day  to 
the  national  debt.  And  that  public 
debt  already  approximates  $270,000,000,- 
000,  a  total  which  threatens  the  finan¬ 
cial  stability  of  the  Government,  and 
which  will  be  a  grievous  burden  upon 
our  children  for  many  generations  to 
come. 

Because  of  these  things,  it  is  my  con¬ 
viction  that  nonessential  nondefense 
spending  on  the  part  of  the  Federal 
Government  must  be  cut  to  an  irreduc¬ 
ible  minimum — to  the  point  where  only 
those  nondefense  services  which  serve 
to  maintain  law  and  order  remain — be¬ 
fore  new  and  heavier  taxes  are  laid  up¬ 
on  the  people  of  America. 

When  this  policy  of  strictest  Govern¬ 
ment  economy  is  made  really  effective, 
then,  and  only  then,  shall  I  support  a 
bill  resembling  the  present  one.  When 
it  becomes  possible  to  use  the  new 
taxes,  not  only  to  implement  a  pay-as- 
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you-go  mobilization,  but  also  to  reduce 
in  some  measure  the  public  debt;  then 
I  shall  support  the  proposal  for  new 
taxes,  up  to  the  point  where  they  do  not 
discourage  private  savings  and  private 
investment  or  destroy  the  incentive  to 
produce  goods  and  services  so  necessary 
to  our  survival. 

Mr.  SIMPSON  of  Pennsylvania.  Mr. 
Chairman,  I  yield  15  minutes  to  the 
gentleman  from  Wisconsin  [Mr. 
Byrnes!. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  much  has  been  written  dur¬ 
ing  recent  years  about  the  question  of 
what  constitutes  a  sound  fiscal  policy. 
We  have  also  had  many  speeches  yes¬ 
terday  and  today  dealing  with  that  sub¬ 
ject.  It  seems  to  me  that  in  spite  of  all 
of  the  formulas  that  have  been  devised 
there  are  two  basic  principles  of  conduct 
that  are  still  sound  and  still  honorable. 
The  first  is  that  one  should  not  spend 
more  than  he  can  afford,  and  the  second 
is  that  one  should  pay  his  bills. 

The  first  principle  relates  to  expendi¬ 
tures.  I  think  we  must  understand  right 
from  the  beginning  that  this  bill  in  no 
way  either  increases  or  decreases  the 
expenditures  of  the  Federal  Govern¬ 
ment.  We  are  not  debating  whether 
we  are  'going  to  spend  $71,000,030,000, 
$65,000,000,000,  or  $90,000,000,000  in  the 
year  1952.  That  is  not  the  issue.  That 
question  is  being  decided  in  other  legis¬ 
lation.  It  is  being  decided  in  the  au¬ 
thorization  bills  that  come  before  the 
Congress,  bills  such  as  the  six  bills 
which  passed  the  House  of  Representa¬ 
tives  only  day  before  yesterday,  and 
which  it  is  estimated  will  add  over  half 
a  billion  dollars  to  next  year’s  expendi¬ 
tures. 

It  is  being  decided  in  general  appro¬ 
priation  bills.  It  will  be  decided  in  the 
supplemental  appropriation  bill,  and  the 
deficiency  appropriation  bills  as  time 
goes  on  between  now  and  June  30,  1952. 
It  is  when  these  bills  are  debated  in  the 
Congress  that  the  question  should  be 
asked:  Are  we  spending  more  than  we 
can  afford?  I  have  asked  that  question 
many  times,  and  my  answer  has  been: 

'  Yes,  we  are  spending  more  than  we  can 
afford.  I  have  voted  time  and  again 
against  new  authorizations  and  against 
increased  appropriations.  I  must  sadly 
relate  that  most  of  the  time  I  have  found 
myself  in  the  minority  when  the  votes 
were  counted. 

Mr.  Chairman,  I  think,  however,  that 
my  record  is  quite  clear.  I  have  tried 
my  best,  during  my  membership  in  this 
House,  to  prevent  spending  more  than 
we  can  afford.  The  record  also  shows 
I  have  not  been  successful  in  accom¬ 
plishing  that  objective.  The  Congress 
and  the  administration  is  spending  more 
than  we  can  afford.  It  has  done  it  in 
the  past  and  it  is  doing  it  today.  Much 
as  I  regret  the  situation,  it  will  not  be 
corrected,  however,  by  what  we  do  in  this 
legislation. 

This  is  a  tax  bill.  It  relates  to  the 
second  principle  which  I  believe  is  essen¬ 
tial  to  a  sound  and  honorable  fiscal  pol¬ 
icy.  What  we  do  today,  I  think,  will  be 
evidence  of  our  willingness  or  unwilling¬ 
ness  to  pay  our  bills. 

I  do  not  rise  to  defend  the  provisions 
of  the  legislation  before  us.  Some  of  the 


provisions  I  agree  with,  and  I  supported 
them  in  committee.  Other  provisions 
I  wholeheartedly  disagree  with,  and  I 
oppose  them  in  the  committee.  On  still 
fimher  provisions  I  think  the  commit¬ 
tee  went  too  far.  In  others,  it  fell  short 
of  what  I  believe  should  be  contained  in 
a  tax  bill  at  this  time.  In  those  cases, 
I  tried  to  correct  that  when  it  was  con¬ 
sidered  in  committee. 

It  is  easy  to  criticize  this  bill.  From 
now  on  it  is  going  to  be  easy  to  criticize 
any  tax  bill  which  comes  before  the 
Congress  because  we  are  scraping  the 
bottom  of  the  barrel.  I  agree  whole¬ 
heartedly  with  those  members  of  our 
committee  and  other  Members  of  the 
House,  both  on  the  majority  and  mi¬ 
nority  side  when  they  say  we  have  hit 
that  bottom.  Let  us  remember,  and  it 
must  be  remembered  constantly,  as  every 
bill  comes  before  the  Congress  which  in¬ 
volves  the  expenditures  of  money  that 
we  are  at  the  bottom  and  we  cannot  go 
any  further.  I  believe  it  is  next  to  im¬ 
possible  to  devise  a  completely  sound  tax 
measure  which  will  meet  the  expenses 
of  government  now  being  incurred. 
The  major  provisions  of  this  bill  were 
written  by  the  Democratic  majority  of 
the  committee.  That  is  only  natural. 
The  composition  of  that  committee  is 
15  to  10.  There  are  15  Democrats  and 
10  Republicans.  They  have  the  major¬ 
ity.  It  v/as  written  by  them  and  it  is 
their  bill.  It  is  a  different  bill  than 
would  have  been  presented  if  it  had 
been  written  by  a  Republican  majority. 
But  I  think,  in  all  fairness,  I  must  say 
I  am  fearful  that  even  such  a  bill  if  it 
raised  the  amount  of  money  needed  to 
pay  for  presentexpenditures,  it  would 
be  subject  to  criticism.  I  regret  to  dif¬ 
fer  with  some  of  tbe  Members,  probably 
the  majority  of  the  Members  on  my  side 
of  the  aisle,  and  the  minority  members 
on  the  Committee  on  Ways  and  Means. 
It  is  a  very  unpleasant  task.  But  many 
are  talking  about  voting  to  recommit 
this  bill  to  the  committee.  I  disagree 
with  that  position. 

If  the  bill  is  recommitted  to  the  com¬ 
mittee  under  a  general  or  straight  mo¬ 
tion  to  recommit,  I  think  we  will  either 
be  left  without  any  tax  bill  at  all  or  any 
new  tax  bill  that  comes  out  will  still 
be  a  Democratic  tax  bill.  I  do  not  think 
the  basic  views  of  the  members  of  the 
Democratic  majority  of  the  committee 
are  going  to  change  overnight.  I  do  not 
think  the  majority  members  are  going 
to  be  more  willing  to  accept  the  views 
of  the  gentleman  from  New  York  [Mr. 
Reed],  or  the  gentleman  from  Ohio  [Mr. 
Jenkins],  or  my  own  views  or  the  views 
of  any  of  the  Republican  members  of 
the  committee  tomorrow  more  than 
they  were  last  week.  I  think  their 
speeches  yesterday  and  today  is  pretty 
good  evidence  of  the  fact  that  they  do 
not  have  much  of  an  intention  to 
change  their  minds  on  these  basic  mat¬ 
ters.  I  therefore  do  not  believe  that 
anything  can  be  accomplished  by  a  mo¬ 
tion  to  recommit,  and  therefore  it  is  not 
my  intention  to  support  a  straight  mo¬ 
tion  to  recommit. 

We  are  faced  with  a  very  ugly  fact 
which  we  cannot  avoid,  no  matter  how 
hard  we  try.  During  the  next  fiscal 
year  this  Congress  and  the  administra* 
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tion  will  spend  in  excess  of  the  income 
produced  by  present  taxes.  It  will  do 
no  good  at  this  point  to  argue  that  they 
are  spending  too  much.  We  know  that 
fact.  But  the  fact  remains  that  the 
expenditures  are  going  to  be  made.  It 
is  estimated  by  the  staff  of  the  Joint 
Committee  on  Internal  Revenue  Tax¬ 
ation  that  income  from  present  taxes 
will  amount  to  approximately  $61,000,- 
000,000.  At  the  beginning  of  the  year 
the  President  called  for  expenditures  of 
around  $72,000,000,000.  That  is  being 
increased  constantly.  You  will  recall 
that  just  last  Wednesday  we  received  a 
request  from  the  President,  through  the 
Department  of  Defense,  for  an  appro¬ 
priation  of  $4,500,000,000  during  fiscal 
1952  for  building  construction  for  the 
Defense  Establishment.  That  is  not  in 
the  seventy-two  billion  Presidential 
budget;  it  is  in  addition  to  the  seventy- 
two  billion. 

This  House  has  demonstrated  that  the 
$72,000,000,000  budget  can  be  cut. 
There  is  no  question  but  that  it  must 
be  cut,  but  the  question  today,  however, 
is  not  how  much  it  could  be  cut.  The 
question  is  how  much  it  will  be  cut. 
We  are  dealing  with  a  matter  of  dollars 
and  cents,  and  I  do  not  think  that  wish¬ 
ful  thinking  is  going  to  give  us  the  an¬ 
swer  to  that  question. 

I  sincerely  doubt  if  there  is  anyone 
in  this  Chamber  who  honestly  believes 
that  the  expenditures  made  during  the 
fiscal  year  1952  will  be  less  than  $68,000,- 
000,000  when  it  comes  to  the  end  of  the 
fiscal  year  1952  and  we  add  up  the  bills 
that  have  been  incurred  during  that 
period  of  time.  There  are  probably 
many,  I  think,  who  would  call  even  that' 
figure  of  $68,000,000,000  as  wishful1 
thinking.  But  the  point  is  that  prob¬ 
ably  the  best  we  can  hope  for,  consider¬ 
ing  the  temper  of  the  administration 
and  the  temper  of  the  Congress,  is  a 
difference  of  $7,000,000,000  between  the 
tax  receipts  under  existing  law  and 
the  expenditures  that  will  be  made. 

The  question  before  us  today,  there¬ 
fore.  is  how  is  this  bill  for  $7,009,000,000 
going  to  be  met.  There  are  only  two 
methods — one  is  by  increasing  taxes  and 
the  other  is  by  Government  borrowing. 
Some  of  my  colleagues  have  attempted 
to  rationalize  opposition  to  the  tax  bill 
by  saying  that  if  we  do  not  raise  the 
money  they  will  not  be  able  to  spend  it. 
I  wish,  and  I  wish  so  fervently,  that  that 
were  true,  but,  unfortunately,  that  is  not 
a  true  statement  of  the  facts,  nor  is  it  a 
sound  conclusion. 

We  speak  of  loopholes  in  the  tax  laws. 
Mr.  Chairman,  there  is  a  big  loophole  in 
our  spending  laws.  This  loophole  is  well 
know  to  the  present  administration  It 
lias  been  their  salvation  ever  since  1935. 
I  refer  to  the  ease  with  which  the  statu¬ 
tory  debt  limitation  is  raised  and  bonds, 
certificates  of  indebtedness,  and  Treas¬ 
ury  bills  are  issued.  Since  1935  the 
limitation  on  the  statutory  debt  has  been 
raised  six  times,  and  today  the  prevail¬ 
ing  ceiling  is  $275,000,000,000.  The  pub¬ 
lic  debt  as  of  today  is  $254,000,000,000, 
thus  leaving  a  borrowing  potential  or 
spending  loophole  of  $21,000,000,000. 

I  cannot  support  the  proposition  that 
the  bills  we  are  incurring  should  be  met 
by  borrowing.  In  the  first  place,  such  a 
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policy  would  be  the  height  of  folly  and 
inconsistency. 

We  are  presently  engaged  in  a  battle 
in  defense  of  freedom.  Let  us  not  forget 
that  there  is  another  battle  that  must 
also  be  won.  That  is  the  battle  in  de¬ 
fense  of  the  value  of  the  dollar.  A  sure 
way  to  lose  both  battles  is  to  embark 
further  on  a  program  of  deficit  financing. 
No  policy  can  be  more  inflationary  and 
have  more  disastrous  consequences  to 
our  people  and  our  political  and  eco¬ 
nomic  institutions.  That  is  the  practical 
reason  why  we  must  pay  today’s  bills  by 
today’s  revenue.  But  there  is  also  a 
moral  reason.  In  my  judgment,  there 
is  no  more  dishonest,  immoral,  and  con¬ 
temptuous  means  of  financing  today’s 
expenditures  than  that  of  putting  it  on 
the  backs  of  our  children.  Yet,  that  cer¬ 
tainly  is  exactly  what  we  will  be  doing 
if  we  fail  to  provide  tax  revenue  suf¬ 
ficient  to  meet  the  spending  that  is  being 
authorized. 

Mr.  Chairman,  on  the  wall  behind  the 
Speaker’s  desk  is  a  plaque  which  reads: 

Let  us  develop  the  resources  of  our  land, 
call  forth  its  powers,  build  up  its  institu¬ 
tions.  Promote  all  its  great  interests  and 
see  whether  we  also  in  our  day  and  genera¬ 
tion  may  not  perform  something  worthy  to 
be  remembered. 

Loading  our  obligations  on  the  gen¬ 
erations  to  follow  is  certainly  not  some¬ 
thing  worthy  to  be  remembered. 

Mr.  Chairman,  I  am  going  to  vote  for 
this  legislation.  I  am  going  to  vote  to 
send  this  bill  to  the  Senate  rather  than 
back  to  the  Ways  and  Means  Committee. 
I  sincerely  trust  that  the  Senate  will 
make  substantial  changes  in  some  of  the 
provisions  of  the  bill.  In  voting  for  this 
measure,  I  am  not  voting  for  its  provi¬ 
sions  ;  I  am  voting  for  the  principle  that 
it  is  only  sound  and  only  honorable  that 
we  today  pay  our  bills. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  30  minutes  to  the  gentleman  from 
Pennsylvania  [Mr.  EberharterL 

Mr.  EBERHARTER.  Mi1.  Chairman, 
I  wish  all  Members  of  the  House  had 
been  present  to  listen  to  the  remarks  of 
the  gentleman  from  Wisconsin  [Mr. 
Byrnes  1.  The  gentleman  from  Wis¬ 
consin  has  made  what  I  consider  to  be 
a  very  fine  statement  regarding  the 
finances  of  the  country  and  the  policies 
that  should  be  pursued.  His  statement 
indicates  why  he  is  considered  one  of 
the  most  able  member^  of  the  Committee 
on  Ways  and  Means,  and  I,  for  one,  want 
it  to  be  known  that  I  appreciate  it,  and 
I  am  sure  every  member  of  the  com¬ 
mittee  does.  I  was  particularly  happy 
when  he  said  that  he  felt  that,  although 
he  did  not  approve  of  all  the  provisions 
of  the  bill,  he  was  not  going  to  vote  to 
recommit  it.  That  should  cause  the 
Members  who  are  opposed  to  the  pres¬ 
ent  passage  of  the  bill  to  think  very  seri¬ 
ously  about  what  would  happen  if  this 
bill  were  recommitted. 

Mr.  Chairman,  personally,  I  opposed 
several  provisions  that  are  in  the  bill 
now  pending  before  the  committee.  I 
opposed  them  as  vigorously  as  I  could. 
I  think  they  are  unwise  provisions;  I 
think  they  are  inadvisable,  at  least;  but, 
all  in  all,  the  measure  is  a  good  one. 


It  would  be  a  catastrophe  not  to  adopt 
at  this  time  a  tax  measure  which  will 
raise  about  $7,200,000,000. 

I  do  not  approve  of  some  of  the  de¬ 
pletion  allowances,  at  least,  to  the  ex¬ 
tent  granted  under  the  bill.  I  think  it 
is  a  loophole  that  cannot  be  justified. 

I  do  not  approve  of  the  provision 
which  weakens  the  present  law  relating 
to  family  partnerships  because  it,  in  my 
opinion,  opens  a  loophole  by  encouraging 
the  owners  of  business  to  take  in  ficti¬ 
tious  partners,  relatives,  and  minors, 
thereby  reducing  the  tax  brackets  in 
which  they  should  be  and  resulting  in 
their  not  paying  their  fair  share  of  the 
tax  load. 

There  are  several  other  provisions  with 
which  I  do  not  agree,  but  in  considering 
the  measure  as  a  whole  I  have  come  to 
the  conclusion  that  they  are  minor. 

The  overriding  consideration  which 
the  membership  should  keep  in  mind 
about  this  measure  is  whether  as  a  whole 
it  will  be  for  the  benefit  not  only  of  our 
defense  program  but  of  the  economy  of 
the  country  in  future  years  to  come.  We 
certainly  have  not  heard  anybody  in 
industry  or  finance,  or  in  labor  or  in 
agriculture,  or  in  any  segment  of  our 
economy,  or  any  Member  of  the  Congress 
of  the  United  States  or  any  administra¬ 
tive  official,  or  any  economist,  say  any¬ 
thing  that  was  in  favor  of  deficit  spend¬ 
ing.  The  only  way  we  can  avoid  deficit 
financing  is  either  to  cut  out  appropria¬ 
tions  sufficient  to  balance  the  budget  or 
raise  taxes. 

I  think  the  remarks  made  by  the  gen¬ 
tleman  from  Wisconsin  [Mr.  Byrnes] 
were  directed  more  at  the  action  of  the 
House  and  the  other  body  in  approving 
appropriations  beyond-' the  expected  rev¬ 
enues.  It  was  more  a  Criticism  of  both 
branches  of  the  Congress  for  their  action 
in  appropriating  money  than  it  was 
against  the  bill  reported  by  the  Commit¬ 
tee  on  Ways  and  Means. 

Mr.  SADLAK.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  EBERHARTER.  I  yield  to  the 
gentleman  from  Connecticut. 

Mr.  SADLAK.  Inasmuch  as  there  are 
more  appropriation  bills  to  be  brought 
to  the  House  for  consideration,  and  we 
do  not  know  the  amount  of  the  full  ex¬ 
penditures  to  be  made  in  the  ensuing  fis¬ 
cal  year,  why  would  it  not  be  a  good  idea 
to  wait  until  we  dispose  of  those  appro¬ 
priation  measures  before  we  finally  en¬ 
act  a  tax  bill? 

Mr.  EBERHARTER.  One  of  the  main 
reasons  for  passing  quickly  a  tax  meas¬ 
ure  is  to  halt  the  inflationary  spiral. 
The  longer  we  delay  passing  a  tax  meas¬ 
ure  the  worse  the  spiral  is  going  to  get. 
If  we  were  to  wait  until  September  or 
October,  it  will  cost  the  Government  of 
the  United  States  alone,  to  say  nothing 
of  the  citizens  of  the  country,  billions 
of  dollars  additional  because  of  infla¬ 
tion.  We  have  the  testimony  of  the  pro¬ 
curement  officers  in  our  defense  effort 
that  the  inflationary  spiral  has  already 
cost  over  $2,000,000,000.  If  we  wait  3 
months  more,  when  the  full  impact  of 
the  procurement  program  of  the  Gov¬ 
ernment  is  put  into  effect,  it  will  prob¬ 
ably  cost  $5,000,000,000  additional, 
which  we  would  not  be  compelled  to 


spend  if  we  held  down  the  inflationary 
spiral.  The  best  way  to  hold  down  the 
inflationary  spiral,  according  to  the  best 
economists,  if  not  all  of  the  economists, 
of  the  country,  is  to  have  higher  taxa¬ 
tion  which  will  stop  the  amount  of 
spendable  money  in  the  hands  of  the 
people  who  do  the  spending,  and  to  re¬ 
strict  credit.  I  expect,  Mr.  Chairman, 
to  go  into  that  in  a  little  more  detail  and 
to  refer  to  certain  authorities  in  my  pre¬ 
pared  remarks  on  that  subject.  But  I 
think  the  longer  we  delay  the  tax  meas¬ 
ure  the  worse  it  will  be  for  the  economy 
of  the  country. 

Mr.  SADLAK.  Will  the  gentleman 
yield  for  one  further  observation  in  that 
connection? 

Mr.  EBERHARTER.  I  yield. 

Mr.  SADLAK.  I  am  very  interested 
in  the  gentleman’s  reply  and  I  shall  lis¬ 
ten  to  what  he  has  to  say  in  his  prepared 
statement.  But,  I  thought  I  read  yes¬ 
terday  that  the  other  body  Is  contem¬ 
plating  taking  a  recess  before  they  take 
any  action  on  the  tax  bill.  If  that  were 
to  come  about,  then  it  will  be  another 
month  or  two  before  the  other  body  takes 
any  action  on  a  bill  which  we  might 
pass  here  today. 

Mr.  EBERHARTER.  My  informa¬ 
tion — and  I  am  glad  the  gentleman 
brought  that  out — is  different.  I  was 
told  informally  that  the  program  in  the 
other  body  is  to  commence  hearings  on 
this  bill,  if  it  passes  the  House,  next 
Thursday.  The  hearings  definitely  will 
start  in  the  other  body  on  Thursday, 
starting  with  Government  witnesses  and 
then  continuing  with  other  witnesses.  If 
that  is  true,  it  would  certainly  be  a  mis¬ 
take  for  us  not  to  act  on  it  today. 

Mr.  ALBERT.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  EBERHARTER.  I  yield  to  the 
gentleman  from  Oklahoma. 

Mr.  ALBERT.  With  further  reference 
to  this  matter,  should  the  revenues  ex¬ 
ceed  the  expenditures  on  the  final  wind¬ 
up,  there  would  be  nothing  wrong  with 
retiring  a  little  bit  of  the  national  debt, 
would  there? 

Mr.  EBERHARTER.  That  is  a  very 
wise  observation  on  the  part  of  my  col¬ 
league,  the  gentleman  from  Oklahoma 
[Mr.  Albert],  Everybody  would  be  very, 
very  happy  if  circumstances  should  arise 
so  that  we  could  reduce  the  national 
debt.  It  is  a  millstone  around  our  neck. 
It  costs  us,  I  think,  speaking  from  mem¬ 
ory,  about  $5,000,000,000  to  pay  the  in¬ 
terest  on  the  public  debt,  and  anything 
that  we  can  reduce  that  public  debt  by 
would  be  a  great  accomplishment.  I 
want  to  say  that  since  the  close  of  hos¬ 
tilities  the  public  debt  has  been  reduced, 
I  think,  approximately  twenty-five  or 
thirty  billion  dollars,  so  in  reducing  the 
public  debt  we  have  saved  perhaps  a  bil¬ 
lion  dollars  a  year  in  interest. 

Mr.  STEPAN.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  EBERHARTER.  I  yield  to  the 
gentleman  from  Nebraska. 

Mr.  STEPAN.  The  gentleman  has 
stated  that  inflation  has  increased  the 
price  to  the  Federal  agencies  by  about 
$2,000,000,000.  I  believe  the  President, 
in  his  statement  the  other  night,  men¬ 
tioned  the  figure  $7,000,000,000, 
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Mr.  EBERHARTER.  I  assume  by 
that,  perhaps,  the  President  meant  that, 
when  all  of  the  contract  authorizations 
are  consummated,  the  total  cost,  be¬ 
cause  of  inflation,  will  be  an  additional 
$7,000,000,000.  Of  course,  we  have  not 
spent  that  much  yet. 

Mr.  STEFAN.  Where  did  the  gentle¬ 
man  get  the  $2,000,000,000  figure? 

Mr.  EBERHARTER.  That  was  the 
figure  on  contracts,  I  think,  that  have 
already  been  completed. 

Mr.  STEFAN.  The  $7,000,000,000  is 
on  obligations,  then;  is  that  what  the 
gentleman  means? 

Mr.  EBERHARTER.  I  think  that  is 
what  the  President  referred  to. 

Mr.  STEFAN.  There  is  another  figure 
going  back  and  forth  on  the  public  debt, 
I  think  the  gentleman  from  Wisconsin 
mentioned  a  figure  of  $254,000,000,000. 
It  is  generally  stated  that  the  public  debt 
is  $256,000,000,000.  Does  the  gentleman 
have  any  further  information  on  that? 

Mr.  EBERHARTER.  Those  figures,  I 
will  say  to  the  gentleman  from  Nebraska, 
are  easily  obtainable.  My  recollection 
was,  the  last  time  it  was  presented  to  me, 
it  was  about  $256,000,000,000. 

Mr.  STEFAN.  I  think  the  256  figure 
is  the  figure  I  got  from  the  Treasury. 

Mr.  EBERHARTER.  Our  revenue  re¬ 
ceipts  have  increased  recently  because 
of  the  high  business  activity  and  the 
general  prosperity  of  the  country.  That 
has  increased  our  revenue  receipts  be¬ 
yond  expectations.  Perhaps  that  has 
temporarily  reduced  the  deficit. 

Mr.  STEFAN.  But  so  far  as  the  gen¬ 
tleman  is  concerned  he  figures  it  at  256 
rather  than  254. 

Mr.  EBERHARTER.  That  is  correct. 

Mr.  O’HARA.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  EBERHARTER.  I  yield  to  the 
gentleman  from  Minnesota. 

Mr.  O’HARA.  I  would  like  to  ask  my 
colleague,  the  gentleman  from  Pennsyl¬ 
vania,  if  he  approves  of  the  12  Y2  percent 
increase  in  the  income  taxes  in  this  bill. 
I  am  thinking  particularly  of  what  it  is 
going  to  mean  to  those  in  the  low  pay- 
scale  brackets. 

Mr.  EBERHARTER.  I  will  say  to  the 
gentleman  that  I  proposed  the  12%  per¬ 
cent  increase,  so  I  am  in  favor  of  it.  I 
have  prepared  some  figures  which  will 
show  how  lightly  it  will  bear  on  the 
lower  income  groups  in  comparison  with 
some  other  suggestions  that  may  have 
been  made.  I  expect  to  go  into  that 
subject  a  little  further,  if  the  gentleman 
will  bear  with  me,  when  I  go  over  my  pre¬ 
pared  statement  to  make  sure  that  I  do 
not  make  any  misstatements. 

Mr.  O’HARA.  If  the  gentleman  will 
yield  for  a  brief  comment,  personally  I 
have  been  very  much  concerned  about 
that  phase  of  the  tax  bill  because  I  know 
people  now  who  are  just  barely  getting 
along  by  using  extreme  caution  in  their 
expenditures.  Some  of  them  frankly  do 
not  know  where  they  are  going  to  get 
this  12%  percent  unless  they  get  another 
round  of  wage  increases. 

Mr.  EBERHARTER.  That  is  one  of 
the  principal  reasons  why  the  12%  per¬ 
cent  is  a  preferable  method  of  imposing 
a  defense  tax,  because  it  bears  a  little 


less  heavily  on  those  in  the  brackets 
below  $5,000.  In  other  words,  if  a  man’s 
tax  bill  is  $200  a  year  and  he  is  raised  by 
12%  percent,  12%  percent  of  the  $200 
is  $25.  In  other  words,  he  is  raised  about 
$2  a  month;  whereas  the  taxpayer  who 
has  been  paying,  say,  $2,000  a  year  in 
taxes,  when  he  is  raised  by  12  y2  percent, 
pays  $250  in  additional  taxes.  He  can 
bear  a  little  more.  I  have  those  figures 
here,  if  the  gentleman  will  bear  with  me, 
and  I  will  put  them  in  the  Record.  I 
should  like  to  go  ahead  with  my  prepared 
speech  now. 

Mr.  Chairman,  as  the  distinguished 
chairman  of  the  Committee  on  Ways  and 
Means  emphasized  in  the  opening  speech 
in  the  debate  on  this  bill,  under  the 
Constitution,  the  Congress  bears  the 
primary  responsibility  for  the  fiscal  sol¬ 
vency  of  the  Government.  More  than 
that,  it  is  with  the  House  of  Representa¬ 
tives  that  our  founding  fathers  left  the 
authority  to  initiate  bills  to  raise  rev¬ 
enue.  The  same  is  true  of  appropriation 
bills. 

It  is  this  body,  therefore,  regardless 
of  which  party  is  in  power,  to  which 
the  people  of  the  country  must  look  for 
guidance  in  matters  of  taxation  and  the 
wise  expenditure  of  public  funds. 

The  Congressional  Record  over  the 
years  is  profuse  with  statements  by  Re¬ 
publican  Members  of  the  Congress  that 
theirs  is  the  party  of  conservatism. 
Theirs  was  the  conviction  that  income 
should  balance  expenses,  whether  in 
Government  or  in  private  life.  It  is 
very  difficult  for  me  to  understand, 
therefore,  the  reckless  Republican  ir¬ 
responsibility  in  opposing  the  pending 
bill. 

Perhaps,  their  Jiggs  of  communication 
with  their  big  harness  supporters  have 
broken  down,  for  within  the  past  month 
most  of  the  leaders  of  the  big  business 
organizations  of  the  country  have  ap¬ 
peared  before  other  committees  of  the 
Congress  in  suport  of  higher  taxes  and 
a  pay-as-we-go  fiscal  policy  in  the  pres¬ 
ent  emergency. 

Of  course,  the  setting  for  many  of 
these  statements  was  somewhat  differ¬ 
ent.  They  were  made  before  committees 
which  have  been  considering  the  recom¬ 
mendations  of  the  President  for  improv¬ 
ing  and  continuing  the  Defense  Produc¬ 
tion  Act  and  the  direct  price  controls  and 
the  other  anti-inflationary  controls  pro¬ 
vided  by  that  legislation.  Still,  the  lead¬ 
ers  of  business — both  within  and  without 
the  Government — were  unanimous  in 
support  of  higher  taxes  in  the  fight 
against  inflation. 

Mr.  Charles  Wilson,  Director  of  De¬ 
fense  Mobilization  and  former  head  of 
General  Electric,  testified  on  May  7, 
1951,  before  the  Senate  Committee  on 
Banking  and  Currency,  as  follows: 

When  more  and  more  money  is  bidding 
for  the  same  or  a  lesser  amount  of  goods 
and  services,  pressure  on  prices  is  generated. 
If  prices  were  permitted  to  rise,  wages  would 
follow,  then  prices  again  and  then  wages, 
The  only  real  answer  to  this  problem  is  to 
balance  supply  and  demand.  Since  we  can¬ 
not  achieve  the  balance  by  increasing  civilian 
production  immediately,  we  must  reduce  the 
excess  purchasing  power. 

The  President  has  emphasized  the  central 
Importance  of  a  fair  and  adequate  tax  pro- 
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gram  to  meet  this  problem.  I  wholeheartedly 
endorse  this  recommendation. 

He  was  followed  and  supported  by  Mr, 
Eric  Johnston,  Administrator  of  the  Eco¬ 
nomic  Stabilizatiofi  Agency,  and  former 
president  of  the  United  States  Chamber 
of  Commerce.  Since  Mr.  Johnston  has 
now  been  branded  as  a  “renegade  capi¬ 
talist”  by  the  National  Association  of 
Manufacturers,  I  suppose  his  reputation 
as  a  sound  and  successful  businessman 
may  be  somewhat  tarnished  in  the  minds 
of  my  Republican  friends.  Nevertheless 
Mr.  Johnston  made  the  following  state¬ 
ment  in  support  of  a  pay-as-we-go  tax 
program.  He  said: 

This  is  the  fundamental  step  in  inflation 
control.  It  is  not  just  a  device  for  “siphon¬ 
ing  off  buying  power” — as  the  economists 
call  this  technique  for  hitting  us  all  in  the 
pocketbook — but  it  also  serves  another 
equally  important  purpose.  It  avoids  the 
necessity  for  the  creation  of  new  money. 

If  we  don’t  pay  as  we  go,  the  Government 
has  to  borrow  the  funds  it  needs.  Spending 
borrowed  money — borrowed  from  the  bank¬ 
ing  system — is  inflationary. 

Furthermore,  whether  we  take  the  cost  of 
defense  out  of  the  pay  checks  of  the  people 
now  or  out  of  their  bank  accounts  later — 
whether  we  pay  as  we  go  or  go  in  for  deficit 
financing — the  real  cost  of  this  program  can¬ 
not  be  deferred. 

The  real  cost  of  defense  is  in  things — in 
steel,  coal,  aluminum,  copper,  lead,  and  a 
host  of  other  materials;  also  in  manpower 
and  horsepower.  We’re  using  them  up  now 
in  defense  procurement.  Whether  we  pay 
for  their  cost  now  in  dollars  or  pay  those 
dollars  later,  we  will  see  the  actual  cost  of 
defense  paid  every  day  in  terms  we  can  un¬ 
derstand — in  terms  of  the  availability  of 
things  we  want  to  buy  and  otherwise  would, 
buy. 

The  extra  $10,000,000,000  or  so  a  year 
which  we  would  have  to  pay  to  put  defense 
on  a  balanced  budget  is  a  small  price  to 
pay,  indeed,  when  the  alternative  is  infla¬ 
tion. 

And  Secretary  of  Commerce  Sawyer, 
himself  a  recruit  from  the  ranks  of  suc¬ 
cessful  businessmen,  recommended 
that — 

Increases  in  taxation  at  least  sufficient  to 
cover  the  increased  Federal  expenditures 
planned  for  the  coming  fiscal  year,  should 
be  provided  without  delay. 

Even  the  president  of  the  organiza¬ 
tion  which  is  now  so  caustically  attack¬ 
ing  Mr.  Eric  Johnston — Mr.  William  H. 
Ruffin,  president  of  the  National  Associ¬ 
ation  of  Manufacturers — in  opposing 
continuation  of  wage  and  price  controls, 
on  the  ground  that  they  deal  only  with 
the  symptoms  rather  than  the  basic 
causes  of  inflation,  publicly  recommend¬ 
ed  that — 

The  total  cost  of  the  military  program, 
as  well  as  other  Government  expenditures, 
must  be  covered  by  taxes. 

And  here  is  what  Mr.  Ruffin  stated,  as 
recently  as  Friday,  May  18,  1951,  despite 
what  the  gentleman  from  New  York  and 
other  Republican  Members  of  the  Com¬ 
mittee  on  Ways  and  Means  have  to  say, 
find  here  I  quote  Mr.  Ruffin,  president  of 
the  National  Association  of  Manufac¬ 
turers  : 

We  realize  that  probably  no  one  knows 
the  amount  of  additional  revenue  that  is 
going  to  be  needed.  We  think  it  is  bound 
to  come  to  a  minimum  of  $10,000,000,000  and 
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and  our  proposal  was  for  a  12  % -percent 
Increase. 

Since  It  is  necessary  to  rely  heavily 
on  the  individual  income  tax,  the  only 
question  was  how  the  individual  income 
tax,  based  upon  ability  to  pay,  could  best 
be  adjusted  to  raise  the  additional 
amount  of  revenue.  The  following  four 
reasons  support  a  12%-percent  increase 
in  present  tax: 

First.  The  12 %-percent  increase  has 
the  effect  of  increasing  the  rate  of  tax 
in  the  first  tax  bracket  from  20  to  22.5 
percent.  Any  larger  increase  in  the  low¬ 
est  bracket  would  constitute  a  severe 
hardship  on  the  low-income  groups, 
especially  in  view  of  the  increase  in  cost 
of  living.  ■ 

Second.  The  12%-percent  increase 
would  distribute  the  additional  tax  bur¬ 
den  by  income  classes — over  and  below 
$5,000 — on  the  same  proportion  as  under 
present  law.  In  other  words,  under  the 
12 %-percent  plan,  each  group  bears  as 
much  of  the  increase  as  they  do  the  tax 
burden  at  the  present  time. 

Third.  The  12% -percent  plan  cuts 
take-home  pay  in  the  higher  brackets  to 
a  greater  degree  than  the  lower  brackets, 
and  therefore  conforms  with  ability  to 
pay. 

Fourth.  The  12% -percent  plan  is  sim¬ 
ple,  and  when  it  is  possible  to  reduce 
taxes,  quick  repeal  would  be  feasible. 


f  Now  in  the  debate  on  yesterday,  there 
was  a  colloquy  between  the  gentleman 
from  Pennsylvania  and  the  gentleman 
from  Arkansas,  during  which  the  gentle¬ 
man  from  Pennsylvania  indicated  that 
his  10-percent-across-the-board  increase 
would  have  followed  the  form  of  the 
defense  tax  imposed  in  1940. 

It  was  pointed  out  thereafter  that  the 
so-called  Victory  tax  in  1940  failed  to 
allow  more  than  a  single  personal  ex¬ 
emption  and  gave  no  recognition  for  the 
number  of  children  or  other  dependents 
of  the  taxpayer.  Consequently,  I  have 
checked  the  minutes  of  the  Committee 
on  Ways  and  Means,  and  I  believe  that  if 
the  gentleman  from  Pennsylvania  will 
do  the  same,  he  will  find  that  his  motion 
embodied  a  flat  10-percent  across-the- 
board  increase  in  the  present  tax  liability 
of  all  taxpayers. 

In  any  event,  Mr.  Chairman,  just  what 
is  the  margin  of  difference  between  the 
10  percent  increase  proposed  by  the 
Republicans  and  the  12%  percent  in¬ 
crease  contained  in  the  pending  bill.  I 
have  prepared  a  table  comparing  the 
individual  income  tax  liabilities  of  a  sin¬ 
gle  person  and  of  a  married  person  with 
two  dependents  under  present  law,  the 
Republican  10-percent  plan,  and  under 
the  increases  provided  by  House  bill 
4473.  Now,  this  is  what  the  difference 
in  tax  would  be  at  various  income  levels. 


Individual  income  tax 


SINGLE  PERSON - NO  DEPENDENTS 


Net  income  before  exemption 

rr  89 m 
srfj  r 

Amounts  of  tax 

Increase  in  tax  over 
present  law  per  year 

Difference  in 
tax  between 
Republican 
plan  and 

H.  R.  4473 

0 

Present  law 

Republican 

plan 

H.  R.  4473 

H.  R.  4473 

Republican 

plan 

$800- . - - - - — . 

$40 

$44 

$45 

$5 

$4 

1 

SI 

$1,000 . . . - - - 

80 

88 

90 

10 

8 

2 

$1,500 . - . - . — 

180 

198 

203 

23 

18 

5 

$2,000 _ 

280 

308 

315 

35 

28 

7 

$3,000- - - - - 

488 

537 

549 

61 

49 

12 

$5,000 _ 

944 

1,038 

1,062 

118 

94 

24 

$8,000— . - . — . 

1,780 

1, 958 

2,003 

223 

178 

45 

$10,000 _ 

2,436 

2,680 

2,741 

305 

244 

61 

$15,000 - - - 

4,448 

4,893 

6,004 

556 

445 

111 

$20,000 _ _ _ 

6,942 

7,636 

7,810 

868 

694 

174 

$25,000. _ _ 

9,  796 

10,  776 

11,021 

1,225 

980 

245 

$50,000 . . . 

26,388 

29,027 

29,687 

3,299 

2,639 

660 

$100,000 _ _ 

66,798 

73, 478 

74, 831 

8,033 

6,680 

1,353 

$500,000 . . 

429,274 

»  450, 000 

»  450,  000 

20,  726 

20,  726 

-  J 

$1,000,000 _  —  _ 

1  870, 000 

s  900, 000 

!  900, 000 

30, 000 

30,000 

. 4 

[ 

MARRIED  COUPLE — TWO  DEPENDENTS 


$3,000 . . . 

$120 

$132 

$135 

$15 

$12 

$3 

$5,000. . 

520 

572 

585 

65 

52 

13 

$8,000 . - 

1, 152 

1,267 

1,296 

144 

115 

29 

$10,000 . - 

1,592 

1,  751 

1,791 

199 

159 

,  40 

$15,000 . . . . . 

2,900 

8, 190 

3,263 

363 

290 

73 

$20,000 . 

4,464 

4,910 

6,022 

558 

446 

112 

$25,000 . . . . . 

6,268 

6,895 

7,052 

781 

627 

157 

$50,000 . . . — 

18,884 

20,  772 

21.  245 

2,361 

1,888 

473 

$100,000 . 

51,912 

67, 103 

58,  401 

6.  489 

5,191 

1,298 

$600,000. . . . 

402, 456 

442,  702 

» 432, 027 

29, 571 

40,246 

»  -10,675 

$1,000,000 . 

857, 456 

»  900, 000 

*  900, 000 

42,  544 

42,544 

1  Maximum  effective  rate  limitation  of  87  percent. 

2  Maximum  effective  rate  limitation  of  90  percent. 

*  Maximum  marginal  rate  limitation  of  94H  percent  applies  under  H.  R  4473. 
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perhap*  closer  to  $26,000,000,000  annually, 
and  we  hope  that  Congress  will  raise  that 
money  by  taxes  in  some  way  and  certainly 
not  continue  the  disastrous  deficit  spending. 

Mr.  Chairman,  it  would  seem  that  our 
Republican  friends  really  are  not  even  in 
tune  with  the  most  conservative  business 
thinking  of  the  country.  The  president 
of  the  United  States  Chamber  of  Com¬ 
merce  testified  before  the  Senate  Com¬ 
mittee  on  Banking  and  Currency,  as  fol¬ 
lows: 

Every  effort  should  therefore  be  made  to 
make  indirect  controls  the  primary  weapon 
against  inflation.  With  proper  emphasis  on 
them.  Government  wage  and  price-fixing 
should  be  unnecessary.  Accordingly,  we 
urge  the  following  principles: 

*  *  •  •  • 

Levying  of  new  and  additional  taxes  to 
assure  pay-as-we-go,  consistent  with  neces¬ 
sary  expenditures,  and  consistent  also  with 
maintaining  incentives  to  work  and  produce. 

He  was  preceded  by  Mr.  Rowland  Jones 
of  the  American  Retail  Federation,  who 
opposed  direct  controls  of  prices  and 
wages,  and  urged  a  pay-as-we-go  fiscal 
policy.  Mr.  Jones  said: 

Further  deficit  financing  by  the  Govern¬ 
ment  should  be  avoided  at  all  costs.  Such 
additions  to  the  public  debt  would  add  to 
the  present  huge  reservoir  of  spendable  funds 
creating  additional  inflationary  pressures. 

Mr.  Chairman,  this  is  but  a  sample  of 
the  most  representative  thinking  of  the 
business  community.  It  is  firmly  in  sup¬ 
port  of  the  policy  of  higher  taxes  to  fi¬ 
nance  the  defense  effort. 

Mr.  Chairman,  quite  an  issue  has  been 
made  by  the  minority  about  the  12% 
percent  across  the  board  increase  in  the 
individual  income  tax.  The  minority 
report  suggests  that  this  is  socialism  or 
at  the  very  least  that  it  is  a  great  stride 
in  the  direction  of  socialism. 

Of  course,  we  have  grown  accustomed 
to  Republican  charges  of  socialism. 
More  than  50  years  ago  other  Republi¬ 
cans  considering  an  income  tax  had  even 
worse  things  to  say.  In  the  Congres¬ 
sional  Record  of  June  22,  1894,  a  Repub¬ 
lican  Senator  from  Ohio  described  an 
income-tax  provision  in  a  pending  bill 
as  socialism,  communism,  devilism. 
And  a  famous  Republican  lawyer  before 
the  Supreme  Court  of  the  United  States 
went  the  whole  way  and  charged  that 
the  income  tax  there  challenged  as  being 
unconstitutional  was  defended  upon 
principles  as  communistic,  socialistic — 
what  shall  I  call  them — populistic,  as 
ever  have  been  addressed  to  any  political 
assembly  in  the  world. 

So  as  I  say,  Mr.  Chairman,  it  is  nothing 
new  for  Republicans  to  call  an  income 
tax  based  upon  ability  to  pay  socialism 
or  any  other  smear  word  that  only  indi¬ 
cates  they  have  no  real  arguments 
against  it.  This  is  particularly  true  here 
because  the  very  method  of  increasing 
the  income  tax  on  individuals,  as  is  con¬ 
tained  in  the  pending  bill,  was  first  pro¬ 
posed  in  the  committee  in  the  form  of  a 
motion  by  the  gentleman  from  Pennsyl¬ 
vania  [Mr.  Simpson]  . 

I  repeat — there  was  no  disagreement 
between  Democrats  and  Republicans  as 
to  method,  but  only  as  to  the  amount  of 
the  percentage  increase.  The  gentle¬ 
man  from  Pennsylvania  [Mr.  SimpsonI 
offered  a  plan  for  a  10-percent  increase 


First,  this  table  shows  that  a  single 
person  earning  $1,500  a  year  would  pay 
only  $5  more  under  the  committee  bill 
than  under  the  Republican  proposal. 
A  single  person  earning  $5,000  a  year 
would  pay  only  $24  a  year  more. 

A  married  couple  with  two  children 
and  a  family  income  of  $8,000  would  pay 
only  $29  a  year  more.  Such  a  family 
with  $50,000  a  year  income  would  pay 


only  $480  a  year  more,  and  even  the 
$500,000-a-year  family  would  pay  only 
$1,300  a  year  more  in  taxes  under  the 
bill  than  under  the  Republican  alterna¬ 
tive.  Persons  receiving  a  million  dol¬ 
lars  and  over  would  pay  no  more  under 
the  committee  bill  than  under  the  Re¬ 
publican  plan. 

Now,  in  all  sincerity,  Mr.  Chairman, 
I  ask  my  Republican  friends,  does  the 


1951  CONGRESSIONAL  RECORD— HOUSE 


difference  between  socialism  and  Repub¬ 
licanism  really  hang  on  such  a  slender 
thread  as  this? 

Mr.  Chairman,  in  all  sincerity  I  think 
if  the  membership  will  really  give  seri¬ 
ous  consideration  to  the  different  argu¬ 
ments  advanced  here  and  to  the  rela¬ 
tively  slight  small  differences  of  opinion, 
I  think  there  should  be  no  doubt  in  their 
minds  that  this  bill  ought  to  be  passed. 
It  should  not  be  recommitted  to  the  com¬ 
mittee  because,  in  my  opinion,  if  it  is  re¬ 
committed,  we  will  have  no  tax  bill  what¬ 
soever  and  we  will  be  flying  in  the  face 
of  the  advice  of  every  economist,  every 
person  who  has  studied  finances,  every 
successful  businessman,  and  the  repre¬ 
sentatives  of  the  most  conservative  busi¬ 
ness  organizations. 

So,  Mr.  Chairman,  I  hope  that  the 
members  of  the  committee  will  weigh 
carefully  the  consequences  of  their  vote 
on  this  measure,  and  will  vote  in  favor 
of  the  bill  as  an  integral  part  of  our  pro¬ 
gram  of  economic  and  fiscal  support  of 
the  defense  program. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Pennsylvania  has  ex¬ 
pired. 

(Mr.  EBERHARTER  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks  and  include  a  table.) 

Mr.  REED  of  New  York.  Mr. 
Chairman,  I  yield  10  minutes  to  the 
gentlewoman  from  New  York  [Mrs. 
St.  George]. 

Mrs.  ST.  GEORGE.  Mr.  Chairman, 
I  have  listened  with  interest  and  with 
a  great  deal  of  concentration  to  the  dis¬ 
cussion  on  the  bill  now  before  the  House. 
After  listening  to  the  protagonists  of  the 
legislation,  may  I  say  that  I  am  more 
than  ever  convinced  that  I  will  vote 
against  it.  It  is  very  evident  that  most 
Members  on  both  sides  of  the  aisle  con¬ 
sider  this  a  poor  bill.  It  has  a  great 
many  things  in  it  that  are  hypocritical 
and  absurd:  among  others,  the  taxing  of 
gambling  when  gambling  is  illegal  in  the 
United  States.  To  me  this  is  an  utter 
farce  and  absolutely  ridiculous.  To  say 
that  you  are  going  to  license  a  gambler 
but  that  his  business  is  illegal  certainly, 
to  me,  is  not  a  very  logical  or  equitable 
form  of  taxation.  In  addition  to  that, 
this  bill,  of  course,  is  introduced  under 
the  guise  that  it  is  necessary  for  national 
defense. 

We  have  just  heard  it  said  that  a  good 
many  things  that  have  been  stated  today 
and  yesterday  have  been  said  before — ■ 
yea,  even  50  years  ago — but  I  submit,  Mr. 
Chairman,  it  is  the  fashion  now,  whether 
we  want  to  give  pea  shooters  to  the  Hot¬ 
tentots  or  to  raise  money  for  skimmed 
milk  for  South  Africa,  to  say  it  has  got 
to  be  done  for  national  defense,  and 
then  trust  that  there  is  no  answer  to 
that. 

Let  us  look  at  some  of  the  figures. 
This  bill  will  raise  by  taxation  $7,199,- 
000,000.  The  President’s  budget  asks  for 
national  defense,  including  aid  to  Eu¬ 
rope  and  the  defense  of  Western  Europe, 
$60,600,000,000;  so  that  certainly  $7,199,- 
000,000  will  be  a  flea  bite  as  far  as 
national  defense  is  concerned. 

Last  week  I  inserted  in  the  Record 
some  figures  by  Professor  Moley,  who  is 


one  of  the  original  architects  of  the  New 
Deal,  and  who,  therefore,  I  do  not  think 
can  be  considered  as  biased  or  as  a  reac¬ 
tionary  Republican. 

As  I  am  sure  this  has  not  been  read 
by  many  of  the  membership,  I  would  like 
at  this  time  to  read  some  of  these  figures 
again.  Professor  Moley  takes  exception 
to  the  fact  that  the  President  frequently 
has  made  predictions  that  were  not  only 
a  little  short  of  the  mark  but  very  far 
short  of  the  mark.  He  says: 

The  President  predicted  an  income  for 
fiscal  1951  of  $44,100,000,000.  The  prospect 
now  is  that  there  will  be  about  $51,000,000,- 
000.  A  deficit  of  $3,100,000,000  will  not  ap¬ 
pear.  Instead,  there  will  probably  be  a  sur¬ 
plus  of  about  $4,000,000,00.  The  President’s 
figure  is  a  $7,000,000,000  error. 

That,  I  submit,  is  quite  a  large  error. 

There  is  an  almost  certain  assurance  of  a 
continued  rise  in  the  Nation’s  gross  national 
product  in  1952.  This  will  produce  billions 
more  in  Federal  income  from  present  tax 
rates.  The  President  estimated  tax  receipts 
for  fiscal  1952  at  $55,100,000,000.  It  is  prob¬ 
able  that  tax  receipts  at  present  rates  will  be 
about  $8,000,000,000  higher  than  that. 

And  this  bill  proposes  to  raise  $7,189,- 

000,000. 

There  will  also  be  an  improvement  in  cash 
in  trust  funds  available  for  nonnegotiable 
bonds  (money  from  one  of  Uncle  Sam’s 
pockets  to  another)  of  $2,000,000,000.  Thus, 
if  no  additional  taxes  are  levied,  and  if  no 
great  increase  appears  in  expenditures,  we 
shall  come  close  to  a  balanced  budget  in 
fiscal  1952. 

These  are  Professor  Moley’s  figures 
and  words,  not  mine. 

Now,  to  go  on  with  the  problem  of  na¬ 
tional  defense.  He  says: 

All  of  this  assumes  no  cutting  of  expendi¬ 
tures  in  line  with  the  sound  suggestions  of 
Senators  Byrd,  Douglas,  and  others.  If  we 
want  to  balance  our  budget  with  a  com¬ 
fortable  surplus.  Congress  should  search  for 
more  economies  rather  than  more  taxes. 

And  here,  indeed,  is  the  crux  of  the 
problem.  If  we  go  on  giving  this  ad¬ 
ministration  more  money  so  that  they 
can  spend  more  extravagantly,  the  spiral 
will  go  on  forever.  We  have  got  to  econ¬ 
omize  first  and  tax  afterwards.  Again, 
Dr.  Moley  says: 

If  we  need  more  money  later  because  of 
greater  military  expenditures  here  and 
abroad,  there  will  be  time  later  this  year  or 
in  early  1952  to  levy  new  taxes. 

It  is  my  understanding  that  already 
the  Pentagon  is  working  on  its  supple¬ 
mentary  appropriations  for  the  next 
fiscal  year,  so  quite  obviously  these 
things  can  be  taken  care  of  when  they 
come.  Professor  Moley  says  further: 

President  Truman’s  past  record  is  there 
for  anyone  to  see.  Let  us  go  back  to  an¬ 
other  preelection  year,  1947.  In  January 
1947,  he  predicted  a  surplus  of  $202,000,000 
for  fiscal  1948.  In  August  he  changed  that 
estimate  to  a  surplus  of  $4,400,000,000.  The 
actual  surplus  for  fiscal  1948,  *  *  *  was 

$8,400,000,000.  Truman  has  had  plenty  to 
say  about  people  who  failed  to  predict  his 
election.  In  answer  to  this  I  wish  to  say 
that  in  1847  in  this  column  and  elsewhere  I 
wrote  that  his  tiny  surplus  for  fiscal  1948 
would  turn  out  to  be  a  surplus  of  between, 
seven  and  eight  billion  dollars.  I  also  sug¬ 
gested  that  in  underestimating  the  fiscal 
1948  Income  in  1947  he  was  preparing  a 
sweet  political  brew  for  1948. 
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And  maybe  this  sweet  brew  is  going 
to  be  prepared  here  on  the  floor  of  this 
House  for  1952. 

No,  it  is  the  same  old  slogan,  I  am 
afraid,  of  “Tax,  tax,  spend,  spend,  elect, 
and  elect.”  How  long  are  we  as  the 
people’s  representatives  going  to  stand 
by  and  let  this  continue?  I  believe  in¬ 
deed  that  we  are  responsible  for  this 
situation.  I  do  believe  that  we  Members 
of  Congress  are  responsible  for  the  ex¬ 
travagance  and  the  waste  in  our  Gov¬ 
ernment.  I  do  believe  that  we  could 
well  trim  down  a  lot  of  waste  and  ex¬ 
travagance,  even  on  that  sacred  cow, 
the  Defense  Department  of  the  United 
States. 

I  hope  that  here  this  afternoon  we  will 
take  a  stand  and  make  a  stand  and  go 
back  to  our  people  and  tell  them  that 
we  have  tried,  and  we  hope  succeeded, 
in  holding  the  line.  If  we  do  not  do  it 
now  we  are  going  down  that  road  to  so¬ 
cialism  from  which  it  is  hard  to  return. 
It  is  the  fashion  now  to  decry  this,  to 
speak  of  the  great  gains  in  corporation 
incomes,  but  it  will  not  take  long  to  pull 
that  string:  and  with  unwise  taxation, 
as  this  most  surely  is,  we  may  very  well 
accomplish  the  ruin  of  this  country  as 
Lenin  exnected  it  to  be  accomplished 
and  as  Stalin  intends  that  it  shall  be 
accomplished,  namely,  by  ruining  the 
fiscal  policy  and  the  free-enterprise  sys¬ 
tem  of  these  United  States. 

Mr.  Chairman,  I  sincerely  and  ear¬ 
nestly  hone  that  this  bill  will  be  defeated 
and  will  he  sent  back  to  the  committee. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  5  minutes  to  the  gentleman  from 
Oklahoma,  [Mr.  Morris]. 

(Mr.  MORRIS  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  MORRIS.  Mr.  Chairman,  I 
should  like  to  present  some  figures  for 
your  consideration  and  for  the  Record, 
and  to  ask  a  few  questions. 

According  to  the  budget  figures,  ap¬ 
proximately  83  percent  of  this  proposed 
budget  of  $71,600,000,000  is  for  either 
past  wars  or  the  present  war  or  national 
defense.  Only  17  percent  of  the  budget 
is  for  everything  else.  To  put  it  in  dol¬ 
lars  and  cents,  $59,700,000,000  of  the 
budget  is  for  past  and  present  wars,  and 
our  national  defense,  and  $11,900,000,000 
is  for  all  other  purposes.  For  the  Gen¬ 
eral  Government  item  alone  it  is  $1,400,- 
000,000.  The  point  I  make  is  this:  If 
we  are  to  carry  on  with  our  defense,  the 
defense  of  our  Nation,  and  no  one  cer¬ 
tainly  will  object  to  that,  for  we  are  all 
for  national  defense,  then  how  are  we 
going  to  reduce  the  budget  to  any  appre¬ 
ciable  degree? 

The  budget  estimate  of  receipts  for 
the  fiscal  year  1952  is  $55,100,000,000. 
The  budget  for  1952  is  $71,600,000,000. 
It  seems  to  me  it  is  imperative  that  we 
pass  this  tax  bill  or  some  tax  bill,  unless 
we  are  to  engage  in  deficit  financing. 
Of  course  it  is  an  unpleasant  thing  for 
us,  always,  to  vote  for  taxes.  But  if  we 
are  going  to  bring  in  all  these  authoriza¬ 
tion  bills,  and  the  appropriation  bills, 
and  if  they  are  going  to  become  the  law 
of  our  land,  then  there  is  no  other  way 
for  us  to  balance  the  budget,  that  I  can 
see,  except  to  raise  taxes.  The  great  and 
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beloved  chairman  of  the  Committee  on 
Ways  and  Means  has  told  us,  as  well  as 
other  members  of  the  committee,  both 
on  the  right  and  the  left,  that  so  far  as 
they  can  ascertain,  if  the  bill  is  recom¬ 
mitted,  they  will  not  be  able  to  bring  in 
any  better  bill.  So  I  think  it  would  be 
foolish  for  us  to  recommit  the  bill  and 
I  think,  to  some  extent,  it  might  be  dis¬ 
astrous  for  us  to  do  so. 

If  you  will  excuse  a  personal  refer¬ 
ence,  I  might  say  that  I  am  personally 
in  a  better  position  to  vote  against  this 
bill — although  I  am  going  to  vote  for  it 
and  against  a  motion  to  recommit — than 
some  other  Members  of  the  House  may 
be  because,  personally,  I  have  voted 
against  and  have  opposed  most  of  the 
billions  of  dollars  that  have  gone  to 
foreign  governments. 

So  I  could  say,  and  excuse  my  con¬ 
science,  halfway,  at  least,  “I  did  not  vote 
for  those  billions  and,  therefore,  I  am 
not  going  to  vote  to  raise  the  taxes  to 
pay  them.” 

But  that  is  beside  the  point  at  this 
time.  My  theory  did  not  prevail  and 
the  authorization  bills  passed  anyway, 
notwithstanding  my  opposition,  and  they 
were  followed  by  the  appropriation  bills. 
Since  Congress  passed  them,  then  there 
Is  no  other  way  for  us  to  perform  our 
duty,  as  I  see  it,  except  to  support  this 
tax  bill.  Yes;  I  could  have  an  out  my¬ 
self  by  saying,  as  I  suggested,  that  I  was 
not  responsible  for  this.  But,  as  a  re¬ 
sponsible  Member  of  the  Congress,  I 
realize  that  the  Congress  has  worked  its 
will  in  the  matter  on  these  authoriza¬ 
tions  and  appropriation  bills,  and,  there¬ 
fore,  there  is  nothing  for  us  to  do,  as  I 
see  it,  except  to  raise  taxes,  to  some 
appreciable  degree,  to  take  care  of  these 
enormous  expenses. 

Some  of  the  Members  have  indicated — 
and  I  want  to  emphasize  this — that  the 
thing  to  do  is  to  reduce  expenditures. 
Of  course,  all  of  us  agree  that  we  are 
against  waste  and  all  of  us  agree  that 
we  will  vote  to  reduce  expenditures  that 
we  think  are  not  necessary.  But  some 
have  suggested  that  we  reduce  the 
budget  $10,000,000,000.  Some  have  sug¬ 
gested  that  we  reduce  it  $5,000,000,000. 
I  want  to  repeat  that  all  phases  of  the 
budget — everything  outside  of  defense 
and  wars — amounts  to  only  $11,900,000,- 
000,  and  if  you  should  reduce  it  $5,000,- 
000,000,  you  would  reduce  it  almost  50 
percent  and  you  would  practically  de¬ 
stroy  the  Government. 

Of  course,  if  someone  can  step  for¬ 
ward  and  show  where  there  are  billions 
of  dollars  for  our  national  defense  that 
are  not  needed,  then  we  might  be  able 
to  get  somewhere.  Both  you  and  I  and 
all  the  rest  of  us  are  going  to  vote  every 
dime  that  is  necessary  for  us  to  defend 
ourselves.  If  there  is  any  question  in  our 
minds,  we  are  going  to  resolve  it  in  favor 
of  the  defense  of  our  grand  country,  our 
way  of  life,  our  Constitution,  our  laws, 
and  our  Americanism.  So  unless  some¬ 
body  can  come  forward  and  present  some 
figures  that  will  show  there  is  enormous 
waste  and  unnecessary  appropriations 
for  our  defense,  there  just  Is  not  any 
feasible  way,  that  I  can  see,  where  we 
can  reduce  this  budget  very  much,  per¬ 
centagewise. 


Certainly,  since  the  budget  calls  for 
seventy-one  and  six-tenths  billion,  and 
since  the  estimated  receipts  will  be  fifty- 
five  billion,  it  is  quite  a  long  way  between 
those  two  points,  fifty-five  and  seventy- 
one  and  six-tenths  billion. 

I  think  the  great  chairman  of  this 
great  Committee  on  Ways  and  Means, 
and  the  members  of  it,  are  to  be  com¬ 
plimented  for  this  bill  that  they  have 
labored  with  and  worked  on,  lo,  these 
many  weeks  and  months.  Let  us  give 
them  our  approval  of  this  bill. 

There  are  a  number  of  items  in  the 
bill,  of  course,  that  I  wish  were  not  there. 
I  have  listened  carefully  to  this  debate. 
I  have  studied  the  report  and  the  bill 
as  best  I  could  in  the  time  I  have  had. 
I  know  the  bill  is  not  a  perfect  bill,  but 
if  we  recommit  this  bill,  and  if  it  remains 
recommitted  from  now  until  doomsday, 
there  will  never  be  a  perfect  tax  bill 
brought  in.  It  just  cannot  happen.  If 
you  recommit  it,  you  will  destroy  the 
labor  of  this  great  committee  which  it 
has  performed  in  a  herculean  manner, 
and  you  will,  in  my  judgment,  retard  the 
progress  of  our  great  Nation. 

I  ask  you  to  consider  the  figures  that 
I  have  presented  to  you. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Oklahoma  [Mr.  Mor¬ 
ris!  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Montana  [Mr. 
D ’Ewart!. 

(Mr.  D’EWART  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

TAXES  TAKE  THE  HIGH  ROAD 

Mr.  D’EWART.  -Mr.  Chairman,  the 
House,  after  6  months  Of  study,  has  com¬ 
pleted  action  on  the  new  tax  bill. 

The  bill  includes  increases  in  individ¬ 
ual  and  corporate  income  taxes  as  well 
as  in  manufacturers  and  retail  excise 
taxes,  the  total  of  which,  it  is  estimated, 
will  yield  the  Government  an  additional 
$7,200,000,000  a  year,  beginning  in  1952. 

The  largest  source  of  new  revenue  will 
be  individual  income  taxes,  on  which  a 
12 14 -percent  increase  is  expected  to 
yield  $2,847,000,000. 

Secondly,  a  5-percent  increase  on  cor¬ 
poration  income  tax  and  a  12  % -percent 
increase  on  capital  gains  is  expected  to 
yield  $2,817,000,000.  For  corporations 
with  an  income  of  less  than  $25,000,  this 
means  a  rate  of  30  pei’cent.  For  those 
above  $25,000  the  new  rate  is  52  percent. 
The  House  bill  makes  this  tax  effective 
as  of  January  1, 1951,  one  of  the  few  ret¬ 
roactive  features  in  the  bill.  This  is  the 
highest  corporation  tax  in  the  history  of 
our  country.  It  is  an  inflationary  tax, 
adding  to  the  cost  of  the  products  of  in¬ 
dustry. 

The  third  general  category  is  excise 
taxes,  where  a  net  increase  of  $1,252,- 
000,000  is  made. 

The  House  refused  to  reduce  the  de¬ 
pletion  allowance  on  oil  operations,  and 
it  voted  to  extend  capital-gians  treat¬ 
ment  to  livestock,  two  decisions  that  will 
affect  Montana  people. 

YOU  TAKE  THE  LOW 

In  a  general  discussion  several  weeks 
ago,  I  referred  to  the  fact  that  billions 


of  dollars  do  not  have  much  meaning  to 
most  of  us  unless  they  are  broken  down 
to  show  how  much  each  of  us  must  pay. 

At  that  time  I  pointed  out  that  Mon¬ 
tana  people  are  contributing  an  esti¬ 
mated  $166,000,000  in  all  kinds  of  Federal 
taxes  this  year.  Incidentally,  that  is 
about  four  times  as  much  as  our  State 
government  costs  us.  But  with  the  new 
proposed  taxes  in  operation,  in  1952, 
Montana’s  contribution  to  the  Federal 
Government  will  rise  to  about  $220,000,- 
000.  On  a  per  capita  basis,  this  means 
that  each  Montana  family  of  four  will 
have  a  Federal  tax  bill  of  $1,300,  an  in¬ 
crease  of  some  $400  above  the  present 
level.  Let  me  examine  some  of  the  pro¬ 
visions  that  go  to  make  up  that  total. 

First,  of  course,  is  the  individual  in¬ 
come  tax.  You  can  figure  out  your  own 
probable  tax  bill  for  this  year  and  next. 
Since  the  new  law  as  approved  by  the 
House  would  be  effective  September  1, 
the  new  rate  would  be  effective  for  only 
one-third  of  this  year’s  income.  This 
you  can  compute  this  year’s  tax  by  add¬ 
ing  4  percent  to  the  1950  tax.  For  1952, 
add  the  full  12%  percent.  For  example, 
a  married  man  without  children,  earn¬ 
ing  $5500,  paid  $760  in  taxes  in  1950. 
This  year,  under  the  House  bill,  his  tax 
will  be  $30  more,  and  next  year  $95 
more — or  a  total  of  $855  for  1952. 

The  5  percent  increase  in  corporation 
taxes — and  the  12%  percent  rate  on  cap¬ 
ital  gains — are  simply  added  costs  of  do¬ 
ing  business.  They  will  be  passed  on  to 
the  consumer — adding  to  each  person’s 
individual  share  of  Federal  taxes. 

The  new  excise  taxes  will  take  another 
cut  of  your  income.  To  illustrate — a  new 
dishwasher  or  electric  razor  will  cost  you 
10  percent  more  than  it  does  now.  A 
$1500  automobile  will  carry  a  tax  of  $150 
or  $45  more  than  the  present  amount. 
And  if  you  use  10  gallons  of  gas  a  week 
to  drive  your  car,  the  Federal  Govern¬ 
ment  will  take  an  additional  $26  per  yea* 
above  the  present  levy. 

The  expected  yield  of  some  of  these 
increases  in  excise  taxes  include:  $177,- 
000,000  on  cigarettes;  $168,000,000  on 
distilled  spirits;  $210,000  on  gasoline; 
$196,000,000  on  automobiles,  and  $400,- 
000,000  on  gambling. 

The  bill  also  includes  some  items  in 
which  there  are  tax  reductions — but  in 
the  main  it  is  a  large  increase  in  the 
high  cost  of  government  and,  therefore, 
in  the  high  cost  of  living  of  every  Amer¬ 
ican. 

This  is  the  price  we  are  paying  for  20 
years  of  self-indulgence  in  national  af¬ 
fairs — and  for  the  blunders  that  have 
brought  us  into  a  new  war — the  second  in 
10  short  years. 

You  have  the  Congress  to  thank  that 
the  bill  is  not  greater  than  it  is.  Presi¬ 
dent  Truman — you  will  recall — asked  for 
$10,000,000,000 — 40  percent  more  than 
the  House  authorized  in  this  bill. 

The  House  thought  it  possible  to  get 
along  with  the  lesser  amount  because  it 
is  working  toward  a  corresponding  re¬ 
duction  in  the  amount  the  Government 
•will  spend — an  item  the  President  failed 
even  to  mention  in  his  recent  speech  to 
the  Nation — but  one  that  I  believe  is  of 
paramount  importance. 
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OBJECTIONS  TO  THE  BILL 

In  spite  of  the  need  for  increased  Gov¬ 
ernment  revenue,  at  the  present  rate  of 
spending,  I  will  vote  to  send  this  bill 
back  to  the  tax  committee  for  further 
consideration.  I  will  do  this,  first,  be¬ 
cause  75  percent  of  the  tax  increase 
will  fall  on  those  with  incomes  under 
$5,000  a  year;  second,  because  it  is  con¬ 
fiscatory  in  the  top  brackets,  in  that  the 
rate  is  94*4  percent,  which  added  to 
State  income  taxes,  would  leave  little  or 
no  income  in  at  least  15  States;  third, 
the  budget  is  now  approximately  in  bal¬ 
ance  because  of  the  tax  increases  made 
last  year;  fourth,  the  bill  is  inflationary 
and  puts  a  penalty  on  thrift;  fifth,  I 
have  serious  doubts  that  our  economy 
can  stand  a  $17,000,000,000  increase  in 
taxes  in  1  year — particularly  when  it 
means  that  31  percent  of  our  national 
income  will  be  drained  off  to  support 
Government;  sixth,  I  believe  the  econ¬ 
omies  recommended  by  the  Hoover  Com¬ 
mission  and  the  cuts  in  spending  recom¬ 
mended  by  Senator  Byrd  should  be  put 
into  effect  before  taxes  are  raised.  If 
these  things  were  done,  no  such  increase 
as  is  contained  in  this  bill  would  be  nec¬ 
essary  to  balance  the  present  1952  bud¬ 
get;  seventh,  the  bill  is  full  of  inequities 
such  as  the  fact  that  under  its  provision 
a  corporation  in  the  higher  brackets 
could  increase  its  own  spending  with  82 
percent  of  the  additional  coming  out  of 
Its  Federal  tax  liability  and  only  18  per¬ 
cent  from  the  company. 

If,  in  the  next  fiscal  year,  our  budget 
does  get  out  of  balance  due  to  national 
Security  expenses,  the  Congress  can  then 
reexamine  the  situation  and  take  such 
action  at  that  time  as  the  new  conditions 
warrant. 

Inflation,  as  I  have  said  many  times, 
Is  the  result  very  largely  of  wasteful  and 
Unnecessary  expenditures  by  the  Federal 
Government  over  the  past  20  years. 
Many  of  these  expenditures  may  have 
been  desirable,  but  we  did  not  pay  for 
them  out  of  current  income. 

It  is  true  that  increased  taxation  is 
one  of  the  tools  that  can  be  used  against 
Inflation.  But  we  are  not  going  to  win 
the  fight  against  inflation  until  we  stop 
the  practices  that  brought  it  upon  us. 
We  should  exhaust  the  possibilities  of 
cutting  Federal  spending  before  provid¬ 
ing  additional  revenue.  This  we  have 
not  done  as  yet. 

As  10  Republican  members  of  the  Tax 
Committee  said  in  a  minority  report : 

The  new  $7,200,000,000  tax  bill  is  unbal¬ 
anced  and  lopsided  and  is  economically  un¬ 
wise  in  its  major  revenue-raising  provisions. 

They  also  said: 

The  Truman  administration  is  under  the 
false  illusion  that  pay-as-we-go  means  only 
a  one-way  street  of  ever-increasing  expendi¬ 
tures  paved, with  higher  taxes. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  de¬ 
sire  to  the  gentleman  from  Connecticut 
[Mr.  Patterson]. 

(Mr.  PATTERSON  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks.) 

Mr.  PATTERSON.  Mr.  Chairman,  the 
tax  bill  we  are  being  asked  to  consider 
is  an  economic  monstrosity.  It  im¬ 


poses  an  unjust  burden  on  the  people 
least  able  to  assume  the  burden.  The 
tax  boost  was  of  doubtful  conception  and 
is  being  illegitimately  fostered  upon  the 
American  taxpayer. 

*  The  whole  process  of  increasing  taxes 
at  this  point  is  a  case  of  putting  the  cart 
before  the  horse.  Although  the  House 
has  adopted  some  appropriation  meas¬ 
ures,  we  are  by  no  means  close  to  an 
estimated  budget  for  fiscal  1952,  The 
Senate  has  not  as  yet  shown  any  sub¬ 
stantial  progress  in  this  regard.  Yet 
without  knowing  what  amounts  are  to 
be  spent,  we  are  asked  to  levy  even 
greater  taxes  upon  the  people. 

I  have  told  the  citizens  of  my  dis¬ 
trict  for  many  months  that  I  would 
refuse  to  consider  additional  tax-reve¬ 
nue  measures  until  some  disposition  had 
been  demonstrated  by  the  President  and 
his  subordinates  in  the  executive  branch 
toward  economy.  In  lieu  of  any  such 
attitude,  Congress  was  dared  by  the 
President  to  cut  his  estimated  budget. 
We  have  made  strides  toward  just  that 
objective.  Some  cuts  have  been  made, 
and  I  trust  that  the  same  spirit  will  be 
in  evidence  in  considering  the  remaining 
appropriation  bills. 

No  effort  has  been  made  to  inform 
the  public  as  to  the  very  substantial  re¬ 
ductions  in  take-home  pay  alone  under 
this  bill.  With  a  multitude  of  manu¬ 
facturers’  and  consumers’  excise  taxes 
included,  passage  of  this  bill  would  lower 
the  standard  of  living  of  the  lowest  in¬ 
come  groups. 

In  income-tax  increases  alone  the 
average  increase  on  wages  between 
$1,000  and  $5,000  would  amount  to  $30 
per  person  per  year.  This  will  natu¬ 
rally  vary  with  7 the  amount  earned. 
Those  approaching  an  income  of  $5,000 
will  pay  vastly  more  than  the  $30 
amount.  Let  us  not  forget  that  this  is 
merely  an  addition  to  the  extremely  high 
withholding  tax  now  imposed.  About 
80  percent  of  my  constituents  are  in 
this  earnings  class,  and  they  cannot  bear 
this  additional  burden  without  lowering 
their  living  standards. 

If  the  revenue  under  this  bill  were 
to  be  used  exclusively  for  the  security 
of  our  Nation  not  one  citizen  would 
protest.  If  this  were  the  only  way  in 
which  our  Nation  could  attain  a  bal¬ 
anced  budget  and  a  pay-as-you-go  sys¬ 
tem,  not  one  citizen  would  protest.  In¬ 
stead,  we  observe  daily  the  wasteful  ex¬ 
penditure  of  money  by  the  administra¬ 
tive  agencies  of  Government.  We  ob¬ 
serve  the  reluctance  to  reduce  personnel. 
We  observe  the  continued  inefficiency 
and  the  continued  sponsorship  of  pet 
nonessential  projects. 

My  constituents  demand  that  such 
practices  be  stopped.  They  demand 
economy  and  efficiency  in  Federal  Gov¬ 
ernment  before  taxes  are  raised.  I  sub¬ 
scribe  to  their  demands,  and  refuse  to 
support  this  “tax  upon  tax”  bill. 

Mr.  REED  of  New  York.  Mr,  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Pennsylvania 
[Mr.  Van  Zandt]. 

(Mr.  VAN  ZANDT  asked  and  was  given 
permission  to  revise  and  extend  his  re-- 
marks.) 
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Mr.  VAN  ZANDT.  Mr.  Chairman,  in 
the  few  minutes  allotted  to  me  I  would 
like  to  present  my  views  on  the  Revenue 
Act  of  1951,  which  is  now  being  consid¬ 
ered  and  which  is  without  doubt  one  of 
the  most  important  legislative  matters  to 
come  before  this  Congress.  It  is  import¬ 
ant  because  it  affects  the  daily  life  of 
every  American  citizen. 

When  discussing  this  legislation,  I 
want  it  understood  that  I  have  always 
voted  for  every  dollar  necessary  for  our 
national  defense.  I  have,  however,  al¬ 
ways  opposed  wasteful  expenditures  of 
Federal  funds  which  increases  the  cost  of 
government  and  makes  high  taxes 
necessary. 

The  bill  we  are  now  considering  will 
produce  in  a  full  year  of  operation  $7,- 
233,000,000  in  tax  revenue,  which,  added 
to  the  two  tax  increases  already  granted 
by  Congress  since  the  beginning  of  the 
Korean  War,  June  25,  1950,  brings  the 
overall  total  of  new  taxes  within  the 
past  year  to  $17,000,000,000. 

When  this  legislation  is  enacted  the 
total  amount  of  taxes  to  be  paid  by  the 
American  people  during  the  fiscal  year 
1952  will  amount  to  $66,329,000,000 — the 
greatest  tax  load  ever  assumed  by  the 
American  people. 

The  $7,233,000,000  in  taxes  to  be  raised 
by  this  bill  will  come  from  the  following 
sources: 

(a)  First.  Individual  income  taxes  will 
be  increased  12  y2  percent,  or  one-eighth 
of  an  individual’s  present  income  tax. 

Second.  The  withholding  tax  on  all 
wage  earners  will  be  increased  from  18 
percent  to  20  pei’cent. 

Third.  In  case  of  persons  in  the  higher 
salary  brackets,  the  maximum  tax  is  90 
percent. 

(b)  Regular  tax  on  corporations  will 
be  increased  from  38  to  52  percent,  retro¬ 
active  to  January  1,  1951. 

(c)  Makes  the  82  percent  combined 
excess  profits  tax  applicable  to  25  per¬ 
cent  of  normal  profits  on  all  corpora¬ 
tions,  with  the  tax  being  retroactive  to 
January  1,  1951. 

(d)  Raises  the  limit  on  the  overall  tax 
on  corporations  to  70  percent. 

(e)  Increases  the  excise  or  so-called 
luxury  tax  on  certain  items,  including 
gasoline,  automobiles,  electrical  appli¬ 
ances,  cigarettes,  sporting  goods,  foun¬ 
tain  pens,  and  so  forth. 

(f)  Establishes  several  new  taxes,  in¬ 
cluding  a  20-percent  withholding  tax  at 
the  source  on  all  dividends  derived  from 
investments. 

The  request  by  the  President  to  Con¬ 
gress  for  sufficient  moneys  to  operate  the 
Government  for  the  fiscal  year  1952 
amounted  to  $71,600,000,000,  and  by  sub¬ 
tracting  the  total  taxes  to  be  paid  by  the 
American  people  during  that  period, 
which  amounts  to  $66,329,000,000,  one 
can  readily  see  a  possible  deficit  for  the 
fiscal  year  1952  of  $5,271,000,000. 

Unless  the  cost  of  government  is  dras¬ 
tically  reduced  for  the  fiscal  year  1952, 
the  President  will  have  to  do  one  of  two 
things.  He  will  either  have  to  ask  Con¬ 
gress  for  more  taxes,  or  he  will  have  to 
add  the  deficit  to  our  already  huge  na¬ 
tional  debt,  now  in  the  neighborhood  of 
$260,000,000,000. 


CONGRESSIONAL  RECORD— HOUSE 


June  22 


7120 

In  speaking  about  the  national  debt, 
it  is  interesting  to  note  that  it  is  six  times 
larger  than  it  was  in  1939.  Based  on  our 
population  of  154,000,000  people,  each 
person’s  share  is  approximately  $1,665. 

It  is  unfortunate  that  the  American 
people  are  being  led  to  beieve  that  the 
national  debt  is  of  no  concern  and  that 
we  merely  owe  it  to  ourselves.  Nothing 
could  be  further  from  the  truth. 

Every  American  who  has  saved  a  dol¬ 
lar,  or  who  has  purchased  life  insur¬ 
ance  or  other  forms  of  investments,  or 
who  owns  a  small  savings  account  or  a 
piece  of  real  estate  is  seriously  affected 
by  our  swollen  national  debt.  Every 
time  we  add  a  dollar  to  the  national  debt, 
we  encourage  inflation  which  decreases 
the  value  of  the  dollar  and  thereby 
places  our  national  economy  in  jeopardy. 

As  an  example,  the  purchasing  value  of 
the  American  dollar  in  1945  was  94 ^ 
cents  and  since  that  date,  because  of  in¬ 
flationary  causes,  it  has  steadily  de¬ 
creased  in  value  until  today  it  is  about  54 
cents.  Some  economists  claim  that  in 
certain  fields  of  business  the  value  of  the 
dollar  has  decreased  to  38  cents. 

As  the  value  of  the  dollar  declines, 
more  and  more  dollars  are  needed  by 
everyone  to  buy  the  same  amount  of 
goods.  When  such  a  condition  exists  for 
any  length  of  time,  the  whole  economy 
is  in  danger  of  total  collapse. 

As  I  have  said  before,  every  American 
who  has  a  bank  account,  a  share  of  stock, 
a  piece  of  real  estate,  or  an  investment 
of  any  kind,  stands  to  lose  as  the  value 
of  the  dollar  shrinks. 

If  our  country  should  ever  face  an 
economic  collapse,  we  will  awaken  some 
morning  to  find  that  the  dollar  in  our 
pocket  is  virtually  worthless. 

In  addition  to  the  national  debt  of 
some  $260,000,000,000,  which  vitally 
affects  all  of  us,  the  question  of  increas¬ 
ing  taxes  definitely  threatens  the  eco¬ 
nomic  structure  of  our  Nation.  This  bill, 
which  we  are  considering  here  today, 
taxes  industry  and  commerce  to  a  point 
where  it  virtually  amounts  to  confisca¬ 
tion  of  private  property. 

On  the  other  hand,  these  high  taxes 
increase  the  cost  of  living  to  the  individ¬ 
ual  taxpayer.  Incidentally,  during  the 
past  year  the  cost  of  living  has  increased 
from  170.2  percent  over  1939  to  185  per¬ 
cent — an  increase  of  about  15  percent. 

Mind  you,  the  individual  taxpayer  who 
has  had  his  cost  of  living  increased  15 
percent  the  past  year  is  paid  in  wages 
with  a  dollar  that  has  decreased  in  the 
last  12  months  to  54  cents. 

Therefore,  when  we  talk  of  increasing 
taxes  on  industry  and  commerce,  we  ac¬ 
tually  increase  the  cost  of  living  to  the 
individual  taxpayer  while  paying  him  in 
wages  with  a  dollar  that  is  worth  little 
more  than  half  its  face  value. 

At  the  same  time,  through  this  bill, 
we  are  increasing  the  individual’s  per¬ 
sonal  income  taxes  to  his  Government 
by  one-eighth  of  the  amount  he  is  now 
paying. 

In  other  words,  out  of  every  dollar  the 
average  American  earns  today,  35  cents 
is  paid  in  taxes  to  the  Federal,  State, 
county,  and  local  governments,  This  is 
the  highest  tax  level  in  the  history  of 
our  country  and  warrants  serious  con¬ 


sideration  in  the  opinion  of  trained  econ¬ 
omists. 

I  have  heard  it  said  many  times  on 
this  floor  by  experienced  legislators  that 
when  we  reach  the  day  that  you  extract 
from  the  pockets  of  American  taxpayers 
an  amount  over  one-fourth  of  his  earn¬ 
ings,  you  are  courting  national  bank¬ 
ruptcy. 

It  may  be  well  for  us  to  take  a  lesson 
from  the  experience  of  France  and  Eng¬ 
land,  who  have  suffered  from  one  eco¬ 
nomic  crisis  after  another. 

Looking  at  France  we  find  that  be¬ 
tween  World  War  I  and  World  War  II, 
French  public  expeditures  rose  to  a  point 
where  34  percent  of  the  French  tax¬ 
payer’s  income  was  taken  by  his  Gov¬ 
ernment.  As  a  result,  the  franc  was  de¬ 
valued  to  a  point  where  the  economy  of 
the  country  was  destroyed.  Today 
France  is  vainly  trying  to  recover  its 
economic  balance. 

In  the  case  of  England,  at  the  begin¬ 
ning  of  World  War  II  the  Government 
was  taking  26  cents  out  of  every  dollar 
earned  by  the  wage  earner  for  tax  pur¬ 
poses.  In  1945  it  rose  to  42  cents  and  in 
1947  it  continued  its  flight  until  it 
reached  the  high  figure  in  1949  of  44 
cents. 

Today  Great  Britain  has  the  highest 
tax  rate  of  any  nation  in  the  world,  and 
we  all  know  that  the  economy  of  the 
British  Government  would  have  com¬ 
pletely  collapsed,  were  it  not  for  the 
financial  aid  extended  by  the  United 
States. 

While  considering  the  economic  plight 
of  France  and  England,  we  are  reminded 
that  during  World  War  II  Federal  taxes 
alone  in  this  country  took  29  cents  out 
of  every  dollar  earneCjDy  American  citi¬ 
zens.  Between  1946;  pand  1948,  these 
taxes  decreased  to  23  cents  out  of  every 
dollar  earned. 

Today,  however,  as  I  have  already 
mentioned,  in  addition  to  tfie  Federal 
taxes,  the  average  American  is  paying 
over  35  cents  in  taxes  out  of  every  dollar 
earned. 

In  my  opinion,  we  have  passed  the 
danger  point  in  taxes  in  this  country  and 
unless  we  profit  from  the  fate  that  befell 
France  and  England,  we  face  the  pain 
and  torture  they  endured  in  going 
through  the  process  of  reestablishing  a 
sound  monetary  system. 

We  should  never  lose  sight  of  the  fact 
that  when  any  foreign  nation  finds 
itself  in  an  economic  tailspin.  Uncle  Sam 
is  always  ready  with  an  open  purse  to  aid 
in  bailing  them  out  of  their  financial 
difficulties.  Yet,  we  all  know  that  if  our 
economy  is  wrecked  there  will  be  no 
Santa  Claus  to  come  to  the  aid  of  Uncle 
Sam. 

Make  no  mistake,  we  are  in  the  dizzi¬ 
est  spending  and  taxing  period  in  the 
history  of  our  country  and  it  is  for  that 
reason  that  we  must  stop,  look,  and 
listen,  if  we  are  to  maintain  any  sem¬ 
blance  of  a  sound  and  solvent  Govern¬ 
ment. 

We  must  reduce  nonessential  govern¬ 
mental  expenditures  to  an  absolute  min¬ 
imum. 

The  $1,240,000,000  that  we  Members 
of  the  House  of  Representatives  have 
cut  from  the  President’s  huge  budget  of 


$71,600,000,000  represents  a  reduction  in 
appropriations  for  seven  Federal  agen¬ 
cies.  While  this  reduction  is  only  a  drop 
in  the  bucket,  it  is  evidence  of  the  fact 
that  savings  can  be  effected  if  there  is  a 
genuine  effort  made  to  achieve  such  a 
goal. 

We  must  scrutinize  closely  and  care¬ 
fully  the  foreign  aid  and  military  au¬ 
thorization  requests  still  to  be  considered 
by  the  House  and  which  total  almost 
$70,000,000,000. 

The  time  for  talking  about  economy  in 
Government  is  over. 

If  we  are  to  meet  the  challenge  of 
communism,  we  need  a  strong  and  sol¬ 
vent  nation,  and  therefore  economy  must 
be  practiced  and  not  merely  preached. 

After  all,  it  was  Lenin  who  said  that 
the  hope  of  communism  was  to  maneu¬ 
ver  this  Nation  into  a  position  where  it 
would  spend  itself  to  destruction. 

In  my  opinion,  at  the  rate  we  are  go¬ 
ing,  that  day  is  not  far  distant. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  7  minutes  to  the  distin¬ 
guished  gentleman  from  Illinois  [Mr. 
Jonas]. 

Mr.  JONAS.  Mr.  Chairman,  I  wish  it 
were  possible  to  say  that  this  distin¬ 
guished  committee  that  has  been  work¬ 
ing  on  the  laborious  task  of  preparing 
this  involved  and  very  important  bill 
could  have  prepared  a  measure  that 
would  have  satisfied  every  segment  of 
our  society  throughout  the  country.  I 
am  convinced  it  cannot  be  done.  I  am 
further  convinced  that  if  they  did  per¬ 
form  such  an  outstanding  task  it  would 
be  registered  as  the  most  outstanding 
achievement  of  this  twentieth  century. 

In  the  few  minutes  that  have  been 
allotted  to  me  I  want  to  point  out  that  I 
have  objection  to  two  particular  phases 
of  this  bill.  I  consider  a  third  segment 
of  this  bill  as  obnoxious. 

I  am  not  in  favor  of  this  occupational 
tax;  the  $50  tax  to  start  with,  but  I  will 
get  to  that  in  a  moment. 

I  am  opposed  to  the  20  percent  with¬ 
holding  tax  on  interest  and  on  dividends. 
I  am  opposed  to  it  because  the  Federal 
Government  is  again  guilty  of  what  it 
has  been  guilty  of  for  so  many  years 
past.  They  have  extended  their  powers 
way  beyond  that  which  is  justified,  and 
in  this  respect  the  Federal  Government 
is  guilty  of  encroaching  upon  the  rights 
of  the  people  in  trying  to  collect  taxes. 
They  confess  that  they  do  not  have  the 
facilities  to  collect  all  the  taxes.  So  they 
are  again  branching  out  and  loading  this 
task  upon  private  enterprise.  The 
money  that  the  Government  will  collect 
in  comparison  to  the  hardship  that  they 
will  impose  upon  the  people  who  will  be 
victims  of  the  withholding  tax  on  divi¬ 
dends  and  interest  is  so  infinitesimal  that 
it  is  not  worth  it  in  comparison  to  the 
hardship  they  perpetrate  upon  these 
people. 

Secondly,  there  is  another  feature  of 
the  bill  which  is  objectionable,  it  is  that 
section  exempting  a  private  residence 
from  paying  a  capital  gains  tax  when  it 
is  sold.  Standing  alone  I  would  be  for 
such  exemption.  But  as  the  tax  is 
planned  to  be  imposed  it  is  not  only  infla¬ 
tionary  but  it  is  class  legislation,  it  picks 
out  residential  property  only.  What 
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about  the  farmer  who  may  be  so  unfor¬ 
tunate  as  to  have  a  house  on  a  piece  of 
property  larger  than  50  by  100  feet? 

Third,  I  call  your  attention  to  this — 
it  is  very  enlightening — the  license  fea¬ 
ture  in  this  bill  which  has  to  do  with 
wagering,  the  wagering  tax.  It  begins 
by  stating  that  each  person  required  to 
pay  a  special  tax  under  this  subchapter 
shall  register  with  the  collector  of  the 
district,  his  name,  and  place  of  resi¬ 
dence.  I  come  from  the  great  city  of 
Chicago,  with  more  than  4,000,000  people 
in  the  city  proper  and  another  two  mil¬ 
lion  in  its  environs.  We  have  180  fixed 
racing  days  in  that  area.  After  serving 
in  cur  city  courts  for  about  14  years  I 
have  had  considerable  experience  in 
knowing  what  it  means  to  operate  a 
bookie  and  to  keep  track  of  what  can  be 
done  about  them. 

If  this  legislation  can  reach  out  and 
stamp  out  gambling  and  vice  in  my  good 
community  I  will  be  the  most  grateful 
person  who  ever  walked  the  floor  of  this 
House.  But  all  this  legislation  does  is 
to  throw  a  sop  to  the  people;  it  does  not 
stamp  out  anything;  it  is  specious  and 
fictitious. 

In  our  State  if  the  Federal  employees 
come  in  there  to  indirectly  give  counte¬ 
nance  to  permitting  gambling,  I  hope 
the  sheriff  of  my  city  will  take  them  by 
the  scruff  of  the  neck  and  show  them  the 
way  out  of  the  city.  I  am  not  in  favor 
of  gambling;  I  am  against  all  forms  of 
illegal  gambling,  including  the  para¬ 
phernalia  or  whatever  it  takes  to  carry 
it  on.  It  is  unthinkable  for  the  Federal 
Government  to  come  into  the  city  of 
Chicago  or  into  my  State  in  the  light  of 
the  fact  that  we  have  stringent  and 
Strong  antigambling  laws,  and  by  this 
proposed  legislation  to  circumvent  our 
laws.  I  am  opposed  to  the  Federal  Gov¬ 
ernment  coming  in  and  encouraging 
gambling  in  the  State  of  Illinois.  In 
the  late  thirties  the  Legislature  of  Illi¬ 
nois  attempted  to  do  exactly  what  you 
are  trying  to  do  here;  they  passed  a  law 
that  licensed  “bookies,”  which  is  the 
common  term  applied  to  these  people 
who  take  bets.  In  other  words  they 
said:  “You  pay  your  license  fee  and  then 
you  can  bet  all  you  want  to.”  Then  the 
Governor  of  the  State  consulted  the  at¬ 
torney  general  and  the  attorney  general 
did  not  go  into  any  long-winded  dis¬ 
sertation  on  why  the  legislature  could 
not  do  it.  He  said:  “Governor,  just  read 
the  constitution,  and  then  read  the  stat¬ 
ute  passed  in  pursuance  thereof.  Gam¬ 
bling  in  our  State  in  all  of  its  ramifica¬ 
tions  is  illegal  under  the  constitution  and 
you  cannot  give  substance,  sanction,  or 
countenance  to  a  business  that  is  in¬ 
herently  illegal.” 

That  is  what  you  are  trying  to  do  here. 
Why  should  you  encourage  a  man  to  do 
something  illegal  by  giving  him  a  li¬ 
cense?  I  am  reading  from  the  bill  be¬ 
cause  I  am  sure  most  Members  have  not 
read  it;  they  have  been  more  immersed 
and  absorbed  and  interested  in  other 
phases  of  this  bill  and  they  evidently 
have  not  given  thought  to  the  ridiculous 
side  of  it.  Listen  to  this  provision: 

Every  person  liable  for  special  tax  under 
this  subchapter  shall  place  and  keep  con¬ 


spicuously  in  his  principal  place  of  business 
the  stamp  denoting  the  payment  of  such 
special  tax:  except  that  if  he  has  no  such 
place  of  business,  he  shall  keep  such  stamp 
on  his  person,  and  exhibit  it,  upon  request, 
to  any  officer  or  employee  of  the  Bureau  of 
Internal  Revenue. 

Now  the  penalty: 

(a)  Failure  to  pay  tax:  Any  person  who 
does  any  act  which  makes  him  liable  for 
special  tax  under  this  subchapter,  without 
having  paid  such  tax,  shall,  besides  being 
liable  to  the  payment  of  the  tax,  be  fined 
not  less  than  $1,000  and  not  more  than  $5,000, 

Before  I  leave  the  well  of  the  House 
I  would  be  very  pleased  to  have  any  one 
of  the  distinguished  gentlemen  on  this 
committee  tell  me  how  we  are  going  to 
enforce  this  law  in  my  State.  How  are 
you  going  to  make  it  applicable,  how  are 
you  going  to  make  it  work  in  any  way, 
shape,  or  manner?  If  you  can  find  a 
solution,  I  think  it  will  have  some  per¬ 
suasion  upon  my  final  action  relative  to 
supporting  this  measure,  but  as  long  as 
this  fictitious  and  specious  paragraph  is 
in  this  bill  I  could  not  vote  for  it,  be¬ 
cause  I  cannot  go  back  to  my  people  and 
tell  them  that  I  openly  countenanced 
the  right  of  the  Federal  Government  to 
take  over  the  police  powers  of  my  State. 

Mr.  COOPER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  JONAS.  I  yield  to  the  gentleman 
from  Tennessee. 

Mr.  COOPER.  It  should  be  borne  in 
mind  that  most  of  those  provisions  to 
which  the  gentleman  has  invited  atten¬ 
tion  have  been  in  the  law  for  years  and 
years  and  apply  to  all  present  occupa¬ 
tional  taxes.  - 

Mr.  JONAS.  Under  what  law  have 
they  been  for  years  and  years?  What 
law  says  that  you  have  the  right  to  come 
into  the  State  of  Illinois  and  by  indirec¬ 
tion  legalize  gambling  when  our  laws  say 
that  gambling  is  illegal? 

Mr.  COOPER.  It  applies  with  respect 
to  slot  machines  and  all  occupational 
taxes. 

Mr.  JONAS.  That  law  was  passed  last 
year,  and  that  is  just  as  fictitious  and 
specious  as  this  bill  is  here. 

Mr.  YATES.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  JONAS.  I  yield  to  the  gentleman 
from  Illinois. 

Mr.  YATES.  I  was  going  to  comment 
and  refer  to  a  list  in  Chicago  news¬ 
papers  of  those  who  now  own  and  operate 
slot  machines  under  the  Federal  tax 
laws.  The  gentleman  has  referred  to 
that. 

Mr.  JONAS.  I  hope  the  gentleman 
will  give  that  list  to  the  sheriff  of  Cook 
County. 

Mr.  YATES.  I  assumed  that  is  what 
the  gentleman  had  in  mind. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Illinois  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  myself  1  minute. 

ENFORCEMENT  OF  THE  WAGERING  TAX 

Mr.  Chairman,  it  is  understood  that 
the  Bureau  of  Internal  Revenue,  as  a 
part  of  its  racket  investigations,  has  al¬ 
ready  been  compiling  lists  of  bookmakers 
and  other  gamblers  throughout  the 
country.  These  lists  are  being  built  up 
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and  constantly  revised  in  cooperation 
with  local  law-enforcement  agencies. 
Thus,  the  Bureau  now  has  on  hand  a 
constantly  growing  mass  of  information 
which  will  be  of  great  assistance  in 
identifying  the  most  important  of  the 
individuals  who  will  be  liable  to  the 
wagering  tax.  Therefore,  the  first  big 
step  in  the  enforcement  of  this  new 
tax— the  identification  of  the  big  tax¬ 
payers — can  be  substantially  accom¬ 
plished  without  any  undue  strain  upon 
the  existing  administrative  organization. 
Identification  of  the  small-fry  will,  of 
course,  take  longer  but  many  of  them 
can  be  expected  to  fall  into  line  once  the 
big  gamblers  are  forced  to  comply. 

The  registration  requirements  of  this 
tax  should  prove  of  material  assistance 
to  the  racket  squad  investigations  which 
are  an  outgrowth  of  the  recommenda¬ 
tions  of  the  Senate  Crime  Committee. 
Furthermore,  the  new  tax  on  wagers 
should  make  possible  a  more  accurate 
audit  of  gamblers’  income  tax  returns. 
By  knowing  the  gross  amount  of  wagers 
placed  with  a  bookmaker,  a  rough,  but 
fairly  accurate,  estimate  can  be  made  of 
his  gross  income.  Likewise,  present  in¬ 
come  tax  information  will  make  possible 
a  fairly  close  estimate  of  the  amount  of 
wagers  which  the  bookmaker  has  re¬ 
ceived  and  which  are  subject  to  the  wag¬ 
ering  tax.  Therefore,  the  present  in¬ 
come  tax  and  the  new  wagering  tax  will 
complement  each  other  and  the  exist¬ 
ence  of  these  two  taxes  side  by  side 
should  improve  taxpayer  compliance 
throughout  this  area. 

In  areas  where  gambling  is  a  monopoly 
in  the  hands  of  one  group,  enforcement 
should  prove  relatively  easy  because  of 
the  small  number  of  taxpayers  it  will  be 
necessary  to  deal  with.  In  other  areas, 
bookmaking  and  lottery  operation  is  a 
highly  competitive  business,  and  once 
the  wagering  tax  is  successfully  applied 
to  a  few  of  the  larger  operators  in  these 
areas  these  individuals  can  be  expected 
to  seek  similar  compliance  from  their 
competitors.  Thus,  conditions  within 
the  gambling  business  itself  may  bring 
about  a  measure  of  self -enforcement. 

Finally,  while  most  bookmakers  and 
lottery  operators  are  engaged  in  violat¬ 
ing  State  and  local  laws,  very  many  of 
them  undoubtedly  comply  substantially 
with  the  Federal  tax  laws.  It  would 
seem  reasonable  to  suppose  that  under 
the  new  tax  there  will  be  similar  areas  of 
voluntary  compliance.  In  other  cases, 
a  few  examples  of  successful  prosecution 
should  go  far  to  encourage  compliance. 
In  this  connection  it  should  be  noted  that 
the  bill  provides  criminal  penalties  for 
noncompliance  ranging  up  to  5  years’ 
imprisonment. 

In  conclusion,  it  appears  probable  that 
substantial  compliance  with  the  new 
wagering  tax  can  be  achieved  within  the 
existing  framework  of  the  Bureau’s  or¬ 
ganizational  and  procedural  machinery. 

(Mr.  REED  of  New  York  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  desires  to 
the  gentleman  from  New  Jersey  [Mr, 
WolvertonL 
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Mr.  WOLVERTON.  Mr.  Chairman,  I 
am  opposed  to  the  tax  bill  now  before 
us  for  three  reasons: 

First.  I  am  of  the  opinion  that  the 
Congress  should  first  give  consideration 
to  reducing  the  expenses  of  government 
before  passing  an  increased  tax  bill  that 
will  further  burden  our  people.  The 
passage  of  this  bill  will  provide  an  addi¬ 
tional  $7,200,000,000  to  be  spent  by  a 
reckless  and  wasteful  administration. 

Second.  The  administration  claims 
the  increased  revenue  received  this  fiscal 
year,  as  a  result  of  two  other  tax  bills 
passed  during  the  year,  will  provide  a 
surplus  at  the  close  of  this  fiscal  year, 
June  30,  1951,  of  three  to  four  billion 
dollars.  Another  basis  of  figuring  would 
show  upward  of  $7,000,000,000.  Of 
course,  any  such  surplus  is  hard  to 
believe,  but  in  any  event,  if  any  sub¬ 
stantial  surplus  should  exist,  then  why 
should  this  third  bill  be  passed  further 
increasing  Federal  taxes  by  approxi¬ 
mately  $7,200,000,000. 

Third.  The  bill  was  brought  before 
the  House  under  a  gag  rule  that  made  it 
impossible  for  any  Member  to  even  offer 
an  amendment  for  the  consideration  of 
the  House. 

REDUCE  EXPENDITURES  OF  GOVERNMENT  BEFORE 
INCREASING  TAX  BURDEN 

The  ever-increasing  cost  of  our  Fed¬ 
eral  Government  challenges  the  serious 
consideration  of  every  thoughtful  citi¬ 
zen.  This,  together  with  an  inefficient 
administration  of  the  price-control  sys¬ 
tem,  can  be  chargeable  in  large  measure 
for  the  inflationary  prices  against  which 
our  people  cry  out  for  relief.  To  further 
increase  the  amount  of  take  from  our 
taxpayers,  as  this  tax  bill  provides,  will 
not  stop  the  inflationary  spiral,  but,  will 
more  likely  add  to  it  by  the  extent  to 
which  new  revenue  is  provided  for  a 
spendthrift  and  wasteful  administration. 

No  effort  has  been  made  by  the  pres¬ 
ent  administration  to  eliminate  useless 
jobs  or  to  eliminate  or  curtail  unneces¬ 
sary  programs  or  projects.  Our  Federal 
bureaucracy  has  expanded  to  such  an 
extent,  and  jobs  have  been  handed  out 
with  such  a  lavish  hand  in  the  years 
following  World  War  II  that  the  tax¬ 
payer  now  finds  himself  supporting  the 
salaries  of  2,410,000  Government  em¬ 
ployees.  This  is  an  increase  of  nearly 
500,000  over  this  time  last  year. 

Consider  the  National  Production  Au¬ 
thority  which  came  into  being  only  a 
few  months  ago,  but  which  already  has  a 
payroll  of  more  than  4,000.  And,  con¬ 
sider  the  Office  of  Price  Stabilization. 
Although  Michael  DiSalle  was  appointed 
less  than  6  months  ago,  he  already  has 
6,700  employees  and  hopes  to  add  an¬ 
other  28,000  before  another  year  rolls 
around.  If  something  worth  while  was 
accomplished  there  would  not  be  so 
much  objection,  but,  nothing  that 
amounts  to  anything  has  yet  been  done 
for  our  people.  Much  more  could  be  said 
with  reference  to  this  and  other  depart¬ 
ments  of  government.  The  administra¬ 
tion,  however,  has  nothing  to  say  about 
reducing  expenses,  but,  continually  asks 
for  more  and  more  revenue  from  the 
taxpayers  to  carry  on  its  policy  of  tax 
and  spend — tax  and  spend.  This  will  be 
the  third  bill  increasing  taxes  to  be 


passed  by  the  administration  in  this 
fiscal  year.  The  time  has  come  to  call  a 
halt.  This  bill  should  not  be  passed  until 
a  real  job  is  done  in  eliminating  waste¬ 
ful  expenditures  and  cutting  down  the 
cost  of  government. 

SURPLUS  FOR  PRESENT  FISCAL  YEAR  IS  CLAIMED 

BY  ADMINISTRATION;  IF  SO,  THEN  WHY  ADDI¬ 
TIONAL  TAXES? 

It  is  claimed  by  administration  sources 
that  there  will  be  a  surplus  of  three  to 
four  billion  dollars  at  the  close  of  the 
present  fiscal  year,  June  30,  1951.  This 
may  or  may  not  be  true.  Some  enthu¬ 
siastic  administration  spokesmen  even 
suggest  as  much  as  a  $7,000,000,000  sur¬ 
plus.  I  am  of  the  opinion  that  this  lat¬ 
ter  figure  can  only  be  arrived  at  by  a 
system  of  bookkeeping  that  ignores  per¬ 
tinent  existing  facts.  But,  even  if  it  be 
true  that  the  surplus  will  reach  three  or 
four  billion  dollars,  then  why  is  it  nec¬ 
essary  to  tax  our  people  another  $7,200,- 
000,000  as  the  bill  seeks  to  do? 

This  bill  is  the  third  tax  bill  to  be 
put  by  the  administration  before  Con¬ 
gress  in  the  past  year.  It  raises  our  tax 
burden  to  the  highest  point  that  has 
ever  existed  in  our  Government  through¬ 
out  our  entire  history  as  a  nation.  This, 
together  with  State  and  local  taxes,  now 
take  about  one-third  of  our  national  in¬ 
come.  How  long  can  such  a  tax  burden 
be  carried  by  our  people?  There  is  a 
limit  to  what  they  can  bear.  Unfortu¬ 
nately,  the  present  administration  does 


The  table  illustrates  the  fact  that  in  156% 
years  the  total  receipts  of  the  Federal  Treas¬ 
ury  amounted  to  $257,346,901,487.  For  com¬ 
parison,  there  is  submitted  a  table  showing 
the  total  revenue  receipts  and  the  net  budg¬ 
etary  receipts  for  the  fiscal  years  commenc¬ 
ing  July  1,  1945,  with  actual  reported  collec¬ 
tions  through  June  15,  1951,  and  budget 
estimates  for  fiscal  1952.  The  table  follows: 


Fiscal  year 

Total  receipts  by 
Treasury 

Net  receipts  by 
Treasury 

1946 . . . 

$44, 238, 590, 336 
44, 702, 703, 321 

46,  098,  807,  313 
42, 773, 505, 520 
41, 310, 627, 851 

47,  683, 725,  909 
55, 100, 000,  000 

$43, 037, 798, 808 
43, 258, 833, 189 
44,  745,  542, 077 
38,  245, 667, 810 
37, 044,  733,  557 
42,  779,  650,  597 
65, 100, 000,  000 

1947 . 

1948 . 

1949 . . 

1950 . 

1951  1 . 

1952  1 . 

Total  - 

321, 907, 960, 250 

304,  212, 226, 038 

1  Actual  collections  to  June  15,  1951,  from  Treasury 
statement. 

2  Budget  estiniate  contained  in  President’s  message  to 
Congress. 

Paul  O.  Peters. 

The  above  figures  showing  the  amount 
of  revenue  collected  by  imposition  of 
taxes  under  the  present  administration 
will  leave  no  doubt  that  the  time  has 
come  to  stop  taxing  and  do  some  econ¬ 
omizing. 

GAG  RULE  PREVENTS  AMENDMENTS 

Mr.  Chairman,  there  has  not,  nor  will 
there  be  any  subject  of  legislation  before 
the  present  session  of  Congress  that  will 


not  seem  to  think  that  such  is  the  case. 
It  is  my  opinion  that  the  time  has  come 
to  call  a  halt  on  extravagant  spending 
by  the  Federal  Government  and  stop 
continually  increasing  the  tax  burden  of 
our  people. 

TAX  COLLECTIONS  BY  TRUMAN  ADMINISTRATION 
GREATER  THAN  ALL  PREVIOUS  ADMINISTRA¬ 
TIONS  TAKEN  TOGETHER  SINCE  1789 

Mr.  Chairman,  we  are  all  aware  of  the 
tremendous  expenditures  of  the  present 
administration,  but  I  am  certain  that  the 
average  citizen  does  not  realize  how  great 
the  expenditures  really  are.  An  article 
by  Paul  O.  Peters,  editor  of  the  News 
Bulletin,  Washington,  D.  C.,  dated  June 
22,  1951,  forcibly  and  accurately  makes 
the  situation  so  plain  that  it  challenges 
the  attention  of  every  thoughtful  cit¬ 
izen.  In  accordance  with  the  consent 
granted,  I  make  the  article  a  part  of  my 
remarks.  It  reads  as  follows: 

Tax  Collections  by  Truman  Administration 
Greater  Than  All  Previous  Administra¬ 
tions  Since  1789 

With  the  enactment  of  the  pending  new 
revenue  bill,  H.  R.  4473,  the  administration 
of  President  Harry  S.  Truman  will  have  thi 
chance  in  but  seven  fiscal  years  to  have  col¬ 
lected  more  revenues  from  the  people  of  th® 
United  States  in  various  ways  than  all  pre¬ 
vious  administrations  were  able  to  collect 
from  the  establishment  of  the  Republics  la 
1789  down  through  the  years  to  June  30,  1945, 
A  study  of  the  fiscal  records  of  the  Govern¬ 
ment  Indicates  that  total  receipts  up  to  Jun® 
30,  1945,  were  reported  as  follows: 


more  vitally  effect  all  classes  of  citizens, 
than  the  tax  bill  now  under  considera¬ 
tion.  Notwithstanding  this  fact  the  bill 
is  brought  before  us  for  consideration 
under  a  closed  rule  that  prevents  any 
Member  from  offering  even  one  amend¬ 
ment  to  it. 

This  gag  rule  adopted  by  the  Demo¬ 
cratic  majority  is  indefensible.  It  vio¬ 
lates  the  fundamental  principle  of  a  rep¬ 
resentative  form  of  government.  It  is 
inconceivable  to  the  average  citizen  that 
such  a  condition  could  exist,  or,  that  any 
responsible  political  party  would  use  its 
power  to  prevent  representatives  of  the 
people  in  the  House  of  Representatives 
from  fully  performing  their  duties  and 
obligations  to  the  people  they  represent. 
Yet,  that  is  just  what  the  Democratic 
Party  in  the  House  has  done  by  its  action 
in  this  matter. 

How  can  there  be  true  representative 
government  when  the  Representatives  of 
the  people  are  denied  this  basic  right  of 
offering,  for  the  consideration  of  the 
House,  amendments  to  the  pending  bill. 
It  has  the  characteristics  of  totalitari¬ 
anism  and  dictatorship.  It  is  based  on 
the  theory  that  the  ruling  class  or  party 
knows  best.  It  precludes  the  member¬ 
ship  from  drawing  a  distinction  between 
what  is  good  and  what  is  bad  in  the  pro¬ 
visions  of  the  bill.  The  arrogance  of  the 
rule  is  found  in  the  expression  commonly 


Period 

Receipts 

Expenditures 

Public  debt 
(millions) 

All  Presidents,  Washington  to  Roosevelt,  144 years, 
1789  to  1933 _ _ _ _ 

$91,  586, 076, 130 
165,  760, 825, 357 

$112,203,367, 065 
372,  235,  200,  271 

$22,538.6 

258,000.^ 

Administration  of  Roosevelt,  12  years,  fiscal  1934-45 . 

m  1  •  i  Teem 

Total  rp.ppints  _  _  _  _  T  _ 

257, 346,  901, 487 
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used  of  “take  it  or  leave  it.”  This  is  not 
proper  procedure  for  a  l’epresentative 
body  such  as  the  Congress.  It  is  a  vio¬ 
lation  of  the  very  principles  of  our  Amer¬ 
ican  form  of  government.  It  deserves 
the  condemnation  of  all  thoughtful  citi¬ 
zens. 

As  I  recognize  the  injustices  in  many 
of  the  provisions  of  the  bill,  the  hard¬ 
ships  that  it  will  entail  on  many  of  our 
low-income  groups,  who  already  are 
burdened  with  Federal,  State,  and  local 
taxes,  and,  further  recognizing  the  diffi¬ 
culty  that  they  already  have  in  meeting 
the  high  cost  of  living,  in  supporting 
their  families  and  educating  their  chil¬ 
dren,  I  just  cannot  take  the  bill  in  the 
form  presented  to  us.  As  the  only  choice 

1  have  under  the  rule  is  to  take  or  leave 
it,  then,  I  choose  to  leave  it.  I  do  so  with 
the  hope  that  the  Senate  will  be  more 
realistic  and  more  responsive  to  the  will 
of  our  people. 

(Mr.  WOLVERTON  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks.) 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  7  minutes  to  the  gentleman 
from  Illinois  [Mr.  Amends]. 

Mr.  ARENDS.  Mr.  Chairman,  I  do 
not  labor  under  any  illusion  that  any 
remarks  of  mine  on  this  pending  tax 
bill  will  change  any  votes.  There  is 
little  to  be  added  to  what  has  already 
been  said,  pro  and  con,  during  these 

2  days  of  debate.  I  suppose  every  Mem¬ 
ber  has  decided  by  now  how  he  intends 
to  vote  this  afternoon.  If  perchance 
there  should  be  any  undecided,  I  wish, 
I  could  somehow  be  persuasive  with  him 
that  this  bill  should  be  sent  back  to 
committee. 

We  have  no  other  choice  than  to  re¬ 
commit  this  bill.  With  all  due  respect 
to  the  Ways  and  Means  Committee,  and 
with  due  regard  to  our  additional  reve¬ 
nue  needs,  the  committee  has  presented 
us  with  a  bill  which,  in  my  considered 
judgment,  is  an  economic  monstrosity. 
The  rule  precludes  our  amending  it  in 
any  particular.  We  are  in  the  unfortu¬ 
nate  position  of  having  to  reject  it  in  its 
entirety. 

Of  course,  it  is  impossible  to  write  a 
tax  bill  that  would  be  satisfactory  to 
everyone  in  every  particular.  For  that 
matter,  no  one  likes  taxes  of  any  kind. 
But  I  doubt  if  any  tax  bill  could  be  so 
unsatisfactory  in  so  many  particulars  as 
the  one  we  presently  have  before  us. 

This  bill  violates  every  acceptable 
principle  for  sound  revenue  legislation 
for  a  free  competitive  economy.  It  does 
not  distribute  the  tax  burden  fairly  and 
equitably.  It  discriminates  against  cer¬ 
tain  individuals  and  allows  special  tax 
privileges  to  others,  even  though  these 
same  individuals  are  in  exactly  the  same 
economic  status.  It  penalizes  small 
business  and  discourages  growth.  The 
bill  as  obviously  written  without  regard 
to  our  actual  revenue  needs  and  with, 
no  consideration  to  the  long-range  effect 
of  these  proposed  new  taxes  on  our 
national  economy. 

During  the  course  of  the  debate  much 
has  been  said  about  the  importance  of 
balancing  our  national  budget  and  the 
necessity  of  raising  additional  revenue. 


With  that  premise  I  take  no  issue.  In 
fact,  I  pause  to  welcome  this  new-found 
interest  in  a  balanced  budget  presently 
being  shown  by  my  friends  on  the  other 
side  of  the  aisle.  I  regret  they  do  not 
show  this  same  interest  in  the  balanced 
budget  when  we  seek  to  cut  the  various 
nondefense  items  in  the  appropriation 
bills.  The  issue  is  not  simply  whether 
the  budget  should  be  balanced,  but,  more 
important,  at  what  level  should  it  be 
balanced. 

It  is  my  view  that  before  we  write  a 
tax  bill  to  meet  our  revenue  needs  we 
should  first  determine  what  those  needs 
will  be.  The  Congress  has  yet  to  adopt 
the  various  appropriation  bills  for  the 
next  fiscal  year.  In  fact,  only  one  regu¬ 
lar  departmental  appropriation  bill  has 
been  cleared  by  both  the  House  and  Sen¬ 
ate  at  this  time,  and  it  may  well  be  that 
our  economy  efforts  will  make  our  reve¬ 
nue  requirements  less  than  anticipated. 
That  is  my  hope. 

In  other  words,  before  we  concentrate 
on  the  revenue  side  of  the  budget,  add¬ 
ing  more  to  the  people’s  tax  load,  I  be¬ 
lieve  we  should  attack  the  expenditures 
side  of  the  budget  to  lighten  any  pos¬ 
sible  additional  tax  burden  necessary  to 
be  imposed. 

It  is  my  firm  conviction  that  our  first 
line  of  defense,  in  the  fullest  sense  of 
the  word,  is  our  fiscal  stability.  Our 
most  dangerous  enemy  today  is  the 
growing  inflation  stemming  from  our 
enormous  public  debt  and  successive 
years  of  deficit  financing.  Our  people 
are  already  paying  dearly,  in  high  prices 
and  in  taxes,  for  the  excessive  spending 
policy  followed  by  our  Government. 
The  day  of  reckoning  is  now  at  hand. 

I  am  prepared  to  vote  for  additional 
taxes.  We  find  ourselves  in  a  fiscal  sit¬ 
uation  where  it  is  'more  or  less  impera¬ 
tive  that  additional  revenue  be  raised. 
My  people  understand  this.  When  I 
speak  of  the  necessity  of  balancing  the 
budget  and  placing 'our  economy  on  a 
sound  fiscal  basis  I  do  so  with  the  utmost 
good  faith. 

But  I  frankly  question  the  good  faith 
of  the  administration  in  that  respect. 
Notwithstanding  the  extraordinary  de¬ 
fense  demands,  President  Truman  sub¬ 
mitted  to  us  a  budget  of  around  $72,000,- 
000,000  that  actually  increased  Govern¬ 
ment  spending  for  nondefense  items. 
And  he  dared  us  to  cut  it.  The  admin¬ 
istration  has  not  only  failed  to  coop¬ 
erate  with  us  in  cutting  the  cost  of  Gov¬ 
ernment,  it  has  actually  resisted  our 
efforts. 

I  question  the  good  faith  of  the  ad¬ 
ministration  in  presenting  this  bill  to  us 
as  an  anti-inflation  measure  when,  at 
the  same  time,  the  President  and  his 
horde  of  bureaucrats  continue  to  advo¬ 
cate  Government  spending  for  nones¬ 
sential  items.  I  question  their  good 
faith  when  they  continue  to  advocate 
various  new  programs  for  still  more 
Government  spending.  I  agree  that 
properly  imposed  taxes  would  serve  as  a 
brake  on  inflation,  and  I  believe  it  is  a 
brake  that  must  be  applied  for  our  sur-: 
vival.  But  it  is  pure  nonsense  to  think 
that  new  taxes  will  be  anti-inflationary, 
however  wisely  imposed,  if  the  Govern¬ 
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ment  is  to  continue  its  policy  of  reck¬ 
less  spending. 

The  bill  we  have  before  us  is  by  no 
means  an  anti -inflation  measure.  On 
the  contrary,  I  am  convinced  that  this 
proposed  bill  will  of  itself  contribute  to 
inflation.  Every  recognized  economist 
and  every  recognized  tax  expert  will  tell 
you  that  an  excess-profits  tax  can  be 
one  of  the  most  inflationary  types  of 
taxes  that  could  be  imposed.  The  dis¬ 
tinguished  chairman  of  the  Senate 
Finance  Committee,  Senator  Walter  F. 
George,  of  Geoi’gia,  has  frequently  re¬ 
ferred  to  the  inflationary  character  of 
excess-profits  taxes  as  encouraging 
waste  and  retarding  expansion.  This 
type  of  tax  is  not  what  it  is  popularly 
known  to  be.  It  rests  on  an  arbitrary 
statutory  definition  of  what  constitutes 
excess  profits,  and  as  such  favors  big 
business  and  strangles  little  business. 
Companies  with  high  earning  base  pe¬ 
riods  or  with  liberal  capital  investment 
have  an  advantage  over  the  new  con¬ 
cerns.  The  bill  before  us  extends  this 
tax  and  raises  the  existing  ceiling  to  the 
detriment  of  small  business  concerns, 
which  are  the  backbone  of  the  country. 

This  particular  tax  sets  arbitrary  ceil¬ 
ings  beyond  which  economic  growth  can 
be  only  slow  and  feeble.  As  such,  it  dis¬ 
courages  rather  than  encourages  expan¬ 
sion  and  increased  production. 

When  the  excess-profits  tax  was  re¬ 
pealed  in  the  Seventy-ninth  Congress, 
the  Senate  Finance  Committee  stated  in 
its  report: 

The  primary  reason  for  advocating  the 
repeal  of  the  excess-profits  tax  as  of  the  first 
of  1946  is  the  belief  that  this  tax  is  a  major 
obstacle  in  the  way  of  reconversion  and  ex¬ 
pansion  of  business. 

Moreover,  we  learned  from  experience 
during  the  last  war  that  the  excess- 
profits  tax  tended  to  make  management 
lax  in  its  control  of  costs  and  materials. 
In  the  end  the  Government  and  the 
average  taxpayer  paid  the  costs.  There 
is  no  question  but  that  corporate  taxes 
should  be  increased  in  order  to  provide 
the  additional  revenue.  But  in  this  bill 
we  have  a  proposed  method  of  increas¬ 
ing  them  that  will  actually  contribute  to 
inflation. 

There  are  a  number  of  other  features 
of  this  bill  that  I  would  like  to  discuss, 
but  time  prevents.  I  have  great  respect 
for  the  members  of  the  Ways  and  Means 
Committee,  but  I  am  frank  tp  say,  as  I 
said  at  the  outset,  the  bill  they  have 
presented  to  us  is  a  monstrosity.  I  hope 
it  will  be  recommitted  and  that  the  com¬ 
mittee  will  report  to  us  a  bill  that  rests 
on  sound  principles  and  not  simply  a 
bill  raising  money  without  regard  to  its 
practical  effects  and  its  fairness. 

(Mr.  ARENDS  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  DOUGHTON.  Mr.  Speaker,  I 
yield  such  time  as  he  may  desire  to  the 
gentleman  from  Michigan  [Mr.  Mach- 
rowicz], 

Mr.  MACHROWICZ.  Mr.  Chairman, 
the  Members  of  this  Congress  are  called 
upon  today  to  make  a  grave  and  impor¬ 
tant  decision  in  casting  their  vote  on  the 
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pending  revenue  bill.  Their  decision 
will  have  a  profound  effect  on  the  des¬ 
tiny  of  this  country  for  the  coming 
years. 

I  have  carefully  studied  the  provisions 
of  the  proposed  bill.  There  are  many 
provisions  which  I  dislike  and  oppose. 

Taxation  should,  in  my  opinion,  be 
based  on  the  ability  to  pay.  The  in¬ 
crease  in  excise  taxes  is  unfair,  because 
it  shifts  the  tax  burden  on  the  shoul¬ 
ders  of  the  consumer  who  constitutes 
the  tremendously  large  group,  most  of 
which  is  in  the  class  least  able  to  carry 
the  tax  load. 

I  have  introduced  a  bill  which  would 
increase  the  exemption  on  the  individ¬ 
ual  taxpayer,  and  thus  remove  from  tax 
liability  a  large  group  of  those  in  the 
lowest-income  bracket,  who  have  no 
ability  to  shoulder  the  tax  burden. 

The  committee  has  seen  fit  to  disre¬ 
gard  this  and  similar  bills  introduced  by 
various  Members  of  this  House. 

The  bill  before  us  today  has  some 
worth-while  provisions,  one  of  them 
being  the  offset  feature  when  a  home 
is  sold  at  a  profit  and  another  is  pur¬ 
chased  in  its  place  at  an  inflated  price. 

I  realize  that  this  is  probably  the  best 
bill  that  could  be  obtained  from  the 
Ways  and  Means  Committee  at  present, 
and  accordingly,  by  necessity,  I  am  vot¬ 
ing  for  it.  I  shall,  however,  continue  to 
advocate  and  hope  for  legislation  which 
will  more  fairly  distribute  the  tax  bur¬ 
den  upon  those  who  can  afford  to  pay  it. 

(Mr.  MACHROWICZ  asked  and  was 
given  permission  to  revise  and  extend 

Vi  IQ  T'AITIQT'V'Q  1 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  10  minutes  to  the  gentleman  from 
Utah  [Mr.  Granger]. 

Mr.  HOLIFIELD.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  GRANGER.  I  yield  to  the  gen¬ 
tleman  from  California. 

Mr.  HOLIPIELD.  I  have  noticed  in 
listening  to  these  speeches  from  the  other 
side  of  the  aisle  that  constant  reference 
is  made  to  the  fact  that  this  revenue 
bill  has  been  brought  in  under  a  so- 
called  gag  rule.  I  have  been  in  this 
Congress  for  10  years,  including  the  time 
of  the  Eightieth  Congress.  I  know  that 
during  that  time  no  revenue  bill  was 
ever  brought  in  with  an  open  rule  or  a 
rule  that  would  allow  any  type  of  amend¬ 
ment.  I  have  been  told  on  good  author¬ 
ity  that  that  has  been  the  situation  for 
20  years.  I  wonder  why  constant  ref¬ 
erence  to  this  gag  rule  is  made  in  these 
speeches.  Is  it  for  partisan  political  ad¬ 
vantage  or  is  it  an  indication  of  an  ir¬ 
regular  procedure  on  the  part  of  the 
Committee  on  Ways  and  Means?  What 
is  the  meaning  of  this  constant  reitera¬ 
tion  of  the  fact  that  this  has  been  brought 
in  under  a  rule  which  does  not  provide 
for  amendment? 

Mr.  GRANGER.  I  will  say  to  the  gen¬ 
tleman  that,  to  my  knowledge,  bills  of 
this  kind  have  generally  been  brought  in 
under  this  same  sort  of  rule.  As  I  re¬ 
member  it,  in  the  Eightieth  Congress 
there  were  some  people  on  our  side  who 
were  making  the  same  contentions  that 
are  being  made  on  the  other  side  today, 
that  this  was  a  gag  rule.  It  is  a  rule 
that,  as  the  gentleman  from  California 


said,  has  been  generally  applied,  and  I 
think  it  is  a  rule  that  must  be  applied, 
in  dealing  with  subjects  of  this  kind. 

Mr.  HOLIPIELD.  As  a  matter  of  prac¬ 
tical  legislative  action,  we  know  it  would 
be  impossible  to  allow  amendments  to  be 
offered  to  the  tax  bill,  to  cut  it  all  to 
pieces  and  throw  it  out  of  adjustment. 

Mr.  GRANGER.  Let  me  say  in  that 
connection  to  the  gentleman  from  Cali¬ 
fornia  that  I  am  just  a  new  member  on 
the  Committee  on  Ways  and  Means,  but 
I  have  been  on  other  committees  in  this 
Congress.  I  have  sat  there  and  listened 
to  the  testimony  and  heard  the  dis¬ 
tinguished  gentlemen  on  the  committee 
argue  all  the  points  of  this  bill.  I  want 
to  say  here  without  fear  of  contradic¬ 
tion  that  we  have  on  that  committee  on 
either  side  of  the  aisle  men  whose  judg¬ 
ment  and  whose  veracity  and  knowledge 
of  tax  matters  this  Congress  can  trust. 
I  especially  say  that  about  the  dis- 
tingushed  chairman  of  the  committee,  a 
great  American,  a  man  who  we  all  know 
is  gifted  with  great  physical  endow¬ 
ments,  a  man  who  despite  his  age  has 
gone  through  all  these  hearings  with  an 
alert  mind.  No  one  can  accuse  him  of 
advocating  or  being  a  party  to  anything 
that  even  smells  of  or  looks  toward 
socialism,  communism,  or  anything  that 
is  not  entirely  American. 

Mr.  HOLIPIELD.  I  agree  with  my 
friend  100  percent. 

May  I  refer  to  the  remarks  that  were 
just  made  by  my  good  friend  from  Illi¬ 
nois  [Mr.  ArendsI,  the  minority  whip, 
in  which  he  conceded  his  own  good  faith 
in  making  his  argument  but  cast  an  im¬ 
putation  of  lack  of  good  faith  upon 
everyone  that  had  anything  to  do  with 
this  proposed  tax  bill-ffrom  the  adminis¬ 
tration  on  down.  I1 ‘think  it  is  hardly 
fitting  that  a  charge  of  bad  faith  be 
made  in  the  producing  of  a  bill  which 
has  required  4y2  months  of  the  com¬ 
mittee’s  time.  I  am  perfectly  willing  to 
concede  the  motive  of  good  faith  on  the 
part  of  every  member  of  the  Committee 
on  Ways  and  Means.  I  shall  vote  for  or 
against  the  bill  upon  the  basis  of  the 
merit  of  the  bill  and  not  upon  any  im¬ 
putation  of  bad  faith. 

Mr.  GRANGER.  I  think  the  gentle¬ 
man’s  statement  is  well  taken,  and  I 
agree  with  it. 

Mr.  McCORMACK.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  GRANGER.  I  yield. 

Mr.  McCORMACK.  I  will  state  for 
the  record  that  in  the  Eightieth  Congress 
the  leadership  on  the  Democratic  side 
did  not  oppose  the  closed  rule.  We  made 
no  arguments  about  the  gag  rule  and  as 
I  remember  no  Democratic  member  of 
the  Committee  on  Ways  and  Means  at 
that  time  made  any  such  argument. 

Mr.  GRANGER.  I  thank  the  gentle¬ 
man. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  GRANGER.  I  yield. 

Mr.  REED  of  New  York.  So  far  as  the 
minority  is  concerned,  we  went  before 
the  Committee  on  Rules  and  vigorously 
urged  the  adoption  of  a  closed  rule. 

Mr.  GRANGER.  That  is  true. 

Mr.  McCORMACK.  Mr.  Chairman, 
none  of  the  observations  relate  to  the 


gentleman  from  New  York,  or  other 
Members,  except  to  those  Members  who 
have  made  arguments  about  it. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  GRANGER.  I  yield. 

Mr.  MILLS.  I  think  every  Democrat 
on  the  Committee  on  Ways  and  Means 
appreciates  the  splendid  support  which 
was  given  by  the  Republican  Members 
of  the  Committee  on  Ways  and  Means 
before  the  Committee  on  Rules.  All 
those  who  appeared  before  the  commit¬ 
tee  said  they  favored  the  closed  rule 
which  was  requested. 

Mr.  TACKETT.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr-.  GRANGER.  I  yield. 

Mr.  TACKETT.  Whether  the  Demo¬ 
cratic  leadership  or  the  Republican  lead¬ 
ership  wanted  a  gag  rule,  what  in  the 
world  has  that  to  do  with  the  merits  of 
this  bill,  which  would  require  about  half 
of  the  argument  that  has  been  made  on 
it,  as  to  who  wanted  and  who  did  not 
want  a  gag  rule.  I  would  like  to  hear 
something  about  the  bill. 

Mr.  GRANGER.  I  will  get  back  to 
some  of  the  things  that  I  had  in  mind,  I 
will  say  to  the  gentleman  from  Arkansas. 

Mr.  Chairman,  the  provisions  of  the 
pending  bill  have  been  covered  in  con¬ 
siderable  detail  by  the  senior  members 
of  the  Committee  on  Ways  and  Means 
who  have  spoken  before  me.  I  shall  not 
presume  to  try  to  repeat  what  they  have 
said.  All  that  I  desire  to  do  is  to  ob¬ 
serve  that  never  have  I  seen  such  com¬ 
plex  problems  as  those  involving  the  ap¬ 
plication  of  Federal  taxation  to  our  di¬ 
versified  economy  with  all  the  range  of 
customs  and  State  and  local  laws  that 
have  to  be  taken  into  acocunt.  Nor 
have  I  seen  a  more  earnest  group  of  men 
sit  down  to  study  and  to  try  to  under¬ 
stand  and  solve  the  many  problems  that 
must  inevitably  arise. 

Rather  than  try  to  repeat  what  has 
already  been  said,  I  think  it  might  be 
more  appropriate  for  me  to  try  -to  an¬ 
swer  some  of  the  questions  that  have 
been  raised  during  this  debate  as  to  the 
reasons  for  some  of  the  basic  decisions 
underlying  this  bill.  First,  I  believe  that 
there  is  no  serious  question  but  that  we 
shall  need,  during  the  years  immediately 
ahead,  at  least  the  $7,000,000,000  of  ad¬ 
ditional  revenue  which  this  bill  will  pro¬ 
vide.  Despite  all  the  talk  of  eliminat¬ 
ing  nonessential  Federal  expenditures, 
which  I  steadfastly  support,  and  the 
strict  review  of  the  military  and  foreign 
aid  budgets,  the  plain  truth  is  that  we  all 
know  that  we  cannot  expect  to  cut  the 
President’s  budget  by  more  than  $4,000,- 
000,000  or  $5,000,000,000  at  the  outside. 
Even  with  such  a  substantial  reduction, 
if  inflationary  deficit  financing  is  to  be 
avoided  the  additional  $7,000,000,000  will 
be  required. 

The  only  real  issue,  therefore,  is 
whether  the  Committee  on  Ways  and 
Means  has  levied  this  additional  tax 
burden  in  the  wisest  and  most  equitable 
manner.  Questions  have  been  raised 
about  various  sections  of  the  bill,  and 
I  shall  try  to  give  our  reasons  for  the 
action  taken  on  each  one: 

First,  why  did  we  decided  upon  a  12  V2- 
percent  increase  in  the  present  tax  lia- 
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bility  of  individuals  all  across  the  board, 
instead  of  upon  some  one  of  perhaps  a 
dozen  alternatives  that  were  presented 
to  the  committee? 

Now  if  this  question  were  to  be  an¬ 
swered  by  each  member  of  the  Commit¬ 
tee  on  Ways  and  Means,  there  might  be 
a  variety  of  answers  received.  But  add¬ 
ing  them  all  together,  I  think  that  these 
were  the  factors  which  appealed  to  us; 

In  the  first  place,  the  12  % -percent  in¬ 
crease  is  simple  and  easily  understood. 
Perhaps  because  of  the  fine  educational 
job  done  by  our  Republican  friends  when 
they  were  in  control  of  the  Eightieth 
Congress  the  flat  percentage  across-the- 
board  type  of  tax  has  certain  appeals. 
The  fact  that  it  resulted  in  a  greater  tax 
benefit  to  the  higher  income  brackets  did 
not  deter  them  from  using  this  method 
of  tax  reduction.  Now,  however,  when 
it  takes  a  bit  more  of  the  take-home  pay 
of  the  upper  bracket  taxpayer  than  of 
the  hard-pressed  people  at  the  bottom, 
they  scream  “bloody  socialism.” 

I  think  it  is  clear  enough  to  most  peo¬ 
ple  that  what  is  fair  on  the  down  grade 
ought  to  be  equally  fair  when  we  start 
up  hill. 

Under  existing  law  taxpayers  under 
$5,000  bear  approximately  37  percent  of 
the  total  tax  burden.  Even  under  the 
committee  bill,  these  low-income  tax¬ 
payers  will  pay  38  percent  of  the  tax 
burden.  From  these  data  which  appear 
on  page  12  of  the  committee  report,  I 
do  not  understand  how  anyone  can  seri¬ 
ously  contend  that  the  12  ^percent 
across-the-board  increase  is  unfair  to 
the  income  groups  above  $5,000. 

Second,  why  are  we  giving  the  l’elief 
to  heads  of  families  at  a  time  when  we 
are  raising  revenue? 

Today  there  are  about  800,000  single 
persons  in  both  community-property  and 
common-law  States  who  maintain  a 
family  home  for  themselves  and  one  or 
more  close  relatives.  A  married  man 
and  his  wife  pay  substantially  lower  tax 
than  a  single  individual  by  reason  of  the 
income-splitting  provision. 

This  may  result  in  a  very  real  hard¬ 
ship  when  a  husband  loses  a  wife,  or  a 
wife  loses  a  husband,  and  still  tries  to 
keep  the  family  together  in  the  same 
house.  The  family  expenses  may  ac¬ 
tually  have  increased,  yet  under  existing 
law  the  tax  burden  would  be  higher. 
Therefore,  in  order  to  take  into  account 
the  additional  obligations  of  a  head  of  a 
pousehold  over  a  single  person  without 
such  responsibilities,  the  committee  de¬ 
cided  to  give  approximately  one-half  the 
benefit  of  income-splitting  to  a  head  of 
a  household  as  is  received  by  a  married 
couple  under  present  law. 

Third,  why  did  we  combine  an  excess- 
profits  increase  with  the  corporate  nor¬ 
mal  tax  increase  in  raising  the  addi¬ 
tional  revenue  from  corporations? 

The  minority  report  on  this  point  is 
extremely  critical.  It  is  not  clear  just 
What  alternatives  they  would  propose 
find  we  can  only  conclude  that  they  could 
ot  agree  among  themselves,  else  alter¬ 
ative  tax  proposals  for  both  individuals 
and  corporations  would  have  been  rec¬ 
ommended  in  their  report.  However,  I 
seem  to  recall  that  when  the  excess- 
profits  tax  bill  was  under  consideration 


in  the  last  Congress  a  Republican  motion 
to  recommit  was  offered  to  combine  a 
simple  increase  in  the  ordinary  tax  on 
corporations  with  a  lighter  excess-profits 
tax  than  that  reported  by  the  Committee 
on  Ways  and  Means.  At  that  time  the 
Republican  members  of  the  Committee 
on  Ways  and  Means  and  those  Members 
of  the  House  who  supported  them  urged 
that  the  additional  revenue  from  corpo¬ 
rations  be  raised  by  combining  an  in¬ 
crease  in  the  normal  tax  with  an  increase 
in  the  excess-profits  tax.  Now,  when  the 
Democratic  members  of  the  Committee 
on  Ways  and  Means  follow  this  same  pro¬ 
cedure  in  raising  revenue  from  corpora¬ 
tions  under  this  bill,  they  scream  in 
protest. 

Fourth,  why  did  we  limit  the  number 
of  exemptions  in  the  case  of  related  cor¬ 
porations? 

Evidence  was  presented  to  our  com¬ 
mittee  in  executive  session  that  a  num¬ 
ber  of  corporations  were  splitting  up  and 
incorporating  as  many  branches  of  their 
businesses  as  possible  in  order  to  obtain 
for  each  separate  branch  the  $25,000  sur¬ 
tax  exemption  and  the  $25,000  minimum 
excess  profits  tax  credit.  This  practice 
now  gives  the  chain  stores  who  are  in¬ 
dulging  in  it  a  tremendous  advantage 
over  other  corporations  which  are  con¬ 
tinuing  to  operate  as  a  single  corpora¬ 
tion  through  branch  retail  outlets.  In 
one  case  which  the  Treasury  Depart¬ 
ment  lost  in  the  Tax  Court  a  chain  of 
shoe  stores  operating  60  retail  stores 
split  up  49  of  these  stores  into  separate 
corporations.  Under  this  arrangement 
the  corporate  surtax  exemption  would  be 
$1,250,000  instead  of  the  $25,000  from 
operating  the  chain  as  a  single  corpora¬ 
tion.  Corresponding  advantages  are 
available  under  the-  minimum  excess 
profits  tax  credit. 

Mr.  Chairman,  with  the  necessity  for 
the  higher  tax  rates  imposed  under  this 
bill,  we  just  could  not  tolerate  such  ob¬ 
vious  tax  avoidance  schemes  as  this.  Al¬ 
though  taxes  will  have  to  be  high,  we 
at  least  can  do  what  we  can  to  make 
them  fair. 

Fifth.  What  is  the  purpose  of  the  pro¬ 
vision  on  collapsible  corporations? 

Another  loophole  closed  by  the  pend¬ 
ing  bill  is  the  practice  of  setting  up  a 
collapsible  corporation  for  the  purpose 
of  converting  profits  from  the  sales  of 
ordinary  inventory  and  stock  in  trade 
into  a  capital  gain.  As  explained  to  the 
committee  in  executive  session,  this 
technique  was  used  quite  commonly  in 
connection  with  whisky.  Under  one 
series  of  transactions  the  tax  savings 
from  this  type  of  operation  from  con¬ 
verting  ordinary  income  into  long-term 
capital  gains  amounted  to  more  than 
$6,000,000.  The  pending  bill  would  make 
this  impossible. 

Sixth.  Why  do  we  need  statutory 
clarification  on  sales  of  livestock? 

For  several  years  there  has  been  con¬ 
siderable  confusion  regarding  the  tax 
treatment  of  sales  of  livestock  used  for 
breeding,  dairy,  or  draft  purposes.  The 
Internal  Revenue  Code  clearly  provides 
that  depreciable  property  used  in  a  trade 
or  business,  if  sold  at  a  profit,  shall  be 
taxed  as  a  long-term  capital  gain  if  held 
for  more  than  6  months.  Our  tax  col¬ 
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lectors,  however,  have  never  been  able 
to  understand  that  cattle,  sheep,  hogs, 
and  horses  used  by  a  farmer  for  breed¬ 
ing,  dairy,  or  draft  purposes  are  just  as 
much  the  tools  and  machinery  of  farm¬ 
ing  as  are  the  lathes,  tools,  and  dies  of 
a  manufacturer.  So  they  took  it  to 
court  and  the  Tax  Court,  the  Federal 
district  courts  and  the  circuit  courts  of 
appeals  decided  the  obvious  fact  that 
breeding,  dairy,  and  draft  animals  are 
depreciable  property  used  in  the  trade 
or  business  of  the  taxpayer-farmer. 
Since  then  the  Treasury  Department, 
until  very  recently,  has  been  quite  reluc¬ 
tant  to  follow  the  court  decisions  in  ad¬ 
ministering  the  tax  law.  Also  there  is 
much  uncertainty.  The  committee  de¬ 
cided  to  include  in  this  bill  a  provision  to 
save  the  farmers  from  further  harass¬ 
ment  and  to  lay  down  a  clear  and  fair 
rule.  It  really  gives  the  farmers  no  more 
than  they  are  entitled  to  already,  but  it 
will  make  the  law  easier  to  administer. 

Mr.  Chairman,  these  are  some  of  the 
highlights  of  the  bill  and  I  have  tried  to 
explain  the  principal  considerations  as 
I  recall  them  which  led  the  committee  to 
take  these  actions. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Massachusetts 
[Mr.  Heselton], 

Mr.  HESELTON.  Mr.  Chairman,  in 
my  opinion,  this  House  faces  an  almost 
impossible  task  this  afternoon. 

We  have  before  us  a  complex  revenue 
proposal  of  153  pages. 

The  Ways  and  Means  Committee  held 
public  hearings  for  2  months  taking  tes¬ 
timony  from  more  than  200  witnesses. 
It  then  held  executive  sessions  for  ap¬ 
proximately  2V2  months  more.  The 
hearings  of  2,884  pages,  the  committee 
report  of  152  pages  and  the  bill  were  not 
available  until  Tuesday.  Yet  other 
Members  of  the  House  are  forced  to  try 
to  reach  considered  conclusions  in  only 
3  days  after  an  attempt  to  study  the 
hearings,  the  report,  and  the  bill,  and  to 
follow  the  general  debate. 

Beyond  this,  we  are  given  no  oppor¬ 
tunity  to  present  or  discuss  any  amend¬ 
ments  because  of  the  gag  rule.  Under 
all  these  circumstances,  I  have  come  to 
the  conclusion  that  the  net  effect  of  this 
bill,  if  enacted  in  its  present  form,  would 
be  extremely  unfortunate. 

I  recognize  the  necessity  of  providing 
sufficient  revenue  to  finance  the  defense 
effort  and  essential  nondefense  activi¬ 
ties.  I  think  there  are  few  taxpayers 
who  would  not  concede  that. 

But  I  am  greatly  concerned  about  the 
stubborn  attitude  of  the  administration 
in  refusing  to  admit  that  there  is  any 
possibility  of  reducing  nonessential  ex¬ 
penditures  by  one  cent.  Its  vigorous 
and  continuous  efforts  to  defeat  all  sug¬ 
gestions  of  such  reductions  convicts  it 
of  arrogant  indifference  to  the  plight 
of  the  American  taxpayers  whose  hard- 
earned  and  prudently  saved  money  fur¬ 
nishes  the  means  of  conducting  all  Fed¬ 
eral  operations.  That  attitude  also  con¬ 
victs  the  administration  of  attempted 
deception  in  its  alleged  concern  about 
the  effect  of  the  sharply  increasing  cost 
of  living  which  is  straining  the  budgets 
of  the  American  consumers.  The  ad- 
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ministration  knows,  or  certainly  should 
know,  that  heavy  expenditures  by  the 
Federal  Government  constitute  one  of 
the  greatest  single  factors  in  that  in¬ 
crease,  both  directly  and  indirectly. 

I  doubt  if  a  single  Member  of  Congress 
would  challenge  the  fact  that  there  is 
waste  in  practically  all,  if  not  all,  the 
current  activities  in  the  executive  de¬ 
partment. 

As  but  one  example,  I  want  to  make  as 
a  part  of  this  record  a  report  on  such  a 
situation  in  connection  with  the  food 
purchasing  program  of  the  Department 
of  Agriculture.  I  have  been  studying 
these  operations  for  over  a  year  and  have 
been  doing  everything  within  my  power 
to  focus  attention  upon  them  and  to 
obtain  action  to  eliminate  them,  but  with 
next  to  no  success. 

Recently,  I  completed  a  partial  study 
of  the  report  published  for  the  period 
ending  April  30. 

When  I  found  that  in  the  first  10 
months  of  this  fiscal  year  losses  on  the 
disposition  of  but  nine  food  commodities 
had  accumulated  in  the  amount  of  $263,- 
175,628  and  that  this  was  30.6  percent 
of  the  losses  sustained  in  the  disposition 
of  these  commodities  from  October  17, 

1933. 1  wrote  to  the  President  calling  his 
attention  to  these  disturbing  facts  and 
urged  that  he  take  whatever  steps  are 
necessary  to  bring  about  an  immediate 
review  of  this  situation  and  the  elimina¬ 
tion  of  future  expenditures  wherever  that 
appears  proper.  As  of  this  moment,  I 
have  received  no  acknowledgment  of 
that  letter  and  I  confess  that  I  have  no 
confidence  whatever  that  I  will  receive 
any  such  acknowledgment  or  that  any 
such  action  will  be  taken  by  him.  My 
letter  is  as  follows : 

The  President, 

The  White  House,  Washington,  D.  C. 

Dear  Mr.  President:  During  your  radio 
speech  last  Thursday  evening  you  said : 
“We  all  know  what  inflation  can  do  to  peo¬ 
ple.  It  can  take  their  earnings  away  from 
them.  It  can  take  the  food  out  of  their 
mouths.” 

I  am  sure  that  you  will  agree  that  It  is 
equally  true  that  unnecessary  and  unjusti¬ 
fied  activities  and  expenditures  by  the  Fed¬ 
eral  Government  have  the  same  evil  results. 

As  you  know,  I  have  urged  for  many 
months  that  attention  should  be  given  to 
the  food  purchasing  activities  of  the  Depart¬ 
ment  of  Agriculture.  I  submit  that  these 
activities  should  not  be  continued  unless 
they  can  be  fully  justified. 

Recently  the  report  for  the  period  ending 
April  30  has  been  published.  It  contains 
disclosures  which  are  startling. 

Between  June  30,  1950,  and  April  30,  1951, 
purchases  were  made  of  5,937,597,528  pounds 
of  nine  food  commodities — butter,  cheese, 
dried  milk,  dried  eggs,  dried  peas,  dried 
beans,  potatoes,  grain  sorghum,  and  pea¬ 
nuts.  In  that  period  the  Department  took 
losses  on  disposition  of  these  commodities  in 
the  amount  of  $263,175,628. 

It  paid  for  carrying  charges  alone  $32,- 
505,130. 

All  this  has  happened  after  American  men 
were  sent  into  Korea. 

It  happened  while  American  housewives 
have  been  struggling  to  meet  the  increasing 
prices  for  food.  They  have  seen  prices  rise 
since  June  30,  1950,  to  today  in  approxi¬ 
mately  the  following  amounts:  butter  from 

71.1  cents  to  89  cents  per  pound,  cheese  from 

51.1  cents  to  70  cents  per  pound,  milk  from 

18.2  cents  to  23  cents  per  quart,  eggs  from 


61.6  cents  to  79  cents  a  dozen,  dried  beans 
from  14.9  cents  to  19  cents  a  pound. 

It  happened  while  the  American  taxpayers 
were  paying  the  first  increased  tax  bill. 

It  is  still  happening  when  another  sub¬ 
stantial  tax  increase  seems  certain. 

Another  fact  disclosed  by  this  report  seems 
to  me  to  be  most  significant.  From  October 
17,  1933,  through  April  30,  1951,  the  losses 
incurred  in  the  disposition  of  these  nine 
commodities  amounted  to  $858,709,441. 
Consequently  the  loss  in  the  first  10  months 
of  the  current  fiscal  year  of  $263,175,628  is 

30.6  percent  of  the  losses  sustained  in  a 
period  of  nearly  18  years. 

The  total  losses  for  the  price-support  pro¬ 
gram  during  that  18-year  period  are  stated 
to  be  $912,575,612.  Therefore,  the  losses 
taken  on  these  nine  commodities  constitute 
94.1  percent  of  the  losses  incurred  in  the 
whole  price-support  program. 

I  do  not  know  what  has  been  done  in  this 
field  since  April  30,  nor  can  I  find  out.  How¬ 
ever,  on  April  30  there  was  on  hand  2,609,- 
413,987  pounds  of  these  nine  commodities. 

I  think  no  one  can  dispute  the  economic 
fact  that  when  the  Federal  Government  buys 
substantial  quantities  of  food  commodities 
in  competition  with  the  American  housewife 
the  inevitable  result  is  a  decrease  in  avail¬ 
able  supplies  in  the  open  market  and  higher 
prices. 

Later  in  your  radio  speech  you  said :  “Gov¬ 
ernment  spending  for  defense  will  increase 
very  fast  in  the  next  few  months.  And  the 
more  money  the  Government  spends  on  de¬ 
fense  the  greater  the  danger  of  rising  prices.” 

It  certainly  is  a  matter  of  major  impor¬ 
tance  that  Government  spending  in  nonde¬ 
fense  activities  creates  just  as  much  danger 
of  rising  prices. 

I  think  that  these  facts  point  up  the  im¬ 
perative  necessity  for  a  full  disclosure  of  all 
the  facts  in  connection  with  this  program. 
I  urge  that  you  take  whatever  steps  are  nec¬ 
essary  to  bring  about  an  immediate  review  of 
this  situation  and  the  elimination  of  future 
expenditures  wherever, that  appears  proper. 

I  am  enclosing  the  dafa  1  have  taken  from 
the  report  in  connection  with  the  losses. 

Sincerely  yours, 

John  W.  Heselton. 

Figures  from  Commodity  Credit  Corporation 
report  of  Apr.  30,  1951 


LOSS  ON  DISPOSITION 


Commodity 

Fiscal  1051 
through 
Apr.  30 

Oct.  17, 1933 
through 
Apr.  30,  1951 

Butter . . 

$43, 088, 987 
24, 030, 684 
38, 763,  731 
61,470,986 
219, 153 
9, 403, 986 
54,220,587 
20,488,277 
11,489,237 

$47,200,848 
25, 061, 762 
52,830,041 
141, 503, 049 
880,177 
10,459,915 
468, 721, 246 
34,145,806 
77,906,697 

Cheese _ 

Dried  milk . . 

Dried  eggs _ 

Dried  peas . __ 

Dried  beans . . 

Potatoes _ _ 

Grain  sorghum . 

Peanuts  " . 

Total _ 

263, 175, 628 

858, 709, 441 

In  terms  of  the  committee  report,  it 
is  shocking  to  realize  that  this  single 
item  of  loss  and  waste  is  the  equivalent 
of  more  than  double  all  the  taxes  which 
will  be  paid  for  1  year  under  this  bill 
by  those  receiving  the  lowest  taxable  in¬ 
come,  and  that  they  are  said  to  be 
1,868,095  persons. 

I  submit  that  when  such  situations 
exist,  quite  apart  from  the  merit  or  lack 
of  merit  of  the  tax  bill  as  a  whole,  each 
of  us  has  a  definite  right  to  use  the  only 
means  available  to  us  of  making  our 
protest  entirely  clear  and  of  indicating 
beyond  any  possible  question  of  doubt 
that  a  vote  in  favor  of  final  passage  is 


not  an  endorsement  of  the  reckless  and 
indefensible  fiscal  policies  of  this  admin¬ 
istration. 

Beyond  this,  however,  there  are  fea¬ 
tures  in  this  bill  which  are  objectionable 
and  most  inequitable.  They  have  been 
covered  in  the  minority  report  and  by 
members  of  the  committee  in  general 
debate.  Consequently,  I  shall  refer 
briefly  to  only  two  of  them. 

The  arbitrary,  discriminatory,  and 
unscientific  provisions  for  excise  taxes 
cannot  be  defended.  Any  system  of  tax¬ 
ation  which  imposes  unequal  burdens 
upon  competitive  elements  in  our  eco¬ 
nomic  world,  or  which  gives  unfair  ad¬ 
vantages,  is  contrary  to  every  principle 
of  sound  taxation.  This  bill  may  seem 
to  have  taken  an  easy  course  by  increas¬ 
ing  a  few  such  taxes  while  ignoring 
other  possible  taxes  as  to  which  cer¬ 
tainly  an  equally  tenable  case  could  be 
presented.  Enactment  of  this  portion  of 
the  bill,  in  its  present  form,  will  surely 
bring  results  of  far-reaching  conse¬ 
quences  which  would  affect  the  scores  of 
thousands  of  patriotic  Americans  whose 
livelihood  and  ability  to  pay  taxes  would 
be  jeopardized.  I  know  that  they  would 
accept  without  complaint  an  equitable 
and  fair  tax  burden.  But  this  proposal 
is  doubly  unfair  in  view  of  the  sharply 
increased  individual  and  corporate  taxes, 
and  this  threat  to  them  as  employers, 
employees,  and  those  engaged  in  selling 
the  products  so  taxed. 

The  new  20-percent  withholding  tax 
on  dividends  and  other  similar  payments 
will,  in  part  at  least,  bring  about  serious 
and  most  objectionable  results.  To  de¬ 
prive  individuals  who  have  no  income- 
tax  liability  of  what  may  be  a  substan¬ 
tial  portion  of  their  income  for  an  uncer¬ 
tain  period  is  a  new  and  anything  but  a 
commendable  step.  Although  it  has  been 
asserted  in  general  debate  that  such 
withholding  from  institutions  such  as 
churches,  hospitals,  and  other  charitable 
institutions  has  been  handled  so  as  not 
to  bring  about  such  a  serious  effect  upon 
them,  I  am  by  no  means  certain  that  the 
end  result  would  be  found  to  be  at  all 
satisfactory.  In  these  days,  when  such 
income  is  so  desperately  needed  by  these 
institutions,  I  believe  there  could  be  the 
most  serious  kind  of  consequences. 

I  consider  this  unfair  and  improper, 
even  though  only  one  individual  or  one 
institution  is  so  affected.  It  is  shocking 
in  view  of  the  estimate  that  the  amount 
of  the  withholding  from  these  sources 
will  run  to  $100,000,000  annually,  and  it 
is  unbelievably  inequitable  in  view  of  the 
unchallenged  statements  that  a  substan¬ 
tial  percentage  of  this  improperly  taxed 
revenue  will  never  be  returned  because 
of  the  difficulty  of  filing  and  obtaining 
action  upon  proper  claims  for  refund. 

Surely  the  committee  could  easily  and 
promptly  correct  these  and  any  other 
deficiencies  which  have  been  pointed  up 
during  the  course  of  debate. 

But  when  other  Members  of  this  House 
are  asked  to  put  their  unqualified  stamp 
of  approval  on  such  a  very  controversial 
proposal,  I  believe  they  have  a  clear  right 
to  voice  their  objections  and  to  seek  such 
improvements  in  the  bill  by  supporting  a 
motion  to  recommit.  In  any  event,  with 
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the  procedure  under  this  gag  rule  leav¬ 
ing  us  no  alternative,  this  is  the  only 
means  given  to  us  by  which  we  can  make 
it  entirely  clear  that  a  vote  for  the  bill, 
if  recommittal  fails,  is  definitely  not  an 
expression  of  approval  of  the  adminis¬ 
tration’s  activities,  nor  any  endorsement 
of  the  reckless,  extravagant,  and  inde¬ 
fensible  waste  of  the  taxpayers’  money. 
Rather,  it  will  be  merely  a  recognition 
that  this  is  the  first  step  in  the  legis¬ 
lative  process  in  a  field  where  it  is  uni¬ 
versally  considered  action  is  necessary 
and  because  most  of  these  increased 
funds  should  be  devoted  to  the  benefit 
of  our  Armed  Forces  in  Korea  and  else¬ 
where.  Such  a  vote  is  also  subject  to 
the  clear  right  to  take  final  action  on 
the  conference  report,  when  probably, 
and  I  hope  certainly,  the  inequities  and 
the  errors  in  this  bill  before  us  now  will 
have  been  removed. 

(Mr.  HESELTON  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks. ) 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  5  minutes  to  the  gentleman 
from  Missouri  [Mr.  Armstrong!. 

(Mr.  ARMSTRONG  asked  and  was 
given  permission  to  revise  and  extend 
v,ic  ) 

Mr.  ARMSTRONG.  Mr.  Chairman, 
on  several  occasions  during  the  debate 
on  this  bill  I  have  asked  some  pointed 
questions.  I  have  not  done  so  in  a  spir¬ 
it  of  carping  criticism,  but  of  honest 
Inquiry.  The  burden  of  my  questioning 
has  been  as  follows: 

If  this  bill  is  passed,  can  we  offer  our 
constitutents,  the  taxpayers  who  will 
have  to  dig  down  more  deeply  into  their 
resources  and  wages  to  meet  this  in¬ 
creased  load,  any  assurance  or  even  any 
hope  that  this  huge  Government  spend¬ 
ing  will  ever  be  cut  and  their  taxes  re¬ 
duced?  Has  this  administration  any 
plan,  or  have  the  administration  leaders 
in  this  House  any  plan,  looking  toward 
a  policy  of  retrenchment  in  spending? 
Will  any  such  program  be  offered  this 
Congress? 

To  all  such  questions,  I  have  received 
no  favorable  answer.  The  distinguished 
and  venerable  chairman  of  the  Ways 
and  Means  Committee,  whom  I  greatly 
respect,  answered  that  the  responsibility 
for  cutting  expenses  rested  on  the  Ap¬ 
propriations  Committee.  I  asked  the 
distinguished  gentleman  from  Pennsyl¬ 
vania  [Mr.  Simpson!  if  there  was  any 
liason  between  the  Appropriations  Com¬ 
mittee  and  the  'Ways  and  Means  Com¬ 
mittee,  that  would  justify  the  hope  that 
the  Appropriations  Committee  leaders 
planned  some  program  of  reduction  in 
Federal  expenditures.  The  answer  to 
that  was  “No.”  I  have  heard  during  this 
debate  that  it  is  up  to  the  President  of 
the  United  States  to  propose  reductions 
and  retrenchment.  I  have  heard  also 
that  we  can  expect  no  such  thing  to 
happen.  I  have  heard  that  it  is  the  re¬ 
sponsibility  of  Congress  that  taxes  are 
so  high  and  spending  so  astronomical. 
So  apparently  no  one  wants  to  assume 
any  responsibility  for  the  state  of  affairs, 
and  no  one  wants  to  come  forward  with 
any  program  of  relief  for  the  taxpayers. 

In  his  remarks  before  this  committee 
yesterday,  the  distinguished  minority 
leader  of  the  Ways  and  Means  Commit¬ 


tee,  the  gentleman  from  New  York  [Mr. 
Reed],  mentioned  that  there  are  signs  of 
revolt  on  the  part  of  the  taxpayers. 
Certainly  that  is  true,  when  you  reflect 
upon  the  progress  being  made  by  those 
who  propose  a  constitutional  amend¬ 
ment,  limiting  the  power  of  the  Federal 
Government  in  its  spending  of  the  in¬ 
come  of  the  people.  Specifically,  this 
movement  would  call  for  the  limitation 
of  a  percentage  of  the  total  national  in¬ 
come  that  could  be  spent  for  all  pur¬ 
poses  of  government,  only  with  the  ex¬ 
ception  of  war  declared  in  the  constitu¬ 
tional  manner  by  Congress.  No  one 
need  ignore  this  as  the  work  of  cranks. 
That  movement  is  ready  to  catch  fire  and 
sweep  the  country,  for  the  people  see  no 
relief  from  either  the  executive  branch 
of  the  Government  or  from  Congress, 
from  this  steady  confiscation  of  their 
resources. 

Another  movement  will  bear  watching. 
It  is  the  proposed  formation  of  a  na¬ 
tional  taxpayers’  association,  in  order 
to  bring  actual  political  pressure  to  bear 
on  Members  of  Congress  and  the  Gov¬ 
ernment  generally,  to  cut  expenses  and 
save  the  taxpayers’  money.  If  that  or¬ 
ganization  ever  gets  going,  it  will  be  the 
biggest  and  most  effective,  and  the  most 
unselfish,  lobby  in  existence. 

Meantime,  however,  we  of  this  Con¬ 
gress  cannot  escape  our  responsibility  in 
any  such  fashion  as  passing  the  buck 
from  one  committee  to  another,  or  from 
us  to  the  President  and  back  again.  Of 
course,  the  President  of  the  United  States 
could  propose  a  program  of  drastic  fiscal 
reform.  Of  course,  he  could  lift  some  of 
the  burden  from  the  back  of  the  long- 
suffering  taxpayers.  Of  course,  he  could 
boil  some  of  the  fat  out  of  his  bloated 
budget.  But  no  ofie  expects  him  to— 
least  of  all  his  own  party  leaders  in  this 
House.  Of  course  the  Appropriations 
Committee  could  come  up  with  a  pro¬ 
gram  of  drastic  reduction  of  nonessen¬ 
tial  spending.  They  could  show  how 
numerous  agencies  of  the  Government 
could  be  eliminated  or  consolidated  with 
others  or  modified  for  economy  and  ef¬ 
ficiency.  But  I  doubt  that  any  Member 
of  the  House  expects  that  committee  to 
do  so.  With  full  respect  to  what  mem¬ 
bers  of  that  committee  have  done  in 
trimming  a  little  here  and  a  little  there, 
the  taxpayers  of  this  country  are  not  so 
foolish  as  to  believe  that  they  have  done 
a  real  job  of  economy  and  cutting  of  ex¬ 
penses. 

Now  although  neither  the  administra¬ 
tion  nor  the  administration  leaders  of 
this  House  seem  likely  to  do  this  needed 
Job,  I  as  a  minority  Member  cannot  feel 
that  I  am  relieved  of  my  responsibility. 
I  promised  the  people  of  my  district  when 
I  was  elected  that  I  would  not  vote  for 
higher  taxes  until  I  had  made  every  ef¬ 
fort,  and  until  my  party  had  made  every 
effort,  to  cut  out  needless  spending,  to 
eliminate  nonessential  activities  of  Gov¬ 
ernment,  to  cut  nondefense  appropria¬ 
tions  to  the  bone.  That  has  not  been 
done.  How  then  could  I  in  good  con¬ 
science  vote  for  this  bill? 

It  is  my  theory  of  representative  gov¬ 
ernment  that  under  our  two-party  sys¬ 
tem,  the  majority  party  has  the  responsi¬ 
bility  of  leadership.  But  that  does  not 
relieve  the  minority  party  of  continued 
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and  critical  scrutiny  of  the  actions  of  the 
majority.  I  believe  the  minority  should 
support  the  majority  when  it  is  right 
and  oppose  it  when  in  the  opinion  of  the 
minority  it  is  wrong.  I  believe  the  mi¬ 
nority  party’s  criticisms  should  be  con¬ 
structive.  If  we  oppose,  then  we  should 
offer  a  better  way.  I  cannot  be  content  to 
vote  against  this  bill  without  urging  my 
party  to  go  the  needed  step  further :  Let 
us  come  up  with  a  program  of  retrench¬ 
ment  and  economy  of  our  own. 

It  is  well  known  that  many  Members 
of  this  Congress  have  made  definite  sug¬ 
gestions  for  trimming  out  the  needless 
expenditures  of  our  Federal  agencies. 
The  distinguished  senior  Senator  from 
Virginia,  Mr.  Byrd,  has  repeatedly  of¬ 
fered  a  plan  which  he  says  will  save  the 
taxpayers  of  this  country  around  $7,500,- 
000,000  annually — more  than  this  whole 
tax  bill  would  raise  in  additional  revenue. 
Many  public-spirited  organizations  have 
offered  similar  studies  and  suggestions. 
It  was  the  intent  of  the  Hoover  Commis¬ 
sion  that  its  proposals  would  save  several 
billions  of  dollars  in  present  expendi¬ 
tures.  What  has  happened  to  those  pro¬ 
posals  for  saving  money? 

I  suggest,  I  urge,  the  Republican  Mem¬ 
bers  of  this  House  to  join  in  working  out 
a  definite  program  to  show  just  how 
many  billions  of  dollars  may  be  saved  by 
economies  that  will  not  hurt  a  single 
necessary  agency  or  functioning  of  Gov¬ 
ernment.  Let  us  challenge  the  majority 
leaders  to  show  cause  why  it  should  not 
be  adopted  by  this  Congress.  Let  us  in¬ 
vite  all  Members,  of  all  parties,  to  follow 
our  lead.  Then,  if  we  are  defeated,  we 
shall  at  least  have  done  something  con¬ 
structive  for  our  constituents  and  tax¬ 
payers  generally.  And  our  constituents, 
seeing  the  efforts  we  have  made,  and  the 
efforts  of  our  friends,  who  will  join  us 
on  the  other  side  of  the  aisle,  will  rally 
to  the  cause  they  know  is  in  their  in¬ 
terests  and  for  the  welfare  of  the 
country. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  4  minutes  to  the  gentleman 
from  Idaho  [Mr.  Wood], 

Mr.  WOOD  of  Idaho.  Mr.  Chairman, 
my  principal  reason  for  rising  at  this 
time  is  to  take  exception  to  one  of  the 
paragraphs  proposed  in  this  tax  bill.  I 
refer  to  the  20 -percent  withholding  tax 
on  interest  on  dividends  and  savings  ac¬ 
counts.  I  have  received  more  letters 
from  my  constituents  in  the  last  3  or  4 
weeks  on  that  one  particular  thing  than 
on  anything  else. 

It  is  difficult  for  me  to  conceive  of  any¬ 
thing  which  would  be  more  inquitous 
and  more  foolish  than  a  provision  of  this 
sort.  Many  of  these  older  people  in  my 
district,  with  whom  I  have  practiced  in 
and  among  for  47  years  have  very  small 
savings.  Their  savings  were  cut  down 
very  largely  during  the  time  of  the  de¬ 
pression  and  they  have  very  little  to  go 
on  and  in  all  too  many  instances  if  the 
20-percent  withholding  bite  or  pound  of 
flesh  is  taken  out  of  their  paltry  savings 
it  will  simply  mean  they  will  have  to  go 
whole  hog  on  relief. 

I  cannot  think  of  anything  that  I 
could  oppose  in  any  bill  more  vigorously 
than  I  do  this  treacherous  provision. 

Mr.  COOPER.  Mr.  Chairman,  will  the 
gentleman  yield? 
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Mr.  WOOD  of  Idaho.  I  yield  to  the 
gentleman  from  Tennessee. 

Mr.  COOPER.  Did  I  understand  the 
gentleman  correctly  to  say  that  he  un¬ 
derstood  the  withholding  applied  to 
bank  deposits  and  interest  on  savings 
accounts? 

Mr.  WOOD  of  Idaho.  On  savings  ac¬ 
counts;  yes. 

Mr.  COOPER.  The  gentleman  is  in 
error  on  that.  They  are  exempt.  If 
the  gentleman  will  turn  to  page  16  of  the 
committee  report,  right  in  the  middle  of 
the  page,  he  will  find  a  pai-agraph  set¬ 
ting  out  the  exemptions  that  are  provid¬ 
ed  in  the  bill.  Bank  deposits  and  sav¬ 
ings  accounts  are  specifically  exempted. 

Mr.  WOOD  of  Idaho.  I  understand 
bank  deposits  were  exempt  but  I  did  not 
understand  interest  on  savings  and  divi¬ 
dends  were  exempt. 

Mr.  COOPER.  They  are  exempt  also. 

Mr.  WOOD  of  Idaho.  I  received  four 
letters  this  morning  from  different  per¬ 
sons  on  that  very  question. 

Mr.  CRAWFORD.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  WOOD  of  Idaho.  I  yield  to  the 
gentleman  from  Michigan. 

Mr.  CRAWFORD.  Will  the  gentle¬ 
man  from  Tennessee  or  the  gentleman 
from  Arkansas  point  out  the  change  that 
was  made? 

Mr.  MILLS.  The  gentleman  has  in 
mind,  and  these  people  who  are  writing 
to  him,  the  tentative  action  taken  by  the 
committee  extending  the  provisions  of 
the  withholding  to  interest  on  savings  ac¬ 
counts;  but  before  the  bill  was  reported 
the  committee  reconsidered  its  previous 
action  and  did,  as  the  gentleman  from 
Tennessee  has  just  stated,  exempt 
withholding  on  interest  and  savings  and 
Government  bonds,  and  so  forth. 

Mr.  WOOD  of  Idaho.  I  thank  the 
gentleman  very  much  for  his  statement. 

Mr.  JENKINS.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  WOOD  of  Idaho.  I  yield  to  the 
gentleman  from  Ohio. 

Mr.  JENKINS.  The  gentleman  is  ab¬ 
solutely  right,  however,  that  this  ne¬ 
farious  practice  does  apply  on  dividends 
and  many  other  things  of  that  kind.  It 
still  applies  and  many  people  are  writing 
me  and  what  they  are  writing  about  is 
still  in  the  bill.  I  refer  particularly  to 
dividends. 

Mr.  WOOD  of  Idaho.  I  thank  the 
gentleman  very  much.  That  will  re¬ 
lieve  my  mind  a  great  deal  in  the  con¬ 
sideration  of  this  bill. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  desires  to 
the  gentleman  from  Oregon  [Mr.  An- 
gell], 

(Mr.  ANGELL  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

WASTE  AND  DISHONESTY  IN  GOVERNMENT 

Mr.  ANGELL.  Mr.  Chairman,  we  have 
heard  on  the  floor,  and  the  press  has 
been  full  in  the  last  few  days,  of  reports 
showing  that  in  the  conduct  of  national 
defense  officials  awarded  contracts  ag¬ 
gregating  $3,214,000  to  two  promoters 
who  were  jailbirds  and  who  had  no  plant 
and  no  visible  financial  support  and  no 
experience  in  the  manufacture  of  the 
products  covered  by  the  contract  award¬ 


ed  to  them.  This  is  in  keeping  with  the 
lack  of  moral  responsibility  in  the  pres¬ 
ent  administration  demonstrated  in  the 
conduct  of  many  governmental  affairs, 
as  evidenced  by  the  deep-freeze  gifts  to 
White  House  connivers,  5-percent  agen¬ 
cies,  contracts  acquired  through  back¬ 
door  entrance  to  the  White  House,  and 
to  the  fraudulent  expenditures  of  bil¬ 
lions  of  dollars  of  the  taxpayers’  money. 

As  other  evidence  of  this  all-time  high 
in  dishonesty  in  the  operation  of  our 
Federal  Government,  there  has  just  come 
to  my  desk  a  telegram  from  a  constitu¬ 
ent  in  my  congressional  district  with 
reference  to  the  veterans’  hospital  at 
Vancouver,  Wash.,  which  refused  to 
award  a  contract  for  the  delivery  of  milk 
on  a  bid  aggregating  $45,706.72  but 
awarded  the  contract  to  a  competitor  on 
a  bid  which  was  higher  by  some  $2,500. 
The  text  of  this  telegram  is  as  follows: 

This  firm  submitted  the  low  bid  for  milk 
supplied  to  the  United  States  veterans  hos¬ 
pital  at  Vancouver,  Wash.  The  total  amount 
of  our  bid  was  $45,706.72,  or  more  than 
$2,500  less  than  the  nearest  competitor.  This 
firm  was  the  only  Portland  dairy  bidding  for 
this  business.  The  other  bidders  were  all 
Vancouver,  Wash.,  dairies.  The  bid  was 
given  Sanitary  Dairy,  of  Vancouver,  Wash., 
although  they  were  substantially  higher  than 
the  bid  submitted  by  the  firm.  When  we 
contacted  the  sales  officer  and  requested  an 
explanation,  he  claimed  that  the  inspecting 
committee  felt  that  our  plant  did  not  meet 
with  their  satisfaction.  The  committee  of 
three  people,  including  the  sales  officer  who 
made  this  inspection,  are  amateurs.  This 
firm  is  inspected  and  approved  by  the  United 
States  Public  Health  Service,  and  in  their 
most  recent  inspection  our  rating  was  93.79 
percent.  We  are  further  approved  by  the 
United  States  Veterinarian  Service  for  all 
Army  contracts.  We  have  the  milk  contract 
to  supply  all  the  United  States  engineers 
dredges  on  points  aiong'the  Columbia  River. 
We  are  the  successful  bidder  for  the  United 
States  veterans  hospital  in  Portland,  Oreg. 
The  inspecting  committee  for  this  hospital 
has  approved  us  in  the  past  on  four  differ¬ 
ent  occasions  and  have  given  their  approval 
1  week  ago.  We  believe  there  is  collusion  in¬ 
volved  in  the  awarding  of  the  milk  con¬ 
tract  of  the  veterans  hospital  of  Vancouver, 
and  have  evidence  on  two  former  occasions. 
What  can  be  done  to  correct  and  remedy  this 
situation?  Will  you  please  advise? 

Thank  you  kindly. 

From  this  telegram  it  will  be  observed 
that  the  low  bidder  who  was  denied  the 
the  contract  was  fully  qualified  and  the 
product  offered  by  him  had  the  approval 
of  many  Government  agencies,  includ¬ 
ing  the  Public  Health  Service,  and  that 
apparently  through  manipulation  the 
contract  was  not  awarded  to  the  low 
bidder. 

I  have  demanded  an  explanation  from 
the  Veterans’  Administration  and  will  be 
interested  to  know  the  reason  why  the 
Federal  Government  in  this  particular 
case  was  deprived  of  $2,500  of  tax  money 
by  refusing  the  acceptance  of  the  lowest 
qualified  bidder. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  4  minutes  to  the  gentleman 
from  Michigan  [Mr.  Crawford]. 

Mr.  CRAWFORD.  Mr.  Chairman, 
earlier  in  the  afternoon  there  was  some 
debate  dealing  with  two  or  three  points 
which  I  want  to  discuss  very  briefly. 
One  of  the  points  had  to  do  with  the 
break  in  the  bond  prices,  on  bonds  issued 


by  the  Federal  Treasury  in  connection 
with  the  financing  of  World  War  I.  Stu¬ 
dents  of  this  question  will  recall  that  the 
World  War  I  debt  reached  about  $26,- 
000,000,000,  and  assuming  that  all  of 
those  bonds  outstanding  at  that  time 
had  broken  20  percent,  that  is  $100  down 
to  $80  per  $100  bond,  the  loss  on  the 
whole  would  only  have  been  $5,200,000,- 
000.  Of  course,  all  of  those  bonds  did 
not  sell  at  a  break  in  price. 

Now,  let  us  take  your  situation  at  the 
moment,  with  the  people  of  this  country 
holding  about  $65,000,000,000  of  savings 
bonds.  Since  1939  no  man  will  dispute 
that  you  have  had  a  drop  in  the  buying 
power  of  dollars  in  excess  of  25  percent, 
so  if  we  use  this  25  percent  break  in  the 
buying  power  of  the  savings  of  our  peo¬ 
ple  on  the  $65,000,000,000  of  savings 
bonds,  you  have  suffered  a  loss  through 
the  inflationary  forces  of  about  $16,000,- 
000,000,  or  more  than  three  times  the 
break  in  the  20-percent  drop  in  the  price 
of  Government  bonds  following  World 
War  I. 

For  4  or  5  years  as  a  member  of  the 
Committee  on  Banking  and  Currency  I 
scrapped  over  this  question  with  our  past 
Secretary  of  the  Treasury,  Mr.  Mor- 
genthau,  because  at  no  time  did  I  ever 
agree  that  he  was  following  a  course 
which  would  save  our  people  from  loss 
due  to  depreciation  in  the  market  value 
of  dollars.  And  that  is  what  you  are 
dealing  with,  is  dollars.  They  started 
out  on  this  idea  that  you  could  buy  a 
bond  today  and  60  days  later  you  could 
cash  it  back  in  for  what  you  paid  for  it, 
but  nevertheless  you  have  lost  this  buy¬ 
ing  power  in  savings  which  certainly  ex¬ 
ceeds  $16,000,000,000  on  the  bonds  now 
held  by  the  people. 

Another  point  was  made  to  the  effect 
that  the  insurance  companies  of  this 
country  during  the  past  4  or  5  years  have 
sold  Government  bonds  which  they  held 
so  as  to  go  into  the  ownership  of  mort¬ 
gages  on  homes.  The  joker  in  that 
transaction  was  that  the  Federal  Re¬ 
serve  bank  was  the  primary  purchaser 
of  bonds  sold  by  insurance  companies, 
and  as  the  Federal  Reserve  banks  went 
into  the  market  and  purchased  those 
bonds,  that  was  equivalent  to  printing 
press  money,  and  if  you  want  authority 
on  that,  ask  Marriner  Eccles,  ex- Chair¬ 
man  of  the  Board  of  Governors  of  the 
Federal  Reserve  System.  And  when  the 
Federal  Reserve  System  steps  into  the 
market  and  purchases  obligations, 
whether  sold  by  insurance  companies  or 
by  industrial  concerns  or  other  people,  it 
puts  the  printing-press  money  into  the 
market  and  thereby  supplies  the  main 
force  of  inflation  against  the  savings  of 
our  people. 

Still  another  point  was  made  in  the 
debate  this  afternoon. 

Mr.  JOHNSON.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  CRAWFORD.  I  yield  to  the  gen¬ 
tleman  from  California. 

Mr.  JOHNSON.  They  had  an  investi¬ 
gation  made  on  the  matter  of  loss  of 
purchasing  power  in  connection  with 
benefits  realized  from  insurance  policies, 
and  it  amounted  to  over  $100,090,000,000. 

Mr.  CRAWFORD.  Practically  every 
man  on  this  floor  has  an  insurance  pol¬ 
icy,  or  anywhere  from  1  to  50  policies 
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running  in  favor  of  their  families,  and 
these  policies  are  dropping  in  buying 
value  every  minute  because  of  this  infla¬ 
tionary  force. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  such  time  as  he  may  desire  to 
the  gentleman  from  New  York  [Mr. 
Clemente], 

Mr.  CLEMENTE.  Mr.  Chairman,  I  re¬ 
gret  to  find  that  in  this  tax  bill,  while  it 
is  a  revenue-producing  measure,  yet  no 
consideration  was  given  to  the  poor  man 
in  allowing  him  to  include  his  entire 
medical  expenses  as  well  as  other  ex¬ 
emptions,  and  that  no  consideration  was 
given  in  connection  with  pensions,  ex¬ 
cept  social-security  benefits  are  deduct¬ 
ible. 

(Mr.  CLEMENTE  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Ohio  [Mr.  Bow], 

Mr.  BOW.  Mr.  Chairman,  the  tax  in¬ 
crease  called  for  in  this  bill  now  before 
us  is  the  largest  in  our  history.  How¬ 
ever,  it  is  not  alone  because  of  its  enor¬ 
mous  amount  that  I  intend  to  vote 
against  it. 

I  intend  to  vote  against  it  because  it 
would  impose  upon  the  American  tax¬ 
payer  a  financial  burden  that  is  unnec¬ 
essary  and  unfair. 

I  do  not  feel  that  the  administration 
has  topped  the  nonessential  spending 
that  has  been  its  trade-mark  so  many 
years.  This  bill  would  be  a  license  to 
continue  that  spending  in  a  time  of  dire 
emergency,  when  our  taxpayers  already 
are  carrying  unprecedented  loads. 

Let  me  cite  one  good  example  of  the 
administration’s  unwillingness  to  cut  un¬ 
necessary  spending. 

Under  the  whiplash  of  administration 
leaders,  the  Senate  recently  passed  S. 
75,  the  central  Arizona  project  bill.  If 
there  ever  was  a  project  that  should 
come  under  the  heading  of  wild  and 
woolly  spending,  this  is  it. 

Called  a  rescue  project,  this  reclama¬ 
tion  scheme  would  cost  an  estimated 
$788,000,000  to  construct,  a  very  conserv¬ 
ative  estimate.  Not  included  are  other 
dams  and  works  without  which  the  main 
project  could  not  operate. 

In  addition,  the  project  would  cost  the 
taxpayers  more  than  $2,000,000,000  for 
lost  interest  alone.  Secretary  of  Interior 
Chapman  made  that  estimate,  not  I. 

Who  would  the  project  rescue?  It 
would  rescue  some  private  landowners 
in  one  State.  More  than  half  of  the 
money  allotted  to  irrigation  works  in  this 
project  would  go  to  420  landowners, 
many  of  whom  are  war  speculators. 
These  420  private  landowners  would  re¬ 
ceive  benefits  averaging  half  a  million 
dollars  each. 

Is  that  economy? 

I  believe  the  representatives  of  the 
47  States,  excluding  Arizona,  of  course, 
should  examine  this  project,  as  I  have 
done.  It  would  cost  the  taxpayers  of 
my  State  nearly  $120,000,000.  ' 

For  the  benefit  of  the  representatives 
of  the  other  States,  I  will  include  here  a 
list  showing  what  the  central  Arizona 
project  would  cost  the  taxpayers  of  each 
State  in  lost  interest  alone. 

The  list  follows: 


Cost  to  Nation’s  taxpayers,  by  States,  of 
central  Arizona  project 

OFFICIAL  STATEMENT  BY  SECRETARY  OF  INTERIOR 
INDICATES  EXTRA  TAX  BURDEN  OF  $2,075,729,- 
000  FOR  INTEREST  ALONE  IF  CONGRESS  AP¬ 


PROVES  PROJECT  BILL  S.  75 

State:  Cost  to  taxpayers 1 

Alabama _ „  $24,  286,  000 

Arizona _ 7,  680,  000 

Arkansas _ 14,  945,  000 

California _ 172,  701,  000 

Colorado _ 16,  606,  000 

Connecticut _ 34,  665,  000 

Delaware _  8,  303,  000 

Florida _  26,  777,  000 

^Georgia - 29,  060,  000 

Idaho _ 6,  642,  000 

Illinois _ 157,  548,  000 

Indiana _  47,  534,  000 

Iowa _ 32,  797,  000 

Kansas _  23,  871,  000 

Kentucky _  24,  909,  000 

Louisiana _ 25,  324,  000 

Maine _ _  9,133,000 

Maryland _ _  34,  872,  000 

Massachusetts _  70,  575,  000 

Michigan _ 97,  767,  000 

Minnesota _  38,  609,  000 

Mississippi _  14,  738,  000 

Missouri _ 52,  516,  000 

Montana _ 7,265,000 

Nebraska _  17,  851,  000 

Nevada _  2,  698,  000 

New  Hampshire _  6,  020,  000 

New  Jersey _ _.  68,  291,  000 

New  Mexico _  5,  812,  000 

New  York _ 304,  509,  000 

North  Carolina _  33,  004,  000 

North  Dakota _  7,  057,  000 

Ohio _ _ 119,  977,  000 

Oklahoma _  24,286,000 

Oregon - „  21,  588,  000 

Pennsylvania _  158,  171,  000 

Rhode  Island _ 11,  624,  000 

South  Carolina _ _  15,  776,  000 

South  Dakota _ 7,  473,  000 

Tennessee _ 28,438,000 

Texas - 90,  917,  000 

Utah _ 7,  056,  000 

Vermont _ ',V} _ „  3,  736,  000 

Virginia. _ _ 30,  928,  000 

Washington _  34,  250,  000 

West  Virginia _ _ _ -  19,  097,  000 

Wisconsin _ 43,  590,  000 

Wyoming _ _  3,  736,  000 

District  of  Columbia,  Ha¬ 
waii,  and  Alaska _  30,  721,  000 


United  States  total _  2,  075,  729,  000 


1  Cost  to  the  Nation’s  taxpayers  of  $2,075,- 
729,000  is  an  official  estimate  of  Oscar  L. 
Chapman,  Secretary  of  the  Interior..  It  is 
based  on  the  provisions  of  S.  75  (central  Ari¬ 
zona  project  bill)  and  the  following  speci¬ 
fied  conditions:  Construction-cost  estimate 
of  $708,780,000,  made  by  the  Bureau  of  Rec¬ 
lamation  (S.  Rept.  No.  832,  81st  Cong.,  1st 
sess.);  an  interest  rate  of  2>/2  percent;  an 
8-year  construction  period;  and  a  75-year 
financing  period.  The  Secretary’s  statement 
appears  in  his  letter  dated  June  28,  1950,  to 
J.  Hardin  Peterson,  chairman  of  the  House 
Public  Lands  Committee.  The  statement  was 
approved  by  the  Bureau  of  the  Budget. 

I  repeat.  Is  that  economy? 

The  administration  leaders  forced 
this  extravagant,  fantastic,  and  totally 
nonessential  project  through  the  Senate. 

When  will  this  crazy  spending  stop? 

If  the  administration  continues  to 
approve  such  unnecessary  and  infeasible 
projects  as  this  one  for  private  land- 
owners  in  Arizona,  the  breaking  point  in 
our  economy  will  soon  be  reached. 
From  one  side  of  its  mouth  the  adminis¬ 
tration  proposes  economy,  and  from  the 
other  side  shouts  for  a  single  project  in 
one  State  that  would  add  a  tax  burden 
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of  several  billions  on  the  backs  of  the 
Nation’s  taxpayers. 

I  repeat  that  I  intend  to  vote  against 
this  tax  increase  because  it  is  unneces¬ 
sary  and  unfair.  I  could  not  be  opposed 
to  such  wild  spending  schemes  as  the 
central  Arizona  project  and  vote  to  give 
the  administration  more  billions  to 
spend  on  other  nonessential  projects. 
That  is  what  this  tax  increase  would 
do — give  the  administration  billions  of 
dollars  to  waste  at  a  time  when  we  are 
facing  a  fight  for  our  existence  and 
when  the  Nation’s  taxpayers  are  already 
carrying  the  greatest  tax  burden  in  our 
history. 

This  Congress  should  slash  appro¬ 
priation  bills  to  the  bone — billions  can 
be  eliminated — then  pass  a  pay-as-we- 
go  tax  bill  to  meet  the  reduced  budget. 
It  is  just  as  simple,  Mr.  Chairman,  as 
the  old  adage,  “A  penny  saved  is  a  penny 
earned.”  In  this  case  two  billion  saved 
is  two  billion  earned  for  the  American 
taxpayer. 

(Mr.  BOW  asked  and  was  given  permis¬ 
sion  to  revise  and  extend  his  remarks.) 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Missouri  [Mr. 
Curtis]. 

(Mr.  CURTIS  of  Missouri  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  as  I  analyze  the  proposed  Revenue 
Act  of  1951,  H.  R.  4473,  its  purpose  is 
to  pursue  the  philosophy  of  ‘‘pay  as  you 
go”  which  the  administration  has  at  long 
last  admitted  is  the  only  sound  economic 
philosophy  that  this  country  of  ours  can 
safely  follow. 

The  pay-as-you-go  philosophy  or  the 
balanced-budget  philosophy  which  is 
another  name  for  the  same  thing,  has 
as  its  basis  one  axiom.  If  you  keep 
spending  more  than  you  take  in,  you  will 
go  bankrupt.  To  this  axiom  there  is  a 
corollary  which  the  administration  in  its 
present  lip  service  away  from  deficit 
financing  to  a  balanced  budget  does  not 
seem  to  care  to  recognize.  The  corol¬ 
lary  is  this:  Becoming  bankrupt  is  not 
an  immediate  result  of  overspending;  in 
the  interim  the  increasing  debt  built  up 
from  overspending  produces  inflation 
which  becomes  increasingly  worse. 

In  all  the  President’s  statements  and 
all  the  statements  of  the  President’s  eco¬ 
nomic  advisers,  nowhere  is  the  corrol- 
lary  admitted.  He  refuses  to  tell  the 
people  that  the  inflation  from  which  we 
are  suffering  is  directly  caused  by  our 
$260,000,000,000  Federal  debt. 

I  am  interested  in  only  two  things 
when  it  comes  to  considering  this  tax 
bill.  First,  to  try  to  ease  the  inflation 
which  is  sapping  the  living  standards  of 
our  people.  Second,  to  try  to  prevent 
the  bankruptcy  toward  which  we  are 
going. 

If  this  tax  bill  is  not  going  to  ease 
inflation  and  if  it  is  not  going  to  stay 
us  on  our  road  to  bankruptcy  it  has  no 
justification. 

The  only  purpose  of  pay-as-you-go 
is  to  prevent  the  increase  of  the  Fed¬ 
eral  debt  which  causes  inflation.  There 
are  two  ways  to  put  this  Nation  on  a 
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pay-as-you-go  basis:  First,  to  limit 
our  expenditures  to  fit  our  income.  Sec¬ 
ond,  to  increase  our  income  to  meet  our 
expenditures. 

Mr.  Truman  chooses  the  second  meth¬ 
od  to  put  us  on  a  pay-as-you-go  basis. 
He  wants  to  increase  the  Federal  income, 
and  the  only  way  to  do  that  is  to  increase 
taxes. 

However,  inflation  occurs  as  the  result 
of  decrease  in  productivity  as  well  as 
from  increase  in  purchase  power.  In¬ 
creasing  taxes  to  meet  increased  Fed¬ 
eral  spending  does  not  in  any  sense  de¬ 
crease  purchasing  power.  As  a  matter 
of  fact,  it  actually  increases  purchasing 
power  because  the  Government  itself 
is  doing  the  spending  and  purchasing. 
It  is  in  many  instances  taking  what 
would  be  savings  of  the  private  citizens — 
which  is  money  withdrawn  from  the  pur¬ 
chasing  market — and  insuring  that  it 
will  go  into  the  purchasing  market  via 
the  Federal  Government. 

Nor  does  increasing  taxes  result  in 
increasing  productivity.  It  has  the  op¬ 
posite  effect.  It  withdraws  in  many  in¬ 
stances  capital  devoted  to  private  pro¬ 
duction  and  converts  it  to  Government 
spending. 

On  top  of  all  this  the  present  tax  bill 
encourages  wasteful  spending.  The  ex¬ 
perience  we  had  with  the  excess-profits 
tax  in  the  last  war  should  be  sufficient 
evidence  of  the  terrible  encouragement 
to  waste  rather  than  efficiency  on  the 
part  of  corporations.  The  same  may  be 
said  for  the  exceedingly  high  taxes  on 
certain  private  individuals. 

Whether  we  like  the  rich  men  or  not, 
we  are  all  agreed  that  we  want  them 
to  keep  working  and  not  just  spend 
money  lolling  on  the  sands  of  Florida 
or  in  the  spas  of  Europe.  But  there  is 
little  encouragement  for  them  to  work 
when  for  every  dollar  they  earn  they 
can  keep  only  5  cents  of  it,  that  is,  except 
for  the  patriotism  of  these  men.  But 
then  the  purpose  of  soaking  them  is  be¬ 
cause  we  do  not  think  they  are  patriotic. 
If  they  were  patriotic,  they  would  not 
earn  so  much  money.  Do  we  in  Amer¬ 
ica  really  believe  this,  or  is  this  the  whis¬ 
perings  of  a  serpent  in  our  garden  of 
Eden? 

The  greatest  tragedy  of  this  tax  bill 
is  the  calloused  way  in  which  the  ad- 
minisitration  decides  to  hit  the  low-in¬ 
come  group.  The  little  man  is  being  hit 
on  the  theory  if  you  take  his  money  away 
from  him  he  will  not  be  able  to  enter 
the  buying  market  and  so  you  cut  down 
on  the  purchasing  power  available  for 
goods.  Well,  this  is  as  false  a  theory 
as  it  is  wicked.  It  is  false  because  the 
money  will  be  spent  in  the  market,  only 
the  Government  will  spend  it,  not  the  lit¬ 
tle  man.  It  is  wicked  because  the  little 
man  being  hit  is  only  buying  necessities 
of  life,  and  cutting  his  income  in  these 
inflationary  times  is  cutting  his  stand¬ 
ard  of  living.  In  other  words,  it  is  doing 
just  what  we  are  fighting  inflation  to 
prevent. 

Our  immediate  fight  against  inflation 
is  predicated  upon  our  desire  to  prevent 
a  decrease  in  the  standard  of  living  of 
our  people.  Let  us  not  forget  this 
objective. 


For  these  reasons  I  am  strongly  of  the 
opinion  that  pay-as-you-go  must  rest 
upon  cutting  expenses,  not  increasing 
taxation.  The  President  has  not  made 
the  slightest  attempt  to  cut  Government 
spending.  Only  the  Congress  has  done 
this  and  then  not  very  effectively.  Un¬ 
til  he  does,  there  is  no  sense  in  even  talk¬ 
ing  about  balancing  the  budget  or  a  pay- 
as-you-go  program.  Until  the  President 
cuts  Federal  expenditures,  he  cannot  be 
considered  to  be  in  favor  of  abandoning 
his  theory  of  deficit  financing. 

There  is  still  time  for  this  to  be  done. 

Nor  need  our  national  defense  suffer. 
There  is  more  waste  today  in  the  military 
branch  of  our  Government  than  any¬ 
where  else. 

The  studies  and  reports  on  military 
supply  and  procurement  and  military 
surplus  property  made  by  the  Bonner 
subcommittee  of  the  Expenditures  Com¬ 
mittee,  on  which  I  serve,  show  the  waste 
to  be  in  the  billions  of  dollars.  Anyone 
who  is  presently  serving  in  the  Armed 
Forces  knows  first-hand  instances  of  un¬ 
necessary  waste  and  inefficiency.  If  the 
President  would  really  crack  down  on  the 
military  so  that  they  ran  off  their  fat,  we 
would  end  up  with  less  cost  and  a  more 
efficient  service. 

I  am  voting  against  this  tax  bill  al¬ 
though  I  believe  some  tax  increase  is  nec¬ 
essary  to  meet  the  reasonable  rising  costs 
fof  our  national  defense.  I  suggest  that 
$3,000,000,000  rather  than  $7,000,000,000 
as  proposed  in  this  tax  bill,  is  more  real¬ 
istic.  I  say  the  Present  must  get  his 
budget  down.  I  believe  deficit  financing 
is  preferable  to  a  false  pay-as-you-go 
program.  For  only  one  reason,  it  keeps 
clearly  before  us  just  what  poor  sense  we 
are  using. 

In  closing  my  remarks  I  want  to  again 
emphasize  that  the  present  tax  bill  is 
highly  inflationary.  We  are  all  agreed 
we  must  fight  inflation.  Let  the  Presi¬ 
dent  get  to  work.  Let  him  roll  up  his 
sleeves  and  tackle  the  job  of  cutting  out 
the  terrible  waste  and  corruption  in  Fed¬ 
eral  expenditures.  Then  we  can  match 
our  income  with  our  outgo. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  15  minutes  to  the  gentleman  from 
Louisiana  [Mr.  Boggs]. 

Mr.  BOGGS  of  Louisiana.  Mr.  Chair¬ 
man,  we  are  nearing  the  end  of  the  de¬ 
bate  on  the  Revenue  Act  of  1951.  I  have 
followed  the  work  of  the  committee  and 
listened  to  the  debate  as  carefully  as  I 
know  how.  I  believe  there  have  been,  as 
customary  in  our  deliberations,  quite  a 
few  reckless  and  unconsidered  charges. 

I  have  a  deep  friendship  and  respect 
for  all  the  members  of  the  minority  on 
the  great  Committee  on  Ways  and 
Means.  The  thing  that  always  aston¬ 
ishes  me,  however,  is  the  way  we  work 
together  rather  harmoniously  in  com¬ 
mittee  sessions  and  then,  after  working 
as  diligently  as  we  know  how  as  a  team, 
when  the  bill  is  finally  reported  the  ma¬ 
jority  is  invariably  portrayed  as  a  group 
of  grasping,  power-seeking,  desperate 
despots  seeking  control  of  our  economy, 
and  we  become  the  beneficiaries  of  all 
sorts  of  labels,  names,  and  so  forth. 

I  presume  that  is  the  history  of  most 
legislation  and  that  is  the  history  of  pol¬ 
itics  as  such.  I  am  not  complaining 


about  it.  I  believe  fundamentally  in  the 
two-party  system  and  the  objectives 
thereof.  At  the  same  time,  however,  I 
believe  in  being  factual  about  what  tran¬ 
spires  in  our  committee  sessions. 

I  do  not  know  how  many  Members 
have  read  the  minority  report,  but  to  use 
the  common  expression,  “It  just  ain’t 
so.”  That  report  starts  off  with  the  as¬ 
sertion  that  this  bill  was  finally  conceived 
in  a  star-chamber  session  of  the  Demo- 
cratice  members  of  the  committee. 

We  began  consideration  of  this  bill 
some  time  back  in  January  or  February, 
I  have  forgotten  when  it  was. 

Mr.  DOUGHTON.  February  5. 

Mr.  BOGGS  of  Louisiana.  I  know  it 
has  been  a  long  time  ago,  because  it 
seems  to  me  I  have  been  attending  com¬ 
mittee  meetings  for  months  and  months. 
To  make  the  charge  that  this  legislation 
was  conceived  in  a  star-chamber  pro¬ 
ceeding  is  just  silly.  As  a  matter  of  fact, 
no  bill  has  been  more  fully  considered. 

All  of  you  know  how  the  Committee  on 
Ways  and  Means  operates.  We  have  a 
fine  staff  made  up  of  our  own  people, 
made  up  of  the  Treasury  Department 
people,  and  made  up  of  experts  from  the 
outside.  After  we  have  considered  all 
of  the  data,  all  of  the  information  avail¬ 
able  from  business,  from  industry,  from 
private  organizations,  from  private  citi¬ 
zens,  and  from  representatives  of  the  va¬ 
rious  segments  of  the  American  economy 
and  society,  we  sit  down  in  executive  ses¬ 
sions  and  draft  a  tentative  bill.  Not 
only  have  these  decisions  not  been  made 
by  star-chamber  proceedings,  but  in 
every  instance  the  decisions  of  the  com¬ 
mittee  were  voted  on  at  least  twice  and 
in  some  cases  as  many  as  three  or  four 
times.  As  a  matter  of  fact,  if  you  were 
to  take  the  various  votes  of  the  commit¬ 
tee  you  would  find  that  in  most  instances 
the  minority  was  represented  one  way 
and  another  on  the  various  major  deci¬ 
sions  made  by  the  committee. 

Mr.  EBERHARTER.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  BOGGS  of  Louisiana.  I  yield. 

Mr.  EBERHARTER.  I  just  had  a 
check  made,  and  I  am  informed  that 
there  were  109  roll-call  votes  in  addi¬ 
tion  to  all  the  votes  by  a  show  of  hands 
and  voice  votes.  Of  those  109  roll  call 
votes,  less  than  1  out  of  15  was  along 
party  lines.  In  other  words,  the  gentle¬ 
man  is  absolutely  correct.  The  votes 
were  not  on  party  lines  all  the  way 
through  the  deliberations  of  the  com¬ 
mittee.  I  might  add  this,  also.  The 
staff  of  the  committee  this  year  is  the 
same  staff  and  the  same  personnel  that 
have  worked  with  the  committee  when 
the  Republicans  were  in  control. 

Mr.  BOGGS  of  Louisiana.  I  thank 
the  gentleman. 

Here  is  what  we  are  up  against  as 
members  of  this  committee.  Let  us  try 
to  be  objective  about  it.  Let  us  look  at 
the  situation  and  try  to  examine  what 
It  is.  Everybody  knows  there  is  not  a 
single,  solitary  member  of  this  body  who 
wants  to  vote  for  more  taxes.  I  wonder 
If  the  members  of  the  minority  think  it 
Is  any  easier  for  the  members  of  the 
majority  to  return  to  their  constituents 
and  say,  “We  have  had  to  raise  taxes.” 
Do  you  think  so?  It  is  very  difficult.  It 
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is  a  lot  easier  to  say,  “Nosiree,  I  stood 
there  in  the  well  of  the  House  of  Repre¬ 
sentatives  and  I  voted  against  that  ne¬ 
farious  measure.” 

What  a  pleasant  sensation.  What  an 
easy  approach  to  the  difficult  problems 
of  this  Nation. 

Now,  what  are  the  facts?  The  United 
States  of  America,  loved  by  every  Mem¬ 
ber  of  this  body,  whether  he  sit  on  this 
side  or  on  the  other  side  of  the  aisle, 
is  threatened  more  desperately  than  at 
any  time  in  its  whole  history.  We  face 
a  military  power  dominated  by  com¬ 
munism,  determined  to  conquer.  We 
face  a  demand  for  increased  revenues. 
We  face  a  demand  for  a  sound  fiscal  pol¬ 
icy  in  order  to  maintain  a  defense  pro¬ 
gram  that  all  of  the  Members  on  this 
side,  with  very  few  exceptions,  are  pa¬ 
triotically  and  sincerely  voting  for. 
Either  we  vote  to  provide  the  revenues 
to  finance  a  preparedness  program  or 
we  attempt  a  deficit  finance  program. 
There  is  no  alternative. 

The  members  of  the  minority,  in  their 
report,  and  it  is  written  there  in  blade 
and  white,  insist  upon  a  pay-as-you-go 
policy,  and  yet  they  say  even  under  this 
bill  if  it  be  enacted  into  law  there  is  a 
prospect  of  a  deficit  ranging  from  five  to 
six  to  seven  billion  dollars. 

They  are  saying  in  one  breath  that  we 
must  pay  as  we  go.  They  are  saying  in 
the  next  breath  that  we  must  not  raise 
revenues.  They  are  saying  in  the  third 
breath  that  even  if  we  raise  them  to  this 
extent  we  will  still  face  a  deficit  of  from 
five  to  seven  million  dollars.  “O,  Con¬ 
sistency,  thou  art  a  jewel.” 

I  agree  with  my  distinguished  chair¬ 
man  [Mr.  Doughton]  that  this  bill  goes 
as  far  as  we  can  possibly  go.  I  agree, 
too,  with  my  distinguished  chairman 
that  this  bill  is  as  well  considered,  is  as 
well  thought  out,  is  as  well  contrived  as 
any  revenue  measure  could  be  under  the 
existing  conditions  facing  our  great 
country. 

It  seems  to  me  to  be  the  height  of  irre¬ 
sponsibility  and  failure  to  recognize  the 
exigencies  of  the  times  if  we,  without 
counterproposals  that  are  practical, 
vote  against  this  legislation.  I  have 
voted  for  all  of  these  measures  to  reduce 
government  expenditures,  and  I  shall 
continue  to  do  so.  The  facts  are,  how¬ 
ever,  that  about  80  cents  out  of  every 
tax  dollar,  and  the  minority  report  ad¬ 
mits  it,  is  going  either  to  pay  for  past 
wars  or  to  pay  for  present  wars,  or  to  try 
to  prevent  greater  wars.  Everybody 
knows  those  are  the  facts.  Regardless 
of  how  you  may  color  them  or  how  beau¬ 
tiful  a  picture  you  may  paint,  you  can¬ 
not  alter  those  facts. 

Do  not  forget  this,  that  in  an  infla¬ 
tionary  period,  such  as  we  are  now  living 
in,  the  cost  of  all  agencies  of  govern¬ 
ment  has  advanced  along  with  the  cost 
of  living.  We  had  an  interesting  expe¬ 
rience  before  our  committee  recently.  I 
remember  it  quite  vividly.  The  Di¬ 
rector  of  the  Bureau  of  the  Budget  was 
summoned  before  the  committee.  He 
impressed  me  as  being  a  very  able 
and  sincere  man.  We  asked  him  some 
questions.  As  a  matter  of  fact,  there 
were  some  questions  asked  of  this 


gentleman  which  might  have  been  in¬ 
terpreted  as  political  questions.  He 
could  have  answered  them  one  way  or 
the  other  had  he  been  thinking  in  terms 
of  politics.  But  he  did  not  do  that  at 
all.  As  a  matter  of  fact,  he  gave  the 
definite  impression  of  being  a  completely 
conscientious  public  servant,  unaware  of 
the  political  implications  of  some  of  the 
questions.  But  here  was  the  interesting 
thing  about  it.  Someone  asked  him  this 
question:  ‘‘Mr.  Director,  how  many  let¬ 
ters  do  you  have  from  Members  of  the 
House  or  the  other  body  requesting  re¬ 
ductions  in  specific  items  in  the  budget?” 

He  said,  “I  do  not  recall  having  any.” 

Then,  someone  else  said,  ‘‘How  many 
letters  do  you  have  from  Members  of  the 
House  or  of  the  other  body  requesting 
increases  in  the  budget  estimate?” 

He  said,  “Well,  on  the  last  count  it  was 
about  200.” 

This  was  about  3  or  4  months  ago. 
The  point  I  make  is  this,  that  the  pres¬ 
sure  on  these  expenditures  is  not  limited 
to  this  side  of  the  aisle  or  that  side  of 
the  aisle.  The  pressure  comes  from 
groups  all  over  the  United  States  of 
America.  I  thirfk  under  those  conditions 
the  Committee  on  Appropriations,  which 
has  already  effected  an  over-all  reduc¬ 
tion  of  about  10  percent  in  items  which 
have  been  considered  by  this  body,  is 
doing  a  remarkably  good  job.  But  as 
the  minority  itself  points  out  in  its  own 
report,  carrying  out  the  10  percent  you 
will  still  not  establish  a  pay-as-you-go 
system. 

That  is  the  main  issue  before  this 
body.  Do  you  want  what  business  says 
we  must  have,  on  what  every  sound¬ 
thinking  economist  says  we  must  have, 
namely,  a  sound  fiscal  policy?  Do  you 
want  to  pay  as  you  go,  or  do  you  want  to 
sell  some  more  bonds  and  tell  the  soldiers 
as  they  come  back  that  they  have  got 
to  pay  for  this  war  also?  That  is  the 
issue  before  this  body. 

I  say  to  you  that  the  members  of  this 
committee,  headed  by  the  distinguished 
gentleman  from  North  Carolina  [Mr. 
Dotjghton]  are  just  as  anxious  to  pre¬ 
serve  free  enterprise,  our  business  struc¬ 
ture,  our  equity  capital,  and  the  other 
incidents  of  production  in  America  as 
any  member  of  the  minority. 

In  conclusion,  it  seems  to  me  ines¬ 
capable  that  it  is  the  height  of  irre¬ 
sponsibility  not  to  vote  for  a  bill  which 
has  been  as  thoroughly  and  carefully 
considered  as  this  legislation. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Louisiana  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  2  minutes  to  the  gentleman 
from  Iowa  [Mr.  Gross!. 

Mr.  GROSS.  Mr.  Chairman,  a  few 
minutes  ago  the  gentleman  from  Utah 
[Mr.  Granger!  pointed  to  section  306  as 
being  one  of  the  good  provisions  of  this 
bill.  If  he  is  satisfied  with  it  and  the 
livestock  men,  the  farmers  of  Utah,  are 
satisfied  with  it,  all  I  can  say  is  they  are 
easily  pleased.  I  say  to  you  that  this  is 
one  of  the  most  rankly  discriminatory 
provisions  in  that  it  establishes  a  12 
months’  period  before  the  farmer  can 
obtain  the  benefits  of  the  capital  gains 
tax,  whereas  all  others  are  on  a  6  months’ 


basis.  Why  not  put  all  the  people  of  this 
country  on  an  equal  basis  of  either  6  or 
12  months?  Why  single  out  the  farmer 
for  discrimination?  The  farmer  is  al¬ 
ready  being  discriminated  against  in  the 
matter  of  the  cattle  price  roll-backs,  be¬ 
cause  there  have  been  no  roll-backs  in 
the  prices  of  things  farmers  must  buy. 
This  is  just  another  half  loaf,  another 
kick  in  the  teeth  for  the  farmers  of 
America. 

Under  the  terms  of  this  bill  you  give 
preferential  treatment  to  promoters, 
among  others.  I  recall  that  a  year  ago  a 
man  came  to  Washington  and  bought  a 
large  block  of  the  stock  of  the  Washing¬ 
ton  baseball  club  hoping  to  obtain  con¬ 
trol  of  this  baseball  organization,  but  he 
failed  to  obtain  a  controlling  interest. 
He  held  what  he  had  bought  until  he 
could  apply  the  capital  gains  tax  provi¬ 
sion  of  the  law,  and,  as  I  remember,  in  a 
matter  of  some  hours  after  the  6  months 
expired  he  sold  the  stock  he  had  ob¬ 
tained.  Who  is  more  important,  farmers 
who  feed  the  Nation  or  promoters? 

Mr.  GRANGER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  GROSS.  I  yield. 

Mr.  GRANGER.  What  the  gentleman 
said  is  true;  it  extends  the  time  from  6 
months  to  a  year.  But  I  must  say  to  the 
gentleman  that  it  was  the  people  from 
his  own  State,  the  State  of  Iowa,  who 
raised  the  question  of  the  time ;  and  as  a 
result  of  a  controversy  between  the  live¬ 
stock  interests  themselves  it  was  their 
decision,  not  the  decision  of  the  com¬ 
mittee,  but  the  decision  of  the  livestock 
interests  themselves,  that  all  the  inter¬ 
ests  would  be  best  served  by  having  it 
extended  to  1  year,  and  they  all  agreed 
to  it. 

Mr.  GROSS.  I  do  not  know  who  from 
Iowa  the  gentleman  refers  to,  but  I  am 
certain  that  this  discriminatory  provi¬ 
sion  will  never  meet  with  the  approval 
of  the  farmers  of  the  State  of  Iowa. 

(Mr.  GROSS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

The  CHAIRMAN.  The  Chair  would 
like  to  announce  that  the  gentleman 
from  North  Carolina  as  of  now  has  con¬ 
sumed  4  hours  and  15  minutes;  the 
gentleman  from  New  York  as  of  now  has 
consumed  4  hours  and  4  minutes.  The 
gentleman  from  New  York  is  recognized. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  4  minutes  to  the  distin¬ 
guished  minority  leader,  the  gentleman 
from  Massachusetts  [Mr.  Martin]. 

(Mr.  MARTIN  of  Massachusetts  asked 
and  was  given  permission  to  revise  and 
extend  his  remarks.) 

Mr.  MARTIN  of  Massachusetts.  Mr. 
Chairman,  we  have  been  warned  by  the 
able  and  distinguished  chairman  of  the 
committee  [Mr.  Doughton]  that  he  has 
doubts  of  being  able  to  secure  much 
further  revenue  under  the  present  sys¬ 
tem  of*  taxation  than  is  carried  in  the 
pending  bill.  Others  have  stated  this  bill 
scrapes  the  bottom  of  the  barrel  and  that 
further  revenue  can  only  come  from  the 
Imposition  of  a  national  sales  tax. 

These  statements  all  indicate  the 
seriousness  of  our  financial  condition  and 
show  conclusively  that  we  must  stop  ex- 
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cessive  spending  if  we  are  to  protect  the 
value  of  the  dollar,  which  some  people 
are  now  facetiously  designating  as  a 
“dollarette.” 

This  will  be  the  third  tax  increase  pro¬ 
posed  since  the  Korean  War.  It  will 
mean,  if  enacted,  $17,000,000,000  tax  in-, 
crease  in  a  little  over  a  year.  Still  there 
are  no  real  signs  of  any  concerted  effort 
toward  economy.  The  administration 
keeps  on  asking,  yes  lobbying,  for  larger 
spending.  It  continues  to  press  for  new 
proposals  and  tenaciously  fights  against 
any  retrenchment  in  the  bureaucracy. 

No  one  in  the  executive  branch  raises 
any  cautionary  signal  in  the  adminis¬ 
tration  concerning  the  military  spending, 
regardless  of  how  fantastic  may  be  some 
of  their  proposals.  It  is  all  stampeded 
through  practically  on  the  “say  so”  of 
the  military.  Congress,  wanting  to  meet 
all  just  demands  of  security,  finds  it¬ 
self  in  a  difficult  position  because  of  the 
lack  of  this  cooperation.  Yet  we  move 
along  until  we  could  have  a  financial 
crash.  There  is  a  limit  to  what  the 
workers,  the  farmers,  the  white  collar 
people,  as  well  as  industry,  can  bear. 

The  seriousness  of  our  condition  is 
such  that  I  have  decided  to  vote  to  re¬ 
commit  this  tax  bill,  and  if  that  fails,  to 
vote  against  the  bill. 

Before  these  terrific  taxes  are  imposed 
we  should  know  what  our  expenditures 
are  to  be.  None  of  the  appropriation 
bills  has  yet  been  enacted.  Actually, 
we  don’t  know  how  much  money  is 
needed  to  balance  the  budget.  This  tax 
bill  should  be  delayed  until  we  do  know. 

This  tax  bill  is  being  sought  by  tho 
administration  on  two  contentions: 
First,  that  additional  revenue  is  needed 
to  finance  defense;  second,  that  it  is 
needed  as  an  anti-inflation  measure. 
Assuming  the  need,  this  bill  will  not  bring 
pbout  these  objectives;  it  will  do  more 
harm  than  good.  An  aggressive  and  in¬ 
telligent  program  of  economy  can 
achieve  the  ends  sought  without  ruinous 
taxation  on  the  people  and  the  imposi¬ 
tion  of  alien  policies. 

The  administration  says  this  tax  bill 
Is  needed  to  help  finance  the  war  in 
Korea.  At  the  same  time,  the  admin¬ 
istration  says  that  it  plans  to  continue 
its  treadmill  war  in  Korea  on  the  same 
senseless  basis  that  General  MacArthur 
protested  against  and  that  141,000  cas¬ 
ualties  attest  to. 

The  administration  says  that  this  tax 
bill  is  needed  to  expand  national  defense. 
At  the  same  time,  the  Secretary  of  the 
Army,  Frank  Pace,  publicly  announces 
that  our  Defense  Establishment  has 
been  built  to  a  point  of  readiness  for  a 
war  with  Russia. 

The  administration  says  that  this  tax 
bill  is  needed  to  help  control  inflation. 
At  the  same  time  the  administration 
continues  its  uncontrolled  and  profligate 
spending,  which  is  almost  universally 
recognized  as  the  fundamental  qause  of 
our  inflation. 

The  truth  is  the  more  money  we  raise 
the  more  the  administration  spends. 

The  truth  is  that  we  are  slowly  losing 
our  freedoms  as  we  move  toward  the 
garrison  state. 

The  truth  is  that  we  are  losing  all 
hope  of  national  solvency  and  financial 


stability  as  one  Inflated  budget  after 
another  is  sent  to  the  Congress. 

In  fact,  what  we  have  here  Is  a  so- 
called  pay-as-we-go  tax  bill  sponsored 
by  a  pay-as-we-lose  administration. 

Regardless  of  how  dire  the  adminis¬ 
tration  paints  the  picture,  regardless  of 
how  critical  the  administration  finds 
each  emergency,  the  facts  are  that  the 
Congress  has  been  duped  into  passing 
one  tax  increase  after  another  by  an 
administration  which  is  bent  on  taxing 
us  into  socialism. 


When  approximately  one-.third  of  a 
citizen’s  income  is  seized  by  the  Gov¬ 
ernment,  the  citizen  is  no  longer  free 
and  independent.  He  must  look  to  Gov¬ 
ernment  for  help.  He,  along  with  149,- 
000,000  other  Americans,  has  become- 
what  the  Socialists  wanted — an  incipient 
ward  of  the  state. 

Just  as  14  percent  became  27  percent, 
and  as  27  percent  will  become  31  percent 
under  this  tax  bill,  31  percent  will  soon 
become  35  percent,  then  40  percent  as  it 
is  in  Britain  today,  then  50  percent, 
then  60  percent  as  it  is  in  the  Soviet 
Union  today.  The  Socialists  will  have 
their  socialism,  but  Americans  will  have 
lost  their  freedom  completely.  Gov¬ 
ernment,  which  should  be  the  servant  of 
the  people,  will  have  become  the  master. 

What  is  needed  to  save  America  is  to 
cut  Federal  spending  and  cut  it  dras¬ 
tically.  What  we  need  to  do  is  what 
the  Eightieth  Congress  did — cut  spend¬ 
ing  and  cut  taxes.  And  the  Eightieth 
Congress  did  it  while  providing  for  an 
expanded  national  defense.  It  did  it 
by  sending  our  bureaucracy  to  the  steam 
vat  to  lose  excessive  fat. 

What  the  Eightieth  Congress  did,  this 
Congress  can  do  if  the  Democratic  lead¬ 
ership  which  controls  this  Congress  has 
the  courage  to  do  it.  What  this  Con¬ 
gress  should  do  is  start  a  revolt  and  start 
it  now.  It  should  recommit  this  bill. 
We  must  stop  confiscatory  taxation  and 
stop  nonessential  spending  and  appar¬ 
ently  the  only  way  to  do  it  is  to  turn 
down  the  constant  requests  for  new 
spending  money. 

If  the  Congress*  does  not  start  the  re¬ 
volt  this  year,  the  American  people  will 
next  year. 

The  administration’s  contention  that 
this  tax  bill  is  needed  to  help  control  in¬ 
flation  is  economic  voodoo  talk.  No  set 
of  controls  and  no  pyramid  of  taxes  ever 
devised  by  man  will  stop  inflation  in 
America  when  the  root  of  the  evil  is 
Government  spending. 

And  the  only  way  we  are  going  to  stop 
this  Government  spending  is  to  stop  ex¬ 
cessive  taxation  and  stop  the  borrowing. 
The  American  taxpayer  is  going  to  have 
to  do  to  his  Government  what  a  father 
does  to  a  wasteful  son — cut  off  the 
spending  money. 


The  scheme  is  so  simple  as  to  be  dia¬ 
bolical.  The  Government  reaches  into 
every  citizen’s  pocketbook  and  extracts 
by  taxation  an  ever-increasing  percent¬ 
age  of  the  citizen’s  income  until  finally 
he  finds  himself  no  longer  free  and  inde¬ 
pendent,  but  financially  dependent  upon 
the  Government  for  his  sustenance. 
When  that  stage  is  reached,  the  Social¬ 
ists  have  achieved  their  goal. 

All  we  have  to  do  is  look  at  a  few 
simple  figures  to  see  what  is  being  done 
to  America  by  the  Socialist-minded 
planners  who  infest  our  Government. 


What  this  administration  wants  is  un¬ 
controlled  Government  and  controlled 
people. 

What  America  needs  is  a  controlled 
Government  and  a  free  people. 

It  is  about  time  the  Congress  slapped 
some  controls  on  Government  and  took 
a  few  off  the  American  people. 

Every  Member  of  Congress  and  every 
man,  woman,  and  child  in  this  country 
knows  that  world  conditions  require  us 
to  have  the  strongest  practical  national 
defense.  Every  American  and  every 
Member  of  Congress  is  willing  to  con¬ 
tribute  their  share  toward  raising  the 
necessary  revenue  to  achieve  that  de¬ 
fense.  But  they  want  their  military 
leaders  to  use  a  little  discretion  in  their 
spending. 

Let  the  administration  pare  nonde¬ 
fense  expenditures  to  the  bone  and  hold 
military  expenditures  to  essentials,  and 
no  increase  in  taxes  will  be  necessary. 
Let  the  administration  do  this,  and  then 
If  conditions  should  arise  where  addi¬ 
tional  taxes  are  necessary,  which  I  ques¬ 
tion,  then  let  them  come  to  Congress 
with  an  American  tax  program  where 
all  will  share  the  sacrifice  equally. 

The  time  has  come  when  everybody 
must  stand  up  and  be  counted.  I,  for 
one,  want  it  unmistakably  known  that 
I  oppose  any  increase  in  taxes  until  a 
sincere  effort  has  been  made  to  wring 
the  water  out  of  our  Government’s  blue- 
sky  ventures  into  the  realm  of  socialism. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  5  minutes  to  the  gentleman 
from  Iowa  [Mr.  Jensen]. 

Mr.  JENSEN.  Mr.  Chairman,  this 
bill  to  extract  over  $7,000,000,000  more 
from  the  pocket  of  the  already  overbur¬ 
dened  taxpayers  of  America  should  be 
properly  entitled  “A  bill  to  insure  un¬ 
controllable  inflation  by  presenting 
more  billions  to  the  party  in  power  to 
spend  and  waste.”  When,  in  the  name 
of  common  sense,  and  also  in  justice  to 
the  people  now  living  and  yet  unborn, 
will  a  majority  of  the  Members  of  Con¬ 
gress  demand,  as  do  a  great  majority  of 
the  thinking  people  of  our  land,  that 
this  mad  rush  to  national  and  in¬ 
dividual  bankruptcy  be  brought  to  a 
dead  stop? 


Year 

National  income 

Total  taxes  (Fed¬ 
eral,  State,  local) 

Percentage  ex¬ 
tracted  from 
our  citizens 

1941 . 

$103,  800,  000,  000 

$15, 226, 000,  000 

14.  70 

1945  . . 

182,  700,  000,  000 
260,  000, 000, 000 
260,  000, 000,  000 

50, 187, 000,  000 
75,  000, 000, 000 
81, 000, 000,  000 

27. 45 

1951  (estimated  on  basis  of  no  change  in  tax  laws) . . 

28.  80 

1952  (estimated  on  basis  of  House  bill  becoming  law) _ 

31. 10 

1951 
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Does  it  ever  occur  to  you  that  the  tax 
take  in  local,  State,  and  Federal  taxes 
for  each  American  family  already  aver¬ 
aged  close  to  $2,000  annually,  most  of  it 
in  hidden  taxes,  and  that  if  this  bill  is 
made  law  an  additional  tax  burden  of 
$165  will  be  piled  on  the  back  of  each 
American  family?  Cannot  you  see,  my 
colleagues,  just  how  this  will  affect  the 
living  standard  of  our  people,  and  what 
the  ultimate  end  will  be?  Surely  you 
must  know  that  the  passage  of  this  bill 
will  take  another  bite  out  of  almost 
every  workingman’s  paycheck  by  in¬ 
creasing  his  taxes  12  V2  percent,  which 
is  a  greater  tax  burden  than  the  aver¬ 
age  person  can  endure  and  will  long  tol¬ 
erate,  to  say  nothing  of  the  incentive  de¬ 
stroying  tax  burden  this  bill  imposes  on 
every  kind  of  business  in  our  land,  in¬ 
cluding  the  business  of  farming,  our  ba¬ 
sic  industry. 

Since  the  last  tax  bill  was  considered 
by  this  House  on  December  4,  1950,  and 
which  I  also  spoke  against  and  voted 
against,  but  which  is  now  the  law  of  the 
land,  many  of  my  colleagues  who  voted 
for  that  bill  have  told  me  that  my  vote 
was  the  right  vote  and  that  they  would 
in  the  future  oppose  all  bills  to  increase 
taxes.  I  earnestly  hope  enough  Mem¬ 
bers  have  now  seen  the  light  to  defeat 
this  unjust  and  unnecessary  bill  now  be¬ 
fore  the  House. 

This  is  what  I  had  to  say  about  the 
last  tax-increase  bill  on  December  4, 
1950: 

Mr.  Speaker,  here  we  go  again.  History 
will  prove  the  statement  I  am  about  to 
make— that  every  time  Mr.  Truman  and  this 
administration  get  messed  up,  which  they 
are  most  of  the  time,  they  simply  ask  for 
more  money,  more  appropriations  by  the 
billions.  We  appropriate,  then,  of  course, 
they  say,  “Now  we  must  tax.  We  must  tax 
the  big  fellow.  We  must  tax  the  rich.”  The 
facts  are  that  the  ultimate  consumer  pays 
the  whole  bill  in  the  final  analysis  regard¬ 
less  of  who  we  try  to  soak.  Who  are  we 
taxing  if  we  pass  this  bill?  We  are  taxing 
the  ultimate  consumer.  And  who  are  they? 
Well,  the  white-collar  worker  and  the  blue- 
denim  worker  plus  the  retired  folks  pay  ap¬ 
proximately  60  percent  of  the  taxes.  The 
farmer  pays  about  30  percent;  and  all  the 
rest  of  us,  including  the  corporations  and 
all  business  and  industry  in  America,  plus 
folks  like  you  and  me,  pay  the  balance  of 
about  10  percent.  Remember  the  ultimate 
consumer  is  the  only  fellow  who  cannot 
pass  his  tax  load  on  to  the  other  guy,  so  the 
ultimate  consumers  pay  the  entire  tax  bill 
in  the  final  analysis.  Oh,  yes,  we  are  going 
to  tax  the  rich.  England  tried  that.  But 
the  Socialist  Party  had  to  tell  the  common 
man  in  England  about  a  year  ago  that  there 
were  no  more  rich  left  to  tax,  and  so  the 
common  man,  the  little  fellow,  the  laboring 
man,  the  consumers  must  pay  the  bill  from 
now  on.  This  party  in  power,  the  New  Deal, 
the  Fair  Deal,  the  Socialists,  or  whatever  you 
care  to  call  them  has  never  had  a  cure  for 
anything  except  to  spend  more  billions,  go 
deeper  into  the  red,  then  tax,  tax.  That  is 
all  they  know.  They  have  no  conception  of 
how  to  properly  run  a  republic  such  as  ours, 
and  the  American  people  have  finally  awak¬ 
ened  to  that  fact.  Spend  and  spend;  elect 
and  elect.  Well  my  colleagues,  that  day  is 
over.  The  day  of  electing  spendthrifts  is 
over.  The  President  has  asked  us  for  $17,- 
000,000,000  more  for  defense  for  the  fiscal 
year  1951.  I  suppose  we  will  do  about  as 
we  have  done  before.  Give  it  to  the  reck¬ 
less  wasters  to  spend,  for  what? 


Will  they  spend  82  percent  for  housekeep¬ 
ing  and  only  18  percent  for  armaments,  as 
is  the  case  with  every  dollar  Congress  ap¬ 
propriated  for  national  defense  since  VJ- 
day?  That  is  tragic  and  a  crime  of  the 
highest  order.  I  pray  God  that  those  re¬ 
sponsible  will  finally  be  brought  to  the  bar 
of  justice  and  that  no  more  of  that  kind  of 
business  will  be  tolerated  even  by  the 
spenders  and  wasters  in  power,  or  is  that 
too  much  to  expect  even  while  our  boys  are 
dying  in  Korea  for  lack  of  fighting  tools,  and 
reinforcements  from  our  friends  across  the 
seas  who  talk  nice  about  us  when  their 
hands  are  out,  but  who  forget  when  the 
going  is  tough,  as  it  is  for  our  boys  in  Korea? 
God  help  them. 

Mr.  Speaker,  the  boys  who  survive  this  war 
will  have  to  pay  and  pay  and  pay,  for  they 
will  be  consumers,  too.  How  tragic.  What 
a  disgraceful  showing.  One  of  these  fine 
days  we  will  tax  the  homes,  the  farms,  and 
the  business  away  from  the  American  peo¬ 
ple  just  as  sure  as  we  are  sitting  in  this 
House  of  Representatives  today,  because 
every  nation  in  the  world  that  traveled  the 
full  length  of  the  spending,  wasting  road 
we  have  traveled  at  breakneck  speed  during 
16  of  the  last  18  years  have  all  come  to  ruin, 
and  destruction,  socialism,  communism,  end¬ 
less  strife,  and  war.  After  we  spend  ourselves 
into  complete  bankruptcy  and  uncontrolled 
inflation,  who,  I  ask,  is  going  to  be  the  great 
savior  of  this  world  as  far  as  human  beings 
are  concerned?  No  nation  can  then  look  to 
us  to  save  them  as  we  are  trying  to  do;  no 
nation  in  the  world  will  have  anywhere  to 
go  for  aid  and  protection  or  to  give  them 
bread  to  save  them  from  communism.  Mr. 
Speaker,  the  thing  we  should  do,  instead  of 
passing  this  bill,  is  to  send  this  bill  back  to 
committee  and  then  pass  a  bill  to  rescind 
about  $4,000,000,000  of  nondefense  appropria¬ 
tions  that  we  have  already  appropriated  for 
the  fiscal  year  1951.  We  could  go  through 
the  nondefense  appropriations  we  have 
already  made  for  1951  and  find  at  least 
$4,000,000,000  that  could  and  should  be 
eliminated  under  present  conditions.  But, 
of  course,  the  spenders  in  control  will  not 
do  that;  they  will  keep  on  appropriating  and 
taxing,  and  by  so  doing  we  will  ruin  this 
great,  free  America  of  ours  just  as  sure  as 
night  follows  day. 

That,  my  colleagues,  expressed  my 
sentiments  then  just  as  it  expresses  my 
sentiments  on  this  bill  before  us  today. 

The  spokesmen  who  favor  this  bill 
from  the  President  right  down  the  line 
are  again  giving  us  the  same  old  bologna 
they  have  been  feeding  the  people  and 
the  Congress  for  years  and  years,  which, 
is  that  we  must  tax  away  from  the  peo¬ 
ple  any  surplus  dollars  they  might  have 
laying  around  in  order  to  stop  inflation 
by  making  the  people  so  poor  they  can¬ 
not  buy  the  things  they  need  for  their 
businesses  and  their  families. 

So,  here  we  go  again  getting  all  set  to 
take  over  $7,000,000,000  from  the  peo¬ 
ple,  bringing  it  to  Washington  for  the 
smart  boys,  the  White  House  palace 
czars,  to  spend  and  waste,  just  as  they 
see  fit,  paying  the  salaries  of  2,500,000 
Federal  employees,  amounting  to  about 
$10,000,000,000  annually,  many  of  whom 
also  have  carte  blanche  authority  to 
spend  your  tax  dollars  by  the  billions  by 
signing  cost-plus,  fixed-fee  contracts 
with  thousands  of  manufacturers  here 
and  abroad  for  services  and  goods,  from 
common  pins  and  champagne  to  air¬ 
planes  for  our  federally  controlled  es¬ 
tablishments  of  every  nature,  and  for 
the  military,  with  little  thought  of  the 
exorbitant  prices  paid. 


Now  I  ask,  wherein  lies  the  least  in¬ 
flationary  force  and  the  least  threat  to 
our  way  of  life,  by  the  passage  of  this 
bill  or  by  its  defeat?  Surely,  my  col¬ 
leagues,  you  know  the  answer.  No;  we 
should  not,  we  dare  not  tax  the  people 
more.  You  may  be  sure  this  reckless 
spending  spree  will  never  stop  so  long 
as  Congress  continues  to  take  untold 
billions  from  the  people  for  this  sprawl¬ 
ing  bureaucracy  to  spend.  What  we 
should  do  and  must  do  is  defeat  this  tax 
bill,  and  then  cut  to  the  bone  every  ap¬ 
propriation  requested  by  the  President 
which  is  clearly  not  justified  for  mili¬ 
tary,  domestic,  or  foreign  aids.  To  do 
less  will  not  save  the  lives  of  our  fighting 
men,  nor  help  our  friends  across  the 
seas,  nor  safeguard  our  priceless  heri¬ 
tage. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  1  minute  to  the  gentleman 
from  Michigan  [Mr.  Meader]. 

(Mr.  MEADER  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.  ) 

Mr.  MEADER.  Mr.  Chairman,  I  will 
vote  to  recommit  this  tax  bill.  If  this 
motion  fails,  I  will  vote  against  the  bill. 
Out  of  respect  for  my  colleagues,  my 
constituents  and  the  American  people, 
I  will  state  my  reasons  for  this  decision. 

First,  this  bill  comes  before  us  prema¬ 
turely. 

Second,  it  comes  before  us  as  a  “yes 
or  no”  proposition,  with  no  opportunity 
for  the  elected  representatives  of  the 
people  in  this  body  to  perfect  or  improve 
this  measure  through  the  normal  legis¬ 
lative  process  of  amendment. 

Third,  this  measure  takes  another  step 
in  the  direction  of  totalitarian,  socialis¬ 
tic  control  of  our  national  economy. 

Fourth,  it  is  deceptive,  it  is  unfair,  and 
conceived  in  political  expediency,  and 
favoritism  to  certain  economic  groups 
and  discrimination  against  others. 

Fifth,  it  contributes  another  powerful 
underlying  force  to  the  basic  causes  of 
inflation. 

First.  This  tax  bill  is  premature  be¬ 
cause  it  comes  before  us  at  a  time  when 
many  appropriation  measures  are  still 
undetermined..  The  House  of  Repre¬ 
sentatives  has  acted  upon  10  appropria¬ 
tion  bills,  and  has  authorized  appropria¬ 
tions  totaling  $13,018,172,594.  The  Sen¬ 
ate  has  acted  on  two  of  these  bills. 

The  Congress  accepted  the  President’s 
challenge  to  squeeze  water  out  of  the 
budget  requests  of  $71,600,000,000,  and 
thus  far,  in  its  appropriation  bills,  has 
cut  approximately  $1,818,978,740  from 
the  budget  requests. 

Still  to  come  before  us  are  the  Presi¬ 
dent’s  program  for  $8,500,000,000  for 
foreign  military  and  economic  aid,  a  de¬ 
fense  measure  which  totals  $6,500,000,- 
000,  on  which  yesterday  Secretary  Mar¬ 
shall  urged  prompt  action  by  the  Con¬ 
gress.  In  addition,  there  are  to  come 
before  us  the  State  Department  appro¬ 
priation  bills,  in  which  the  budget  re¬ 
quests  are  $283,686,476,  and  the  Defense 
Department  appropriation  bills,  of 
which  the  budget  requests  are  $60,000,- 
000,000,  including  four  and  one-half  bil¬ 
lion  of  the  six  and  one-half  billion 
requested  by  Secretary  Marshall  on 
Thursday. 
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Thus,  a  total  of  $70,783,686,476  in 
budget  requests  is  still  to  be  acted  upon 
by  the  Congress.  No  one  can  now  pre¬ 
dict  precisely  by  what  amount  the  Con¬ 
gress  will  reduce  these  estimated  ex¬ 
penditures.  It  seems  to  me  to  be  getting 
the  cart  before  the  horse  to  raise  the 
money  before  we  know  how  much  we  are 
going  to  spend.  Of  course,  it  is  true 
that  should  the  taxes  we  raise  exceed 
the  expenditures,  the  surplus  can  be  ap¬ 
plied  in  reducing  the  Federal  debt.  But 
this  is  not  the  time,  during  the  period 
of  increased  expenditures  for  defense, 
to  add  additional  burdens  to  the  Ameri¬ 
can  economy  for  the  retirement  of  the 
public  debt. 

However,  not  even  the  proponents  of 
this  measure  have  advocated  this  reason 
as  a  basis  for  the  confiscatory  increase 
in  taxes  that  they  now  propose.  Pay 
as  you  go  in  the  current  fiscal  year  is 
the  maximum  that  has  been  advocated. 

No  harm  will  be  done  if  this  measure 
is  recommitted  to  the  Ways  and  Means 
Committee  for  reconsideration  and  re¬ 
port  when  a  clearer  picture  of  the  au¬ 
thorized  expenditures  is  available. 

The  bill  at  the  present  time  is  before 
us  prematurely. 

Second.  The  bill  is  presented  to  us 
under  the  gag  rule,  which  prevents  422 
of  the  435  elected  Representatives  in 
Congress  from  participating  in  the  rais¬ 
ing  of  revenue.  It  is  shoved  down  our 
throats  by  13  majority  members  of  the 
Ways  and  Means  Committee  on  a  take- 
it-or-leave-it  basis.  As  far  as  I  am  con- 
fcerned,  I  do  not  propose  to  take  it.  I 
regard  my  responsibility  to  those  who 
elected  me  as  their  spokesman  and  their 
agent  as  of  far  greater  dignity  than  to 
rubber  stamp  the  action  of  a  small  group 
of  Representatives,  no  matter  how  wise 
or  able  they  may  be. 

I  am  fully  aware  of  the  contentions 
made  in  support  of  this  gag  rule,  that 
lack  of  it  would  cause  delay  in  the  pas¬ 
sage  of  the  tax  bill,  and  would  subject 
Members  to  the  pressure  of  interests  who 
desire  favored  treatment  of  their  par¬ 
ticular  industries  or  businesses.  To  me, 
this  is  no  valid  reason  for  disenfran¬ 
chising  those  upon  whom  the  Constitu¬ 
tion  placed  the  responsibility  of  adopting 
national  policies.  It  is  a  confession  of 
weakness  in  the  Congress  that  its  Mem¬ 
bers  must  be  protected  from  the  pres¬ 
sures  and  representations  of  economic 
classes  and  groups. 

The  one  hope  for  this  country,  in  my 
judgment,  is  that  our  national  direc¬ 
torate  be  composed  of  men  and  women 
who  have  the  courage  and  fortitude  and 
devotion  to  the  interest  of  this  country 
sufficient  to  resist  the  type  of  approach 
from  which  the  gag  rule  is  designed  to 
protect  us.  I,  for  one,  do  not  propose  to 
confess  such  weakness  on  the  part  of  the 
House  of  Representatives. 

Third.  In  the  previous  talks  on  the 
floor  of  the  House  on  this  measure,  and 
from  the  reading  of  the  bill  and  the  re¬ 
port  of  the  committee,  it  is  perfectly  ap¬ 
parent  that  the  effect  of  this  measure  is 
to  enhance  and  expand  the  influence  and 
control  of  the  Federal  Government  and, 
particularly,  the  executive  branch  of  the 
Federal  Government,  over  our  national 
economy. 


This  bill  proposes  to  drain  Into  the 
coffers  of  the  United  States  Treasury 
more  than  28  percent  of  our  national  in¬ 
come.  We  have  arrived  at  this  point 
slowly  and  by  stages,  but  this  bill,  like 
the  straw  that  broke  the  camel’s  back, 
suddenly  brings  upon  us  the  realization 
that  our  economy  has  been  transformed 
from  a  free  economy,  where  the  Ameri¬ 
can  people,  by  and  large,  direct  their  own 
livelihoods,  into  an  economy  where  im¬ 
portant  decisions  are  made  by  the  bu¬ 
reaus  and  departments  in  Washington 
and  forced  upon  our  citizens.  Under 
this  bill,  the  American  people  will  be 
working  for  the  executive  branch  of  the 
National  Government  in  Washington. 
In  a  real  and  fundamental  sense,  they 
will  have  become  the  slaves,  not  the  mas¬ 
ters,  of  their  Government. 

I  do  not  charge  that  the  members  of 
this  committee,  who  have  presented  this 
confiscatory  measure,  have  done  so  with 
the  purpose  and  intent  of  shackling  the 
American  economy.  I  am  not  as  chari¬ 
table,  however,  toward  those  in  the  exec¬ 
utive  branch  who  have  discovered  new 
ways  of  spending  Federal  funds  and  have 
propagandized  them,  at  public  expense, 
to  attempt  to  create  the  belief  that  these 
huge  expenditures  are  necessary  to  pre¬ 
serve  the  existence  of  our  Nation. 

I  am  perfectly  willing  to  believe  that 
there  are  those  in  the  various  echelons 
of  the  bureaus  and  departments  who 
have  no  sympathy  with — or  confidence 
in — the  American  people  and  their  ca¬ 
pacity  to  exercise  intelligent  judgment 
on  our  national  affairs;  who  believe  that 
they  are  much  better  equipped  to  make 
decisions  for  the  people  than  either  the 
people  or  their  elected  representatives 
in  Congress,  and  who  are  consciously  and 
intentionally  accumulating  power  and 
authority  in  their  hands,  pressing  ever 
nearer  to  the  overgrown  bureaucracy  of 
the  type  we  criticize  in  the  totalitarian 
nations.  This  bill  is  an  important  step 
in  that  direction. 

Fourth.  The  bill  proposes  to  withhold 
taxes  from  those  who  are  known  not  to 
be  subject  to  the  tax  withheld,  in  the 
full  knowledge  that  simply  through  in¬ 
ertia  or  ignorance,  claims  for  refunds 
will  not  be  made.  This  is  a  deceptive 
and  immoral  device  unworthy  of  the 
American  Government. 

This  bill  imposes  a  tax  which,  on  the 
surface,  seems  to  be  paid  by  business 
enterprises,  always  a  fair  target  for  the 
political  demagogs,  in  the  full  knowl¬ 
edge  that  this  tax  will  be  passed  on  to 
the  consumers,  and  will  not,  in  fact,  be 
borne  by  the  corporations  themselves. 
This  likewise  is  a  deception  unworthy  of 
the  American  Government  which,  in  its 
conduct,  ought  to  espouse  standards  of 
morality  and  fair  dealing  equal  to  those 
which  it  establishes  for  the  governed. 

Through  its  omissions  to  tax,  through 
the  manipulation  of  rates  of  excise  taxes, 
this  bill  favors  those  groups  and  inter¬ 
ests  conceived  by  this  administration  to 
be  politically  advantageous  to  its  reten¬ 
tion  of  power  and  deals  harshly  with 
those  groups  regarded  as  possessing  little 
voting  potential. 

The  entire  measure  smacks  of  a  phi¬ 
losophy  punitive  of  the  industrious,  the 
thrifty,  the  energetic,  and  the  enterpris¬ 
ing.  By  action,  this  bill  attacks  the  sys¬ 


tem  which  has  made  this  country  what 
it  is  today — the  free  enterprise  system, 
which  has  been  the  target  of  the  jibes 
and  innuendoes  of  those  in  this  admin¬ 
istration  who  consciously,  and  with 
malice  aforethought,  would  drive  this 
country  ever  nearer  a  Socialist  economy. 

Fifth.  This  measure  is  inflationary. 
It  is  advertised  as  being  a  depressing 
factor  on  the  inflation  we  now  endure 
as  a  result  of  profligate  national  policies. 
This  propaganda  is  false.  It  is  said  that 
we  will  drain  off  purchasing  power  from 
the  consuming  public.  In  fact,  what  we 
are  draining  off  is  rather  that  portion  of 
the  purchasing  power  which  most  likely 
would  be  devoted  to  savings  and  invest¬ 
ment.  The  fact  is  that  the  money  will 
be  spent,  whether  it  is  in  the  hands  of 
the  American  people  or  in  the  hands  of 
the  Government.  The  spending  of  the 
money  is  the  cause  of  the  inflation,  and 
we  know  that  the  Government  will  spend 
It  all,  whereas,  if  it  remained  in  the 
hands  of  the  American  people,  at  least 
some  of  that  money  would  not  be  devoted 
to  the  purchase  of  consumer  goods  but 
would  be  saved  or  put  to  work  in  the 
expansion  of  productive  facilities. 

I  must  confess  that  I  am  disturbed 
that  Congress  has  not  fully  discharged 
its  responsibilities  to  the  American  peo¬ 
ple,  because  it  has  failed  to  examine  and 
to  challenge  in  an  effective  way  the  rep¬ 
resentatives  of  the  executive  branch  of 
of  the  Government  as  to  the  need  for 
Federal  expenditures. 

The  cuts,  totaling  more  than  $1,800,- 
000,000  so  far  made  in  appropriation 
requests,  have  been  altogether  too  super¬ 
ficial  and  inadequate.  Furthermore, 
these  cuts  have  been  made  in  a  fash¬ 
ion  of  which  Congress  cannot  well  be 
pround.  They  have  been  crude  and  awk¬ 
ward,  of  the  meat-ax  type,  but  under 
the  present  weak  condition  of  the  Con¬ 
gress  it  could  not  do  otherwise.  Un¬ 
less  the  Congress  equips  itself  with  a 
fact-finding  staff,  capable  of  penetrat¬ 
ing  below  the  surface  generalities  of 
Government  operations,  it  will  never  be 
able  to  make  effective  and  intelligent 
reductions  in  nonessential  Government 
expenditures. 

The  professional  staffs  of  the  congres¬ 
sional  committees  number  only  some  300 
persons  for  the  entire  Congress.  Even 
assuming  that  all  of  these  persons  are 
able  investigators,  and  I  do  not  assume 
this,  it  is  a  wholly  inadequate  instrument 
to  examine  the  varied  and  expensive  ac¬ 
tivities  of  the  2,000,000  employees  in  the 
executive  branch  of  the  Government, 
with  a  view  to  separating  those  which 
are  useful  and  necessary  from  those 
which  are  wasteful  and  superfluous. 
Congress  has  no  one  but  itself  to  blame 
for  failing  to  equip  itself  to  perform  this 
task  it  owes  to  the  American  people.  I 
urge  now,  as  I  have  urged  frequently 
in  the  past,  that  Congress  strengthen 
itself  through  acquiring  competent  and 
loyal  staffs  to  do  the  fact-finding  job 
without  which  intelligent  judgment — 
not  only  on  the  appropriations  and  reve¬ 
nue  measures — but  on  its  other  policy¬ 
making  work  cannot  be  effectively 
exercised. 

I  hope  this  bill  will  be  recommitted  to 
the  Ways  and  Means  Committee  in  order 
that  that  committee  may  reshape  this 
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legislation  in  the  light  of  the  sentiments 
expressed  by  the  Representatives  who 
have  discussed  this  measure  on  the  floor 
of  the  House. 

If  this  motion  is  not  adopted,  I  shall 
vote  against  this  bill,  because  I  believe 
it  to  be  vicious,  iniquitous,  and  contrary 
to  the  public  interest. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  2  minutes  to  the  gentleman 
from  Illinois  [Mr.  Vursell]. 

(Mr.  VURSELL  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  VURSELL.  Mr.  Chairman,  the 
tax  bill  before  us  for  consideration  car¬ 
ries  the  largest  amount  in  taxes  ever  re¬ 
quested  from  our  people — $7,200,000,000. 
This  is  the  third  increase  in  taxes  since 
the  outbreak  of  the  Korean  War  last 
June.  The  tax  bill  of  1950  contained 
approximately  $6,000,000,000.  In  addi¬ 
tion  we  passed  the  Excise  Profits  Tax 
Act  of  1950  which  contained  $3,900,000,- 
000. 

When  we  add  this  to  the  $7,200,000,000 
within  a  little  over  12  months,  we  will 
have  placed  an  additional  tax  burden  on 
the  people  of  over  $17,000,000,000. 

The  Ways  and  Means  Committee  for 
months  has  been  searching  every  nook 
and  cranny  of  our  entire  economic  struc¬ 
ture  from  the  most  insignificant  business 
to  the  largest,  and  trying  to  get  a  few 
extra  nickels  out  of  the  pockets  of  the 
very  poor  and  the  greatest  amount  they 
can  take  from  business  and  from  the 
very  well-to-do. 

In  fact  this  bill  indirectly  will  tax  the 
old-age  pensioners  and  those  on  relief. 
This  will  be  accomplished  by  the  in¬ 
crease  in  excise  taxes  and  by  the  in¬ 
crease  of  corporation  taxes,  most  of 
which  increase  will  be  added  to  the  cost 
of  the  goods,  food,  and  shelter  those  sub¬ 
sisting  on  old-age  and  relief  are  obliged 
to  buy. 

It  will  take  an  extra  12Y2  percent  in¬ 
crease  in  taxes  from  the  lowest  income 
wage  group  and  will  reduce  take-home 
pay  of  every  working  man  and  woman  in 
the  Nation  in  the  same  amount.  This 
tax  bill  will  increase  the  personal  income 
tax  by  12  V2  percent  of  everyone  from  the 
lowest  to  the  highest. 

In  the  higher  brackets  the  Govern¬ 
ment  will  take  up  to  82  percent  out  of 
every  dollar,  leaving  the  taxpayer  only 
18  cents  and  in  some  instances  will  take 
as  high  as  94  cents  out  of  every  dollar  on 
which  taxes  are  paid  leaving  the  indi¬ 
vidual  only  6  cents. 

The  passage  of  this  bill  will  place  the 
greatest  burden  of  taxation  on  all  of  the 
people  they  have  ever  been  compelled  to 
endure. 

It  places  an  undue  burden  on  the  very 
poor  and  an  undue  burden  on  those  who 
are  living  on  fixed  salaries  and  annuities. 
It  places  an  undue  burden  on  the  wage 
earners  in  the  lowest  bracket  and  in 
every  bracket  as  we  go  on  up  in  the 
higher  wage  scale. 

The  best  evidence  that  it  places  a  ter¬ 
rific  burden  on  the  poor  and  the  work¬ 
ing  men  and  women  of  America  is  proven 
by  the  facts  which  disclose  that  70  per¬ 
cent  of  the  personal  income  taxes  pro¬ 
vided  in  this  bill  will  be  paid  by  people 
in  all  walks  of  life  whose  net  income  is 


below  $5,000.  When  you  further  con¬ 
sider  that  the  extra  billions  in  this  tax 
bill  are  largely  provided  by  the  raising 
of  corporation  and  excise  taxes,  most  of 
which  will  be  passed  on  to  the  consumer 
in  everything  he  buys  as  indirect  taxes, 
you  can  begin  to  understand  what  a 
terrific  burden  in  taxes  is  placed  on  those 
who  pay  taxes  on  earned  income  of 
$5,000  or  less. 

Throughout  the  many  past  years  of 
tax  and  spend  and  a  lot  of  talk  about  the 
forgotten  man  by  this  administration, 
its  policy  of  reckless  spending  and  its 
constant  search  for  and  raising  of  taxes, 
the  myth  of  protecting  and  doing  some¬ 
thing  for  the  forgotten  man  has  been 
exploded  into  thin  air. 

Over  40,000,000  people  who  now  pay 
taxes  were  not  on  the  tax  rolls  before 
they  began  to  talk  about  the  forgotten 
man.  This  administration,  because  of 
its  reckless  spending,  has  found  all  of 
them.  Each  one  now  has  a  number. 
They  are  all  burdened  with  every  tax 
plus  the  high  cost  of  living,  yes,  they 
are  burdened  with  taxes  so  high  that  a 
few  years  ago  they  changed  the  law  to 
take  the  wage  earner’s  taxes  cut  of  his 
pay  check  before  he  got  it  because  they 
feared  if  he  were  allowed  to  pay  his  taxes 
at  the  end  of  the  year  they  would  be  so 
great  he  could  not  pay  them. 

Mr.  Chairman,  the  proof  of  this  state¬ 
ment  can  be  found  in  the  fact  that  only 

11  years  ago,  in  1940,  only  4,000,000 
people  were  paying  income  taxes.  Today 
the  astounding  number  of  52,000,000 
people  are  paying  income  taxes.  In  1940, 
those  in  the  lowest  income  bracket  were 
paying  only  4  percent.  Today  they  are 
paying  20  percent  and  this  new  bill  will 
increase  the  amount  they  will  pay  by 

12  y2  percent. 

Only  11  years  ago,  in  1940,  Uncle  Sam 
collected  only  four  billion  in  income,  cor¬ 
poration,  and  excise  taxes.  Today  under 
the  present  law,  Uncle  Sam  collects 
fifty-five  billion  from  these  same  three 
sources.  This  bill,  if  passed,  will  in¬ 
crease  the  amount  by  12  y2  percent. 

We  have  reached  the  end  of  the  tax 
road.  This  bill  scrapes  the  bottom  of 
the  barrel.  It  in  fact  increases  the  tax 
or  cost  on  the  lowly  lead  pencil  that  the 
children  must  use  in  school.  It  is  the 
last  big  tax  bill  increasing  income,  excise 
and  corporate  taxes,  that  can  be  written 
without  destroying  the  economy  of  the 
country.  Next  year,  if  we  have  to  have 
more  taxes,  we  will  have  to  adopt  a  Fed¬ 
eral  sales  tax  and  again  those  in  the 
lower  brackets  who  pay  on  net  earnings 
of  $5,000  or  under  who  are  carrying  70 
percent  of  the  tax  load  of  the  Nation, 
who  will  have  to  spend  for  food,  cloth¬ 
ing,  and  shelter  on  what  income  is  left, 
will  have  to  pay  the  major  burden  of  a 
Federal  sales  tax. 

The  highest  tax  authorities  in  the 
Nation  and  the  ablest  men  in  the  Con¬ 
gress  realize  the  truth  of  these  state¬ 
ments. 

We  have  arrived  at  this  dangerous  and 
unhappy  situation  as  a  result  through¬ 
out  the  past  number  of  years  of  a  Gov¬ 
ernment  policy  of  pretending  to  give  the 
people  general  hand-outs  from  Wash¬ 
ington,  the  policy  of  pretending  to  give 
them  something  for  nothing  in  return 


and  by  following  the  policy  of  giving  un¬ 
necessarily  too  many  billions  of  dollars 
away  to  various  nations  of  the  world  at 
the  expense  of  our  economy  out  of  the 
sweat  and  toil  of  the  taxpayers  of 
America. 

It  has  been  brought  about  partially  by 
the  expenses  of  World  War  II  and  by 
the  reckless  and  profligate  Government 
waste  day  after  day,  year  after  year,  and 
with  the  centralization  of  power  in 
Washington  attempting  to  regulate  and 
direct  the  lives  and  activities  of  the 
people  throughout  the  Nation  and  the 
building  up  of  a  Federal  payroll  of  over 
2,000,000  people  for  the  past  number  of 
years,  the  cost  of  which  for  the  civilian 
Federal  payrolls  has  reached  the  stag¬ 
gering  amount  of  $8,000,000,000  a  year. 

Now  the  question  arises,  should  we  ap¬ 
prove  this  bill  before  us  that  will  place 
this  further  burden  upon  the  people  and 
the  economy  of  the  Nation.  It  is  a  very 
difficult  question  to  decide.  Many  sin¬ 
cere  Members  of  the  House  believe  that 
the  legislation  contains  so  many  bad 
features  that  they  overbalance  the  good, 
and  that  a  tax  bill  at  this  time  should 
not  be  enacted. 

A  great  many  believe  the  Members  of 
the  House  should  vote  to  recommit  the 
bill  to  the  committee  so  that  it  could 
be  revised,  some  features  stricken  out 
and  later  reported  back  to  the  House. 

Those  who  favor  this  action  point  out 
that  we  have  a  surplus  of  approximately 
$4,000,000,000  in  the  Treasury  and  that 
an  increasingly  greater  amount  of  money 
will  come  into  the  Treasury  from  here 
on  out,  under  the  operation  of  the  pres¬ 
ent  tax  bill.  Of  course,  if  this  bill  is 
defeated,  we  will  still  have  the  present 
tax  bill  with  its  present  rates  which  will 
bring  in  an  enormous  amount  of  money 
with  income  running  at  the  present  high 
level. 

Many  of  us  believe  that  with  the  coop¬ 
eration  of  the  President  we  could  reduce 
the  budget  request  of  $71,200,000,000  by 
$8,000,000,000  or  more.  If  the  President 
would  join  with  the  Congress  in  a  drive 
to  reduce  Federal  spending  for  the  fiscal 
year  1952,  there  is  no  question  but  that 
we  could  put  off  until  next  year  any  in¬ 
crease  in  taxes  over  the  present  rate. 

Many  Members  of  Congress  on  both 
sides  of  the  aisle  during  the  past  2  or  3 
years  have  worked  and  voted  to  cut  the 
cost  of  government  to  the  bone.  They 
have  pointed  out  on  the  floor  of  the 
House  that  unless  we  cut  out  all  un¬ 
necessary  spending  and  practice  real 
economy,  we  would  reach  the  very  point 
we  have  reached  today. 

These  same  Members  have  made  a 
great  effort  in  this  session  of  the  Con¬ 
gress  to  reduce  unnecessary  and  unjus¬ 
tifiable  Government  spending  with  much 
success.  Unfortunately  the  President 
and  his  leaders  in  both  branches  of  the 
Congress  have  not  only  failed  to  fully 
cooperate  in  an  effort  to  reduce  the  cost 
of  government  but  have  opposed  such 
action. 

Under  our  Constitution,  it  is  the  re¬ 
sponsibility  of  the  Congress  to  provide, 
through  the  process  of  appropriations, 
the  money  with  which  to  defray  the  cost 
of  government. 
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Mr.  Chairman,  some  Members  of  Con¬ 
gress  have  strongly  taken  the  position 
that  this  bill  should  be  recommitted  to 
the  committee  for  further  study  and  ac¬ 
tion.  I  feel  that  that  should  be  done. 
Some  have  gone  further  and  say  that 
the  Congress  should  defeat  this  bill  as  a 
warning  to  the  President  that  they  will 
not  provide  a  further  increase  in  taxes 
until  the  President  changes  his  policy  of 
spending  and  joins  with  the  Congress 
In  a  real  effort  to  cut  the  cost  of  govern¬ 
ment  to  the  bone;  that  if  the  President 
will  join  with  the  Congress  in  such  a 
drive  we  may  be  able  to  reduce  the  cost 
of  government  to  where  a  much  milder 
increase  can,  if  necessary,  be  imposed 
upon  the  people  at  a  later  date  and  at  the 
same  time  keep  the  economy  of  the  coun¬ 
try  in  a  sound  expanding  position  which 
will  add  greater  strength  to  the  Nation 
in  meeting  the  serious  days  ahead. 

Mr.  Chairman,  it  is  the  duty  and  the 
responsibility  of  the  Congress  to  take 
such  bold  and  drastic  action  as  it  believes 
is  necessary  to  see  to  it  that  unnecessary 
spending  and  waste  is  reduced  to  a  mini¬ 
mum.  That  done,  we  should,  if  neces¬ 
sary,  consider  the  further  increase  of 
taxes. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Indiana  [Mr. 
HalleckI. 

(Mr.  HALLECK  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  HALLECK.  Mr.  Chairman,  some 
reference  was  made  by  one  of  the  speak¬ 
ers  on  the  other  side  to  the  responsibility 
of  the  majority  in  the  writing  of  the  tax 
bill  and  the  attitude  sometimes  taken  by 
the  minority.  I  would  just  like  to  say  for 
the  record  that  up  to  this  time  I  have 
voted  for  every  tax  bill  that  has  come  to 
this  floor  in  the  16  years  I  have  been  here, 
and  I  have  been  voting  for  those  tax  bills 
as  a  member  of  the  minority.  Likewise,  I 
have  been  voting  consistently  to  cut  ex¬ 
penditures,  as  many  of  us  on  this  side 
have. 

To  talk  about  it  being  irresponsible  not 
to  take  this  particular  measure  is,  in  my 
opinion,  a  completely  indefensible  state¬ 
ment.  I  have  taken  a  lot  of  tax  bills, 
but  this  one  is  more  than  I  can  swallow. 
It  has  been  offered  to  us  with  apologies, 
apologies  from  those  who  say  it  does  not 
go  far  enough,  apologies  from  those  who 
say  it  goes  too  far,  apologies  from  those 
who  say  it  is  ill-timed,  apologies  from 
those  who  say  that  maybe  we  ought  to 
wait  and  see  what  we  can  do  about  ex¬ 
penditures,  apologies  for  this  provision, 
apologies  for  that  provision. 

Under  those  circumstances,  in  my 
opinion,  it  is  clear  that  this  measure 
should  be  recommitted  to  the  Committee 
on  Ways  and  Means,  with  the  obligation 
vested  and  required  of  them  to  bring  to 
us  a  bill  that  will  meet  the  needs  of 
the  day  and  the  hour  and  the  years  to 
come. 

We  are  told  that  the  committee  has 
done  the  best  it  could.  We  are  told  that 
in  the  view  of  the  committee  the  addi¬ 
tional  taxation  provided  in  this  measure 
represents  the  end  of  the  line  as  far  as 
the  ability  of  the  American  people  to 


bear  up  under  such  a  burden  is  con¬ 
cerned. 

If  this  is  true  we  can  only  conclude 
that  an  administration  which  has  for 
years  insisted  on  confiscating  the  earn¬ 
ings  of  American  breadwinners  for  its 
spendthrift  programs  has  now  brought 
us  to  the  end  of  the  rope. 

We  now  find  ourselves  in  a  tragic  posi¬ 
tion.  That  position  is  simply  that,  hav¬ 
ing  wasted  our  resources  down  through 
the  years — much  of  it  on  ill-advised,  so¬ 
cialistic,  give-away  schemes — we  now 
find  ourselves  at  the  breaking  point  in 
our  attempts  to  provide  the  wherewith- 
all  for  our  defense  effort. 

Because  we  have  wasted  and  are  still 
wasting  the  people’s  money  on  things  we 
did  not  and  do  not  need  we  are  now  told 
by  the  committee  that  this  bill  repre¬ 
sents  the  end  of  the  road  as  far  as  new 
sources  of  revenue  are  concerned. 

What  greater  indictment  of  an  ad¬ 
ministration  can  we  conceive  than  that 
implied  by  the  statement  of  the  chair¬ 
man  of  the  Ways  and  Means  Commit¬ 
tee — that  we  have  reached  the  ultimate 
in  taxation  consistent  with  the  safety  of 
our  national  economy? 

If  this  is  true  then  I  say  it  is  high  time 
we  pause  to  reconsider. 

It  has  been  suggested  that  with  this 
bill  now  before  us  and  with  proper  cur¬ 
tailment  in  nonessential  Government 
spending  we  can  balance  the  budget  for 
the  fiscal  year  1952. 

I  am  happy  to  know  there  is  a  recog¬ 
nition  on  the  other  side  of  the  aisle  that 
such  a  thing  as  nonessential  government 
spending  does  exist. 

And  it  is  in  the  light  of  that  recogni¬ 
tion  that  I  submit  this  fact: 

We  are  here  being  called  upon  to  im¬ 
pose  the  third  major  tax  increase  on  the 
citizens  of  America  in  a  period  of  12 
months.  We  are  considering  this  third 
tax  increase  even  before  we  have  fully 
explored  the  extent  to  which  nonessen¬ 
tial  spending  can  be  curtailed. 

To  me  a  far  more  logical  course  would 
be  to  determine  first  the  extent  of  our 
spending  before  saddling  the  people  of 
this  Nation  with  taxes  to  the  point  of 
danger. 

Moreover,  if  we  pass  this  bill  now,  what 
assurances  do  we  have  that  the  admin¬ 
istration  will  not  come  forward  with  pro¬ 
posals  for  even  greater  spending? 

You  know  as  well  as  I  do  that  we  have 
no  such  assurances.  In  fact  I  do  not 
believe  there  is  a  Member  in  this  House 
today  who  would  gamble  that  new  re¬ 
quests  will  not  be  made. 

The  history  of  recent  years  has  dem¬ 
onstrated  conclusively  that  the  more 
money  this  Congress  appropriates  the 
more  money  the  administration  will 
spend  and  the  more  it  will  demand.  I 
would  like  to  see  what  our  total  appro¬ 
priations  for  next  year  will  be.  At  this 
time  we  cannot  tell. 

It  has  been  suggested  that  we  face 
three  alternatives: 

First.  Additional  taxation  to  meet 
budget  demands. 

Second.  A  reduction  of  nonessential 
expenditures. 

Third.  Deficit  financing. 

On  two  occasions  in  the  past  12  months 
the  Congress  has  provided  additional 


taxation  to  meet  budget  demands.  We 
have  demonstrated  our  willingness  to 
cooperate  in  this  emergency. 

Can  any  Member  tell  me  in  what  way 
or  in  what  place  the  administration  has 
demonstrated  its  willingness  to  cooperate 
by  modifying  its  proposals  for  spending? 

I  fully  agree  that  it  is  necessary  to 
meet  our  responsibilities  in  government 
and  in  the  area  of  national  defense  by 
providing  the  wherewithal  to  finance 
such  enterprise. 

But  I  also  believe  it  is  long  since  time 
this  administration  take  into  account 
its  responsibilities  by  cooperating  with 
the  Congress  in  cutting  the  costs  of  gov¬ 
ernment,  by  showing  some  inclination 
toward  efficiency  and  economy  of  oper¬ 
ation. 

We  have  demonstrated  our  good  faith. 
When  is  the  administration  going  to  do 
likewise? 

I  am  supporting  a  motion  to  recom¬ 
mit  for  these  reasons: 

The  bill  is  out  of  balance.  It  is  nei¬ 
ther  honest  nor  equitable  in  its  provi¬ 
sions.  It  contains  errors  of  commission 
and  errors  of  omission  which  should  be 
corrected.  It  does  not  do  what  it  should 
to  curb  the  forces  of  inflation. 

Furthermore,  it  is  untimely  in  the 
light  of  the  existing  situation.  With 
proper  Federal  economies  there  is  no 
reason  why  the  people  of  this  Nation 
must  be  called  upon  to  make  sacrifices 
in  the  manner  demanded  by  this  bill. 

It  is  high  time  the  administration 
demonstrates  a  sincere  willingness  to  co¬ 
operate  in  helping  the  Congress  to  meet 
this  problem.  We  must  achieve  a  major 
reduction  in  nonessential  spending  and 
we  must  work  out  tax  legislation  that  is 
equitable,  legislation  which  meets  the 
needs  of  this  emergency  in  a  manner 
that  visits  the  least  possible  burden  on 
our  people  while  avoiding  punitive  levies 
which  discourage  a  continuing  expan¬ 
sion  of  our  productive  effort. 

Given  evidence  of  a  real  determina¬ 
tion  on  the  part  of  the  administration  to 
follow  such  a  program  I,  for  one,  will  be 
happy  to  lend  my  wholehearted  support. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  half  a  minute  to  the  gentle¬ 
man  from  New  York  [Mr.  JavitsL 

Mr.  JAVITS.  Mr.  Chairman,  there 
are  a  number  of  fundamental  inequities 
frozen  into  this  tax  bill.  First,  there  is 
the  pension  provision  which  fails  to  give 
the  same  exemption  from  tax  to  pension¬ 
ers  from  Government  service  and  indus¬ 
try  as  it  does  to  recipients  of  social  secu¬ 
rity,  also  pensioners.  All  these  people 
have  given  the  best  part  of  their  lives  to 
the  service  of  the  rest  of  us;  there  cer¬ 
tainly  should  be  no  question  among 
them  as  to  the  taxability  of  this  modest 
return  in  their  later  years. 

There  is  also  considerable  doubt  as  to 
the  propriety  of  the  withholding  tax  on 
dividends,  bond  interest,  and  so  forth. 
A  great  hardship  is  worked,  particularly 
on  millions  of  holders  of  small  blocks  of 
securities  who  will  be  put  to  all  the 
trouble  of  tax  accounting  and  obtaining 
refunds.  This  has  not  been  a  major 
source  of  tax  loss;  there  are  many  much 
greater  which  are  not  being  dealt  with 
at  all  or  certainly  not  such  summary 
fashion. 
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Another  inequity  frozen  into  this  bill 
is  the  heavy  amount  taken  in  excise 
taxes  on  gasoline,  cigarettes,  beer,  wine, 
and  liquor,  television  sets,  and  many 
other  items.  Of  the  total  amount  of 
$7,189,000,000  expected  to  be  raised  from 
this  bill  $1,252,000,000  is  estimated  to 
come  from  excise  taxes  whereas  out  of  a 
total  of  over  $6,000,000,000  contemplated 
to  be  raised  under  the  tax  law  we  passed 
in  1950  only  $73,000,000  was  for  excise 
taxes,  the  rest  coming  primarily  from 
corporations.  I  believe  we  have  again 
heavily  taxed  especially  the  moderate  in¬ 
come  family  suffering  now  from  the 
grave  increases  in  the  cost  of  living  while 
we  have  much  too  lightly  taxed  corporate 
earnings  and  excess  profits. 

These,  among  others,  are  major  in¬ 
equities  and  show  the  hardship  in  not 
permitting  amendments  to  this  bill. 
Taking  the  situation  as  a  whole  I  believe 
the  only  justification  for  supporting  this 
bill  is  the  time — of  the  utmost  gravity 
for  our  people  brought  on  by  the  Com¬ 
munist  menace  of  slavery  to  us  and  to 
free  peoples  everywhere — involving  also 
the  national-security  interest  of  the 
United  States  and  to  enable  us  to  do  the 


The  table  illustrates  the,  fact  that  in 
156y2  years  the  total  receipts  of  the  Fed¬ 
eral  Treasury  amounted  to  $257,346,- 
901,487.  For  comparison  there  is  sub¬ 
mitted  a  table  showing  the  total  revenue 
receipts  and  the  net  budgetary  receipts 
for  the  fiscal  years  commencing  July 
1,  1945,  with  actual  reported  collections 
through  June  19,  1951,  and  budget  esti¬ 
mates  for  fiscal  1952.  The  table  follows: 


Fiscal  year 

Total  receipts  by 
Treasury 

Net  receipts  by 
Treasury 

194f> . 

$44, 238, 590, 336 
44,702,703,321 
46, 098, 807, 313 
42, 773, 505, 520 
41,310,627,851 
47, 683, 725, 909 
55, 100, 000, 000 

$43, 037, 798, 808 
43,258,833,189 
44,745,642,077 
38,245,667,810 
37, 044, 733, 557 
3  44, 565, 556, 373 
55, 100, 000, 000 

1947 . 

1948 . 

1949 . . 

1950  . 

1951  i__ . 

1952  * . . 

321, 907, 960, 250 

305,998,131,814 

1  Actual  collections  to  June  19,  1951,  from  Treasury 
Statement. 

2  To  June  19  of  the  present  fiscal  year. 

3  Budget  estimate  contained  in  President’s  message 
to  Congress. 

FILIBUSTER  OF  SILENCE 

Mr.  Chairman,  the  printed  hearings 
for  the  Department  of  State  appropria¬ 
tions  for  1.952  reveal  that  they  began 
the  hearings  on  February  21,  1951,  and 
concluded  them  on  April  3,  1951.  This 
is  over  11  weeks  ago  and  still  there  has 
been  no  decision  as  to  the'  amount  of 
money  that  will  be  available.  There  has 
been  no  word  of  the  committee’s  action, 
not  only  on  the  Department  of  State,  but 
also  on  Commerce,  Justice,  and  the 
Judiciary. 

As  near  as  I  have  been  able  to  ascer¬ 
tain  this  unwarranted  delay  is  unique  in 
the  annals  of  Congress.  The  normal 
procedure  is  to  prepare  the  bill  immedi- 


job  at  home  and  abroad  that  this  tragic 
situation  forces  upon  us.  That  is  my 
position  on  this  bill. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  New  York  has  expired. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  2  minutes  to  the  gentleman 
from  Illinois  [Mr.  Busbey]. 

(Mr.  BUSBEY  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.  ) 

TAX  COLLECTIONS  BY  TRUMAN  ADMINISTRATION 

GREATER  THAN  ALL  PREVIOUS  ADMINISTRATIONS 

SINCE  1789 

Mr.  BUSBEY.  Mr.  Chairman,  with 
the  enactment  of  the  pending  new  reve¬ 
nue  bill,  H.  R.  4473,  the  administration 
of  President  Harry  S.  Truman  will  have 
the  chance  in  but  seven  fiscal  years  to 
have  collected  more  revenues  from  the 
people  of  the  United  States  in  various 
ways  than  all  previous  administrations 
were  able  to  collect  from  the  establish¬ 
ment  of  the  Republic  in  1789  down 
through  the  years  to  June  30,  1945. 

A  study  of  the  fiscal  records  of  the 
Government  indicates  that  total  receipts 
up  to  June  30,  1945,  were  reported  as 
follows : 


ately  after  the  hearings  have  been  com¬ 
pleted  while  the  testimony  is  still  fresh 
and  clear  in  the  minds  of  the  committee 
members. 

Apparently  the  leadership  in  the  House 
has  been  instructed  by  the  boss  down¬ 
town  to  pigeonhole  the  bill  until  the 
President  can  find  a  new  Secretary  of 
State  or  at  least  until  Mr.  Acheson  gets 
off  the  hook  to  which  he  is  presently 
attached. 

In  the  meantime  innocent  victims  of 
this  dubious  strategem  are  unable  to  in¬ 
telligently  plan  their  operation  for  not 
only  next  year  but  for  fiscal  year  1953, 
since  I  am  informed  the  Bureau  of  the 
Budget  is  pressing  the  various  depart¬ 
ments  for  their  estimates  for  that  year. 

Shortly  now,  we  will  be  presented  with 
a  continuing  resolution  to  permti  the  de¬ 
partments  involved  to  operate  beyond 
June  30.  This  device  is  also  a  dubious 
strategem  and  I  will  be  interested  in  see¬ 
ing  what  explanation  will  be  offered  to 
justify  it.  I  would  likewise  invite  the 
attention  of  the  Members  of  the  House 
to  the  fact  that  such  a  resolution  will 
probably  permit  the  departments  to  obli¬ 
gate  funds  at  the  current  rate  which  will 
therefore  result  in  their  being  able  to 
continue  operations  at  a  level  substanti¬ 
ally  higher  than  the  Congress  in  their 
present  mood  would  permit  if  the  regu¬ 
lar  bill  were  acted  upon.  If  this  dilly¬ 
dallying  is  permitted  to  continue  we  will 
find  that  3  or  4  months  of  the  new  fiscal 
year  will  already  have  elapsed  before  the 
bill  is  completed  and  our  opportunity  to 
economize  will  have  been  greatly  handi¬ 
capped  and  probably  lost  as  well,  since 
we  will  be  faced  with  the  familiar  ac¬ 
complished  fact. 


I  consider  it  a  sad  commentary  on  the 
prerogatives  of  Congress  that  Truman, 
Acheson,  and  others,  are  being  permitted 
to  put  a  ring  in  our  nose  with  a  string 
that  leads  to  the  White  House.  This  is  a 
filibuster  of  silence  that  confronts  us 
while  four  of  the  most  important  agencies 
in  Government  are  faced  with  possible 
inactivity  and  probable  impotence.  This 
bill  that  is  being  held  under  the  iron  cur¬ 
tain  contains  such  important  agencies  as 
the  Federal  Bureau  of  Investigation,  the 
entire  Foreign  Service  with  its  200  or  300 
missions  all  over  the  world,  the  Federal 
courts,  and  the  entire  Department  of 
Commerce,  with  its  many  defense  func¬ 
tions.  The  American  public  is  not  only 
entitled,  but  I  am  sure  anxious,  to  receive 
from  the  leadership  the  answers  to  the 
following  questions: 

First.  Just  why  has  this  bill  been  held 
up  so  long  and  under  such  mysterious 
circumstances? 

Second.  Are  we  waiting  for  Acheson  to 
resign  in  the  hope  that  such  action  will 
placate  an  aroused  Congress  who  would 
then  rubber  stamp  the  inordinate  re¬ 
quests  for  funds? 

Third.  What  will  be  the  effect  of  a 
continuing  resolution?  Will  it  permit 
the  Departments  to  obligate  funds  at  a 
higher  rate  than  the  Congress  would 
probably  supply  if  they  were  given  the 
privilege  by  the  solons  downtown  of  act¬ 
ing  on  this  bill? 

Fourth.  Is  this  filibuster  of  silence  an 
admission  that  the  elected  representa¬ 
tives  of  the  people  are  subservient  to  the 
Executive? 

Fifth.  What  effect  does  this  filibuster 
have  on  our  relations  with  our  allies 
abroad?  Should  they  be  expected  to  co¬ 
operate  with  a  Secretary  of  State  who 
fears  to  have  his  request  for  funds  de¬ 
bated  in  the  Congress? 

Sixth.  If  the  impasse  is  occasioned 
only  by  the  very  controversial  Secretary 
of  State,  why  is  it  not  possible  to  act  on 
the  other  Departments  involved  in  this 
bill  in  order  that  they  may  go  about  their 
business  while  the  State  Department 
stews  in  its  own  juice? 

Seventh.  How  is  it  possible  for  the 
hard-pressed  members  of  the  subcom¬ 
mittee  to  intelligently  draw  this  bill  with 
the  hearings  3  months  behind  them? 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Illinois  has  expired. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  5  minutes  to  the  gentleman  from 
Arkansas  [Mr.  Tackett]. 

Mr.  TACKETT.  Mr.  Chairman,  the 
limited  time  afforded  will  not  permit  me 
to  discuss  the  many  provisions  of  this 
bill  with  which  I  am  not  in  accord,  but 
the  arguments  that  are  being  advanced 
that  this  bill  is  inflationary  just  do  not 
register  with  me.  The  three  fundamen¬ 
tal  prerequisites  necessary  to  curb  infla¬ 
tionary  tendencies  which,  if  not  cur¬ 
tailed,  will  no  doubt  ultimately  result  in 
a  depression  following  the  emergency 
are:  First,  reduction  of  nonessential 
Government  spending;  second,  credit 
controls  of  the  higher-income  business 
bracket;  and  third,  necessary  taxation  to 
siphon  off  war  profiteering  and  emer¬ 
gency  net  gains.  Of  course,  we  could 
spend,  hours  discussing  these  three  func¬ 
tions  and  their  connection  with  infla¬ 
tion,  but  it  will  suffice  to  state  that,  re- 


Period 

Receipts 

Expenditures 

Public  debt 

All  Presidents,  Washington  to  Roosevelt,  144^  years,  1789  to  1933. 

$91, 586, 076, 130 
105,  760, 825, 357 

$112,203,367,065 
372,  235, 200, 271 

Millions 
$22, 538. 6 
258, 000. 0 

257, 346, 901, 487 
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gardless  of  efforts  to  stabilize  our  econ¬ 
omy  with  the  hopes  of  curtailing  infla¬ 
tion,  price  ceilings  are  not  worth  a 
“hoot”  unless  rigidly  controlled  at  the 
manufacturing  and  jobber  levels,  along 
with  wages,  and  the  aforementioned 
three  functions  are  likewise  brought  into 
actuality. 

I  will  admit  that  there  has  been  little 
effort  to  reduce  nonessential  Govern¬ 
ment  spending,  the  most  inflationary 
activity  during  either  peace  or  war.  Gov¬ 
ernment  spending  naturally  soars  during 
an  emergency.  Therefore  every  possible 
effort  should  be  made  to  curb  unneces¬ 
sary  public  spending  in  an  effort  to  cur¬ 
tail  inflation. 

It  is  difficult  to  know  the  limitation  on 
credit  controls  during  the  emergency; 
however,  I  am  firmly  convinced  that  the 
Economic  Stabilization  Administration 
has  started  at  the  wrong  end  with  regu¬ 
lation  W.  This  regulation  attempts 
to  curtail  spending  by  regimenting  the 
purchasing  power  of  the  lower  economic 
branch  of  our  people.  It  is  an  unequita¬ 
ble,  unrighteous,  and  dishonorable  means 
by  which  the  poorer  people  are  penalized 
for  the  sake  of  those  with  unencumbered 
bank  accounts.  There  is  no  restraint 
Upon  big  credit  accounts,  which  encour¬ 
ages  inflation.  If  we  are  to  curb  the  buy¬ 
ing  power  through  credit  restrictions,  we 
should  equally  and  proportionately  re¬ 
strain  all  credits — especially  the  large 
accounts.  To  restrict  the  buying  power 
pf  the  lower  income  bracket,  while  al¬ 
lowing  free  trade  among  the  higher  in¬ 
come  bracket,  will  in  no  wise  curb  infla¬ 
tion. 

Of  course,  small  business  drastically 
feels  the  effect  of  the  present-day  excess 
profit  taxation,  but,  actually,  the  excess 
profit  tax  laws  now  in  force  are  not  suffi¬ 
ciently  rigid  upon  the  higher  income 
business  bracket  to  prohibit  war  profit¬ 
eering  by  big  business,  and  to  curb  in¬ 
flation.  For  instance,  the  following  table 
Will  reveal  profits  of  certain  industries 
In  the  higher  income  bracket  during  this 
last  quarter: 


Industry 

Net  profit 
before  pay¬ 
ment  of 
taxes 

Net  profit 
after  payment 
of  all  taxes 
including 
excess-profit 
taxes 

Electrical  machinery . 

Percent 

62.4 

Percent 

25.2 

Motor  vehicles  and  parts.... 

68.4 

16.8 

Jtubber . 

47.6 

21.6 

43.2 

19.2 

Paper  and  allied  materials.. 

40.4 

20.8 

Chemicals . . 

40.0 

17.2 

Stone,  clay,  and  glass . 

39.6 

16.0 

Furniture _ _ 

39.2 

20.4 

Fabricated  metals . . 

30.0 

17.6 

Iron  and  steel . 

36.4 

14.0 

You  will  notice  the  tax  discrimination 
among  these  various  industries.  It  is 
a  certainty  that  the  excess-profit  taxa¬ 
tion  now  in  effect  is  not  curtailing  ex¬ 
cessive  profits  and  thereby  prohibiting 
war  profiteering  and  inflationary  ten¬ 
dencies.  The  tax  bill  now  tinder  con¬ 
sideration  will  at  least  in  some  manner 
adjust  this  situation. 

Many  of  you  today  are  arguing  that 
this  tax  bill  is  inflationary  in  face  of 
the  uncontradicted  facts  that,  unless  the 
excess-profits-tax  features  of  this  bill 


are  enacted,  inflation  will  soar  by  virtue 
of  wartime  profits — yes,  blood  money. 
Regimenting  our  young  manhood  for  the 
supreme  sacrifice  in  Korea  is  given  less 
concern  than  the  regimentation  of  war 
profits.  I  do  not  believe  that  any  man 
or  any  business  should  profit  off  the 
valor  and  bloodshed  of  the  young  man¬ 
hood  of  this  country.  You  do  not  mind 
taking  those  young  men  away  from  their 
homes,  families,  jobs,  and  schools,  but 
you  so  regret  to  regiment  the  dollars 
that  are  made  as  a  result  of  and  dur¬ 
ing  their  suffering  to  pay  for  this  war 
as  we  go.  It  is  the  constant  hue  and 
cry  that  we  pay  our  way  in  this  conflict 
to  preclude  further  national  indebted¬ 
ness;  and,  yet,  you  hesitate  to  restrict 
profiteering  brought  about  because  of 
the  emergency.  This  is  just  further  evi¬ 
dence  of  activities  proving  the  saying 
that  “war  is  a  rich  man’s  business,  and 
a  poor  man’s  fight.”  I  sincerely  contend 
that  the  protection  of  this  democracy 
is  the  responsibility  of  every  man, 
woman,  and  child;  not  that  of  any  seg¬ 
ment  of  our  population,  and  certainly 
not  only  that  of  our  fine  young  man¬ 
hood  on  the  battle. fronts. 

I  must  admit  that  I  did  not  feel  any 
too  kindly  on  my  return  from  World  War 

11  toward  many  who  had  profited  as  a 
direct  result  of  the  war. 

I  could  not  see  why  they  should  make 
enormous  war  profits  and  blood  money 
when  I  was  to  return  home  to  my  family, 
completely  broke  and  with  several 
months  of  my  life  wasted.  Maybe  a  lot 
of  this  is  beside  the  point,  but  I  cannot 
go  for  the  argument  that  we  should  not 
be  regimenting  war  profiteering. 

Much  of  the  discussion  during  debate 
on  this  measure  has  added  absolutely 
nothing  to  the  merits  or  demerits  of  this 
legislation.  The  Republican  leadership 
accuses  the  Democratic  leadership  of 
bringing  in  a  gag  rule,  and  the  Demo¬ 
cratic  leadership  accuses  the  Republican 
leadership  of  insisting  upon  a  gag  rule. 
That  does  not  add  to  or  take  from  the 
merits  or  demerits  of  this  bill ;  and  does 
not  afford  any  excuse  to  anyone  for 
being  for  or  against  this  tax  bill.  It  is 
the  custom,  procedure,  and  the  only 
practical  means  for  the  consideration  of 
a  tax  bill.  No  one  will  contradict  that 
statement;  therefore,  why  all  the  argu¬ 
ment  about  the  fact  that  this  bill  has 
followed  the  customary  proceedings  that 
were  established  long  ago  by  this 
Congress? 

We  realize  that  in  order  to  stabilize 
the  economy  of  this  country,  preclude 
inflation,  and,  perhaps,  prohibit  a  de¬ 
pression,  it  is  absolutely  necessary  to 
siphon  off  war  profits  and  emergency 
gains  during  the  international  crisis  in 
which  we  are  involved. 

Yes,  the  individual  by  virtue  of  this 
legislation  will  be  required  to  pay  12  y2 
percent  more  taxes  than  he  paid  last 
year,  but,  we  must  recall  that  the  cer¬ 
tain  segment  of  our  population  that  has 
been  regimented  to  fight  the  physical 
battle  for  the  preservation  of  our  de¬ 
mocracy  is  denied  an  opportunity  to 
make  a  dime  upon  which  to  pay  income 
tax.  I  am  quite  sure  that  most  of  those 
fellows  had  rather  pay  an  additional 

12  Vz  percent  of  taxes  than  to  sacrifice 


their  opportunity  to  live  each  and  every 
day  that  they  are  exposing  themselves 
to  the  enemy  on  the  front  lines. 

Mr.  REED  of  New  York.  Mr.  Chair¬ 
man,  I  yield  myself  such  time  as  I  may 
desire. 

Mr.  Chairman,  the  hour  is  drawing  to 
a  close  when  we  shall  take  our  final  vote 
on  a  bill  which  has  required  constant 
attention  since  February  5  on  the  part 
of  25  Members  of  this  House — the  Ways 
and  Means  Committee. 

There  are  very  few  on  the  floor  of  this 
House  who  have  lived  through  the  same 
period  that  I  have.  I  remember  when 
I  came  to  Congress  the  country  then  had 
the  largest  national  debt  in  its  history — 
a  Democratic  debt.  It  seemed  large  in 
those  days — $26,000,000,000.  It  seemed 
a  difficult  situation  to  face,  with  7,000,- 
000  people  walking  the  streets,  soup 
kitchens  being  built  in  every  town;  and 
most  of  you  men  were  still  wet  behind 
the  ears  at  that  time.  You  were  not 
familiar  with  what  was  going  on.  Our 
mills  were  closed.  There  was  not  a  mill 
operating  in  this  country.  I  have  been 
trained  in  a  different  philosophy  than  a 
great  many  of  you  people.  In  those  days 
the  Republican  Party  believed  in  a  sound 
currency,  and  we  had  one.  It  believed 
in  the  philosophy  of  hard  work  and  re¬ 
trenchment — retrenchment  in  Govern¬ 
ment.  The  Republican  Party  had  to 
take  over  under  those  conditions,  and  I 
sometimes  wondered,  as  a  young  man, 
how  the  Republican  leaders  were  going 
to  face  that  situation.  But  then,  within 
1  year  after  they  had  reduced  taxes,  we 
were  again  in  prosperity.  After  2  years, 
7,000,000  people  were  working  and  every 
smokestack  was  belching  smoke.  Again 
we  reduced  taxes,  and  prosperity  pro¬ 
ceeded  to  gain  all  the  time.  People  were 
thoroughly  prosperous.  The  third  time 
we  reduced  taxes,  and  we  got  more  reve¬ 
nue  than  we  had  under  the  higher  rates. 

Four  times  we  reduced  taxes,  until  less 
than  2  percent  of  the  people  paid  any 
income  taxes  at  all.  We  paid  $1,000,- 
000,000  on  the  national  debt  each  year 
for  10  years.  So  I  say  I  was  trained  in 
a  philosophy  that  puts  your  country  in 
a  solvent  condition. 

Then  came  the  black  war  of  the  Demo¬ 
cratic  Party  under  Woodrow  Wilson. 
Now  we  have  come  along  to  this  bill,  H.  R. 
4473.  But  the  best  that  we  have  been 
able  to  do  year  in  and  year  out  is  that 
over  20  revenue  bills  have  been  passed. 
We  talk  about  taxation  stopping  infla¬ 
tion  ;  it  is  perfectly  silly.  If  over  20  reve¬ 
nue  bills,  and  this  one,  if  passed,  added 
to  them,  will  not  stop  inflation  or  slow 
it  up  at  all,  what  are  you  going  to  do 
with  this  tax  bill,  and  after  this  will  it 
be  another  tax  bill?  To  do  what?  Cure 
inflation?  No,  Mr.  Chairman,  we  are 
just  like  a  dog  chasing  its  tail;  he  just 
cannot  catch  it.  All  the  tax  bills  you 
may  bring  in  here  will  not  stop  inflation 
at  all,  for  the  spending  is  going  on  day 
after  day,  money  poured  in  here  and 
poured  in  there,  and  poured  out  abroad, 
where  it  simply  cannot  do  any  good  at 
all.  No,  Mr.  Chairman,  we  are  simply 
going  to  pauperize  foreign  people.  We 
are  not  helping  them  by  leading  our  for¬ 
eign  neighbors  to  believe  that  from  now 
on  they  are  our  “poor  relations.” 
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I  can  speak  of  this  question  of  econ¬ 
omy  because  I  challenge  any  man  in  tha 
House  to  show  where  I  have  voted  for 
one  single  thing,  one  single  item  that 
could  cause  inflation.  I  have  an  econo¬ 
my  record  and  every  Member  knows  that 
my  record  is  one  of  economy.  I  have 
done  my  best  to  save  even  down  to  the 
point  of  not  using  all  my  secretarial  al¬ 
lowance,  but  turning  a  part  of  it  back 
into  the  Treasury.  I  have  even  turned 
in  my  unused  mileage  into  the  Treas¬ 
ury.  This  question  of  economy  should 
begin  at  home;  it  is  a  responsibility  not 
only  of  the  Congress  but  of  every  man 
in  this  Congress  to  save  money  for  the 
taxpayers.  Then  you  will  not  have  these 
great  huge  tax  bills  here  for  which  the 
Members  blush.  Every  time  you  men¬ 
tion  a  tax  bill  every  Member  on  the  Dem¬ 
ocratic  side  of  the  aisle  blushes  to  think 
that  he  has  been  responsible  for  it.  I 
will  say  this,  we  are  united  in  our  deter¬ 
mination  to  prevent  further  inflation 
through  unbridled  spending,  united  in 
our  determination  to  keep  faith  with  the 
American  people  by  reducing  Govern¬ 
ment  spending;  united  in  our  determina¬ 
tion  to  preserve  our  free  economy  during 
this  crisis. 

United  in  these  common  objectives, 
this  Eighty-second  Congress  can  make 
its  mark  on  the  history  of  our  Republic. 

Reductions  in  Government  spending 
have  already  been  made  by  this  great 
body.  Further  cuts  have  been  assured 
and  when  made  will  make  H.  R.  4473 
excessive  taxation  without  justification. 

The  time  for  this  Congress  to  cry 
“Halt”  to  nonmilitary  Government 
spending  is  now — not  after  passage  of 
H.  R.  4473  which  imposes  on  the  people 
$20,000,000,000  more  in  taxes  than  was 
ever  imposed  during  World  War  II. 

By  recommitting  this  bill  we  will  show 
the  American  people  that  this  Congress 
has  demanded  the  same  sacrifice  and 
control  in  the  spending  of  their  money 
by  the  Federal  Government  as  the  Fed¬ 
eral  Government  has  imposed  upon  the 
people. 

The  American  people  are  asking  that 
this  be  done. 

They  are  asking  that  this  Congress  re¬ 
duce  Government  spending  before  im¬ 
posing  higher  taxes. 

This  is  the  issue  before  the  Congress. 

The  American  people  are  waiting  and 
watching  for  your  answer. 

You  must  not  fail  them  when  we  vote 
in  a  few  minutes. 

(Mr.  HOLIFIELD  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

MAJOR  ISSUES  IN  THE  DEBATE  ON  THE  TAX  BILL 

Mr.  HOLIFIELD.  Mr.  Chairman,  (A) 
do  we  need  higher  taxes  in  the  amount  of 
at  least  $7,000,000,000  at  this  time? 

First.  Even  if  the  bill  becomes  law  in 
Its  present  form  and  is  in  effect  by  the 
1st  of  September  on  individuals  and  is 
retroactive  to  January  1  on  corporations, 
the  total  tax  collections  for  next  fiscal 
year  would  be  around  $66,000,000,000 — 
committee  report^page  2.  This  would 
still  require  a  redTOtion  in  the  budget  of 
between  $4,000,000,000  and  $5,000,000,000 
if  we  are  to  avoid  deficit  financing. 


Second.  Nearly  5  months  ago,  Presi¬ 
dent  Truman,  in  his  special  tax  message, 
gave  us  the  soundest  advice  on  this 
subject: 

It  is  my  firm  conviction  that  we  should  pay 
for  these  expenditures  as  we  go.  A  balanced 
budget  now  is"  just  as  important  a  mobiliza¬ 
tion  measure  as  larger  Armed  Forces,  alloca¬ 
tions  of  basic  materials,  and  controls  over 
prices. 

Third.  Yesterday  the  distinguished 
gentleman  from  New  York,  the  ranking 
Republican  member  of  the  Committee  on 
Ways  and  Means  and  long  a  recognized 
Republican  authority  on  taxation  and 
fiscal  policy,  asserted  that  we  don’t  need 
higher  taxes  now,  and  he  based  his  argu¬ 
ment  on  the  assumption  that  at  least 
$8,000,000,000  can  safely  be  cut  from  the 
present  budget.  Although  this  would 
still  leave  a  deficit,  he  says,  of  $2,500,00,- 
000  for  fiscal  1952,  the  gentleman  from 
New  York  asserts,  and  I  quote  his  re¬ 
marks  on  page  7056  of  the  Record  of 
yesterday: 

This  is  the  sound  position.  This  is  the 
American  position.  This  is  the  Republican 
position. 

Fourth.  This  opposition  to  higher 
taxes  is  not  in  accord  with  the  conserva¬ 
tive  business  thinking  of  the  country. 
As  the  gentleman  from  Pennsylvania 
[Mr.  Eberharter]  has  pointed  out  this 
morning,  most  of  the  leaders  of  busi¬ 
ness  organizations  appearing  in  oppo¬ 
sition  to  the  continuation  of  price  and 
wage  controls  before  the  Committee  on 
Banking  and  Currency  of  the  House  and 
Senate  have  urged  the  enactment  of 
higher  taxes  as  a  basic  anti-inflationary 
weapon.  The  president  of  the  National 
Association  of  Manufacturers,  when 
asked  how  much  taxes  should  be  in¬ 
creased,  gave  this  response  just  last 
month : 

We  realize  that  probably  no  one  knows 
the  amount  of  additional  revenue  that  is 
going  to  be  needed.  We  think  it  is  bound 
to  come  to  a  minimum  of  $10,000,000,000, 
and  perhaps  closer  to  $25,000,000,000  annu¬ 
ally,  and  we  hope  that  Congress  will  raise 
that  money  by  taxes  in  some  way,  and  cer¬ 
tainly  not  continue  the  disastrous  deficit 
spending.  (Hearings  before  the  Senate  Com¬ 
mittee  on  Banking  and  Currency  on  S.  1397, 
pt.  2,  p.  1171.) 

And,  as  the  gentleman  from  Arkansas 
pointed  out  yesterday,  the  gentleman 
from  New  York  himself  told  this  House 
on  September  22,  1950: 

The  most  serious  problem,  however,  will 
have  to  be  faced  when  our  war  expenditures 
move  into  high  gear  and  it  will  then  un¬ 
doubtedly  be  necessary  to  raise  an  additional 
$10,000,000,000  or  more  if  we  are  to  attempt 
to  meet  our  increasing  expenditures  on  a 
pay-as-you-go  basis,  as  indeed  we  must. 

Fifth.  Which  is  the  sounder  position, 
then — that  we  recognize  that  at  least 
$7,000,000,000  in  additional  taxes  are 
necessary  to  finance  the  defense  effort  or 
the  Republican  contention  that  no  tax 
bill  is  now  required? 

(B)  Is  there  anything  unfair  about 
the  12%  percent  across-the-board  in¬ 
crease  in  individual  income  taxes? 

First.  In  the  Republican  Eightieth 
Congress  when  taxes  were  being  reduced, 
Republican  Members  contended  that  this 


was  the  fairest  and  most  feasible  way 
of  reducing  taxes.  If  it  was  good  while 
we  are  cutting  taxes,  why  isn’t  it  just 
as  good  as  we  raise  them? 

Second.  This  flat  percentage  method, 
but  at  a  10-percent  rate,  was,  as  I  under¬ 
stand  it,  first  advocated  in  the  Commit¬ 
tee  on  Ways  and  Means  by  a  Republi¬ 
can  member,  and  as  the  gentleman  from 
Pennsylvania  [Mr.  Eberharter]  has 
pointed  out,  the  difference  in  taxes  paid 
for  persons  in  each  bracket  would  be 
relatively  slight. 

Third.  The  12%  percent  flat  percent¬ 
age  increase — which  is  merely  a  one- 
eighth  increase  in  personal  tax  liability — 
has  the  advantage  of  insuring  that  the 
lower-income  brackets  pay  no  greater 
share  of  the  total  tax  burden  than  they 
do  under  existing  law. 

Fourth.  Anyone  who  proposes  an 
alternative  method  of  raising  the  same 
amount  of  money  will  probably  find  that 
it  would  hit  the  lower-income  groups 
harder  than  the  present  bill. 

Fifth.  And  just  what  do  the  Repub¬ 
licans  now  propose  as  an  alternative  if 
they  object  to  an  across-the-board  per-, 
centage  increase? 

(C)  Is  there  anything  unfair  about 
the  tax  increases  on  corporations? 

First.  The  Republicans  object  because 
three-fourths  of  a  billion  dollars  in  ad¬ 
ditional  revenue  is  being  derived  from 
an  adjustment  in  the  excess-profits  tax 
on  corporations.  These  are  the  22,000 
most  prosperous  corporations  in  the 
country  who  are  reaping  over  $50,000,- 
000,000  a  year  in  corporate  profits — the 
highest  in  history.  Even  after  the  ad¬ 
ditional  taxes  under  this  bill,  these  cor¬ 
porations  would  have  profits  of  more 
than  double  the  profits  of  the  peak  year 
of  World  War  H,  1944. 

Second.  The  Republicans  claim  sur¬ 
prise  and  they  charge  that  this  amend¬ 
ment  is  unfair  to  the  corporations. 
However,  there  were  full  hearings  on  this 
identical  proposal  less  than  6  months 
ago. 

Third.  At  that  time  during  the  con¬ 
sideration  of  the  excess-profits-tax  bill, 
the  Republicans  were  urging  that  at  least 
a  part  of  the  additional  corporate  tax 
load  should  come  from  higher  normal 
and  surtax  rates.  Now,  when  in  this 
bill  the  Democrats  propose  to  get  a  part 
of  the  revenue  from  an  increase  in  the 
normal  tax  and  part  from  the  excess- 
profits  tax,  they  still  criticize  and  com¬ 
plain. 

Fourth.  Again,  .just  as  in  the  case  of 
the  individual  income-tax  increases, 
how  would  the  Republicans  suggest  that 
we  raise  from  corporations  the  same 
amount  of  money? 

(D)  Excise  taxes:  The  minority  report 
also  criticizes  the  excise  taxes  under  the 
bill.  But  again,  they  suggest  no  alter¬ 
native  for  collecting  an  equivalent 
amount  of  revenue.  Now,  finally,  how 
would  the  Republicans  get  the  same 
amount  of  revenue  as  provided  by  H.  R. 
4473? 

Since  they  oppose  income  taxes  on. 
individuals,  income  taxes  on  corpora¬ 
tions,  and  excise  taxes,  is  it  unfair  to 
conclude  that  this  is  the  prelude  to  a 
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campaign  by  them  for  a  Federal  sales 
tax? 

(E)  Are  the  provisions  of  this  bill 
based  on  equality  of  sacrifice? 

First.  The  minority  indicates  that  the 
bill  is  not  based  on  equality  of  sacrifice. 
But  let  us  look  at  the  provisions  of  the 
i  bill.  Two  billion  eight  hundred  mil¬ 
lion  dollars  of  the  additional  revenue 
comes  from  corporations  whose  inflated 
profits  have  continued  to  skyrocket; 
$1,800,000,000  of  the  additional  individ¬ 
ual  income  tax  increase  comes  from  peo¬ 
ple  with  incomes  of  $5,000  or  more; 
$232,000,000  comes  from  those  who  are 
today  evading  taxes  on  their  dividends 
and  corporation  interest  receipts;  $1,- 
300,000,000  comes  from  excises,  mainly 
on  nonluxury  items  and  from  the  new 
tax  on  gambling. 

Second.  The  distribution  of  additional 
revenue  under  the  bill  is  distributed 
throughout  the  tax  system  and  was  spe¬ 
cifically  designed  to  take  a  higher  pro¬ 
portion  of  the  tax  increase  from  high 
income  individuals  and  corporations. 
The  charge  about  equality  of  sacrifice 
can  only  mean  that  the  minority  be¬ 
lieves  that  tax  increases  should  be  made 
on  the  poor  and  that  the  wealthy  should 
be  comparatively  free  from  contributing 
to  the  defense  program. 

(F)  Have  we  reached  the  bottom  of 
the  barrel? 

First.  The  ranking  minority  Member 
states  that  we  have  reached  the  bottom 
of  the  barrel.  But  let  us  look  at  the 
facts. 

Second.  Corporation  incomes  are  ex¬ 
pected  to  reach  the  unprecedented  levels 
of  $48,000,000,000  before  taxes  in  calen¬ 
dar  year  1951.  Even  after  the  tax  in¬ 
creases  proposed  under  the  bill,  corpora¬ 
tions  will  have  left  about  $20,000,000,000, 
twice  as  much  as  they  had  left  after 
taxes  in  World  War  II. 

Third.  Individual  incomes  are  at  the 
highest  levels  in  history.  We  have  just 
emerged  from  a  5-year  period  during 
which  the  American  people  benefited 
from  the  greatest  prosperity  we  have 
ever  had.  The  $2,800,000,000  reduction 
in  their  disposable  incomes  resulting 
from  the  provisions  of  this  bill  has  still 
left  their  disposable  incomes  at  a  very 
high  level.  Since  the  bill  takes  62  per¬ 
cent  of  the  additional  $2,800,000,000 
from  those  with  incomes  above  $5,000,  it 
cannot  be  argued  that  the  additional 
burden  will  be  too  heavy.  What  better 
method  of  distributing  the  additional 
tax  burdens  among  individuals  is  there 
than  by  way  of  the  individual  income  tax 
which  is  levied  on  the  basis  of  ability  to 
Pay. 

(G)  Is  this  bill  an  invitation  to  tax 
avoidance? 

First.  The  minority  have  argued  that 
the  rates  in  this  bill  are  so  high  that 
people  will  be  encouraged  to  avoid  their 

taxes. 

Second.  Such  an  irresponsible  state¬ 
ment  can  only  mean  that  the  minority 
believes  that  high-income  people  will 
not  be  patriotic  enough  to  contribute 
their  fair  share  of  the  taxes  needed  for 
the  defense  effort. 

Third.  Can  anybody  seriously  argue 
that  the  tax  rates  are  too  high  when 
they  leave  a  married  man  with  $100,000 


Income  with  more  than  $40,000  after 
taxes? 

(H)  Is  this  tax  bill  inflationary? 

First.  The  minority  apparently  be¬ 
lieves  that  by  reducing  the  incomes 
available  for  spending  we  are  contribut¬ 
ing  to  inflation.  What  sort  of  distorted 
version  of  economics  can  this  be.  Our 
major  problem  is  to  balance  the  budget 
so  that  the  Government  will  not  pay 
out  more  than  it  receives. 

Second.  Much  of  the  credit  for  the 
cessation  of  inflation  during  the  past  2 
months  is  due  to  the  far-sighted  action 
of  Congress  last  year  in  raising  taxes 
under  the  Revenue  Act  of  1950  and  the 
Excess  Profits  Tax  Act.  If  we  did  not 
have  a  budget  balanced  in  the  early 
part  of  this  year  price  pressures  would 
have  been  substantially  greater  and  it 
would  have  been  difficult  to  stabilize 
them. 

Third.  The  success  of  the  stabilization 
program  thus  far  is  proof  positive  that 
direct  controls  and  a  balanced  budget 
is  the  only  method  by  which  we  can 
stop  inflation.  This  bill  will  make  it  pos¬ 
sible  for  us  to  continue  with  an  ef¬ 
fective  stabilization  program. 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  such  time  as  he  may  desire  to  the 
gentleman  from  Massachusetts  [Mr. 
PhilbinI. 

Mr.  PHILBIN.  Mr.  Chairman,  it  is 
with  extreme  reluctance  that  I  approach 
the  vote  on  this  measure.  There  are  so 
many  implications  in  this  bill,  so  many 
clearly  burdensome  effects  upon  the  peo¬ 
ple,  upon  business,  upon  the  American 
productive  economy  that  I  have  the 
greatest  of  apprehension  concerning  the 
results  and  impact  of  the  operation  of 
this  measure. 

Three  things  are  immediately  appar¬ 
ent  from  a  candid  analysis  of  this  bill. 

First.  In  the  light  of  present  emer¬ 
gency  conditions  facing  the  Nation  and 
gravely  threatening  our  security,  we 
must  conclude  that  Congress  must  pro¬ 
vide  the  financial  means  adequately  to 
defend  the  United  States. 

Second.  That  until  the  emergency 
should  become  worse  and  involve  us  in 
all-out  war — which  God  forbid — it  is 
highly  desirable,  indeed  of  paramount 
importance,  that  we  should  raise  all 
financial  means  required  to  this  end 
under  a  pay-as-you-go  policy.  This  will 
be  difficult,  I  know.  This  will  call  for 
great  sacrifices  by  our  people,  for  un¬ 
precedented  burdens  upon  every  class 
and  group. 

Third.  We  should  stove  in  every  way 
available  to  us  to  impose  taxes  in  such 
a  manner  that  the  burdens,  however 
onerous,  are  equitably  distributed  on  the 
principle  of  ability  to  pay,  and  that  no 
fundamental  impairment  of  our  great, 
energetic,  productive  forces  of  free  pri¬ 
vate  enterprise  will  occur. 

Frankly,  I  am  not  satisfied  in  my  mind 
that  this  bill  will  meet  all  these  stand¬ 
ards.  I  regret  and  deplore  many  pro¬ 
visions  which  lay  such  oppressive  bur¬ 
dens  on  the  people  and  on  business,  large 
and  small.  I  dislike  the  high  levies  on  all 
our  taxpayei-s.  I  regret  the  many 
nuisance  excise  taxes  which  will  be  oner¬ 
ous  in  their  effects.  On  the  whole,  I  am 
most  unhappy  that  we  cannot,  under  the 


rules  of  the  House,  change  and  amend 
many  of  these  objectionable  features. 

But  we  have  no  such  choice.  If  we 
do  not  vote  for  this  bill  we  will  have  to 
seek  other  alternatives  that  may  be  even 
more  unpleasant,  more  burdensome, 
more  obnoxious  to  the  country.  In  my 
opinion  we  must  raise  revenue  for  this 
world  emergency  and  we  must  do  it  now. 
We  must  meet  the  challenge  of  our  po¬ 
tential  enemies.  We  canont  flinch  or  de¬ 
lay.  We  cannot  trifle  with  the  grave 
needs  of  the  present.  We  cannot  add  to 
the  national  debt  at  this  time.  We  can¬ 
not  now  embark  upon  further  deficit 
spending  with  all  its  very  grave  implica¬ 
tions.  For  these  reasons,  briefly,  I  have 
outlined  some  of  my  views  on  this  bill. 
While  I  regret  the  necessity  for  such 
sweeping  and  drastic  taxation  at  this 
time,  in  the  interest  of  security,  and  sol¬ 
vency,  and  ordered  fiscal  policy,  I  am 
constrained  to  vote  for  the  bill. 

(Mr.  PHILBIN  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks  ) 

Mr.  DOUGHTON.  Mr.  Chairman,  I 
yield  the  gentleman  from  Massachusetts 
[Mr.  McCormack]  the  balance  of  the 
time  on  this  side. 

(Mr.  McCORMACK  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks.) 

Mr.  McCORMACK.  Mr.  Chairman, 
we  have  heard  a  lot  during  this  debate 
about  reducing  the  cost  of  Government. 
Each  and  every  one  of  us  agrees  with 
that  where  it  can  properly  be  done.  Yet, 
as  I  sit  here,  and  hear  the  speeches  and 
view  the  votes  of  all  of  us,  including  my¬ 
self,  I  realize  that  it  is  really  a  question 
of  fact  confronting  each  and  every  one 
of  us.  I  hear  some  of  our  friends  talk 
about  reducing;  yet  I  have  heard  them 
make  urgent  appeals  to  increase  appro¬ 
priations,  and  properly  so  because  it  con¬ 
cerns  their  district.  The  thought  has 
run  thfiough  my  mind  that  there  is  at 
least  a  practical  inconsistency  there. 

We  must  bear  in  mind  that  83  to  84 
percent  of  every  dollar  appropriated  by 
the  Congress  goes  for  our  national  secu¬ 
rity  and  our  national  defense,  preparing 
ourselves  for  future  events  in  case  war 
should  take  place,  because  we  have  got 
to  be  prepared.  We  cannot  prepare 
after  war  occurs.  Also  it  is  for  the  pay¬ 
ment  of  past  wars.  Seventeen  percent 
of  the  budget  estimates  and  recommen¬ 
dations  go  for  the  payment  of  the  gen¬ 
eral  conduct  of  Government. 

So  we  are  faced  with  a  situation,  and 
it  is  a  practical  one,  that  83  cents  of 
every  dollar  we  appropriate  is  in  con¬ 
nection  with  past  wars  or  obligations 
incurred  as  the  result  of  past  wars,  tak¬ 
ing  care  of  our  veterans  in  hospitals,  the 
payment  of  pensions  and  compensation, 
payment  of  interest  on  the  national  debt, 
because  all  of  our  national  debt  except 
$40,000,000,000  was  incurred  in  connec¬ 
tion  with  preserving  our  country  and  our 
liberties  as  a  result  of  World  War  II; 
also  in  preparation  for  anything  that 
might  occur  in  the  future  and  in  order 
that  America  might  be  so  powerful  in 
the  world  of  today  that  we  hope  the 
power  of  America  will  deter  any  aggres¬ 
sive  act  on  the  part  of  a  potential  enemy 
which  might  lead  to  a  third  world  war. 
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During  the  next  year  we  will  spend 
$60,500,000,000  for  our  national  security. 
Who  would  dare  reduce  that  substan¬ 
tially?  Who  would  dare  strike  down  a 
95-wing  Air  Force  to  70  or  60  or  50  in 
light  of  the  conditions  in  the  world  to¬ 
day?  That  $60,500,000,000  which  we  will 
spend  during  the  next  fiscal  year  will 
provide  a  military  establishment  of 
3,472,000,  it  will  provide  for  a  95-wing 
Air  Force,  it  will  provide  for  a  1,161-ship 
Navy. 

There  are  many  outstanding  Members 
of  the  Congress,  and  I  cannot  close  my 
eyes  and  my  mind  to  their  thoughts  and 
to  their  arguments,  who  think  that  in¬ 
stead  of  a  95 -wing  Air  Force  we  should 
have  a  150-wing  Air  Force.  What  does 
that  mean  in  connection  with  appropria¬ 
tions  on  the  part  of  the  Congress  of  the 
United  States? 

I  have  heard  arguments  about  a 
straight  motion  to  recommit.  If  a  mo¬ 
tion  to  recommit  is  made  with  instruc¬ 
tion^,  that  is  one  thing,  because  that  is 
an  assumption  of  responsibility.  A 
straight  motion  to  recommit  is  an  abdi¬ 
cation,  in  the  light  of  the  situation  con¬ 
fronting  us,  of  the  responsibilities  of  one 
of  the  two  major  parties  in  this  country. 
If  you  recommit,  what  is  going  to  be  the 
result?  In  my  opinion  there  will  be  no 
tax  bill  at  all.  The  provisions  in  the  tax 
bill  are  not  entirely  satisfactory  in  every 
respect  to  every  one  of  us.  Certainly 
from  an  over-all  angle  it  represents  the 
best  collective  judgment  that  could  be 
obtained  from  the  25  members  of  the 
Committee  on  Ways  and  Means. 

Mr.  Chairman,  I  know  what  a  hard 
task  it  is  to  conduct  hearings  on  a  tax 
bill.  I  know  how  difficult  it  is  in  execu¬ 
tive  session,  because  for  10  years,  as  you 
know,  I  was  a  member  of  the  Committee 
on  Ways  and  Means,  and  I  sat  in  on  five 
tax  bills.  It  is  not  an  easy  task,  with 
the  pressures  that  are  exerted  upon  in¬ 
dividual  members  of  that  committee,  and 
with  the  other  influences  that  come  in 
the  direction  of  those  who  are  members 
of  that  committee.  I  therefore  urge  that 
the  Members  vote  against  the  motion 
to  recommit,  because  that  is  an  abdica¬ 
tion  of  responsibility  on  the  part  of  all 
of  us,  are  I  see  it,  without  regard  to 
party.  Even  if  one  were  opposed  to  the 
bill,  he  could  vote  against  recommittal 
and  be  consistent.  They  could  say,  “We 
recognize  we  have  got  to  have  addi¬ 
tional  revenue”  and  while  they  might 
not  be  satisfied  with  this  bill  to  the  extent 
that  they  could,  in  conscience,  vote  for 
it,  they  ought  to  realize  that  sending  it 
back  to  the  committee  means  no  bill  at 
all,  and  as  every  one  of  us  realizes,  addi¬ 
tional  revenue  in  the  national  interest 
of  our  country  is  absolutely  necessary  at 
this  time.  So,  any  Member  who  might 
feel  constrained  to  vote  against  it  would 
be  voting  in  a  consistent  manner  if  he 
or  she  voted  against  a  straight  motion 
to  recommit,  which  simply  means  send¬ 
ing  the  bill  back  to  the  committee.  It  is 
my  strong  opinion  that  if  that  happens 
there  will  be  no  tax  bill  this  year,  and 
whether  or  not  we  agree  with  this  bill, 
we  ought  to  recognize  the  fact  that  in  the 
national  interest  of  our  country  a  tax 
bill  of  some  kind  is  necessary.  If  this 
bill  goes  back  to  the  committee  it  is  a 


repudiation  of  what  is  contained  in  the 
bill  from  the  over-all  angle.  If  it  goes 
back,  where  are  you  going  to  get  a  source 
of  new  revenue?  It  is  either  going  to 
be  a  sales  tax  or  a  general  manufactur¬ 
ers’  excise  tax.  Honesty  would  permit 
you  to  say  that  if  we  are  going  to  re¬ 
commit,  we  ought  to  state  to  the  country 
why  you  are  recommitting.  We  should 
have  the  courage  to  say  that  some  taxes 
provided  for  in  this  bill  are  wrong  and 
that  some  other  kind  of  tax  is  right,  and 
we  should  assume  our  responsibility,  that 
is,  those  who  vote  for  recommittal,  by 
telling  the  country  what  you  believe 
should  be  contained  in  a  tax  bill. 

I  think  most  of  the  Members  here  are 
overwhelmingly  opposed  to  a  sales  tax. 
I  think  the  great  majority  of  the  Mem¬ 
bers  are  opposed  to  a  general  manufac¬ 
turers’  excise  tax.  Personally  I  am  not. 
I  advocated  a  general  manufacturer’s 
excise  tax  in  1930.  It  came  out  of  the 
Committee  on  Ways  and  Means  in  the 
tax  bill  of  1930  and  it  was  stricken  out 
on  the  floor  of  the  House.  I  am  probably 
one  of  the  few  Members  of  the  House 
who  publicly  stated  that  I  favored  a 
general  manufacturers’  excise  tax,  but 
I  recognize  the  fact  that  the  great  ma¬ 
jority  of  the  Members  do  not,  in  the 
exercise  of  their  judgment,  and  I  re¬ 
spect  their  views.  If  this  bill  goes  back 
to  committee,  in  all  honesty,  one  should 
come  out.  I  do  not  think  one  can  come 
out  under  the  circumstances,  but  if  one 
dees,  if  the  provisions  in  this  bill  are 
repudiated,  the  only  place  that  can  be 
tapped  now  is  through  the  medium  of  a 
general  manufacturers’  excise  tax  or  a 
general  sales  tax. 

I  have  heard  the  cry  of  socialism 
raised  against  this  bill.  That  cry  could 
be  directed  against '  other  legislation 
much  better  than  against  the  tax  bill. 
This  is  a  defense  tax  bill.  These  taxes 
are  being  imposed  for  defense  purposes. 
Over  and  above  everything  is  the  United 
States  of  America  as  a  country. 

We  talk  about  our  personal  liberty, 
which  we  all  prize  and  treasure,  but  if 
Communists  take  over  our  country,  per¬ 
sonal  liberty  would  be  destroyed  and 
slavery  of  the  individual  would  take 
place. 

We  talk  about  business,  yes,  and  I  am 
for  business,  big  and  little.  I  am  not 
against  any  segment  of  American  so¬ 
ciety.  I  want  to  preserve  and  strengthen 
every  one  of  them.  But  if  we  fail  to  do 
the  things  we  ought  to  do  now,  and  as 
the  result  of  it  the  thing  happens  that  is 
too  dreadful  even  to  picture,  then  what 
good  is  the  property  of  anyone,  what 
good  is  the  business  of  anyone?  You 
have  to  have  a  country  before  you  can 
have  a  business.  You  have  to  have  a 
country  before  you  can  enjoy  the  bless¬ 
ings  of  personal  liberty. 

This  tax  bill  is  vitally  important  to 
you  and  me  as  Members  of  Congress, 
picked  out  from  our  constituencies  as 
we  have  been  through  election,  charged 
with  direct  responsibility  as  we  are,  do¬ 
ing  those  things  we  ought  to  do  in  this 
emergency  not  only  to  preserve  our  coun¬ 
try  but  to  strengthen  it,  as  a  contribu¬ 
tion  toward  the  national  interest  and 
security  of  the  United  States  of  America 
and  a  contribution  toward  future  world 
peace. 


Yes,  if  we  fail,  communism  dominates, 
and  with  communism  comes  enslave¬ 
ment  of  the  people  and  the  destruction 
of  everything  that  each  and  every  one 
of  us  holds  near  and  dear.  We  might 
differ  as  individuals  on  this  bill  or  that 
bill,  but  each  and  every  one  of  us  funda¬ 
mentally  believes  in  and  loves  our  insti¬ 
tutions  of  Government.  We  believe  in 
those  words  contained  in  the  Declara¬ 
tion  of  Independence  and  in  the  Con¬ 
stitution  of  the  United  States.  Yes,  we 
may  disagree  on  this  or  that,  as  I  have 
said,  but  each  and  every  one  of  us,  with¬ 
out  regard  to  party,  are  charged  now  in 
this  world  crisis  with  the  responsibility 
of  doing  those  things  that  will  be  for 
the  best  interests  of  our  country  and  for 
the  best  interests  of  future  peace. 

As  I  see  it,  and  I  repeat  what  I  have 
said  before,  there  is  only  one  thing  the 
Communists,  Stalin  and  his  gang,  re¬ 
spect.  The  only  thing  they  respect  is 
what  they  fear,  and  the  only  thing  they 
fear  is  power  greater  than  they  possess. 
This  bill  is  one  of  the  instruments,  not 
all,  but  one  of,  the  instruments  by  and 
through  which  we  create  power  in  Amer¬ 
ica,  power  for  good,  power  for  peace, 
power  to  stop  evil,  power  to  deter  evil. 
This  bill,  as  I  see  it,  is  one  of  the  neces¬ 
sary  instruments  to  that  end. 

I  recognize  that  not  a  one  of  us  agrees 
with  every  particular  provision  of  the 
bill,  but  that  is  not  necessary  to  vote 
for  the  bill,  r  have  heard  no  Member, 
even  those  opposing  the  bill,  say  that 
they  take  the  position  that  the  ra’sing 
of  taxes  now  is  not  for  the  national  in¬ 
terest  of  our  country.  Everyone  agrees 
that  a  tax  bill  should  be  passed.  This 
bill  is  before  us  as  the  result  of  months 
of  consideration.  We  are  faced  with  a 
situation  of  a  straight  motion  to  recom¬ 
mit.  As  I  have  said,  that  amounts  to  an 
abdication  of  individual  responsibility 
and  of  party  responsibility  to  send  the 
bill  back  with  the  knowledge  that  if  the 
motion  succeeds,  the  strong  probabilities 
are  that  no  tax  bill  will  come  out  be¬ 
cause  you  and  I  know  it  will  take  many, 
many  months,  and  you  and  I  know  the 
practical  problems  confronting  the  Com¬ 
mittee  on  Ways  and  Means.  If  this  bill 
is  recommitted,  it  is  done  for  this  year 
at  least,  and  probably  done  for  the  re¬ 
mainder  of  the  session. 

So  I  strongly  urge  my  colleagues  to 
respond  to  the  world  emergency  and  to 
recognize  our  country  has  a  rendezvous 
with  destiny;  that  it  is  either  our  leader¬ 
ship  which  will  prevail — as  the  great 
President  of  Ecuador  said  from  this  ros¬ 
trum  the  other  day — the  leadership  of 
those  who  believe  in  God  and  what  He 
stands  for  and  the  spiritual  aspects  of 
life — either  our  leadership  is  going  to 
prevail  or  the  leadership  of  destruction 
will  prevail.  I  have  every  confidence 
and  every  feeling  of  optimism  that  we 
will  prevail.  I  have  no  feeling  of  fear 
in  the  ultimate  outcome,  if  we  only  do 
the  things  we  ought  to  do  now,  because 
this  is  the  most  dangerous  period  in  the 
life  of  the  democracy.  Based  upon  my 
experience,  I  have  had  implanted  in  my 
mind  the  thought — and  it  will  always 
remain  there — that  the  most  dangerous 
period  in  the  life  of  a  democracy  is 
frhen  danger  is  imminent.  That  is  the 
time  when  we  can  conjure  our  hopes  and 
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say,  “This  will  not  happen,"  or  "This 
will  happen."  “War  will  not  take  place.” 

I  hope  it  will  not  take  place,  but  we  have 
to  be  prepared  if  it  does  and  we  have  to 
be  prepared  to  stop  it  because,  as  I  have 
said,  and  I  repeat,  the  only  things  the 
Communists  respect  is  what  they  fear, 
and  the  only  thing  they  fear  is  power 
greater  than  theirs. 

This  bill  is  necessary  to  avoid  deficit 
spending.  This  bill  is  necessary  to  ob¬ 
tain  revenue  to  increase  the  strength 
and  power  of  America  and  of  our  allies 
of  the  still  remaining  free  world.  With 
the  right  kind  of  leadership  in  America 
and  with  the  leadership  of  other  free 
countries  responding  and  cooperating, 
with  all  of  us  doing  the  things  we  ought 
to  do,  I  have  every  feeling  of  confidence 
as  to  the  outcome  and  that  we  will  suc¬ 
ceed.  The  passage  of  this  bill  is  one  of 
the  instrumentalities  in  the  future  suc¬ 
cess  of  our  country.  It  is  in  the  interest 
of  our  national  security.  It  is  in  the  in¬ 
terest  of  future  peace. 

The  CHAIRMAN.  The  gentleman 
from  Massachusetts  has  consumed  19 
minutes. 

Mr.  CURTIS  of  Nebraska.  Mr.  Chair¬ 
man,  I  wish  to  insert  in  the  Congres¬ 
sional  Record  an  exchange  of  corre¬ 
spondence  between  myself  and  the  Sec¬ 
retary  of  the  Treasury  which  greatly  dis¬ 
turbs  me.  This  correspondence  relates 
in  particular  to  the  tax  treatment  of 
family  partnership  cases,  but  I  am  far 
more  concerned  over  the  dangerous  im¬ 
plications  of  this  exchange  of  corre¬ 
spondence  than  I  am  over  any  particu¬ 
lar  tax  question  that  has  ever  come  be¬ 
fore  this  Congress. 

The  proper  development  of  tax  laws 
in  this  Congress  is  essential  to  the  last¬ 
ing  security  of  this  country.  This  de¬ 
velopment  must  be  through  a  demo¬ 
cratic  process.  A  continuing  danger  is 
that  the  increasing  complexities  of  our 
expanding  economy,  together  with  in¬ 
creasing  needs  for  revenue  may  make 
tax  laws  so  complicated  that  the  policy 
makers  are  lost,  and  only  the  technicians 
understand  them.  When  this  happens 
the  technicians  then  have  the  power  to 
make  policy,  and  our  democratic  process 
fails.  To  avoid  this  result,  we  of  the 
Ways  and  Means  Committee  require  the 
greatest  cooperation  from  the  Treasury 
Department  which,  in  many  instances, 
is  called  upon  to  give  us  technical  advice 
and  assistance. 

This  exchange  of  correspondence 
which  I  am  inserting  in  the  Record  per¬ 
tains  to  an  issue  which  is,  in  itself,  rela¬ 
tively  minor  in  relation  to  all  of  the 
many  tax  questions  now  before  us.  It  is 
an  issue  on  which  the  policy  which  I  and 
others  on  the  Ways  and  Means  Com¬ 
mittee  advocate  differs  from  the  wishes 
of  the  Legislative  Counsel  of  the  Treas¬ 
ury.  I  wrote  the  Treasury  on  March  1, 
1951,  asking  for  some  technical  advice. 
All  of  the  questions  asked  could  readily 
have  been  answered  in  the  Bureau  of 
Internal  Revenue  within  a  few  days.  It 
was  81  days  before  I  received  a  reply, 
and  that  reply  was  given  to  me  on  May 
21,  1951,  just  as  I  was  going  into  a  meet¬ 
ing  of  the  Ways  and  Means  Committee 
which  was  to  discuss  this  particular 
question. 


The  letter  was  completely  evasive,  and 
I  am  by  no  means  alone  in  my  opin¬ 
ion  that  it  represents  a  studied  effort  by 
the  technicians  at  confusion  and  eva¬ 
sion.  This,  coupled  with  the  long  de¬ 
lay,  suggests  that  the  answer  was  with¬ 
held  for  81  days  in  order  to  prevent  any 
consideration  of  the  answer  prior  to  ac¬ 
tion  by  the  Ways  and  Means  Commit¬ 
tee  on  the  question. 

This  charge  is  not  made  without  the 
most  serious  consideration  on  my  part. 
It  is  not  a  charge  against  the  Secretary 
of  the  Treasury  for  he,  like  ourselves, 
must  necessarily  call  upon  his  techni¬ 
cians  for  advice.  This  invidious  attempt 
on  the  part  of  Treasury  technicians  to 
take  advantage  of  technicalities  so  as  to 
control  policy  should  be  of  greatest  con¬ 
cern  to  -this  Congress  and  will,  I  hope, 
receive  the  attention  also  of  the  Secre¬ 
tary  of  the  Treasury. 

March  1,  1951. 

Hon.  John  W.  Snyder, 

Secretary  of  the  Treasury, 

Washington,  D.  C. 

Dear  Secretary  Snyder:  You  are  aware 
that  there  have  been  widespread  complaints 
as  to  the  uncertainty,  confusion,  and  con¬ 
flict  in  the  administrative  and  Judicial  treat¬ 
ment  of  family  partnerships.  Numbers  of 
complaints  have  come  to  me  from  persons 
in  Nebraska  who  are  urging  that  legislation 
is  necessary  to  remedy  the  present  confu¬ 
sion.  It  is  contended  that  the  Commissioner 
and  the  tax  court,  for  income  tax  purposes, 
are  disregarding  bona  fide  transfers  of  part¬ 
nership  interests,  while  at  the  same  time 
gift  taxes  are  being  collected  on  such  trans¬ 
fers. 

I  would  like  to  have  a  clear  understand¬ 
ing  of  the  present  Treasury  policy  in  these 
cases.  As  an  aid  to  my  understanding  of 
that  policy,  I  shall  present  certain  hypothet¬ 
ical  cases  which  seem  to  illustrate  the  major 
facets  of  the  problem  as  it  is  presented  to 
me.  It  should  be  of  great  service  to  our 
committee  if  you  will  be  good  enough  to 
answer  the  several  questions  directed  to  the 
hypothetical  cases  stated. 

For  the  purpose  of  all  of  the  cases  stated, 
I  wish  you  to  make  the  following  assump¬ 
tions  which  should  be  kept  clearly  in  mindi 

1.  That  every  transaction  in  each  case  was 
bona  fide,  that  is,  the  facts  were  exactly  what 
they  purported  to  be.  If  it  is  stated  that  a 
gift  was  made,  let  it  be  assumed  that  it  is 
real  and  that  there  were  no  secret  agree¬ 
ments  or  understandings  varying  in  any 
way  the  stated  terms  of  any  transaction. 

(In  this  connection  I  am,  of  course,  quite 
aware  that  many  transactions  between  mem¬ 
bers  of  a  family  group  are  not  what  they 
purport  to  be.  Where  a  purported  gift  be¬ 
tween  husband  and  wife  or  children  is  in¬ 
volved,  whether  the  subject  matter  be  stock 
or  bonds  or  real  estate  or  a  partnership  in¬ 
terest,  it  is  much  more  likely  to  be  a  sham 
and  a  fraud  upon  creditors  or  the  Treasury 
than  are  transactions  between  strangers.  It 
is,  of  course,  assumed  that  in  any  case  you 
would  be  authorized  to  inquire  fully  into 
the  question  of  bona  fides  and  that  after 
such  investigation  any  transaction  will  be 
treated  as  what  it  really  is  rather  than  what 
it  purported  to  be.  But  in  considering  the 
cases  here,  I  am  asking  you  to  assume  that 
a  full  investigation  has  been  made  by  you 
and  has  disclosed  complete  bona  fides.) 

2.  That  a  desire  to  save  taxes  along  with 
the  desire  to  benefit  the  donee  was  present 
in  each  case  and  helped  to  motivate  the 
transaction. 

3.  That  the  donees  in  each  case  were  per¬ 
sons  without  any  business  ability,  that  they 
had  no  interest  in  helping  in  the  running 
of  any  business,  and  that  they  relied  upon 
the  donor  to  handle  any  property  they  might 


own  from  whatever  source  derived. 

4.  That  neither  the  transfer  to  the  donee, 
nor  the  bringing  of  the  donee  into  partner¬ 
ship  with  the  donor,  in  any  way  improved 
the  business  situation  that  would  have  ex¬ 
isted  if  the  same  capital  had  been  in  the 
business  and  had  all  been  owned  by  the 
donor;  and  that  the  transfers  were  not  made 
and  that  the  partnerships  were  not  formed 
with  any  thought  that  the  credit  or  the 
standing  of  the  donee  would  improve  the 
business  situation  which  would  have  existed 
if  the  same  business  with  the  same  total 
capital  had  remained  in  the  ownership  of  the 
donor. 

5.  That  the  donee  did  not  perform  any 
services  and  was  not  expected  at  the  time 
of  the  donation  or  the  time  of  the  forma¬ 
tion  of  the  partnership  to  perform  any  serv¬ 
ices  for  the  business,  nor  to  participate  in 
its  management. 

6.  That  a  gift-tax  return  was  made  report¬ 
ing  each  transfer  and  that  in  each  case  the 
gift-tax  return  was  investigated  by  the  Com¬ 
missioner,  a  slight  increase  in  value  deter¬ 
mined,  and  additional  gift  tax  paid. 

7.  That  notwithstanding  the  fact  that 
other  members  of  the  family  took  no  inter¬ 
est  in  the  conduct  of  the  business  and  did 
not  attempt  to  advise  in  any  way  with  refer¬ 
ence  to  it,  the  donor  at  all  times  recognized 
each  donee’s  proprietary  interest  in  the  busi¬ 
ness  and  the  right  of  the  donee  to  partici¬ 
pate  in  the  management  of  the  business  to 
the  full  extent  that  the  law  would  allow 
under  the  partnership  agreement,  and  that 
at  no  time  did  the  donor  commit  any  act 
which  discriminated  against  their  Interests 
or  which  was  inconsistent  with  his  fiduciary 
obligation  as  managing  partner. 

It  is  very  important  that  all  the  quest' ons 
be  answered  on  the  basis  of  the  foregoing 
assumptions.  Any  answer  which  presup¬ 
poses  any  bad  faith  whatever  on  the  part  of 
the  donor  or  any  intention  whatever  on  the 
part  of  any  party  that  any  transaction  stated 
should  be  in  any  way  other  than  what  it 
purports  to  be,  will  cause  your  answers  to 
be  meaningless:  because  I  am  not  directing 
my  questions  to  any  case  where  there  is  any 
sort  of  fraud  to  be  perpetrated. 

The  following  are  the  hypothetical  cases 
to  which  my  questions  are  directed: 

CASE  NO.  1 

In  1930,  Smith  organized  a  manufacturing 
corporation  with  a  capital  of  $10,000.  He  was 
the  sole  stockholder.  The  business  was  quite 
successful.  After  payment  of  salaries  and 
dividends  to  Smith  during  the  10-year  period 
to  1940,  the  net  worth  of  the  corporation 
was  $100,000.  Ha  then  made  a  gift  to  his 
wife  of  10  percent  of  the  stock.  In  1941,  the 
corporation  paid  a  $30,000  salary  to  Smith, 
and  had  net  income  of  $50,000.  It  paid  a 
$10,000  dividend.  Mrs.  Smith  received  $1,000, 
and  chose  to  purchase  a  fur  coat.  The  Com¬ 
missioner  determined  that  a  reasonable  sal¬ 
ary  for  Smith  for  1941  was  $20,000,  and  the 
coporation  paid  a  deficiency  tax  on  the 
$10,000  disallowance.  The  10-percent  stock 
given  to  Mrs.  Smith  was  issued  to  her,  and 
kept  by  her  In  her  own  vault. 

CASE  NO.  2 

On  December  31,  1941,  the  corporation 
discussed  in  case  No.  1  above  was  liquidated. 
Pursuant  to  direction  to  the  stockholders,  all 
assets  subject  to  liabilities  were  transferred 
to  the  Smith  Co.,  a  partnership.  The  net 
liquidating  dividend  was  $120,000,  which 
then  comprised  the  capital  of  the  partner¬ 
ship.  Smith’s  capital  was  $108,000;  Mrs. 
Smith’s  was  $12,000.  Smith  was  to  draw  a 
$20,000  salary,  and  the  remaining  profits 
were  to  be  divided  90-10.  Smith  was  desig¬ 
nated  as  the  managing  partner  with  the  right 
to  manage  the  business  affairs  and  to  deter¬ 
mine  the  amount  of  profits  which  could  be 
distributed  each  year.  Any  distribution, 
however,  was  to  be  made  in  the  ratio  of 
90-10.  The  partnership  was  to  remain  In 
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effect  for  5  years.  During  1942,  the  partner¬ 
ship  earned  $50,000,  of  which  $20,000  was 
paid  to  Smith  as  salary,  and  the  remaining 
$30,000  was  credited  to  the  partners’  capital 
accounts  in  the  amounts  of  $27,000  and 
$3,000.  Smith  determined  that  $20,000 
should  he  distributed  of  which  he  received 
$18,000,  and  Mrs.  Smith  received  $2,000.  Mrs, 
Smith  deposited  the  $2,000  in  her  separate 
bank  account.  All  persons  dealing  with  the 
company  were  advised  that  Mr.  and  Mrs. 
Smith  were  partners. 

CASE  NO.  3 

On  December  31,  1942,  the  capital  of  the 
partnership  was  $130,000,  of  which  $117,000 
was  credited  to  Smith  and  $13,000  to  Mrs. 
Smith.  At  that  time  the  Smiths’  two  chil¬ 
dren  were — a  daughter,  Mary  S.  Jones,  21 
years  old,  married  and  living  with  her  hus¬ 
band,  and  John  Smith,  Jr.,  17  years  old  and 
attending  college. 

After  several  conversations  between  Mr. 
and  Mrs.  Smith  about  the  matter,  Mr.  Smith 
explained  to  both  children  that  he  wanted 
to  make  gifts  to  them  of  an  interest  in  the 
business,  so  that  they  would  have  a  source 
of  independent  income.  Mary,  being  an 
adult,  was  to  receive  her  share  outright. 
John’s  share  was  to  be  placed  in  trust  with 
the  income  to  be  accumulated  until  he  was 
21,  at  which  time  he  was  to  receive  his  in¬ 
terest  outright.  Mrs.  Smith  was  to  be  the 
trustee.  Accordingly,  a  trust  agreement  was 
executed  which  we  will  assume  is  entirely 
valid  under  the  Clifford  case  and  the  appro¬ 
priate  Treasury  regulations.  Mr.  Smith  also 
told  his  wife  that  he  wanted  to  increase  her 
Interest  in  the  business. 

A  new  partnership  agreement  was  signed 
on  December  31, 1942,  under  which  .dr.  Smith 
was  to  receive  $25,000  salary  plus  60  percent 
of  the  partnership  profits;  Mrs.  Smith  was  to 
receive  20  percent;  Mary  S.  Jones,  10  percent; 
and  the  John  Smith,  Jr.,  Trust,  10  percent. 
Mr.  Smith’s  management  rights  were  the 
same  as  in  the  prior  agreement.  The  new 
partnership  was  duly  registered  and  pub¬ 
licized.  The  capital  accounts  of  the  new 
partnership  were  as  follows:  Mr.  Smith,  $78,- 
000;  Mrs.  Smith,  $26,000;  Mary  S.  Jones,  $13,- 
000;  John  Smith,  Jr.,  Trust,  $13,000.  For  the 
year  1943,  the  partnership  earned  $75,000,  of 
which  $25,000  was  paid  to  Mr.  Smith  as 
salary.  The  balance  was  credited  to  the 
capital  accounts  as  follows:  Mr.  Smith,  $30,- 
000;  Mrs.  Smith,  $10,000;  Mary  S.  Jones,  $5,- 
000;  John  Smith,  Jr.,  Trust,  $5,000.  Shortly 
after  the  end  of  the  year,  Mr.  Smith  decided 
that  the  business  needed  $20,000  of  the  1943 
income  as  working  capital,  and  the  partner¬ 
ship,  therefore,  distributed  $30,000  to  the 
partners,  as  follows:  Mr.  Smith,  $18,000;  Mrs. 
Smith,  $6,000;  Mary  S.  Jones,  $3,000;  John 
Smith,  Jr.,  Trust,  $3,000. 

The  following  are  the  questions  which  I 
would  like  to  have  answered: 

Question  1,  relating  to  case  No.  1:  Was  the 
$1,000  dividend  received  by  Mrs.  Smith  in 
1941  reportable  as  her  income,  or  was  it  re¬ 
portable  as  the  income  of  Mr.  Smith? 

Question  2,  relating  to  case  No.  2:  Was  the 
$3,000  credited  to  Mrs.  Smith  reportable  in 
her  income  for  1942,  or  was  it  reportable  in 
the  income  of  Mr.  Smith? 

Question  3,  relating  to  case  No.  3 :  Was  the 
$10,000  credited  to  Mrs.  Smith  reportable  in 
her  income  for  1943,  or  was  it  reportable  in 
the  Income  of  Mr.  Smith? 

Question  4,  relating  to  case  No.  3 :  Was  the 
$5,000  credited  to  Mrs.  Jones  reportable  in 
her  income  for  1943,  or  was  it  reportable  in 
the  income  of  Mr.  Smith? 

Question  5,  relating  to  case  No.  3 :  Was  the 
$5,000  credited  to  John  Smith,  Jr.,  Trust  re¬ 
portable  in  the  income  for  1943,  or  was  it  re¬ 
portable  in  the  income  of  Mr.  Smith? 

Question  6:  If  your  answer  to  any  of  the 
above  questions  should  be  that  any  of  the 
amounts  referred  to  is  taxable  to  the  donor 


and  not  to  the  donee,  please  explain  fully  the 
reason  for  your  answer. 

I  assume  that  questions  Identical  with 
those  stated  have  had  so  much  attention  in 
the  department  that  they  can  be  answered 
without  the  necessity,  of  any  research.  I 
shall  appreciate  it,  therefore,  if  you  will  let 
me  have  a  prompt  reply  so  I  may  proceed 
immediately  to  take  this  problem  up  with 
my  committee. 

Sincerely  yours, 

Carl  T.  Curtis. 

Treasury  Department, 
Washington,  May  21,  1951. 
Hon.  Carl  T.  Curtis, 

House  of  Representatives, 

New  House  Office  Building, 
Washington,  D.  C. 

My  Dear  Mr.  Curtis:  Reference  is  made 
to  your  letter  of  March  1,  1951,  in  which  you 
pose  certain  questions  relating  to  assumed 
hypothetical  situations  in  the  family  part¬ 
nership  field.  You  suggest  that  complaints 
have  been  made  of  confusion  and  conflict  in 
the  field  and  of  the  need  for  legislation.  It 
is  also  suggested  that  bona  fide  transfers  of 
partnership  interests  have  been  disregarded 
for  income-tax  purposes  although  gift  taxes 
are  levied  in  such  transfers. 

It  may  be  well  to  discuss  briefly  the  last 
point  first.  As  you  know,  gift  taxes  are 
historically  taxes  on  the  transfer  of  property 
and  have  in  general  followed  property-law 
concepts.  On  the  other  hand,  the  income 
tax  is  less  related  to  concepts  of  title  to 
property  than  it  is  to  taxing  income  to  the 
person  who  earned  it.  Thus,  short  of  exact 
correlation  between  the  two  taxes,  it  is  pos¬ 
sible  for  a  gift  to  be  effective  for  one  purpose 
and  not  for  another.  Moreover,  in  point  of 
fact,  gift  taxes  on  the  transfer  of  partner¬ 
ship  interests  have  been  paid  voluntarily 
by  donors,  with  the  intent  to  use  such  pay¬ 
ment  as  evidence  that  the  transfer  was  bona 
fide  for  income-tax  purposes,  which  it  may 
or  may  not  be.  Later  controversy  over  the 
taxation  of  partnership  income  not  infre¬ 
quently  finds  that  the  statute  of  limitations 
has  run  to  prevent  a  refund  of  the  gift  tax 
paid  even  though  it  appears  that  no  effective 
gift  had  been  made. 

With  reference  to  the  five  questions  con¬ 
cerning  the  family-partnership  situations 
(and  the  dividend  received  by  Mrs.  Smith  as 
a  result  of  stock  transferred  to  her  by  her 
husband),  it  is  noted  that  you  request  ini¬ 
tially  that  it  be  assumed  that  “every  transac¬ 
tion  in  each  case  was  bona  fide.”  This  as¬ 
sumption,  as  you  know,  goes  to  the  heart  of 
the  controversy  in  every  family-partnership 
situation  and  thus  assumes  the  very  answer 
which  is  being  sought.  You  will  recall  that 
the  Supreme  Court  in  the  Culbertson  case 
stated  the  question  in  such  cases  generally 
to  be  “  *  *  *  whether,  considering  all  the 

facts,  *  »  *  the  parties  in  good  faith 

and  acting  with  a  business  purpose  intended 
to  join  together  in  the  present  conduct  of 
the  enterprise.”  All  tests  are  thus  directed 
toward  the  question  of  whether  the  partners 
in  good  faith  intended  to  form  a  valid  part¬ 
nership  for  income-tax  purposes.  Since,  by 
your  letter  we  must  assume  good  faith  in 
every  transaction,  the  meaningful  question 
at  the  root  of  all  family-partnership  con¬ 
troversies  is  answer  by  assumption. 

As  you  know,  this  question  is  one  of  fact 
and  which  under  the  Culbertson  decision, 
must  be  discovered  from  all  the  circum¬ 
stances  in  the  case.  Some  pertinent  factors 
which  may  come  into  play  in  the  discovery 
of  that  factual  question  are  the  actual  dis¬ 
tribution  of  Income  and  the  measure  of  its 
allocation,  the  participation  by  the  donee 
In  management  and  conduct  of  the  busi¬ 
ness,  the  retention  of  controls  by  the  donor 
and  whether  he  was  influenced  solely  by 
tax  avoidance  motives  in  admitting  the 
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donee  as  a  partner.  The  question  is  thus 
whether,  taking  all  such  factors  Into  ac¬ 
count,  the  partnership  is  real  or  merely  a 
device  for  income-tax  avoidance  purposes. 
As  you  may  recall,  this  was  one  of  the  veiy 
real  difficulties  the  Department  found  with 
the  amendment  proposed  last  year,  in  that 
it  removed  from  the  scope  of  consideration 
in  determining  good  faith  several  important 
factors.  Since  the  question  is  one  of  fact, 
the  scope  of  inquiry  is  seriously  crippled 
unless  all  the  circumstances  can  be  taken 
into  account. 

It  is  doubtless  true  that  the  family  part¬ 
nership  area  has  been  a  controversial  one. 
It  is  the  feeling  of  the  Department,  how¬ 
ever,  that  much  of  the  controversy  has  arisen 
from  the  fact  that,  as  you  indicate,  “many 
transactions  between  members  of  a  family 
group  are  not  what  they  seem,”  and  many 
taxpayers  have  not  hesitated  to  use  an  os¬ 
tensible  family  partnership,  which  did  not 
alter  real  relationships,  as  an  income-tax 
device.  It  is  the  belief  of  the  Department 
that  the  opinion  of  the  Supreme  Court  in 
the  Culbertson  case  provides  realistic  and 
workable  rules  which  will  foreclose  use  of 
the  partnership  device  to  those  who  do  not 
in  good  faith  enter  into  the  arrangement 
and  which  will  also  recognize  bona  fide  part¬ 
nerships. 

Moreover,  the  Department  has  in  recent 
months  had  the  family  partnership  problem 
under  intensive  study  with  a  view  to  issu¬ 
ing  instructions  to  the  revenue  agents  for 
their  guidance  in  examining  such  partner¬ 
ships.  The  study  has  included  a  sampling 
of  typical  cases  recently  pending  in  field 
offices  and  of  the  judgment  of  the  field 
personnel  with  respect  to  such  cases.  A 
similar  study  was  made  with  respect  to  the 
facts  and  decisions  in  family  partnership 
cases  decided  in  the  Tax  Court  and  in  the 
District  courts  during  the  year  1950.  The 
information  thus  obtained  will  be  used  to 
provide  any  clarification  of  the  Bureau  po¬ 
sition  which  would  appear  desirable.  It  is 
anticipated  that  any  instructions  on  the 
subject  will  be  agreed  upon  and  issued  in 
the  near  future. 

Very  truly  yours, 

Thomas  J.  Lynch, 

Acting  Secretary  of  the  Treasury. 

Mr.  BENDER.  Mr.  Chairman,  the 
House  Ways  and  Means  Committee, 
which  is  a  congressional  branch  of  the 
White  House,  as  far  as  its  majority 
membership  is  concerned,  is  working  out 
a  new  tax  measure  based  upon  the  same 
old  theory.  It  is  operating  on  the  belief 
that  all  you  have  to  do  is  to  figure  out 
ways  and  means  of  raising  new  taxes  to 
meet  expenditures,  and  that’s  the 
answer. 

For  some  reason,  it  never  appears  to 
have  occurred  to  some  of  our  legislative 
Democratic  leaders  that  you  might  not 
have  to  wrack  your  brains  to  dig  up  new 
taxes  or  increase  old  ones  if  you  cut  down 
some  of  the  things  you  buy.  The  minor¬ 
ity  of  the  committee,  speaking  for  the 
Republican  position,  has  declared  that — 

The  Truman  administration  is  under  the 
false  illusion  that  pay-as-we-go  means  only 
a  one-way  street  of  ever-increasing  expendi¬ 
tures  paved  with  higher  taxes. 

To  counteract  this  approach,  the  mi¬ 
nority  has  urged  an  immediate  10 -per¬ 
cent  cut  in  all  nonmilitary  spending 
and  the  simultaneous  elimination  of  all 
unnecessary  spending  by  the  military 
forces  as  well.  The  report  of  the  Re¬ 
publican  group  calls  attention  to  the 
fact  that  the  present  Government  has 
done  nothing  to  promote  economy  in 
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administrative  expenditures,  or  even  to 
look  for  them : 

The  plain  facts  are  that  additional  sources 
of  revenue  to  pay  for  President  Truman’s 
$71,600,000,000  expenditure  budget  for  fiscal 
1952  are  not  available  under  any  sound  tax 
program. 

Sweat  on,  Mr.  Taxpayer,  sweat  on. 

Mr.  FELLOWS.  Mr.  Chairman,  it 
may  be  that  there  are  places  where  peo¬ 
ple  never  knew  or  have  forgotten  their 
unalienable  rights.  There  are  those 
perhaps  who  do  not  appreciate  or  fail  to 
perform  the  duties  their  citizenship  here 
entails,  but  in  Maine — in  New  England — 
folk  are  slow  to  rouse  but  impossible  to 
silence  once  they  realize  their  freedom 
is  menaced.  The  energetic  and  salty 
characters  who  shattered  the  quiet  of 
nature  with  the  blows  of  their  axes  to 
carve  out  of  the  wilderness  a  new  Na¬ 
tion  dedicated  to  liberty  know  what  is 
what  and  give  not  a  continental  who  is 
who.  Uncompromising  Americanism  is 
our  natural  resource,  and  down-Easters 
remain,  now  as  always,  I  like  to  believe, 
like  the  pines  on  their  hillsides :  Rugged, 
clean,  undaunted,  and,  in  their  faith, 
ever  green.  Enterprise  is  any  project 
involving  activity,  courage,  energy  or 
the  like.  It  is  a  bold,  arduous  attempt, 
and  Maine  people  still  believe,  pray  God, 
that  individuals  should  be  free  from  un¬ 
necessary  restraints  of  government  to 
make  that  attempt  to  improve  their  lot 
by  exercising  those  qualities.  We  ad- 
jnire — not  envy — courage,  energy,  and 
initiative,  and  applaud  the  successful. 

The  idea  and  ideal  that  our  forefathers 
were  entitled  to  life,  liberty,  and  prop¬ 
erty  preceded  any  reference  to  pursuit 
of  happiness. 

It  was  upon  the  firm  foundation  of 
property  rights  that  the  independence  of 
this  Nation  was  built.  Almost  200  years 
ago,  February  1761,  a  stalwart  but  slow- 
to-rouse  New  Englander,  James  Otis,  of 
Massachusetts,  electrified  his  country¬ 
men  by  his  oratory  opposing  writs  of  as¬ 
sistance.  He  denied  any  man  has  the 
right  to  take  another’s  property  on  any 
pretext  whatsoever.  Government’s  only 
excuse  for  existence  is  protection  of  the 
rights  of  the  individual,  and  only  the 
person  or  his  representative  can  waive 
those  rights.  Taxation  can  be  confisca¬ 
tion. 

“Nothing  in  religion  or  government 
ever  touched  to  the  quick  the  people  of 
all  classes  in  any  country,  like  taxation.” 
It  was  on  the  firm  foundation  of  property 
rights  that  the  independence  of  this  Na¬ 
tion  was  built.  Why,  from  the  day  an 
Infant  first  learns  to  yell  'I  want  my 
mama’  until  the  probate  court  gives 
consideration  to  his  last  will  and  testa¬ 
ment,  his  property  is  his  paramount 
thought.  The  intrinsic  value  of  his 
mama  as  a  person  is  not  the  basis  for 
the  child’s  cry.  The  important  fact  is 
that  she  is  his. 

No  a,ct  of  government  is  more  uni¬ 
versal  in  its  impact  than  taxation,  and 
whether  one  be  rich  or  poor  the  assault 
upon  his  pocketbook  is  like  a  blow  upon 
his  elbow,  unless  he  be  foolish  or  em¬ 
balmed,  the  response  is  immediate. 

Imagine  the  shriek  of  a  hungry  man 
when  bis  bread  is  snatched  from  his 
hand.  Hear  the  howl  of  a  woodsman 


whose  axe  has  been  taken.  Is  it  less 
angry  and  more  controlled  than  the  re¬ 
action  of  a  millionaire  whose  estate  has 
been  confiscated? 

James  Harrington  wrote  that — 

Domestic  government  is  founded  on  do¬ 
minion,  and  dominion  is  property — real  or 
personal;  that  is  to  say,  in  lands,  or  in  money 
and  goods. 

A  government  whose  foreign  policy  ap¬ 
pears  to  be  based  on  fear  and  whose 
ever-increasing  demands  upon  the  earn¬ 
ings  and  savings  of  the  people  reflect  a 
disregard  for  the  rights  and  needs  of 
those  whose  servant  it  is  can  be  stopped 
in  its  tracks  only  by  a  revolt  of  the  citi¬ 
zens  through  their  legally  elected  Rep¬ 
resentatives.  As  the  Representative  of 
all  the  people  of  the  Third  District  of 
Maine — rich  and  poor — and  most  of 
them  are  not  rich — I  do  not  consent  to 
a  picking  of  their  pockets  by  a  Gov¬ 
ernment  which  is  wasteful,  wanton,  and 
cynical  in  its  disregard  of  the  will  of 
the  people  and  of  their  Congress. 

When  the  day  arrives  that  fear  is  the 
controlling  emotion  of  the  citizens,  as  it 
now  appears  to  be  of  the  Government — 
when  a  yell  of  anguish  fails  to  follow 
close  upon  attacks  by  government  upon 
the  property  rights  of  the  governed,  then 
indeed  is  all  hope  lost.  I  oppose  this 
tax  bill  as  risky,  if  not  ruinous.  God 

Vipln  Athpvi'pci 

Mr.  DONOHUE.  Mr.  Chairman,  with 
great  reluctance,  I  am  going  to  support 
and  vote  in  favor  of  this  revenue  bill,  be¬ 
cause  there  is  no  other  choice.  As  you 
know,  this  measure  is  not  subject  to 
amendments  and  there  is  no  substitute 
proposal  to  be  offered.  It  is  either  this 
bill  or  no  tax  bill.  All  authorities  agree 
that,  under  the  desperate  circumstances 
facing  us  now  and  the  imperative  need 
for  defense  preparations,  we  must  have 
more  money  immediately.  Unpleasant 
as  my  action  will  be  I  consider  it  a  duty, 
at  this  emergency  period  of  our  history. 
I  have  never  shirked  a  conscientious 
duty,  and  I  do  not  intend  to  begin  now. 

My  personal  reluctance  in  supporting 
this  measure  is  because  I  know  full  well 
the  present  burden  already  resting  heav¬ 
ily  on  the  shoulders  of  the  American 
taxpayers,  particularly  those  in  the  me¬ 
dium  and  low  income  brackets. 

However,  I  very  deeply  feel  all  Ameri¬ 
cans  recognize  the  imperative  need  for 
additional  revenue  to  finance  our  de¬ 
fense  program  and  to  resist  the  threat  of 
Communist  aggression  now  threatening 
the  free  world  with  slave  bondage  or  total 
destruction. 

One  of  the  chief  reasons,  in  my  opin¬ 
ion,  we  must  accept  this  bill,  and  that  it 
is  practically  wise  to  do  so,  is  because  the 
only  alternative  is  the  evil  resort  to 
deficit  financing.  I  am  convinced  the 
great  majority  of  our  people  would  favor 
the  adoption  of  the  lesser  evil  of  pro¬ 
viding  for  additional  revenue. 

Another  substantial  reason  for  my  sup¬ 
porting  action  is  that  the  bill  inherently 
will  require  the  Congress,  the  President 
and  the  Budget  Bureau  officials  to  work 
out  a  method  of  real  reduction  in  Gov¬ 
ernment  expenditures.  This  feature  of 
the  measure  gives  me  a  genuine  feeling 
of  enthusiasm  because  it  means  an  at¬ 
tempt  must  be  made  to  afford  the  tax¬ 


payer  some  relief.  The  situation  I  am 
describing  comes  about  in  this  way. 

You  will  recall  that  originally  the  Sec¬ 
retary  of  the  Treasury  asked  for  $10,- 
000,000,000  of  additional  revenue  which 
is  the  amount  that  will  be  necessary  un¬ 
less  pending  appropriations  are  cut 
below  the  amount  of  the  budget.  This 
bill  provides  $5,000,000,000  in  the  next 
fiscal  year.  Therefore,  with  the  enact¬ 
ment  of  this  measure  there  is  fortunately 
the  compelling  obligation  to  reduce  fu¬ 
ture  appropriations  by  $5,000,000,000  to 
come  out  even  and  have  a  balanced  bud¬ 
get.  I  earnestly  believe  that  this  Con¬ 
gress  can  and  must  accomplish  such  a 
reduction  in  order  to  keep  faith  with  the 
American  people. 

As  one  who  has  long  been  on  public 
record  as  being  in  substantial  agreement 
and  vigorous  support  of  the  Hoover 
Commission  recommendations,  I  am  per¬ 
sonally  enthused  with  the  prospect  of 
helping  to  achieve  the  adoption  of  the 
remaining  Hoover  Commission  plans  to 
sensibly  cut  our  extravagant  Federal 
spending.  I  know  that  the  House  Com¬ 
mittee  on  Expenditures  in  the  Execu¬ 
tive  Departments,  of  which  I  am  a  mem¬ 
ber,  did  a  good  job  of  encouraging  en¬ 
actment  of  almost  half  of  the  Hoover 
economy  proposals  in  the  last  Congress 
and,  we  are  going  to  continue  our  ener¬ 
getic,  persistent  efforts  to  gain  approval 
of  the  rest  of  the  Hoover  reorganization 
plans  in  this  Congress.  I  am  very  proud 
of  my  membership  on  this  committee. 

I  would  feel  derelict  in  my  obligation 
if  I  did  not  briefly  speak,  once  again,  on 
the  deficiencies  of  our  over-all  anti¬ 
quated  tax  system.  Since  becoming  a 
Member  of  Congress,  I  have  continually 
urged  that  a  nonpartisan  committee  be 
appointed  to  thoroughly  study  and  rec¬ 
ommend  elimination  of  the  existing  in¬ 
justices  and  overlapping  of  our  spread- 
eagling,  topsy-turvey  tax  structure 
which  is  fast  demoralizing  the  American 
people.  Noted  tax  experts  and  authori¬ 
ties  have  supported  my  stand  in  this  re¬ 
spect.  The  conflict,  and  competition, 
between  the  various  States  and  the  Fed¬ 
eral  Government  in  the  collection  of 
taxes  is  robbing  the  American  taxpayer 
of  his  birthright  and  will  bankrupt  the 
country  unless  we  institute  corrective 
steps  in  the  very  near  future.  I  have  no 
desire  to  transgress  on  the  time  allotted 
me,  but  I  do  want  to  emphasize  to  my 
colleagues  the  vital  importance  of  this 
pressing  domestic  problem.  I  intend  to 
talk  further  on  this  subject  when  the 
time  is  not  limited. 

Although  our  patriotic  American  tax¬ 
payers  will  be  willing  to  assume  the  in¬ 
creasing  hardship  imposed  by  this  new 
tax  bill,  I  warn  you  gentlemen  they  are 
in  no  mood  to  tolerate  any  continuance 
of  waste,  extravagance,  d>- Plication,  and 
needless  expenditures  for  nondefense 
programs.  I  heartfully  urge  you  to  keep 
this  warning  in  mind  when  appropria¬ 
tion  bills  are  brought  into  this  House 
for  consideration  in  the  future.  I  urge 
you  to  concentrate  on  and  vote  for  the 
elimination  of  every  nonessential  item  in 
any  appropriation  bill  that  comes  before 
us  and  also  to  support  and  vote  for  the 
enactment  of  all  the  reasonable  economy 
objectives  embodied  in  the  Hoover  Com- 
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mission  recommendations.  You  and  I 
can  do  no  less  if  we  are  to  be  worthy  of 
the  trust  of  the  people  who  sent  us  here 
to  truly  represent  them. 

Mr.  KEATING.  Mr.  Chairman,  this 
bill  has  many  objectionable  features. 
Among  them  is  the  provision  for  with¬ 
holding  20  percent  of  all  interest  or  divi¬ 
dends.  This  will  work  a  great  hardship 
on  pensioners,  widows,  and  others  living 
on  modest  incomes,  who  are  not  subject 
to  income  tax  and  will  eventually  get 
a  refund  from  the  Government,  but  who 
need  every  cent  of  their  income  from 
week  to  week  to  live  on. 

Also,  in  some  cases,  Federal  sales  taxes 
have  been  imposed  on  specific  items 
without  giving  the  companies  making 
them,  or  their  employees,  any  right  to  be 
heard.  This  does  not  seem  to  me  in 
accord  with  principles  of  fair  play. 

There  are  many  inequities  in  the  ex¬ 
cise  taxes  levied,  although  I  am  grati¬ 
fied  over  the  reduction  of  the  excise  tax 
on  photographic  equipment  and  clarifi¬ 
cation  of  the  law  in  this  field,  which  is 
naturally  a  matter  of  great  concern  to 
thousands  employed  in  or  connected 
with  the  great  photographic  industry. 

There  are  a  number  of  other  good  fea¬ 
tures  in  this  bill  about  v/hich  I  have  been 
particularly  interested  in  getting  the 
present  law  changed.  One  has  to  do 
with  the  unfair  proposition  that  if  you 
sell  your  house  and  take  a  gain,  you 
must  pay  a  tax  on  it,  but  if  you  take  a 
loss,  you  cannot  charge  it  off  for  income- 
tax  purposes.  This  bill  provides  that 
the  reporting  of  any  gain  from  the  sale 
of  a  residence  can  be  deferred,  if  the 
proceeds  are  used  to  buy  another  house, 
which  seems  entirely  fair. 

Another  good  thing  is  the  exemption 
from  any  admissions  tax  on  functions 
given  by  nonprofit,  religious,  education- 
able,  and  charitable  organizations;  the 
elimination  of  the  discriminatory  tax  on 
your  electric  bill,  and  tax  on  baby  oils, 
powders,  and  lotions,  which  cannot  pos¬ 
sibly  be  considered  luxuries  in  the  mod¬ 
ern  sense. 

There  are  still  important  tax  loopholes 
that  are  not  plugged  in  this  bill.  I  hope 
the  final  bill,  after  Senate  action  and 
conference,  will  be  an  improvement  on 
the  measure. 

I  have  exhausted  all  efforts  available 
at  this  point  to  improve  the  bill  and  ex¬ 
pect  to  vote  to  send  it  back  to  the  com¬ 
mittee  for  that  purpose.  On  the  other 
hand,  if  that  is  not  done,  I  shall  feel 
compelled  to  vote  for  the  measure  on 
final  passage. 

Althought  I  have  supported  every  one 
of  the  55  amendments  offered  to  reduce 
figures  in  the  appropriation  bills  and 
have  opposed  each  of  the  20  amendments 
offered  to  increase  figures,  the  fact  re¬ 
mains  that  there  is  no  possibility  of 
balancing  the  Federal  budget,  even  with 
this  tax  bill.  If  every  penny  of  non- 
essential  spending  is  eliminated,  a  result 
devoutly  to  be  hoped  for,  but  not  ex¬ 
pected — an  additional  revenue  bill  will 
be  needed  to  finance  the  defense  effort 
on  anything  approaching  a  pay-as-you- 
go  basis.  We  must  not  jeopardize  our 
survival  as  a  free  nation  by  failing  to 
provide  the  sinews  of  defense — neces¬ 
sary  men  and  material. 


The  only  other  way  to  do  it  is  by  going 
deeper  into  debt,  which  is  obviously  un¬ 
sound  and  is  bound  to  fan  the  fires  of 
inflation,  our  No.  1  enemy  at  home. 

No  one  likes  taxes.  The  easy  and 
popular  course  is  to  oppose  them  all. 
In  my  judgment,  however,  that  course 
would  not  keep  faith  with  the  courageous 
young  men  who  are  today  gallantly  mak¬ 
ing  sacrifices  out  of  all  proportion  to 
any  involved  in  a  tax  bill. 

Those  who  differ  with  this  position 
undoubtedly  do  so  with  the  utmost  sin¬ 
cerity.  I  respect  their  views,  but  must 
follow  the  dictates  of  my  own  conscience, 
as  I  analyze  the  problem. 

Mr.  KERSTEN  of  Wisconsin.  Mr. 
Chairman,  the  distinguished  majority 
leader  [Mr.  McCormack]  has  referred 
to  the  gravity  of  the  Soviet  threat  to 
our  Nation.  I  thoroughly  agree  that  we 
are  confronted  v/ith  the  greatest  crisis 
in  our  history.  But  that  crisis  has  been 
created  in  large  part  by  the  present  ad¬ 
ministration  and  its  immediate  pred¬ 
ecessor.  The  disclosures  recently  made 
in  the  Senate  investigation  regarding  the 
machinations  of  our  own  diplomats  that 
produced  the  perfidious  Yalta  Agree¬ 
ment;  the  stubborn  arrogance  of  Ache- 
son  that  still  refuses  to  utilize  the  Chi¬ 
nese  Nationalist  troops  to  set  the  Com¬ 
munists  back  in  China;  the  failure  to 
implement  the  European  defenses  with 
the  anti-Communist  troops  of  Spain  and 
the  other  anti-Ccmmunist  forces  on  that 
continent;  the  long  record  of  the  Secre¬ 
tary  of  State  that  accepts  as  legitimate 
the  gangster  Communist  governments  of 
the  world — this  record  together  with  the 
profligate  financial  record  of  the  admin¬ 
istration — all  of  this  demonstrates  that 
this  administration  must  make  at 
least  two  fundamental  changes  before 
it  can  justify  its  request  for  still  greater 
finances. 

First,  it  must  take  a  forthright  stand 
against  the  Communist  threat  in  the 
field  of  foreign  policy.  Any  policy  that 
smacks  of  appeasement  cannot  succeed, 
no  matter  how  much  money  is  spent  to 
support  it. 

Secondly,  one  of  the  greatest  threats 
to  our  security  is  the  attempted  prosti¬ 
tution  of  our  economic  system  by  the 
Fair  Deal  Socialist  planners.  The  pres¬ 
ent  tax  burden  on  the  people  of  America 
is  tremendous.  This  new  bill  presents 
the  greatest  tax  burden  in  American 
history.  It  is  a  tax  burden  that  falls 
overwhelmingly  upon  the  worker  and  the 
average  American — upon  the  little  tax¬ 
payer.  The  percentage  of  money  raised 
by  this  bill  from  the  rich  is  compara¬ 
tively  small.  The  average  worker’s  check 
will  pay  a  very  large  part  of  the  bill. 

Before  this  profligate  administration 
turns  the  screws  further  upon  the  aver¬ 
age  American’s  pocketbook,  it  should 
demonstrate  its  financial  responsibility. 
It  should  cut  out  the  unnecessary  spend¬ 
ing.  It  should  cooperate  with  the  mi¬ 
nority  in  seeking  to  cut  the  water  out 
of  the  appropriations. 

Unnecessary  burdens  have  already  cor¬ 
rupted  this  Government.  The  decks 
should  be  cleared  of  all  the  Socialist 
dreams  and  plans  that  would  weaken  us 
as  they  have  weakened  Britain.  When 
the  administration  has  demonstrated  its 


7145 

sincerity  in  the  field  of  foreign  affairs 
to  oppose  the  terrible  threat  and  has 
demonstrated  its  sincerity  in  spending, 
then  it  is  in  a  position  to  ask  Americans 
to  pay  still  further  sums  of  money. 

Mr.  ANGELL.  Mr.  Chairman,  it  is  my 
intention  to  vote  for  the  motion  to  re¬ 
commit  this  tax  bill,  and  if  that  fails,  to 
vote  against  the  bill.  I  am  compelled  to 
do  this  for  the  following  reasons,  among 
others  : 

First,  the  time  is  inopportune  now  to 
enact  another  tax  bill  due  to  the  fact 
that  there  is  no  definite  understanding 
at  the  present  time  as  to  what  our  neces¬ 
sary  expenditures  will  be  for  the  next 
fiscal  year.  None  of  the  appropriation 
bills  has  yet  been  enacted  into  law.  A 
number  of  them  have  not  even  been  sub¬ 
mitted  to  the  House  by  the  Appropria¬ 
tions  Committee. 

Second,  this  is  the  third  of  three  bills 
proposed  within  the  last  year  for  tax  rev¬ 
enues  aggregating  some  $17,000,000,000. 
This  bill  alone  is  for  $7,200,000,000.  It  is 
admitted  by  the  chairman  of  the  Ap¬ 
propriations  Committee  and  practically 
all  members  of  the  committee  that  we 
have  reached  the  bottom  of  the  barrel  of 
available  tax  resources.  In  fact,  the 
chairman  stated  on  the  floor  during  the 
discussion  of  this  bill  that,  in  his  judg¬ 
ment,  it  is  impossible  to  raise  more  reve¬ 
nues  by  taxation  than  is  provided  by  this 
bill  and  the  existing  laws. 

Third,  it  is  generally  conceded  that  this 
bill  is  inflationary  rather  than  deflation¬ 
ary  in  view  of  the  fact  that  it  makes 
available  for  Government  spending  of 
over  seven  billion  additional  dollars  in 
the  markets  of  our  country  and  of  the 
world  for  goods  available  for  use  either 
by  private  citizens  or  the  Government. 

Fourth,  this  administration  is  the 
greatest  spendthrift  administration  in  all 
history.  It  has  expended  more  money 
than  all  other  administrations  prior  to  it 
in  American  history  combined.  It  has 
based  its  philosophy  upon  the  principle 
of  tax  and  tax  and  spend  and  spend. 
The  President  has  said  that  it  is  impos¬ 
sible  to  reduce  Government  spending 
and  lower  the  cost  of  Government  and 
he  challenged  the  Congress  to  attempt  to 
do  so.  It  is  my  judgment  that,  if  we  are 
to  inaugurate  a  program  of  economy  in 
Federal  Government  and  eliminate  the 
flagrant  waste  that  is  now  taking  place 
and  eradicate  the  dishonesty  and  the 
grafting  and  needless  spending  of  public 
money  by  dishonest  bureaucrats  and 
public  officials,  it  is  necessary  to  curtail 
the  amounts  of  tax  dollars  available  to 
them  to  spend.  In  my  judgment,  there 
is  no  other  way  to  compel  this  adminis¬ 
tration  to  bring  the  Government  down 
to  a  sound  fiscal  policy,  eliminate  waste 
and  graft  and  useless  expenditures,  and 
keep  within  our  income. 

Fifth,  I  am  thoroughly  in  accord  with 
the  pay-as-you-go  program  and,  except 
in  cases  of  extraordinary  emergency  such 
as  a  world-wide  war,  I  believe  that  each 
generation  should  collect  the  necessary 
Government  revenues  to  meet  Govern¬ 
ment  expenses,  and  not  carry  debts  over 
for  future  generations  to  pay.  Plowever, 
in  the  guise  of  pay-as-you-go,  I  am  not 
willing  to  tax  the  American  people  with. 
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unnecessary  and  stupendous  taxes  as  this 
bill  does  merely  to  place  in  the  hands  of 
a  spendthrift  government  the  power  and 
opportunity  to  spend  more  tax  dollars  on 
unessentials. 

Sixth,  the  Congress  will  be  in  session 
except  for  a  short  recess  until  the 
Eighty-third  Congress  convenes.  There 
will  be  ample  opportunity  after  our  ap¬ 
propriation  bills  have  been  approved  to 
determine  the  necessary  expenditures  for 
the  next  fiscal  year  and  at  that  time 
the  Congress  can,  if  necessary,  enact 
any  tax  legislation  needed  to  cover  these 
expenditures. 

Seventh,  I  believe  it  is  entirely  pos¬ 
sible  for  this  administration,  by  elimi¬ 
nating  waste  and  graft  and  unnecessary 
expenditures  not  only  in  the  domestic 
field  but  foreign  relief  and  aid  and  mili¬ 
tary  expenditures,  to  save  the  full 
amount  it  is  intended  to  be  raised  by  this 
tax  bill.  If  these  curtailments  in  Gov¬ 
ernment  expenditures  and  the  reduction 
of  the  costs  of  Government  are  made, 
this  bill  will  be  unnecessary.  But  as  I 
have  said  if  it  is  found  after  all  the  ap¬ 
propriation  bills  have  been  approved 
that  some  additional  tax  revenues  are 
needed  the  Congress  then  in  session  can 
enact  the  necessary  legislation. 

Eighth,  I  have  supported  all  appro¬ 
priations  needed  for  national  defense 
during  my  entire  13  years  in  the  Con¬ 
gress  and  I  will  continue  to  do  so.  How¬ 
ever,  in  the  guise  of  national  defense 
I  am  not  willing  to  squander  the  tax¬ 
payer’s  money  and  put  our  country  in  an 
insolvent  condition  by  appropriating 
huge  sums,  as  this  bill  does,  for  so-called 
national  defense  when  the  administra¬ 
tion  has  not  given  the  Congress  proof 
that  the  expenditures  are  necessary  for 
national  defense. 

Ninth,  I  am  especially  opposed  to  the 
bill  because  it  is  brought  in  under  a 
closed  or  so-called  gag  rule  which  does 
not  permit  the  members  the  right  to 
offer  any  amendments  to  correct  the 
many  injustices  in  taxes  imposed  on  cer¬ 
tain  individuals  and  groups,  under  the 
bill. 

Tenth,  I  have  not  attempted  in  the 
time  at  my  disposal  to  call  attention  to 
these  inconsistencies  but  it  might  be 
mentioned  in  passing  the  one  which 
exacts  from  small-income  taxpayers  re¬ 
ceiving  often  a  $1,000  or  $1,500  a  year 
from  dividends  a  20-percent  withholding 
tax  which  in  many  cases  will  take  food 
from  the  mouths  of  these  low  income 
groups.  They  will  not  be  able  to  get  a 
refund  on  these  taxes  unjustly  withheld 
where  no  tax  is  payable  until  long  after 
the  withholdings  have  been  made.  A 
glaring  example  of  the  operation  of 
this  is  seen  by  the  following  letter  which 
I  have  just  received  from  residents  of 
my  State  of  Oregon: 

Darien,  Conn.,  June  16,  1951, 
Hon.  H.  Angell, 

Washington,  D.  C. 

Dear  Sir:  My  wife  and  I  are  old.  She  is 
75,  and  I  am  81  years. 

We  have  worked  hard  and  saved  carefully 
all  our  lives  that  we  might  have  enough  to 
take  care  of  us  during  our  declining  years. 

We  have  a  total  income  from  interest  and 
dividends  amounting  to  about  $1,000  a  year. 

From  this  you  propose  to  withhold  20 
percent. 


Unless  this  bill  Is  defeated  we  will  face 
stark  despair. 

We  ask  you  to  vote  against  it. 

A.  A.  Brothen, 

Mrs.  A.  A.  Brothen. 

We  are  registered  voters  in  the  West  Wood- 
burn  district,  Oregon. 

Eleventh,  one  of  the  glaring  injus¬ 
tices  of  the  bill  is  the  levying  of  a  12  V2 
percent  additional  tax  on  low-income 
workers  which,  together  with  the  pres¬ 
ent  high  tax  exacted  of  them  will  amount 
in  many  cases  to  confiscation  and  de¬ 
prive  these  low-income  taxpayers  of  the 
meager  funds  needed  for  the  support  of 
themselves  and  their  families.  Under 
the  bill  taxes  may  be  exacted  which  to¬ 
gether  with  local  taxes  will  be  over  100 
percent  of  the  taxpayers’  income. 

Mr.  Chairman,  for  these  reasons  and 
many  others  which  I  have  not  time  to 
enumerate,  it  is  my  purpose  to  vote  to 
recommit  this  bill  and  if  that  fails  to 
vote  against  it  on  final  passage. 

Mr.  DOUGHTON.  Mr.  Chairman,  by 
direction  of  the  Committee  on  Ways  and 
Means,  I  offer  four  minor  amendments. 
They  are  for  the  purpose  of  making 
clerical  corrections  and  none  of  them 
change  the  purpose  or  provisions  of  the 
bill. 

Therefore,  I  ask  unanimous  consent 
that  they  be  read  and  considered  en  bloc. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
North  Carolina? 

There  was  no  objection. 

The  Clerk  read  as  follows: 

Amendments  offered  by  Mr.  Doughton: 

On  page  17,  line  5,  strike  out  “(1)”  and 
insert  “(2).” 

On  page  24,  line  23,  strike  out  “decedents” 
and  insert  “descendents.” 

On  page  38,  line  8,  strike  out  “on  or  after 
January  1,  1934.” 

On  page  151,  line  23,  strike  out  “1950”  and 
insert  “1951.” 

The  amendments  were  agreed  to. 

The  CHAIRMAN.  Under  the  rule, 
the  Committee  will  rise. 

Accordingly  the  Committee  rose;  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Rains,  Chairman  of  the  Committee 
of  the  Whole  House  on  the  State  of  the 
Union,  reported  that  the  Committee, 
having  had  under  consideration  the  bill 
(H.  R.  4473)  to  provide  revenue,  and  for 
other  purposes,  pursuant  to  House  Reso¬ 
lution  262,  he  reported  the  bill  back  to 
the  House  with  sundry  amendments 
adopted  by  the  Committee  of  the  Whole. 

The  SPEAKER.  Under  the  rule,  the 
previous  question  is  ordered. 

Is  a  separate  vote  demanded  on  any 
amendment?  If  not,  the  Chair  will  put 
them  en  gross. 

The  amendments  were  agreed  to. 

The  SPEAKER.  The  question  is  on 
the  engrossment  and  third  reading  of 
the  bill. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  and  was  read  the 
third  time. 

The  SPEAKER.  The  question  is  on 
the  passage  of  the  bill. 

Mr.  REED  of  New  York.  Mr.  Speaker, 
I  offer  a  motion  to  recommit. 

The  SPEAKER.  Is  the  gentleman  op¬ 
posed  to  the  bill? 

Mr.  REED  of  New  York.  I  am,  sir. 


The  SPEAKER.  The  gentleman 
qualifies.  The  Clerk  will  report  the 
motion. 

The  Clerk  read  as  follows: 

Mr.  Reed  of  New  York  moves  to  recommit 
the  bill  H.  R.  4473  to  the  Committee  on  Ways 
and  Means. 

Mr.  DOUGHTON.  Mr.  Speaker,  I 
move  the  previous  question  on  the  mo¬ 
tion  to  recommit. 

The  previous  question  was  ordered. 

The  SPEAKER.  The  question  is  on 
the  motion  to  recommit. 

Mr.  REED  of  New  York.  Mr.  Speaker, 
on  that  I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken;  and  there 
were — yeas  171,  nays  220,  not  voting  41, 
as  follows: 

[Roll  No.  83] 

YEAS— 171 


Aandahl 

Fellows 

Meader 

Allen,  Calif. 

Fenton 

Miller,  Md. 

Allen,  Ill. 

Ford 

Miller,  Nebr. 

Andersen, 

Fulton 

Miller,  N.  Y. 

H.  Carl 

Gamble 

Morano 

Anderson,  Calif 

.  Garmatz 

Mumma 

Andresen, 

Gavin 

Nelson 

August  H. 

George 

Nicholson 

Angell 

Golden 

O'Hara 

Arends 

Goodwin 

Ostertag 

Armstrong 

Gross 

Patterson 

Auchincloss 

Gwinn 

Phillips 

Ayres 

Hagen 

Poulson 

Baker 

Hale 

Radwan 

Bates,  Mass. 

Hall, 

Reece,  Tenn. 

Beall 

Edwin  Arthur  Reed,  Ill. 

Beamer 

Hall, 

Reed,  N.  Y. 

Belcher 

Leonard  W. 

Rees,  Kans. 

Bender 

Halleck 

Riehlman 

Bennett,  Mich. 

Hand 

Rogers,  Mass. 

Berry 

Harden 

Sadlak 

Betts 

Harrison,  Wyo. 

St.  George 

Bishop 

Harvey 

Schwabe 

Blackney 

Herter 

Scott,  Hardie 

Boggs,  Del. 

Heselton 

Scrivner 

Bolton 

Hess 

Seely-Brown 

Bow 

Hill 

Shafer 

Bramblett 

Hillings 

Sheehan 

Bray 

Hinshaw 

Short 

Brehm 

Hoeven 

Simpson,  Ill. 

Brown,  Ohio 

Hoffman,  Ill. 

Simpson,  Pa. 

Budge 

Hoffman,  Mich. 

Sittler 

Burdick 

Horan 

Smith,  Kans. 

Busbey 

Hull 

Smith,  Wis. 

Bush 

Hunter 

Springer 

Butler 

Jackson,  Calif. 

Stefan 

Canfield 

James 

Taber 

Chenoweth 

Jenison 

Talle 

Chiperfleld 

Jenkins 

Taylor 

Church 

Jensen 

Thompson, 

Cole,  Kans. 

Jonas 

Mich. 

Cole,  N.  Y. 

Judd 

Towe 

Corbett 

Kean 

Vail 

Cotton 

Kearney 

Van  Pelt 

Coudert 

Kearns 

Van  Zandt 

Crawford 

Keating 

Vaughn 

Crumpacker 

Kersten,  Wis. 

Vursell 

Cunningham 

Kilburn 

Weichel 

Curtis,  Mo. 

Latham 

Werdel 

Curtis,  Nebr. 

Lovre 

Widnall 

Dague  * 

McConnell 

Wigglesworth 

Denny 

McCulloch 

Williams,  N.  Y. 

Devereux 

McDonough 

Wilson,  Ind. 

D ’Ewart 

McGregor 

Withrow 

Dolliver 

McVey 

Wolcott 

Dondero 

Mack,  Wash. 

Wolverton 

Eaton 

Martin,  Iowa 

Wood,  Idaho 

Ellsworth 

Martin,  Mass. 

Woodruff 

Elston 

Mason 

NAYS— 220 

Abbitt 

Bennett,  Fla. 

Byrnes,  Wis. 

Abernethy 

Bentsen 

Camp 

Addonizio 

Blatnik 

Cannon 

Albert 

Boggs,  La. 

Carlyle 

Andrews 

Bolling 

Case 

Anfuso 

Bonner 

Celler 

Aspinall 

Bosone 

Chelf 

Bailey 

Boykin 

Chudoff 

Bakewell 

Brooks 

Clemente 

Barden 

Brown,  Ga. 

Colmer 

Baring 

Bryson 

Combs 

Barrett 

Buckley 

Cooley 

Bates,  Ky. 

Burleson 

Cooper 

Battle 

Burnside 

Cox 

Beckworth 

Burton 

Crosser 
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Davis,  Ga. 

Jones, 

Rabaut 

Davis,  Tenn, 

Hamilton  C. 

Rains 

Davis,  Wis. 

Jones, 

Ramsay 

Dawson 

Woodrow  W. 

Rankin 

Deane 

Karsten,  Mo. 

Reams 

DeGraffenried 

pelaney 

Kelly,  N.  Y. 

Redden 

Kennedy 

Regan 

Denton 

Keogh 

Rlbicoff 

gingell  % 

Kerr 

Richards 

pollinger 

King 

Riley 

Donohue 

Kirwan 

Roberts 

Donovan 

Klein 

Robeson 

Dorn 

Kluczynski 

Rodino 

Doughton 

Lane 

Rogers,  Colo. 

Doyle 

Lanham 

Rogers,  Fla. 

feberharter 

Lantafif 

Rogers,  Tex. 

Pliott 

Larcade 

Rooney 

Engle 

Fallon 

Lesinskl 

Roosevelt 

Lind 

Sabath 

Feighan 

Lucas 

Saylor 

Fernandez 

Lyle 

Scott, 

Fine 

McCarthy 

Hugh  D„  Jr. 

Fisher 

McCormack 

Secrest 

Fogarty 

McGuire 

Shelley 

Forand 

McKinnon 

Sheppard 

Forrester 

McMullen 

Slemlnski 

Frazier 

Machrowicz 

Sikes 

Fugate 

Mack,  Ill. 

Smith,  Miss. 

Furcolo 

Madden 

Smith,  Va. 

Gary 

Mahon 

Spence 

Gathings 

Mansfield 

Staggers 

Gordon 

Marshall 

Stanley 

Gossett 

Mills 

Steed 

Granahan 

Mitchell 

Stigler 

Granger 

Morgan 

Stockman 

Grant 

Morris 

Sutton 

Green 

Morrison 

Tackett 

Greenwood 

Morton 

Teague 

Gregory 

Moulder 

Thomas 

Hardy 

Multer 

Thompson,  Tex, 

Harris 

Murdock 

Thornberry 

Harrison,  Va. 

Murphy 

ToUefson 

Hart 

Murray,  Tenn. 

Trimble 

Havenner 

Norblad 

Vinson 

Hays,  Ohio 

Norrell 

Walter 

Hebert 

O’Brien,  Ill. 

Watts 

Hedrick 

O'Brien,  Mich. 

Welch 

Reffernan 

O’Neill 

Whitten 

Heller 

O’Toole 

Wickersham 

Herlong 

Passman 

Wier 

Holifield 

Patten 

Williams,  Miss. 

Holmes 

Perkins 

Willis 

Hope 

Philbin 

Wilson,  Tex. 

Howell 

Poage 

Winstead 

Jackson,  Wash. 

Polk 

Wood,  Ga. 

jarman 

Powell 

Yates 

Javlts 

Price 

Yorty 

(Johnson 

Jones,  Ala. 
Jones,  Mo. 

Priest 

Prouty 

Quinn 

Zablocki 

NOT  VOTING — 41 

Adair 

Gore 

Patman 

Allen,  La. 

Graham 

Pickett 

Breen 

Hays,  Ark. 

Potter 

Brownson 

Irving 

Preston 

Buffett 

Kelley,  Pa. 

Rhodes 

Byrne,  N.  Y. 

Kilday 

Rivers 

Carnahan 

LeCompte 

Sasscer 

Chatham 

McGrath 

Scudder 

Clevenger 

McMillan 

Velde 

Dempsey 

Magee 

Vorys 

Durham 

Merrow 

Wharton 

Evins 

Miller,  Calif. 

Wheeler 

Pood 

Murray,  Wis. 

Whitaker 

Gillette 

O'Konski 

So  the  motion  to  recommit  was  re¬ 
jected. 

The  Clerk  announced  the  following 
pairs: 

On  this  vote: 

Mr.  LeCompte  for,  with  Mr.  Carnahan 
against. 

Mr.  Clevenger  for,  with  Mr.  Byrne  of  New 
York  against. 

Mr.  Potter  for,  with  Mr.  Evins  against. 

Mr.  Graham  for,  with  Mr.  Kelley  of  Penn¬ 
sylvania  against. 

Mr.  Velde  for,  with  Mr.  Patman  against. 

Mr.  Adair  for,  with  Mr.  Sasscer  against. 

Mr.  Buffett  for,  with  Mr.  Preston  against. 

Mr.  Brownson  for,  with  Mr.  Flood  against. 

Mr.  Vorys  for,  with  Mr.  Chatham  against. 

Mr.  Wheeler  for,  with  Mr.  Hays  of  Arkan¬ 
sas  against. 

Mr.  Gillette  for,  with  Mr.  Rivers  against. 

Mr.  Wharton  for;  with  Mr.  Whitaker 
against. 


Mr.  Scudder  for,  with  Mr.  Durham  against. 

Mr.  O’Konski  for,  with  Mr.  McGrath 
against. 

Until  further  notice: 

Mr.  Magee  with  Mr.  Merrow. 

Mr.  Irving  with  Mr.  Murray  of  Wisconsin. 

The  result  of  the  vote  was  announced 
as  above  recorded. 

The  question  is  on  the  passage  of  the 
bill. 

Mr.  MILLS.  Mr.  Speaker,  on  that  I 
demand  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken;  and  there 
were— yeas  233,  nays  160,  not  voting  39, 
as  follows: 

(Roll  No.  84] 

YEAS— 233 


Abbitt 

Frazier 

Morrison 

Abernethy 

Fugate 

Morton 

Addonlzio 

Furcolo 

Moulder 

Albert 

Garmatz 

Multer 

Allen,  Calif. 

Gary 

Murdock 

Andersen, 

Gathings 

Murphy 

H.  Carl 

Gordon 

Murray,  Tenn. 

Andrews 

Gossett 

Norblad 

Anfuso 

Granahan 

Norrell 

Aspinall 

Granger 

O’Brien,  Ill. 

Auchincloss 

Grant 

O’Brien,  Mich. 

Bailey 

Green 

O’Neill 

Bakewell 

Greenwood 

Patten 

Barden 

Gregory 

Perkins 

Barrett 

Hale 

Philbin 

Bates,  Ky. 

Hardy 

Poage 

Bates,  Mass, 

Harris 

Polk 

Battle 

Harrison,  Va. 

Powell 

Beckworth 

Hart 

Price 

Bennett,  Pa. 

Harvey 

Priest 

Bennett,  Mich. 

Havenner 

Prouty 

Bentsen 

Hebert 

Quinn 

Blatnik 

Hedrick 

Rabaut 

Boggs,  La. 

Heffernan 

Rains 

Bolling 

Heller 

Ramsay 

Bonner 

Herlong 

Rankin 

Bosone 

Herter 

Reams 

Boykin 

Heseltoa 

Redden 

Brooks 

Hillings 

Rhodes 

Brown,  Ga. 

Holifield 

Ribicoff 

Bryson 

Holmes 

Richards 

Buckley 

Hope 

Riley 

Burleson 

Howell 

Roberts 

Burnside 

Hunter 

Robeson 

Burton 

Jackson,  Wash. 

Rodino 

Byrnes,  Wis. 

Jarman 

Rogers,  Colo. 

Camp 

Javits 

Rogers,  Fla. 

Cannon 

Johnson 

Rogers,  Tex. 

Carlyle 

Jones,  Ala. 

Rooney 

Case 

Jones,  Mo. 

Roosevelt 

Celler 

Jones, 

Sabath 

Chelf 

Hamilton  0. 

Saylor 

Chudoff 

Jones, 

Scott, 

Clemente 

Woodrow  W. 

Hugh  D„  Jr. 

Cole,  Kans. 

Judd 

Seely-Brown 

Colmer 

Karsten,  Mo. 

Shelley 

Combs 

Kean 

Sheppard 

Cooley 

Keating 

Sieminskl 

Cooper 

Kelly,  N.  Y. 

Sikes 

Corbett 

Kennedy 

Smith,  Miss. 

Cotton 

Keogh 

Smith,  Va. 

Cox 

Kerr 

Spence 

Crosser 

Kilburn 

Staggers 

Davis,  Ga. 

King 

Stanley 

Davis,  Tenn. 

Kirwan 

Steed 

Davis,  Wis. 

Klein 

Stigler 

Dawson 

Kluczynski 

Stockman 

Deane 

Lane 

Tackett 

DeGraffenried 

Lanham 

Teague 

Delaney 

Lantaff 

Thomas 

Denton 

Larcade 

Thompson,  Tex, 

Dingell 

Lesinski 

Thornberry 

Dollinger 

Lind 

Tollefson 

Donohue 

Lucas 

Trimble 

Dorn 

Lyle 

Vinson 

Doughton 

McCarthy 

Walter 

Doyle 

McCormack 

Watts 

Eberharter 

McGuire 

Welch 

Elliott 

McKinnon 

Whitten 

Ellsworth 

McMullen 

Wickersham 

Engle 

Machrowicz 

Wier 

Feighan 

Mack,  Ill. 

Williams,  Miss, 

Fernandez 

Madden 

Willis 

Fine 

Mahon 

Wilson,  Tex. 

Fisher 

Marshall 

Winstead 

Fogarty 

Mills 

Wood,  Ga. 

Forand 

Mitchell 

Yates 

Ford 

Morgan 

Yorty 

Forrester 

Morris 

Zablocki 

NAYS— 160 


Aandahl 

Fulton 

O’Hara 

Allen,  Ill. 

Gamble 

Ostertag 

Anderson,  Calif. Gavin 

O’Toole 

Andresen, 

George 

Passman 

August  H. 

Golden 

Patterson 

Angell 

Goodwin 

Phillips 

Arends 

Gross 

Poulson 

Armstrong 

Gwinn 

Radwan 

Ayres 

Hagen 

Reece,  Tenn. 

Baker 

Hall, 

Reed,  Ill. 

Baring 

Edwin  Arthur  Reed,  N.  Y. 

Beall 

Hall, 

Rees,  Kans. 

Beamer 

Leonard  W. 

Regan 

Belcher 

Halleck 

Riehlman 

Bender 

Hand 

Rogers,  Mass. 

Berry 

Harden 

Sadlak 

Betts 

Harrison,  Wyo. 

St.  George 

Bishop 

Hays,  Ohio 

Schwabe 

Blackney 

Hess 

Scott,  Hardia 

Boggs,  Del. 

Hill 

Scrivner 

Bolton 

Hinshaw 

Secrest 

Bow 

Hoeven 

Shafer 

Bramblett 

Hoffman,  Ill. 

Sheehan 

Bray 

Hoffman,  Mich. 

Short 

Brehm 

Horan 

Simpson,  HI. 

Brown,  Ohio 

Hull 

Simpson,  Pa. 

Budge 

Jackson,  Calif, 

Sittler 

Burdick 

James 

Smith,  Kans. 

Busbey 

Jenison 

Smith,  Wis. 

Bush 

Jenkins 

Springer 

Butler 

Jensen 

Stefan 

Canfield 

Jonas 

Sutton 

Chenoweth 

Kearney 

Taber 

Chiperfield 

Kearns 

Talle 

Church 

Kersten,  Wis. 

Taylor 

Cole,  N.  Y. 

Latham 

Thompson, 

Coudert 

Lovre 

Mich. 

Crawford 

McConnell 

Towe 

Crumpacker 

McCulloch 

Vail 

Cunningham 

McDonough 

Van  Pelt 

Curtis,  Mo. 

McGregor 

Van  Zandt 

Curtis,  Nebr. 

McVey 

Vaughn 

Dague 

Mack,  Wash. 

Vursell 

Dempsey 

Mansfield 

Weichel 

Denny 

Martin,  Iowa 

Werdel 

Devereux 

Martin,  Mass, 

Widnall 

D’Ewart 

Mason 

Wigglesworth 

Dolliver 

Meader 

Williams,  N.  Y. 

Dondero 

Miller,  Md. 

Wilson,  Ind. 

Donovan 

Miller,  Nebr, 

Withrow 

Eaton 

Miller,  N.  Y. 

Wolcott - 

Elston 

Morano 

Wolverton 

Fallon 

Mumma 

Wood,  Idaho , 

Fellows 

Nelson 

Woodruff 

Fenton 

Nicholson 

NOT  VOTING— 39 

Adair 

Gore 

O’Konski 

Allen,  La. 

Graham 

Patman 

Breen 

Hays,  Ark. 

Pickett 

Brownson 

Irving 

Potter 

Buffett 

Kelley,  Pa. 

Preston 

Byrne,  N.  Y. 

Kilday 

Rivers 

Carnahan 

LeCompte 

Sasscer 

Chatham 

McGrath 

Scudder 

Clevenger 

McMillan 

Velde 

Durham 

Magee 

Vorys 

Evins 

Merrow 

Wharton 

Pood 

Miller,  Calif. 

Wheeler 

Gillette 

Murray,  Wis. 

Whitaker 

So  the  bill  was  passed.  t 

The  Clerk  announced  the  following 
pairs : 

On  this  vote: 

Mr.  Carnahan  for,  with  Mr.  LeCompte 
against. 

Mr.  Irving  for,  with  Mr.  Clevenger  against, 
Mr.  Evins  for,  with  Mr.  Potter  against. 

Mr.  Kelley  of  Pennsylvania  for,  with  Mr. 
Graham  against. 

Mr.  Patman  for,  with  Mr.  Velde  against. 

Mr.  Sasscer  for,  with  Mr.  Vorys  against,1 
Mr.  Magee  for,  with  Mr.  Wharton  against,1 
Mr.  Preston  for,  with  Mr.  Gillette  against.' 
Mr.  Flood  for,  with  Mr.  Buffett  against. 

Mr.  Miller  of  California  for,  with  Mr. 
Brownson  against. 

Mr.  Rivers  for,  with  Mr.  O’Konski  against, 
Mr.  Hays  of  Arkansas  for,  with  Mr.  Adairj 
against. 

Mr.  McGrath  for,  with  Mr.  Wheeler  against.1 

Until  further  notice: 

Mr.  Durham  with  Mr.  Merrow. 

Mr.  Whitaker  with  Mr.  Murray  of  Wis«[ 
consin. 

Mr.  Chatham  with  Mr.  Scudder. 
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The  result  of  the  vote  was  announced 
as  above  recorded. 

A  motion  to  reconsider  was  laid  on 
the  table. 

permission  wxjJiiHfflB  ‘I'm-i  iiuuHir1 J 

Mr.  MARTIN  of  Massachusetts.  Mr. 
Speaker,  I  ask  unanimous  consent  to  ad- 
qss  the  House  for  1  minute. 

:  SPEAKER.  Is  there  objection  to 
the  rbcuest  of  the  gentleman  from  Mas- 


sachuse 

There 


pas  no  objection. 


PROCUtAM  FOR  NEXT  WEEK 

Mr.  MARTIN  of  Massachusetts.  Mr. 
Speaker,  may  l^inquire  of  the  majority 
leader  as  to  the  program  for  next  week? 

Mr.  McCORMAHK.  Monday  is  Dis¬ 
trict  day.  There  ase  two  bills  sched¬ 
uled:  H.  R.  4431,  extension  of  the  Dis¬ 
trict  of  Columbia  rentVontrol,  and  S. 
11,  relating  to  assets  of  persons  of  ad¬ 
vanced  age. 

Tuesday,  Wednesday,  Thursday,  Fri¬ 
day,  and  Saturday:  X 

Gn  Tuesday  the  first  order  of  business 
will  be  the  conference  report  on  Senate 
Concurrent  Resolution  11,  expression  of 
American  friendship,  and  on  that  there 
will  be  a  roll  call. 

The  next  order  of  business  will  be 
H.  R.  3283,  the  farm  migrant  labor  bill, 
and  thereafter  H.  R.  3871,  Defense  Pro¬ 
duction  Act  amendments  of  1951. 

I  understand  there  will  be  a  continuing 
resolution  in  relation  to  appropriations. 
I  am  unable  to  state  what  day  it  will 
come  up,  but  I  will  give  the  House  as 
much,  advance  notice  as  possible.  Any 
further  program  or  change  in  program 
will  be  announced  later.  Of  course,  con¬ 
ference  reports  are  always  in  order. 

Mr.  MARTIN  of  Massachusetts.  I 
understand  we  are  going  to  be  obliged  to 
meet  on  Saturday  this  coming  week. 

Mr.  McCORMACK.  I  am  inclined  to 
think,  as  I  look  ahead,  that  that  is  prob¬ 
ably  what  we  will  do. 

Mr.  MARTIN  of  Massachusetts.  Does 
the  gentleman  know  anything  about  the 
July  Fourth  program?  Several  Mem¬ 
bers  have  inquired  about  that. 

Mr.  McCORMACK.  I  am  unable  td 
state  now.  It  is  a  little  early.  That  will 
depend  upon  what  legislation  comes  but 
of  the  committees  next  week.  If  any 
important  legislation  does  come  out,  of 
course,  it  will  have  to  be  brought  up. 
But,  if  we  dispose  of  the  Defense  Pro¬ 
duction  Act,  I  know  of  none  that  is  in 
being.  But,  next  week  will  govern  that. 

Mr.  JONES  of  Missouri.  Mr.  Speak¬ 
er,  will  the  gentleman  .yield? 

Mr.  MARTIN  of /  Massachusetts.  I 
yield  to  the  gentleman  from  Missouri. 

Mr.  JONES  of  Missouri.  I  would  like 
to  inquire  about /the  program  for  tomor¬ 
row.  According  to  one  notice,  it  stated 
we  would  be/in  session  tomorrow.  We 
had  a  bill  Scheduled  for  one  day  this 
week,  and  I  presumed  it  would  be 
brought <Up  on  Saturday.  I  am  refer¬ 
ring  to  the  farm  migrant  labor  bill. 

M?.  McCORMACK.  That  is  sched¬ 
uled'  for  next  Tuesday. 

“Mr.  JONES  of  Missouri.  It  was  as¬ 
signed  for  this  week,  was  it  not? 


Mr.  McCORMACK.  It  was  on  the 
program  for  this  week,  but  it  comes  up 
next  Tuesday. 

Mr.  JONES  of  M’ssouri.  Well,  the 
program  indicated  that  it  would  be 
brought  up  this  week,  and  it  was  indi¬ 
cated  there  would  be  a  session  on  Sat¬ 
urday.  Now  the  gentleman  has  indi¬ 
cated  there  would  be  a  session  on  Satur¬ 
day  of  next  week. 

Mr.  McCORMACK.  Well,  the  fact 
that  there  is  an  indication  does  not  nec¬ 
essarily  say  it  will  be  so. 

Mr.  JONES  of  Missouri.  It  just  in¬ 
dicates  to  me  that  if  we  are  going  to  be 
in  session  next  Saturday  we  should  be 
in  session  tomorrow  and  take  care  of 
legislation  that  we  have  on  the  program 
that  is  ready  to  be  acted  upon. 

Mr.  McCORMACK.  In  the  case  of 
the  program  for  next  Saturday  might  I 
advise  the  gentleman  that  will  be  in  con¬ 
nection  with  legislation  which  expires 
on  June  30. 

ADJOURNMENT  UNTIL  MONDAY 

Mr.  McCORMACK.  Mr.  Speaker,  F 
ask  unanimous  consent  that  when  the 
House  adjourns  today  it  adjourn  to  nfeet 
on  Monday  next.  / 

The  SPEAKER.  Is  there  objection  to 
„the  request  of  the  gentleman  from  Mas- 
ichusetts?  Jr 

[here  was  no  objection. 

^GENERAL  LEAVE  TO. -EXTEND 


Mr.  REED  of  New  Yprk.  Mr.  Speak 
er,  I  as^  unanimous,  consent  that  all 
Members  njay  have  five  legislative  days 
in  which  toSextend  their  remarks  prior 
to  the  vote  oh  the  bill  (H.  R.  4473)  to 
provide  revenue/and  for  other  purposes. 

The  SPEAI^Ri/  Is  there  objection  to 
the  request  of  the  gentleman  from  New 
York?  J  \ 

There  ;was  no  objection. 

<RTMENT  OF  THeNaIR  FORCE 

VINSON.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take\from  the 
eaker’s  table  the  bill  (H.  R.  1726)  to 
_  rovide  for  the  organization  of  ttje  Air 
Force  and  the  Department  of  thfe  Air 
Force,  and  for  other  purposes,  with  Seri¬ 
ate  amendments  thereto,  disagree  to  tfte 
Senate  amendments,  and  ask  for  a  con¬ 
ference  with  the  Senate. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Geor¬ 
gia.  [After  a  pause.]  The  Chair  hears 
none,  and  appoints  the  following  con¬ 
ferees:  Messrs.  Vinson,  Brooks,  Kilday, 
Short,  and  Arenbs. 

OFFICER  PERSONNEL 

Mr.  VINSON.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  table  the  bill  (H.  R.  4200)  to 
make  certain  revisions  in  titles  I  through 
TV  of  the  Officer  Personnel  Act  of  1947, 
as  amended,  and  for  other  purposes,  with 
Senate  amendments  thereto,  disagree  to 
the  Senate  amendments,  and  ask  for  a 
conference  with  the  Senate. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Geor¬ 
gia?  [After  a  pause.]  The  Chair  hears 


none,  and  appoints  the  following  cor 
ferees:  Messrs.  Vinson,  Brooks,  Kilday, 
Short,  and  Arends. 

POWERS  OF  APPOINTMENT  FOR  ESTATE 
AND  GIFT  TAX  PURFOSi 

Mr.  DOUGHTON.  Mr.  Sp?hk&',  I  ask 
unanimous  consent  to  tajk  from  the 
Speaker’s  table  the  bill  (IT  R.  2084)  re¬ 
lating  to  the  treatment  a/i  powers  of  ap¬ 
pointment  for  estate  smd  gift  tax  pur¬ 
poses,  with  Senate  amendments  thereto, 
and  concur  in  the  JEenate  amendments. 

The  Clerk  reachfhe  title  of  the  bill. 

The  Clerk  read  the  Senate  amend¬ 
ments,  as  follows: 

Page  2,  \ine/S,  after  “(c)”.  Insert  “or  “(d).” 

Fage  2,  lide  9,  after  “power”,  insert  “or 
the  complete  release  of  such  a  power.” 

Page  2/ line  10,  strike  out  “July  1,  1951,” 
and  insert  “November  1,  1951.” 

Page  3,  line  3,  strike  out  all  after  “(c)” 
down  to  and  including  “power”  in  line  6 
an<f  insert  “or  (d).” 

Page  6,  line  7,  strike  out  "power.’  ”  and  in¬ 
sert  “power.” 

'  Page  6,  after  line  7,  insert: 

“‘(5)  Lapse  of  power:  The  lapse  of  a 
power  of  appointment  created  after  October 
21,  1912,  during  the  life  of  the  individual 
~  possessing  the  power  shall  he  considered  a 
release  of  such  power.  The  rule  of  the  pre¬ 
ceding  sentence  shall  apply  with  respect  to 
the  lapse  of  powers  during  any  calendar  year 
only  to  the  extent  that  the  property  which 
could  have  been  appointed  by  exercise  of 
such  lapsed  powers  exceeded  in  value,  at 
the  time  of  such  lapse,  the  greater  of  the 
following  amounts: 

“  ‘(A)  $5,000,  or 

“‘(B)  5  percent  of  the  aggregate  value,  at 
the  time  of  such  lapse,  of  the  assets  out  of 
which,  or  the  proceeds,  of  which,  the  exer¬ 
cise  of  the  lapsed  powers  could  have  been 
satisfied.’  ” 

Page  7,  line  5,  after  “power”,  insert  “or 
the  complete  release  of  such  a  power.” 

Page  7,  line  7,  strike  out  “Ju’y  1,  1951,” 
and  insert  “November  1,  1951.” 

Page  7,  line  17,  strike  out  “or  release.” 

Page  7,  line  18,  after  “1942”,  Insert  “or  the 
release  after  May  31,  1951,  of  such  a  power.” 

Page  7,  line  20,  strike  out  all  after  ’’pow¬ 
er”  where  it  occurs  the  first  time  down  to 
and  including  “power”  in  line  23. 

Page  10,  line  20,  strike  out  “power.’  ”  and 
insert  “power.” 

Page  10,  after  line  20,  insert: 

“‘(5)  Lapse  of  power:  The  lapse  of  a 
power  of  appointment  created  after  October 
21,  1942,  during  the  life  of  the  individual 
possessing  the  power  shall  be  considered  a 
release  of  such  power.  The  rule  of  the  pre¬ 
ceding  sentence  shall  apply  with  respect 
to  the  lapse  of  powers  during  any  calendar 
year  only  to  the  extent  that  the  property 
which  could  have  been  appointed  by  exercise 
of  such  lapsed  powers  exceeds  in  value  the 
greater  of  the  following  amounts: 

“‘(A)  $5,009,  or 

“’(B)  5  percent  of  the  aggregate'  value 
of  the  assets  out 'of  which,  or  the  proceeds 
of  which,  the  exeroise  of  the  lapsed  powers 
could  be  satisfied.’  ’’  \ 

The  SPEAKER.  I§  . there  objection  to 
the  request  of  the  gentleman  from  North 
Carolina? 

Mr.  EBERHARTER.  Reserving  the 
right  to  object,  Mr.  Speaker,  I  wonder  if 
the  chairman  of  our  committee  can  ex¬ 
plain  the  Senate  amendments,  because 
this  is  a  measure  which  I  opposed  in  the 
form  in  which  it  passed  the  House.  I 
was  particularly  objecting  to  several  of 
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AN  ACT 

To  provide  revenue,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa - 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  Short  Title. — This  Act,  divided  into  titles  and 

4  sections  according  to  the  following  table  of  contents,  may 

5  be  cited  as  the  “Revenue  Act  of  1951” : 
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Title  I — Increase  in  Income  Tax  Rates 

PART  I — INDIVIDUAL  INCOME  TAXES 
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(b)  Amendment  of  section  12  (b). 

(c)  Limitation  on  tax. 

(d)  Technical  amendments. 

Sec.  102.  Individuals  with  adjusted  gross  income  of  less  than  $5,000. 
Sec.  103.  Computation  of  tax  in  case  of  certain  joint  returns. 

Sec.  104.  Effective  date  of  part  I. 
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PART  II - CORPORATION  INCOME  TAXES 

Sec.  121.  Increase  in  rate  of  corporation  normal  tax. 

(a)  Amendment  of  section  13. 

(b)  Maximum  tax. 

(c)  Mutual  insurance  companies  other  than  life  or  marine. 

(d)  Regulated  investment  companies. 

(e)  Business  income  of  certain  section  101  organizations. 

(f)  Technical  amendments. 
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(a)  Amendment  of  section  108. 

(b)  Computation  of  excess  profits  tax. 
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(b)  Act  Amendatory  of  Internal  Revenue 
Code. — Except  as  otherwise  expressly  provided,  wherever 
in  this  Act  an  amendment  or  repeal  is  expressed  in  terms  of 
an  amendment  to  or  repeal  of  a  chapter,  subchapter,  title, 
supplement,  section,  subsection,  subdivision,  paragraph,  sub- 
paragraph,  or  clause,  the  reference  shall  be  considered  to  be 
made  to  a  provision  of  the  Internal  Revenue  Code. 

(c)  Meaning  of  Terms  Used. — Except  as  otherwise 
expressly  provided,  terms  used  in  this  Act  shall  have  the 
same  meaning  as  when  used  in  the  Internal  Revenue  Code. 
TITLE  I— INCREASE  IN  INCOME  TAX  RATES 

PART  I— INDIVIDUAL  INCOME  TAXES 
SEC.  101.  DEFENSE  TAX. 

(a)  Increase  in  Rate  of  Tax. — Part  I  of  subchapter 
B  of  chapter  1  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“SEC.  16.  DEFENSE  TAX. 

“(a)  Individuals — Calendar  Year  1951. — In  the 
case  of  a  taxable  year  beginning  on  January  1,  1951,  and 
ending  on  December  31,  1951,  the  amount  of  the  combined 
normal  tax  and  surtax  under  sections  11  and  12,  and  the 
amount  of  the  combined  normal  tax  and  surtax  under  section 
421  (a)  (2),  shall  be  the  amount  of  such  combined  tax 

computed  without  regard  to  this  section,  increased  by  4  per 


centum. 
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“(b)  Individuals— Taxable  Years  Beginning 
After  August  31,  1951. — In  the  case  of  taxable  years 
beginning  after  August  31,  1951,  the  amount  of  the  com¬ 
bined  normal  tax  and  surtax  under  sections  11  and  12,  and 
the  amount  of  the  combined  normal  tax  and  surtax  under 
section  421  (a)  (2) ,  shall  be  the  amount  of  such  combined 
tax  computed  without  regard  to  this  section,  increased  by 
12y  per  centum. 

“(c)  Alternative  Capital  Gains  Tax. — 

“(1)  Calendar  year  1951. — In  computing  an 
alternative  tax  under  paragraph  (1)  or  (2)  of  section 
117  (c)  for  a  taxable  year  beginning  on  January  1, 
1951,  and  ending  on  December  31,  1951,  the  amount  to 
be  added  to  the  partial  tax  under  such  paragraph  shall 
be  increased  by  4  per  centum. 

“  (2)  Taxable  years  beginning  after  august 
31,  1951. — In  computing  an  alternative  tax  under  para¬ 
graph  (1)  or  (2)  of  section  117  (c)  for  a  taxable 
year  beginning  after  August  31,  1951,  the  amount  to  be 
added  to  the  partial  tax  under  such  paragraph  shall  be 
increased  by  12^  per  centum. 

“(3)  Taxable  ytears  beginning  before  Sep¬ 
tember  1,  1951,  AND  ENDING  AFTER  AUGUST  31, 
1951. — In  computing  an  alternative  tax  under  paragraph 
(1)  or  (2)  of  section  117  (c)  for  a  taxable  year  (other 
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than  one  beginning  on  January  1,  1951,  and  ending  on 
December  31,  1951)  beginning  before  September  1, 
1951,  and  ending  after  August  31,  1951,  the  amount 
to  be  added  to  the  partial  tax  imder  such  paragraph  shall 
be  increased  by  a  percentage  which  bears  the  same 
ratio  to  12^-  per  centum  as  the  number  of  months  in 
such  taxable  year  after  August  31,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year. 
For  the  purposes  of  this  paragraph,  a  calendar  month 
only  part  of  which  falls  within  a  taxable  year  (A) 
shall  be  disregarded  if  less  than  15  days  of  such  month 
are  included  in  such  taxable  year,  and  (B)  shall  be 
included  as  a  calendar  month  within  the  taxable  year 
if  more  than  14  days  of  such  month  fall  within  the  tax¬ 
able  year.” 

(b)  Amendment  of  Section  12  (b) . — Section  12 
(b)  (relating  to  rates  of  surtax)  is  hereby  amended  by 
striking  out  paragraph  (2)  and  inserting  in  lieu  thereof 
the  following: 

‘ ‘In  the  case  of  a  head  of  a  household,  the  tax  imposed 
by  this  subsection  shall  not  apply  to  any  taxable  year 
beginning  after  August  31,  1951.  In  the  case  of  an 
individual  whose  surtax  net  income  for  the  taxable  year 
is  over  $90,000,  the  tax  imposed  by  this  paragraph 
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shall  not  apply  if  the  defense  tax  provided  in  section  16 
is  applicable  to  such  taxable  year. 

i 

“(2)  Surtax  net  income  over  $90,000 — cal¬ 
endar  year  1951. — In  the  case  of  a  taxable  year 
beginning  on  January  1,  1951,  and  ending  on  December 
31,  1951,  if  the  surtax  net  income  of  the  individual 
is  over  $90,000,  there  shall  be  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 

If  the  surtax  net  income  is :  The  surtax  shall  be : 

Over  $90,000  but  not  over  $100, 000 _  $55,920  plus  83%  of  excess  over 

$90,000. 

Over  $100,000  but  not  over  $64,220  plus  84%  of  excess  over 

$150,000.  $100,000. 

Over  $150,000  but  not  over  $106,220  plus  85%  of  excess  over 

$200,000.  $150,000. 

Over  $200,000 _  $148,720  plus  86%  of  excess  over 

$200,000. 

“(3)  Surtax  net  income  over  $90,000 — tax¬ 
able  YEARS  BEGINNING  AFTER  AUGUST  31,  1951.— 
In  the  case  of  a  taxable  year  beginning  after  August  31, 
1951,  to  which  the  defense  tax  provided  by  section  16 
is  applicable,  if  the  surtax  net  income  of  the  individual  for 
the  taxable  year  is  over  $90,000,  there  shall  be  levied, 
collected,  and  paid  for  such  taxable  year  upon  the 
surtax  net  income  of  such  individual  a  surtax  of  $55,920 
plus  81  per  centum  of  the  excess  over  $90,000.” 
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(c)  Limitation  on  Tax— Section  12  (f)  (relating  to 
limitation  on  tax)  is  hereby  amended  to  read  as  follows: 
“(f)  Limitation  on  Tax. — 

“  ( 1 )  Taxable  years  to  which  defense  tax 
does  not  apply. — In  the  case  of  a  taxable  year  be¬ 
ginning  after  September  30,  1950,  other  than  a  taxable 
year  to  which  paragraph  (2)  or  (3)  is  applicable,  the 
combined  normal  tax  and  surtax  shall  in  no  event  ex¬ 
ceed  87  per  centum  of  the  net  income  for  the  taxable 
year. 

“(2)  Calendar  year  1951. — In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and  end¬ 
ing  December  31,  1951,  the  combined  normal  tax  and 
surtax,  increased  as  provided  in  section  16,  shall  in  no 
event  exceed  88  per  centum  of  the  net  income  for  the 
taxable  year. 

“  (3)  Other  taxable  years  to  which  defense 
tax  applies. — In  the  case  of  a  taxable  year  beginning 
after  August  31,  1951,  to  which  the  defense  tax  provided 
in  section  16  is  applicable,  the  combined  normal  tax 
and  surtax,  increased  as  provided  in  section  16,  shall  in 
no  event  exceed  90  per  centum  of  the  net  income  for 
the  taxable  year.” 
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(d)  Technical  Amendments.— 

a)  Section  11  (a)  (relating  to  normal  tax  on 
individuals)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  percentage 
increase  in  the  amount  of  tax  for  the  calendar  year  1951 
and  for  taxable  years  beginning  after  August  31,  1951, 
see  section  16.” 

(2)  Section  12  (g)  (cross  references)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following: 

“(7)  Defense  tax. — For  percentage  increase  in 
the  amount  of  tax  for  the  calendar  year  1951  and  for 
taxable  years  beginning  after  August  31,  1951,  see  sec¬ 
tion  16. 

“  (8)  Computation  of  tax  for  certain  fiscal 
years. — For  computation  of  tax  in  the  case  of  taxable 
years  (other  than  the  calendar  year  1951)  beginning 
before  September  1,  1951,  and  ending  after  August  31, 
1951,  see  section  108  (h).” 

SEC.  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS  INCOME 
OF  LESS  THAN  $5,000. 

Section  400  (relating  to  optional  tax  on  individuals 
with  adjusted  gross  incomes  of  less  than  $5,000)  is  hereby 
amended  by  striking  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following : 
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“Table  I 


“Taxable  year  beginning  January  1, 
December  31,  1951 


1951,  and  ending 


If  adjusted 
gross  income 

And  the  number 
of  exemptions 
Is— 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

1 

2 

1 

4 

6 

6 

7 

8  or 
more 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

The  income  and 
defense  tax  shall 
be— 

The  income  and  defense  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2.  350 

$313 

$188 

$188 

$63 

$63 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2,  350 

2.  375 

317 

193 

193 

68 

68 

0 

0 

0 

0 

0 

700 

725 

0 

0 

0 

0 

2.  375 

2,  400 

322 

197 

197 

73 

73 

0 

0 

0 

0 

0 

725 

760 

13 

0 

0 

0 

2.  400 

2,425 

327 

202 

202 

77 

77 

0 

0 

0 

0 

0 

750 

775 

18 

0 

0 

0 

2,  425 

2,  450 

332 

207 

207 

82 

82 

0 

0 

0 

0 

0 

775 

800 

23 

0 

0 

0 

2,  450 

2,  475 

336 

211 

211 

87 

87 

0 

0 

0 

0 

0 

800 

825 

27 

0 

0 

0 

2,  475 

2,  500 

341 

216 

216 

91 

91 

0 

0 

0 

0 

0 

825 

850 

32 

0 

0 

0 

2,  500 

2,  525 

346 

221 

221 

96 

96 

0 

0 

0 

0 

0 

850 

875 

37 

0 

0 

0 

2,  525 

2,  550 

350 

225 

225 

101 

101 

0 

0 

0 

0 

0 

875 

900 

41 

0 

0 

0 

2,  550 

2,  575 

355 

230 

230 

105 

106 

0 

0 

0 

0 

0 

900 

925 

46 

0 

0 

0 

2,  576 

2,  600 

360 

235 

235 

110 

110 

0 

0 

0 

0 

0 

925 

950 

51 

0 

0 

0 

2,  600 

2.  625 

364 

239 

239 

115 

115 

0 

0 

0 

0 

0 

950 

975 

65 

0 

0 

0 

2.625 

2.  650 

369 

244 

244 

119 

119 

0 

0 

0 

0 

0 

975 

1,000 

60 

0 

0 

0 

2,  650 

2,  675 

374 

249 

249 

124 

124 

0 

0 

0 

0 

0 

1,000 

1,025 

65 

0 

0 

0 

2,  675 

2,  700 

378 

254 

254 

129 

129 

4 

0 

0 

0 

0 

1.025 

1,050 

69 

0 

0 

0 

2.  700 

2,725 

383 

258 

258 

133 

133 

9 

0 

0 

0 

0 

1.050 

1.075 

74 

0 

0 

0 

2.725 

2,750 

388 

263 

263 

138 

138 

13 

0 

0 

0 

0 

1,075 

1,  100 

79 

0 

0 

0 

2,  750 

2,775 

392 

268 

268 

143 

143 

18 

0 

0 

0 

0 

1,  100 

1,125 

83 

0 

0 

0 

2,  775 

2,800 

397 

272 

272 

147 

147 

23 

0 

0 

0 

0 

1, 125 

1,150 

88 

0 

0 

0 

2.  800 

2,  825 

402 

277 

277 

152 

152 

27 

0 

0 

0 

0 

1,  150 

1, 175 

93 

0 

0 

0 

2.  825 

2,  850 

406 

282 

282 

157 

157 

32 

0 

0 

0 

0 

1,175 

1,200 

98 

0 

0 

0 

2,  850 

2,  875 

411 

286 

286 

161 

161 

37 

0 

0 

0 

0 

1,200 

1,225 

102 

0 

0 

0 

2.  875 

2,  900 

416 

291 

291 

166 

166 

41 

0 

0 

0 

0 

1,225 

1,250 

107 

0 

0 

0 

2,900 

2,  925 

421 

296 

296 

171 

171 

46 

0 

0 

0 

0 

1,250 

1,275 

112 

0 

0 

0 

2,  925 

2.  950 

426 

300 

300 

176 

176 

51 

0 

0 

0 

0 

1,275 

1,300 

116 

0 

0 

0 

2.  950 

2,  975 

431 

305 

305 

180 

180 

55 

0 

0 

0 

0 

1,300 

1,325 

121 

0 

0 

0 

2,  975 

3,  000 

436 

310 

310 

185 

185 

60 

0 

0 

0 

0 

1.325 

1,350 

126 

1 

0 

0 

3,000 

3,  050 

444 

317 

317 

192 

192 

67 

0 

0 

0 

0 

1,350 

1,375 

130 

5 

0 

0 

3.  050 

3,100 

454 

326 

326 

201 

201 

76 

0 

0 

0 

0 

1,375 

1,400 

135 

10 

0 

0 

3,  100 

3,150 

465 

335 

335 

211 

211 

86 

0 

0 

0 

0 

1,400 

1,425 

140 

15 

0 

0 

3,150 

3,200 

475 

345 

345 

220 

220 

95 

0 

0 

0 

0 

1,425 

1,450 

144 

20 

0 

0 

3,  200 

3.  250 

485 

354 

354 

229 

229 

105 

0 

0 

0 

0 

1,450 

1,475 

149 

24 

0 

0 

3,  250 

3,  30C 

496 

363 

363 

239 

239 

114 

0 

0 

0 

0 

1,475 

1,500 

154 

29 

0 

0 

3.  300 

3.  350 

506 

373 

373 

248 

248 

123 

0 

0 

0 

0 

1,500 

1,  525 

158 

34 

0 

0 

3,350 

3,  400 

516 

382 

382 

257 

257 

133 

8 

0 

0 

0 

1,  525 

1,  550 

163 

38 

0 

0 

3,  400 

3, 450 

526 

392 

392 

267 

267 

142 

17 

0 

0 

0 

1,  550 

1,575 

168 

43 

0 

0 

3,450 

3,500 

537 

401 

401 

276 

276 

151 

27 

0 

0 

0 

1,575 

1,  600 

172 

48 

0 

0 

3,  500 

3,  550 

547 

410 

410 

285 

285 

161 

36 

0 

0 

0 

1,600 

1,625 

177 

52 

0 

0 

3,  550 

3.  600 

557 

420 

420 

295 

295 

170 

45 

0 

0 

0 

1,625 

1,650 

182 

57 

0 

0 

3.  600 

3.  650 

568 

430 

429 

304 

304 

179 

55 

0 

0 

0 

1,660 

1,  675 

186 

62 

0 

0 

3,  650 

3,700 

578 

441 

438 

314 

314 

189 

64 

0 

0 

0 

1,675 

1,706 

191 

66 

0 

0 

3,700 

3,  750 

588 

451 

448 

323 

323 

198 

73 

0 

0 

0 

1,  700 

1,  725 

196 

71 

0 

0 

3.  750 

3,  800 

598 

461 

457 

332 

332 

207 

83 

0 

0 

0 

1,  725 

1,  756 

200 

76 

0 

0 

3,  800 

3.  850 

609 

471 

466 

342 

342 

217 

92 

0 

0 

0 

1,750 

1.  775 

205 

80 

0 

0 

3,  850 

3.  900 

619 

482 

476 

351 

351 

226 

101 

0 

0 

0 

1.  775 

1.800 

210 

85 

0 

0 

3,  900 

3.  950 

629 

492 

485 

360 

360 

236 

111 

0 

0 

0 

1,800 

1,  825 

215 

90 

0 

0 

3,  950 

4,  000 

640 

502 

495 

370 

370 

245 

120 

0 

0 

0 

1.825 

1.856 

219 

94 

0 

0 

4,  000 

4,  050 

650 

513 

504 

379 

379 

254 

129 

5 

0 

0 

1.860 

1.  875 

224 

99 

0 

0 

4,  050 

4,  100 

680 

523 

513 

388 

388 

264 

139 

14 

0 

0 

1,875 

1,  900 

229 

104 

0 

0 

4.  100 

4,150 

671 

533 

623 

398 

398 

273 

148 

23 

0 

0 

1.900 

1,  925 

233 

108 

0 

0 

4, 150 

4,  200 

681 

544 

632 

407 

407 

282 

158 

33 

0 

0 

1.925 

1.956 

238 

113 

c 

0 

4.  200 

4.  250 

691 

554 

541 

417 

417 

292 

167 

42 

0 

0 

1,950 

1,975 

243 

118 

0 

0 

4,  250 

4,  300 

701 

664 

551 

427 

426 

301 

176 

51 

0 

0 

1,975 

2,  000 

247 

122 

c 

0 

4.300 

4.  350 

712 

574 

560 

437 

435 

310 

186 

61 

0 

0 

2.  000 

2.  025 

252 

127 

2 

0 

4,350 

4,  400 

722 

585 

569 

447 

445 

320 

195 

70 

0 

0 

2,  025 

2,050 

257 

132 

7 

0 

4,  400 

4.  450 

732 

595 

579 

458 

454 

329 

204 

80 

0 

0 

2,  050 

2,  075 

261 

137 

12 

0 

4.  450 

4,  500 

743 

605 

5S8 

468 

463 

339 

214 

89 

0 

0 

2.  075 

2, 100 

266 

141 

16 

0 

4,500 

4,  550 

753 

610 

597 

478 

473 

348 

223 

98 

0 

0 

2,100 

2,125 

271 

146 

21 

0 

4,  550 

4,600 

763 

626 

607 

489 

482 

357 

232 

108 

0 

0 

2,  125 

2, 150 

275 

151 

26 

0 

4,  600 

4,  650 

774 

636 

616 

499 

491 

367 

242 

117 

0 

0 

2,  150 

2,175 

280 

155 

30 

0 

4,  650 

4,700 

784 

647 

620 

509 

501 

376 

251 

126 

2 

0 

2,175 

2, 200 

285 

166 

35 

0 

4,  700 

4,  750 

794 

657 

635 

520 

510 

385 

261 

136 

11 

0 

2,  200 

2,  225 

289 

105 

4C 

0 

4,  750 

4,  800 

804 

667 

644 

530 

519 

395 

270 

145 

20 

0 

2,225 

2, 250 

294 

169 

44 

0 

4,  800 

4.  850 

815 

677 

654 

540 

529 

404 

279 

154 

30 

0 

2,  250 

2,  275 

299 

174 

49 

0 

4,  850 

4,  900 

825 

688 

663 

550 

538 

413 

289 

164 

39 

0 

2,  275 

2,  300 

303 

179 

54 

0 

4,900 

4,  950 

835 

698 

672 

661 

548 

423 

298 

173 

48 

0 

2,300 

2,325 

308 

183 

69 

0 

4,950 

5,  000 

846 

708 

682 

571 

557 

432 

307 

183 

58 

0 
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“Table  II 

“Taxable  years  beginning  after  August  31,  1951 


If  adjusted 
gross  in¬ 
come  is — 

And  the  num¬ 
ber  of  exemp¬ 
tions  is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is — 

i 

2 

3 

5 

6 

7 

8  or 
more 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

filed 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 

joint 

re¬ 

turn 

is 

filed 

4 

The  income 
and  defense 
tax  shall  be — 

The  income  and  defense  tax  shall  be- 

$0 

$675 

$0 

$0 

$0 

$0 

$2, 325 

$2,  350 

$338 

$338 

$203 

$203 

$203 

$68 

$68 

$68 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2,350 

2,375 

343 

343 

208 

208 

208 

73 

73 

73 

C 

t 

c 

c 

0 

700 

725 

9 

0 

0 

0 

2,  375 

2,400 

348 

348 

213 

213 

213 

78 

78 

78 

c 

c 

c 

c 

0 

725 

750 

14 

0 

0 

0 

2,  400 

2,  425 

354 

354 

216 

216 

216 

84 

84 

84 

c 

( 

c 

( 

0 

750 

775 

19 

0 

0 

0 

2,  425 

2,  450 

356 

356 

224 

224 

224 

86 

86 

86 

c 

c 

c 

c 

0 

775 

800 

24 

0 

0 

0 

2,450 

2,475 

364 

364 

226 

229 

226 

94 

94 

94 

c 

c 

c 

c 

0 

800 

825 

30 

0 

0 

0 

2,475 

2,  500 

369 

366 

234 

234 

234 

96 

96 

96 

0 

c 

c 

c 

0 

825 

850 

35 

0 

0 

0 

2,500 

2,  525 

374 

374 

236 

239 

236 

104 

104 

104 

0 

c 

c 

c 

0 

850 

875 

40 

0 

0 

0 

2,  525 

2,550 

379 

379 

244 

244 

244 

106 

106 

106 

c 

c 

0 

0 

0 

875 

900 

45 

0 

0 

0 

2,  550 

2,575 

384 

384 

246 

249 

246 

114 

114 

114 

c 

0 

c 

0 

0 

900 

925 

50 

0 

0 

0 

2,  575 

2,  600 

386 

386 

254 

254 

254 

116 

116 

116 

0 

c 

c 

c 

0 

925 

950 

55 

0 

0 

0 

2,  600 

2,  625 

394 

394 

256 

259 

256 

124 

124 

124 

0 

c 

c 

0 

0 

950 

975 

60 

0 

0 

0 

2,  625 

2,  650 

399 

396 

264 

264 

264 

126 

126 

126 

0 

0 

c 

c 

0 

975 

1,000 

65 

0 

0 

0 

2,  650 

2,  675 

40-4 

404 

269 

269 

266 

134 

134 

134 

0 

0 

0 

0 

0 

1,000 

1,025 

70 

0 

0 

0 

2,  675 

2,  700 

409 

409 

274 

274 

274 

139 

139 

136 

4 

c 

0 

0 

0 

1,025 

1,050 

75 

0 

0 

0 

2,  700 

2,  725 

414 

414 

279 

279 

279 

144 

144 

144 

9 

0 

0 

0 

0 

1,050 

1,075 

80 

0 

0 

0 

2,  725 

2,  750 

419 

419 

284 

284 

284 

149 

149 

149 

14 

0 

0 

0 

0 

1,075 

1,100 

85 

0 

0 

0 

2,  750 

2,  775 

424 

424 

289 

289 

289 

154 

154 

154 

19 

0 

0 

0 

0 

1,  100 

1, 125 

90 

0 

0 

0 

2,  775 

2,800 

429 

429 

294 

294 

294 

159 

159 

156 

24 

0 

0 

0 

0 

1,  125 

1,150 

95 

0 

0 

0 

2,800 

2,  825 

435 

435 

300 

300 

300 

165 

165 

165 

30 

0 

0 

0 

0 

1,  150 

1, 175 

100 

0 

0 

0 

2,  825 

2,  850 

440 

440 

305 

305 

305 

170 

170 

170 

35 

0 

0 

0 

0 

1,  175 

1,200 

105 

0 

0 

0 

2,  850 

2,  875 

445 

445 

310 

310 

310 

175 

175 

175 

40 

0 

0 

0 

0 

1,200 

1,225 

111 

0 

0 

0 

2,  875 

2,900 

450 

450 

315 

315 

315 

180 

180 

180 

45 

0 

0 

0 

0 

1,225 

1,250 

116 

0 

0 

0 

2,900 

2,925 

455 

455 

320 

320 

320 

185 

185 

185 

50 

0 

0 

0 

0 

1,250 

1,275 

121 

0 

0 

0 

2,925 

2,  950 

461 

460 

325 

325 

32,r> 

190 

190 

190 

55 

0 

0 

0 

0 

1,275 

1,300 

126 

0 

0 

0 

2,  950 

2,  975 

466 

466 

330 

330 

330 

195 

195 

195 

60 

0 

0 

0 

0 

1,300 

1,325 

131 

0 

0 

0 

2,975 

3,000 

472 

471 

335 

335 

335 

200 

200 

200 

65 

0 

0 

0 

0 

1,325 

1,350 

136 

1 

0 

0 

3,000 

3,050 

480 

479 

343 

343 

343 

208 

208 

208 

73 

0 

0 

0 

0 

1,  350 

1,375 

141 

6 

0 

0 

3,050 

3,100 

491 

490 

353 

353 

353 

218 

218 

218 

83 

0 

0 

0 

0 

1,375 

1,400 

146 

11 

0 

0 

3, 100 

3,150 

503 

500 

363 

363 

363 

228 

228 

228 

93 

0 

0 

0 

0 

1,400 

1,425 

151 

16 

0 

0 

3,150 

3,200 

514 

511 

373 

373 

373 

238 

238 

238 

103 

0 

0 

0 

0 

1,425 

1,450 

156 

21 

0 

0 

3,200 

3,  250 

525 

521 

383 

383 

383 

248 

248 

248 

113 

0 

0 

0 

0 

1,450 

1,475 

161 

26 

0 

0 

3,  250 

3, 300 

636 

532 

393 

393 

393 

258 

258 

258 

123 

0 

0 

0 

0 

1,475 

1,600 

166 

31 

0 

0 

3,300 

3, 350 

547 

543 

403 

403 

403 

268 

268 

268 

133 

0 

0 

0 

0 

1,500 

1,525 

171 

36 

0 

0 

3,  350 

3,  400 

558 

553 

413 

413 

413 

278 

278 

278 

143 

8 

0 

0 

0 

1,525 

1,550 

176 

41 

0 

0 

3,400 

3,450 

569 

564 

424 

424 

424 

289 

289 

289 

154 

19 

0 

0 

0 

1,550 

1,575 

181 

46 

0 

0 

3,450 

3,500 

581 

575 

434 

434 

434 

299 

299 

299 

164 

29 

0 

0 

0 

1,575 

1,600 

186 

51 

0 

0 

3,500 

3,  550 

592 

585 

444 

444 

444 

309 

309 

309 

174 

39 

0 

0 

0 

1,600 

1,625 

192 

57 

0 

0 

3,  550 

3,600 

603 

596 

454 

454 

454 

319 

319 

319 

184 

49 

0 

0 

e 

1,626 

1,650 

197 

62 

0 

0 

3,600 

3,650 

614 

607 

465 

465 

464 

329 

329 

329 

194 

59 

0 

0 

0 

1,650 

1,675 

202 

67 

0 

0 

3,650 

3,700 

625 

617 

477 

475 

474 

339 

339 

339 

204 

69 

0 

0 

0 

1,675 

1,700 

207 

72 

0 

0 

3,700 

3,750 

636 

628 

488 

486 

484 

349 

349 

349 

214 

79 

0 

0 

0 

1,700 

1,725 

212 

77 

0 

0 

3,750 

3,  800 

647 

638 

499 

497 

494 

359 

359 

359 

224 

89 

0 

0 

0 

1,725 

1,750 

217 

82 

0 

0 

3,800 

3,  850 

659 

649 

510 

507 

505 

370 

370 

370 

235 

100 

0 

0 

0 

1,  750 

1,775 

222 

87 

0 

0 

3,850 

3,900 

670 

660 

521 

518 

515 

380 

380 

380 

245 

110 

0 

0 

0 

1,775 

1,800 

227 

92 

0 

0 

3,900 

3,950 

681 

670 

532 

529 

525 

390 

390 

390 

255 

120 

0 

0 

0 

1,800 

1,825 

232 

97 

0 

0 

3,  950 

4,000 

692 

681 

543 

639 

535 

400 

400 

400 

265 

130 

0 

0 

0 

1,825 

1,  850 

237 

102 

0 

0 

4,000 

4,050 

703 

692 

555 

550 

545 

410 

410 

410 

275 

140 

5 

0 

0 

1,850 

1,875 

242 

107 

0 

0 

4,050 

4,100 

714 

702 

566 

560 

555 

420 

420 

420 

285 

150 

15 

0 

0 

1,875 

1,900 

247 

112 

0 

0 

4,  100 

4, 150 

725 

713 

577 

571 

565 

430 

430 

430 

295 

160 

25 

0 

0 

1,900 

1,925 

252 

117 

0 

0 

4.  150 

4,  200 

736 

723 

588 

582 

575 

440 

440 

440 

305 

170 

35 

0 

0 

1,925 

1,950 

257 

122 

0 

0 

4,  200 

4,  250 

748 

734 

599 

592 

586 

451 

451 

451 

316 

181 

46 

0 

0 

1,950 

1,975 

262 

127 

0 

0 

4,  250 

4,300 

759 

745 

610 

603 

596 

462 

461 

461 

326 

191 

56 

0 

0 

1,975 

2,  000 

267 

132 

0 

0 

4,300 

4,350 

770 

755 

621 

614 

606 

473 

472 

471 

336 

201 

66 

0 

0 

2,000 

2,  025 

273 

138 

3 

0 

4,350 

4,400 

781 

766 

633 

624 

616 

484 

482 

481 

346 

211 

76 

0 

0 

2,  025 

2,050 

278 

143 

8 

0 

4,400 

4,450 

792 

777 

644 

635 

626 

495 

493 

491 

356 

221 

86 

0 

0 

2,  050 

2,075 

283 

148 

13 

0 

4,  450 

4,500 

803 

787 

655 

645 

636 

506 

504 

501 

360 

231 

96 

0 

0 

2,  075 

2,  100 

288 

153 

18 

0 

4,  500 

4,550 

814 

798 

666 

656 

646 

517 

514 

511 

376 

241 

106 

0 

0 

2, 100 

2,  125 

293 

158 

23 

0 

4,  550 

4,  600 

826 

809 

677 

667 

656 

529 

525 

521 

386 

251 

116 

0 

0 

2, 125 

2,150 

298 

163 

28 

0 

4,600 

4,  650 

837 

819 

688 

677 

667 

540 

536 

532 

397 

262 

127 

0 

0 

2, 150 

2,  175 

303 

168 

33 

0 

4,  650 

4,  700 

848 

830 

699 

688 

677 

551 

546 

542 

407 

272 

137 

2 

0 

2,175 

2,  200 

308 

173 

38 

0 

4,700 

4,  750 

859 

840 

710 

699 

687 

562 

557 

552 

417 

282 

147 

12 

0 

2,  200 

2,  225 

313 

178 

43 

0 

4,  750 

4,  800 

870 

851 

722 

709 

697 

573 

568 

562 

427 

292 

157 

22 

0 

2,225 

2,  250 

318 

183 

48 

0 

4,  800 

4,  850 

881 

862 

733 

720 

707 

584 

578 

572 

137 

302 

167 

32 

0 

2,250 

2,  275 

323 

188 

53 

0 

4,850 

4,900 

892 

872 

744 

731 

717 

595 

589 

582 

447 

112 

177 

42 

0 

2,  275 

2,  300 

328 

193 

58 

0 

4,900 

4,  950 

904 

883 

755 

741 

727 

607 

599 

592 

457 

322 

187 

52 

0 

2,300 

2,325 

333 

198 

63 

0 

4,  950 

5,000 

915 

894 

766 

752 

737 

618 

610 

602 

467 

332 

197 

62 

0 

15 


1  SEC.  103.  COMPUTATION  OF  TAX  IN  CASE  OF  CERTAIN 

2  JOINT  RETURNS. 

3  If  a  joint  return  of  a  husband  and  wife  is  filed  under 

4  the  provisions  of  section  51  (b)  (3)  of  the  Internal  Revenue 

5  Code  in  a  case  where  the  husband  and  wife  have  different 

6  taxable  years  because  of  the  death  of  either  spouse,  and  the 
I  taxable  year  of  the  surviving  spouse  covered  by  such  joint 

8  return  began  before  September  1,  1951,  and  ended  after 

9  August  31,  1951,  the  amendments  made  by  this  part  shall 

10  be  applicable  in  respect  of  such  joint  return  as  if  the  tax- 

11  able  years  of  both  spouses  covered  by  the  joint  return 

12  ended  on  the  date  of  the  closing  of  the  surviving  spouse's 

13  taxable  year. 

14  SEC.  104.  EFFECTIVE  DATE  OF  PART  L 

15  Except  as  provided  in  section  103,  the  amendments 

16  made  by  this  part  shall  be  applicable  only  with  respect  to 

17  taxable  years  ending  after  August  31,  1951.  Eor  treat- 

18  ment  of  taxable  years  (other  than  the  calendar  year  1951) 

19  beginning  before  September  1,  1951,  and  ending  after 

20  August  31,  1951,  see  section  131. 
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14 
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PART  II— CORPORATION  INCOME  TAXES 
SEC.  121.  INCREASE  IN  RATE  OF  CORPORATION  NORMAL 
TAX. 

(a)  Amendment  of  Section  13. — Subsections  (a) 
and  (b)  of  section  13  (relating  to  normal  tax  on  corpora¬ 
tions)  are  hereby  amended  to  read  as  follows: 

“  (a)  Definitions. — For  the  purposes  of  this  chapter — 
“  ( 1 )  Adjusted  net  income. — The  term  ‘adjusted 
net  income’  means  the  net  income  minus  the  credit  pro¬ 
vided  in  section  26  (a) ,  relating  to  interest  on  certain 
obligations  of  the  United  States  and  Government 
corporations. 

“(2)  Normal-tax  net  income.— The  term  ‘nor¬ 
mal-tax  net  income’  means  the  adjusted  net  income 
minus  the  sum  of  the  following  credits : 

(A)  The  credit  for  dividends  received  pro¬ 
vided  in  section  26  (b)  ; 

“(B)  In  the  case  of  a  public  utility,  the  credit 
for  dividends  paid  on  its  preferred  stock  provided 
in  section  26  (h)  ;  and 

“(0)  In  the  case  of  a  western  hemisphere 
trade  corporation  (as  defined  in  section  109),  the 
credit  provided  in  section  26  (i) . 

“(b)  Imposition  of  Tax— There  shall  be  levied, 
collected,  and  paid  for  each  taxable  year  upon  the  normal- 
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tax  net  income  of  every  corporation  (except  a  corporation 
subject  to  a  tax  imposed  section  231  (a),  supplement 
G,  or  supplement  Q)  a  tax  of  30  per  centifm  of  the  normal- 
tax  net  income.” 

(b)  Maximum  Tax. — Section  430  (a)  (2)  (relat¬ 
ing  to  the  limitation  on  the  rate  of  the  excess  profits  tax)  is 
hereby  amended  by  striking  out  “62  per  centum”  and  insert¬ 
ing  in  lieu  thereof  “70  per  centum”. 

(c)  Mutual  Insukance  Companies  Otiiee  Than 
Life  or  Marine. — 

?  7 

(1)  Section  207  (a)  (1)  (relating  to  normal  tax 
and  surtax  on  mutual  insurance  companies,  other  than 

•  •  r . 

life  or  marine)  is  hereby  amended  by  striking  out  sub1 
paragraphs  (A)  and  (B)  and  inserting  in  lieu  thereof 
the  following: 

“(A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 

■  ■  »  "  u  r 

centum  of  the  amount  by  which  the  normal-tax 

o  ; 

net  income  exceeds  $3,000,  whichever  is  the  lesser; 

plus 

“(B)  Surtax. — A  surtax  of  22  per  centum 
of  the  corporation  surtax  net  income  in  excess  of 
$25,000.” 

(2)  Section  207  (a)  (3)  (relating  to  a  normal 

H.  R.  4473 - 2 
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tax  and  surtax  on  interinsurers  and  reciprocal  under¬ 
writers)  is  hereby  amended  by  striking  out  subpara¬ 
graphs  (A)  and  (B)  and  inserting  in  lieu  thereof  the 
following : 

“  ( A)  Normal  Tax. — A  normal  tax  of  30  per 
centum  of  the  normal-tax  net  income,  or  60  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser;  plus 

“(B)  Surtax. — A  surtax  of  22  per  centum  of 
the  corporation  surtax  net  income  in  excess  of 
$25,000,  or  33  per  centum  of  the  amount  by  which 
the  corporation  surtax  net  income  exceeds  $50,000, 
whichever  is  the  lesser.” 

(d)  Regulated  Investment  Companies. — Section 
362  (b)  (relating  to  tax  on  regulated  investment  com¬ 
panies)  is  hereby  amended  by  striking  out  paragraphs  (3) 
and  (4)  and  inserting  in  lieu  thereof  the  following: 

“(3)  There  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  net  income  a 
tax  equal  to  30  per  centum  of  the  amount  thereof. 

“  (4)  There  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  supplement  Q  surtax  net 
income  a  tax  equal  to  22  per  centum  of  the  amount 
thereof  in  excess  of  $25,000.” 
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(e)  Business  Income  of  Certain  Section  101 
Organizations —Section  421  (a)  (1)  (relating  to  im¬ 
position  of  tax  on  business  income  of  certain  section  101 
organizations)  is  hereby  amended  by  striking  out  “25  per 
centum”  and  inserting  in  lieu  thereof  “30  per  centum”. 

(f)  Technical  Amendments. — 

(1)  Repeal  of  section  14. — Section  14  (relat¬ 
ing  to  normal  tax  on  special  classes  of  corporations  in  the 
case  of  taxable  years  beginning  before  July  1,  1950) 
is  hereby  repealed. 

(2)  Amendment  of  section  15. — Section  15 
(relating  to  surtax  on  corporations)  is  hereby  amended 
to  read  as  follows : 

“SEC.  15.  SURTAX  ON  CORPORATIONS. 

“  (a)  Corporation  Surtax  Net  Income.— For  the 
purposes  of  this  chapter,  the  term  ‘corporation  surtax  net 
income’  means  tli£  net  income  minus  the  sum  of  the  follow¬ 
ing  credits : 

“  ( 1 )  The  credit  for  dividends  received  provided  in 
section  26  (b)  ; 

“  (2)  In  the  case  of  a  public  utility,  the  credit  for 
dividends  paid  on  its  preferred  stock  provided  in  section 
26  (h)  ; 

“(3)  In  the  case  of  a  western  hemisphere  trade 
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corporation  (as  defined  in  section  109) ,  the  credit  pro¬ 
vided  in  section  26  (i) . 

“  (b)  Imposition  of  Tax. — There  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon  the  corporation 
surtax  net  income  of  every  corporation  ( except  a  corporation 
subject  to  a  tax  imposed  by  section  231  (a) ,  supplement  G, 
or  supplement  Q)  a  surtax  of  22  per  centum  of  the  amoimt 
of  the  corporation  surtax  net  income  in  excess  of  the  surtax 
exemption  provided  in  section  26  (j) 

SEC.  122.  CREDITS  OF  CORPORATIONS. 

(a)  Dividends  Received  Credit.— Paragraphs  (1) 
and  (2)  of  section  26  (b)  (relating  to  credit  for  dividends 
received)  are  hereby  amended  to  read  as  follows : 

“  (1)  In  general. — 85  per  centum  of  the  amount 
received  as  dividends  (other  than  dividends  described 
in  paragraph  (2)  on  the  preferred  stock  of  a  public 
utility)  from  a  domestic  corporation  which  is  subject  to 
taxation  under  this  chapter;  and 

“  (2)  Certain  preferred  stock.— 62  per  centum 
of  the  amount  received  as  dividends  on  the  preferred 
stock  of  a  public  utility  which  is  subject  to  taxation  under 
this  chapter.” 

(b)  Credit  for  Dividends  Paid  on  Certain  Pre¬ 
ferred  Stock. — The  first  sentence  of  section  26  (h)  (1) 
(relating  to  amount  of  credit  for  dividends  paid  on  certain 
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preferred  stock)  is  hereby  amended  to  read  as  follows:  “In 
the  case  of  a  public  utility,  an  amount  equal  to  27  per 
centum  of  the  lesser  of  (A)  the  amount  of  dividends  paid 
during  the  taxable  year  on  its  preferred  stock  or  (B)  the 
adjusted  net  income  for  such  taxable  year  minus  the  credit 
for  dividends  received  provided  in  subsection  (b)  for  such 
year.” 

(c)  Western  Hemisphere  Trade  Corporations. — 
Section  26  (i)  (relating  to  credit  of  a  western  hemisphere 
trade  corporation)  is  hereby  amended  to  read  as  follows: 

“  (i)  Western  Hemisphere  Trade  Corporations. — 
In  the  case  of  a  western  hemisphere  trade  corporation  (as 
defined  in  section  109),  an  amount  equal  to  27  per  centum 
of  its  normal-tax  net  income  computed  without  regard  to  the 
credit  provided  in  this  subsection.” 

SEC.  123.  SURTAX  EXEMPTIONS  AND  CERTAIN  CREDITS 
OF  RELATED  CORPORATIONS. 

(a)  Limitation  on  Surtax  Exemption  in  the 
Case  op  Belated  Corporations. — Section  26  (relating 
to  credits  of  corporations)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 

“(j)  Surtax  Exemption. — 

“(1)  In  general. — Except  in  the  case  of  a  cor¬ 
poration  to  which  paragraph  (2)  is  applicable  for  the 
taxable  year,  a  surtax  exemption  of  $25,000. 
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“  ( 2 )  Kelated  corporations. — In  the  case  of  a 
corporation  which  on  December  31  of  any  year  is  a 
member  of  a  controlled  group  as  defined  in  paragraph 
( 3 ) ,  a  surtax  exemption,  for  the  taxable  year  which 
includes  such  date,  in  an  amount  equal  to  $25,000 
divided  by  the  number  of  corporations  in  such  group  at 
the  close  of  such  date.  In  lieu  of  such  exemption,  a 
surtax  exemption  of  $25,000  for  the  controlled  group 
may  be  divided  (in  any  manner)  by  the  corporations 
which  at  the  close  of  such  date  are  members  of  such 
group  by  making  and  filing  with  the  Secretary  a  consent 
setting  forth  the  portion  of  the  $25,000  which  will 
be  taken  by  each  member  as  its  surtax  exemption  for 
its  taxable  year  which  includes  such  date.  The  consent 
shall  be  made  and  filed  at  such  time  and  in  such  manner 
as  the  Secretary  by  regulations  may  prescribe.  If  a 
member  of  a  controlled  group  has  a  taxable  year  which 
does  not  include  December  31,  the  surtax  exemption  for 
such  member  for  such  taxable  year  shall  be  an  amount 
equal  to  $25,000  divided  by  the  number  of  corporations 
in  such  group  at  the  close  of  such  taxable  year. 

“  ( 3 )  Definition  of  controlled  group. — For 
the  purposes  of  paragraph  (2),  a  ‘controlled  group’ 
means : 

“  ( A)  Any  group  of  one  or  more  chains  of 
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corporations  connected  through  ownership  with  a 
common  parent  corporation  if — 

“  (i)  stock  possessing  at  least  95  per 
centum  of  the  voting  power  of  all  classes  of 
stock  of  each  of  the  corporations  (except  the 
common  parent  corporation)  is  owned  directly 
by  one  or  more  of  the  other  corporations;  and 
“  (ii)  the  common  parent  corporation  owns 
directly  stock  possessing  at  least  95  per  centum 
of  the  voting  power  of  all  classes  of  stock  of  at 
least  one  of  the  other  corporations,  excluding, 
in  computing  such  voting  power,  stock  held  by 
such  other  corporations. 

“(B)  Any  group  of  two  or  more  corporations 
if  at  least  95  per  centum  of  the  voting  power  of  all 
classes  of  stock  of  each  of  the  corporations  is  owned, 
directly  or  indirectly,  by  or  for  one  individual,  or  is 
owned,  directly  or  indirectly,  by  or  for  not  more 
than  five  individuals  each  of  whom  owns  substan¬ 
tially  the  same  proportion  of  the  voting  power  in 
any  one  of  such  corporations  as  he  owns  in  each  of 
the  other  corporations.  For  the  purposes  of  this 
subparagraph — 

“  (i)  an  individual  shall  be  considered  as 
owning  substantially  the  same  proportion  of  the 
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1  voting  power  in  any  two  corporations  if,  and 

2  only  if,  lie  could  own  the  same  proportion  of  the 

3  voting  power  in  each  by  increasing  by  not  more 

4  than  10  per  centum  his  voting  power  in  one  of 

5  the  corporations  and  decreasing  by  not  more 

6  than  10  per  centum  his  voting  power  in  the 

7  other  corporation ; 

8  “  (ii)  stock  owned,  directly  or  indirectly, 

9  by  or  for  a  corporation,  partnership,  estate, 

10  or  trust,  shall  be  considered  as  being  owned 

11  proportionately  by  or  for  its  shareholders,  part- 

12  •  ners,  or  beneficiaries; 

13  “(  iii)  an  individual  shall  be  considered  as 

14  owning  the  stock  owned,  directly  or  indirectly, 

15  by  or  for  his  spouse; 

16,  “  (iv)  if  an  individual  owns  more  than  50 

17  per  centum  of  the  voting  power  in  any  corpora¬ 
ls  tion  (including  the  voting  power  of  the  stock 

19;  owned  by  him  upon  the  application  of  clauses 


20 


(ii)  and  (iii)  ) ,  such  individual  shall  be  con- 


21  sidered  as  owning  the  stock  owned  in  such  cor- 

22  poration,  directly  or  indirectly,  by  or  for  his 

23  ancestors  and  lineal  descendants; 

24  “  (v)  stock  constructively  owned  by  a  per- 

2^  v,  son  by  reason  of  the  application  of  clause  (ii) 
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shall,  for  the  purpose  of  applying  clause  (ii), 
(iii) ,  or  (iv) ,  be  treated  as  actually  owned  by 
such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of 
clause  (iii)  or  (iv)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying 
either  such  clause  in  order  to  make  another  the 
constructive  owner  of  such  stock;  and 

“  (vi)  if  stock  may  be  treated  as  construc¬ 
tively  owned  by  two  or  more  individuals,  such 
stock  shall,  in  any  computation  to  determine 
the  proportionate  voting  power  of  such  individ¬ 
uals,  be  treated  in  such  computation  as  construc¬ 
tively  owned  by  the  individual  whose  construc¬ 
tive  ownership  of  such  stock  results  in  the 
corporation  being  a  member  of  a  controlled 
group. 

If  a  group  of  corporations  described  in  subparagraph 
(B)  includes  a  common  parent  corporation  included  in 
a  group  described  in  subparagraph  (A),  then  each 
member  of  the  group  described  in  subparagraph  (A)  of 
which  the  common  parent  corporation  is  a  member  shall 
be  a  member  of  the  group  described  in  subparagraph 
(B).  For  the  purposes  of  this  paragraph,  treasury 
stock  shall  not  be  considered  to  be  voting  stock.” 
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(b)  Insurance  Companies.— Section  201  (g)  (re¬ 
lating  to  credits  under  section  26  allowed  life  insurance  com¬ 
panies)  and  section  204  (f)  (relating  to  credits  under  sec¬ 
tion  26  allowed  to  insurance  companies  other  than  life  or 
mutual)  are  each  amended  by  adding  at  the  end  thereof 
the  following  new  sentence:  “In  computing  the  surtax  im¬ 
posed  by  this  section,  in  the  manner  provided  in  section 
15  (b),  the  surtax  exemption  provided  in  section  26  (j) 
shall  be  allowed.” 

(c)  Minimum  Excess  Profits  Credit— The  last 
sentence  of  section  431  (relating  to  definition  of  adjusted 
excess  profits  net  income)  is  hereby  amended  to  read  as 
follows:  “If  such  sum  is  less  than  its  surtax  exemption 
provided  in  section  26  (j)  for  the  taxable  year,  such  sum 
shall  be  increased  to  the  amount  of  its  surtax  exemption 
for  such  year.” 

SEC.  124.  COMPUTATION  OF  ALTERNATIVE  CAPITAL  GAINS 
TAX. 

(a)  Alternative  Tax.— Section  117  (c)  (1)  (relat¬ 
ing  to  alternative  tax  on  corporations)  is  hereby  amended 
by  striking  out  the  second  paragraph  and  inserting  in  lieu 
thereof  the  following: 
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“  ( A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  the  amount  of 
such  excess,  at  the  rates  and  in  the  manner  as  if 
this  subsection  had  not  been  enacted. 

“(B)  There  shall  then  be  ascertained  an 
amount  equal  to  25  per  centum  of  such  excess. 
In  the  case  of  taxable  years  to  which  the  defense 
tax  provided  in  section  16  (c)  is  applicable,  such 
amount  shall  be  increased  by  the  percentage  speci¬ 
fied  in  such  section. 

“(C)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  pins  the  amount 
computed  under  subparagraph  (B) .” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  ending  after  August  31,  1951. 

SEC.  125.  EFFECTIVE  DATE. 

Except  as  provided  in  section  124,  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respect  to 
taxable  years  beginning  after  December  31,  1950.  For 
treatment  of  taxable  years  beginning  in  1950  and  ending 
in  1951,  see  part  III  of  this  title. 
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PART  III— FISCAL  YEAR  TAXPAYERS 
SEC.  131.  FISCAL  YEAR  TAXPAYERS. 

(a)  Amendment  of  Section  108— Section  108  is 
hereby  amended  by  striking  out  paragraph  (2)  of  sub¬ 
section  (f)  and  inserting  in  lieu  thereof  the  following : 

“  (2)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  25  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 

which  the  number  of  days  in  such  taxable  year  after 

% 

June  30,  1950,  and  before  January  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus  (if  the 
taxable  year  ends  in  1951) 

“  (3)  that  portion  of  a  tentative  tax  consisting  of — 
“  (A)  a  tentative  normal  tax  of  30  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

In  computing  for  the  purposes  of  paragraph  ( 2 )  the  normal- 
tax  net  income  and  the  corporation  surtax  net  income,  the 
credits  provided  in  section  26  applicable  to  taxable  years 
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beginning  on  July  1,  1950,  shall  be  allowed  in  the  manner 
and  to  the  extent  provided  in  sections  13  and  15 
applicable  to  years  beginning  on  such  date,  except  that 
such  credits  shall  be  applied  without  regard  to  the  amend¬ 
ments  made  to  section  26  by  title  II  of  the  Excess  Profits 
Tax  Act  of  1950.  In  computing  for  the  purposes  of  para¬ 
graph  (3)  the  normal-tax  net  income  and  the  corporation 
surtax  net  income,  the  credits  provided  in  section  26  appli¬ 
cable  to  taxable  years  beginning  on  January  1,  1951,  shall 
be  allowed  in  the  manner  and  to  the  extent  provided  in  sec¬ 
tions  13  and  15  applicable  to  years  beginning  on  such  date. 

“  (g)  Taxable  Years  of  Corpoeatioxs  Beginning 
Aftee  June  30,  1950,  and  Befoee  1951,  and  Ending 
in  1951. — In  the  case  of  a  taxable  year  of  a  corporation 
beginning  after  June  30,  1950,  and  before  January  1,  1951, 
and  ending  after  December  31,  1950,  the  tax  imposed  by 
sections  13  and  15  shall  be  an  amount  equal  to  the  sum  of— 
“  ( 1 )  that  portion  of  a  tentative  tax,  computed 

t  r 

under  the  provisions  of  sections  13  and  15  applicable 

f  •  /  » 

to  such  taxable  year,  which  the  number  of  days  in  such 
taxable  year  prior  to  January  1,  1951,  bears  to  the 

it  *  '  • 

total  number  of  days  in  such  taxable  year,  plus 

“  ( 2 )  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable  to 
years  beginning  on  January  1,  1951,  as  if  such  pro- 
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visions  were  applicable  to  such  taxable  year,  which  the 
number  of  days  in  such  taxable  year  after  December 
31,  1950,  bears  to  the  total  number  of  days  in  such 
taxable  year.  For  the  purposes  of  this  paragraph  a 
surtax  exemption  of  $25,000  shall  be  allowed  in  lieu 
of  the  exemption  provided  in  section  26  (j) . 

“  (h)  Cebtain  Taxable  Yeaes  of  Individuals 
Beginning  Befoee  Septembee  1,  1951,  and  Ending 
Aftee  August  31,  1951. — In  the  case  of  a  taxable  year 
(other  than  one  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951)  of  a  taxpayer,  other  than  a  corpora¬ 
tion,  beginning  before  September  1,  1951,  and  ending  after 
August  31,  1951,  the  tax  imposed  by  sections  11  and  12, 
section  400,  or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“(i)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  taxable  years  beginning  on  October  1, 
1950,  which  the  number  of  calendar  months  in  such 
taxable  year  prior  to  September  1,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year, 
plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  or  section 
400,  applicable  to  years  beginning  on  September  1, 
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1951,  as  if  such  provisions  (other  than  the  provisions 
relating  to  head  of  household)  were  applicable  to  such 
taxable  year,  which  the  number  of  calendar  months 
in  such  taxable  year  after  August  31,  1951,  bears  to 
the  total  number  of  calendar  months  in  such  taxable 
year. 

For  the  purposes  of  this  subsection,  a  calendar  month  only 
part  of  which  falls  within  the  taxable  year  (A)  shall  be 
disregarded  if  less  than  15  days  of  such  month  are  included 
in  such  taxable  year,  and  ( B )  shall  be  included  as  a  calendar 
month  within  the  taxable  year  if  more  than  14  days  of  such 
month  fall  within  the  taxable  year.  This  subsection  shall 
not  apply  in  the  case  of  a  trust  described  in  section  421 
(b)  (2)  if  the  taxable  year  of  such  trust  began  before 
January  1,  1951.” 

(b)  Computation  of  Excess  Profits  Tax. — Sub¬ 
section  (b)  of  section  430  (relating  to  computation  of  ex¬ 
cess  profits  tax  in  the  case  of  certain  taxable  years )  is  hereby 
amended  to  read  as  follows : 

“(b)  Certain  Taxable  Years  Beginning  Before 
1951.— 

“(i)  Taxable  years  ending  before  January 
l,  1951. — In  the  case  of  a  taxable  year  beginning  be¬ 
fore  July  1,  1950,  and  ending  after  June  30,  1950,  and 
before  January  1,  1951,  the  tax  imposed  by  subsection 
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(a)  shall  be  an  amount  equal  to  that  portion  of  a  tenta¬ 
tive  tax,  computed  under  the  provisions  of  subsection 
(a)  applicable  to  taxable  years  ending  on  December  31, 
1950,  which  the  number  of  days  in  such  taxable  year 
after  June  30,  1950,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

“(2)  Taxable  years  ending  after  December 
31,  1950. — In  the  case  of  a  taxable  year  beginning 
before  January  1,  1951,  and  ending  after  December  31, 
1950,  the  tax  nnposed  by  subsection  (a)  shall  be  an 
amount  equal  to  the  sum  of — 

“(A)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  subsection  (a)  ap- 

' 

plicable  to  taxable  years  ending  on  December  31, 

1950,  which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  January  1, 

1951,  bears  to  the  total  number  of  days  in  such 
taxable  year,  plus 

“(B)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  subsection  (a)  appbcable 
to  taxable  years  beginning  on  January  1,  1951, 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.” 
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(c)  Technical  Amendments.— 

(1)  Section  108  (e)  (2)  is  hereby  amended  by 

inserting  after  “section  400,”  the  following:  “applica¬ 
ble  to  years  beginning  on  October  1,  1950,”. 

(2)  Section  108  (g)  is  hereby  amended  by  strik¬ 
ing  out  “  (g)  ”  and  inserting  in  lieu  thereof  “  (i) 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 
PART  I— WITHHOLDING  OF  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES 
SEC.  201.  COLLECTION  OF  INCOME  TAX  AT  SOURCE  ON 
DIVIDENDS,  INTEREST,  AND  ROYALTIES. 
Subtitle  B  of  the  Internal  Revenue  Code  is  hereby 
amended  by  inserting  before  chapter  7  the  following  new 
chapter : 

“CHAPTER  6— COLLECTION  OF  INCOME  TAX  AT 
SOURCE  ON  DIVIDENDS,  INTEREST,  AND  ROY¬ 
ALTIES 

“Subchapter  A — Dividends  and  Interest 
“SEC.  1200.  DEFINITIONS. 

“As  used  in  this  chapter — 

“(a)  Dividend. — The  term  ‘dividend’  means — 

“(1)  any  distribution  by  a  corporation  which  is  a 
dividend  as  defined  in  section  115  (a)  ;  and 
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“  (2)  a  payment  made  by  a  stockbroker  to  any  per¬ 
son  as  a  substitute  for  a  dividend  (as  defined  in  section 
115  (a)  )  upon  which  a  tax  is  required  to  be  deducted 
and  withheld  under  this  subchapter. 

“(b)  Interest. — The  term  ‘interest’  means — 

“  ( 1 )  interest  on  all  bonds,  debentures,  notes,  cer¬ 
tificates,  or  other  evidences  of  indebtedness,  issued  by 
any  corporation,  with  interest  coupons  or  in  registered 
form; 

“(2)  interest  on  deposits  with  stockbrokers; 

“(3)  interest  on  amounts  held  by  an  insurance 
company  under  an  agreement  to  pay  interest  thereon; 

and 

“(4)  interest  on  the  overpayment  of  any  internal 
revenue  tax,  except  income  or  excess  profits  taxes  im¬ 
posed  upon  corporations. 

“SEC.  1201.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“(a)  Requirement  of  Withholding. — Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  dividend 
or  interest  shall  deduct  and  withhold  upon  such  dividend  or 
interest  a  tax  equal  to  20  per  centum  of  the  amount  thereof. 
If  the  withholding  agent  is  unable  to  determine  the  person 
to  whom  the  dividend  or  interest  is  payable,  such  tax  shall 
be  deducted  and  withheld  at  the  time  payment  thereof  would 
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be  made  if  such  person  were  known.  For  certain  exemptions 
from  withholding,  see  section  1202. 

“(b)  Withholding  Where  Amount  of  Dividend 
is  Unknown. — If  the  withholding  agent  is  unable  to  deter¬ 
mine  the  portion  of  a  distribution  which  is  a  dividend,  the 
tax  required  to  be  deducted  and  withheld  under  this  sub- 
chapter  shall  be  computed  on  the  entire  amount  of  the 
distribution. 

“(c)  Indemnification  of  Withholding  Agent. — 
A  withholding  agent  shall  not  be  liable,  except  as  provided 
in  section  1203,  to  any  person  for  the  amount  of  any  -tax 
required  to  be  deducted  and  withheld  under  this  subchapter. 

“(d)  Credit  for  Tax  Withheld.— For  credit,  against 
the  income  tax  of  the  recipient  of  the  income,  of  amounts 
required  to  be  deducted  and  withheld  under  this  subchapter, 
see  section  35. 

“SEC.  1202.  EXEMPTIONS  FROM  WITHHOLDING. 

“The  provisions  of  this  chapter  shall  not  apply  to: 

“  (a)  A  dividend  paid  in  the  stock  or  rights  to  acquire 
the  stock  of  the  distributing  corporation,  whether  or  not  the 
recipient  of  such  stock  or  rights  had  an  option  to  be  paid 
in  money,  or  other  property,  in  lieu  of  such  stock  or  rights. 

“(b)  Distributions  (other  than  capital  gain  dividends 
described  in  section  362  (b)  (7)  )  to  shareholders  which 
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are  treated  under  chapter  1  as  amounts  received  upon  the 
sale  or  exchange  of  property,  or  distributions  with  respect 
to  which  gain  or  loss  is  not  recognized  under  chapter  1  to 
the  shareholders. 

“  (c)  Any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  under  the  provisions  of  section 
112  (c)  (2)  (relating  to  certain  distributions  made  in  pur¬ 
suance  of  a  plan  of  reorganization) ,  section  115  (g)  (relat¬ 
ing  to  redemptions  of  stock),  or  section  371  (e)  (2)  (re¬ 
lating  to  certain  distributions  pursuant  to  the  order  of  the 
Securities  and  Exchange  Commission) . 

“(d)  A  dividend  paid  by  a  Federal  reserve  bank,  Fed¬ 
eral  land  bank,  Federal  home  loan  hank,  Central  Bank  for 
Cooperatives,  or  Bank  for  Cooperatives. 

“(e)  Any  interest  which,  irrespective  of  the  person  to 
whom  payable,  is  wholly  exempt  from  the  tax  imposed  by 
chapter  1. 

“(f)  Dividends  or  interest  paid  by  a  corporation  to 
another  corporation  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  return 
under  chapter  1  for  the  preceding  taxable  year  of  the  payor 
corporation. 

“  (g)  Dividends  or  interest  paid  by  a  corporation  to  one 
or  more  (1)  governments,  (2)  political  subdivisions  thereof. 
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(3)  international  organizations,  or  (4)  wholly  owned  in¬ 
strumentalities  or  agencies  of  the  foregoing,  if  the  entire 
class  of  stock  in  respect  of  which  such  dividend  is  paid,  or  the 
entire  class  of  obligations  in  respect  of  which  such  interest 
is  paid,  is  owned  by  one  or  more  of  such  governments,  sub¬ 
divisions,  organizations,  instrumentalities,  or  agencies. 

“  (h)  Interest  on  equipment  trust  certificates. 

“(i)  Dividends  or  interest  paid  by  a  foreign  corpora¬ 
tion,  a  nonresident  alien  individual,  any  partnership  not  en¬ 
gaged  in  trade  or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens,  or  by 
an  international  organization. 

“  (j)  (1)  Any  payment  of  a  dividend  or  interest  (ex¬ 
cept  coupon  bond  interest)  to  (A)  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States, 
(B)  a  nonresident  alien  individual,  (C)  any  partnership 
not  engaged  in  trade  or  business  within  the  United  States 
and  composed  in  whole  or  in  part  of  nonresident  aliens,  or 
(D)  any  foreign  government  or  international  organization. 

“  (2)  Any  payment  of  coupon  bond  interest  to  a  person 
described  in  paragraph  (1)  of  this  subsection,  but  only  if  a 
certificate  filed  (in  such  form  and  manner,  and  at  such  time, 
as  the  Secretary  may  by  regulations  prescribe)  with  the 
withholding  agent  discloses  that  the  recipient  of  such  pay- 
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ment  is  a  person  described  in  paragraph  ( 1 ) . 

“  (k)  Any  payment  upon  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section  143 
(a)  (relating  to  tax-free  covenant  bonds,  etc.)  determined 
without  regard  to  the  provisions  of  paragraph  (2)  of  such 
section. 

“  (1)  Interest  on  an  obligation  of  a  corporation,  issued 
before  January  1,  1951,  containing  a  contract  or  provision 
by  which  the  obligor  agrees  to  pay  the  interest  without 
deduction  for  any  tax  which  the  obligor  may  be  required 
to  pay  thereon  or  to  retain  therefrom  under  any  law  of  the 
United  States. 

“(m)  Dividends  paid  pursuant  to  the  terms  of  a  lease 
of  property  entered  into  prior  to  January  1,  1951,  if  under 
such  lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  dividends  without  deduction  for  anv  tax  which 

*/ 

any  law  of  the  United  States  might  require  to  be  deducted 
and  withheld  upon  the  payment  of  dividends. 

“(n)  Amounts  (whether  or  not  designated  as  divi¬ 
dends)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative  bank, 
homestead  association,  credit  union,  or  any  similar  organiza¬ 
tion,  in  respect  of  withdrawable  or  repurchaseable  shares, 
investment  certificates,  or  deposits. 
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“SEC.  1203.  RETURNS  AND  PAYMENT. 

“  (a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe,  by  making  a  return  of  the  total  amount 
of  dividends  and  interest  with  respect  to  which  tax  is 
required  to  be  deducted  and  withheld  by  such  person  under 
this  subchapter  for  such  period  and  paying  a  tax,  for  which 
such  person  shall  be  liable,  in  an  amount  equal  to  20  per 
centum  of  such  total. 

“(b)  Adjustment  of  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  due  for  any  period  under  subsection 
(a)  is  paid  with  respect  to  such  period,  proper  adjustments 
with  respect  to  the  tax  shall  be  made,  without  interest,  in 
such  manner  and  at  such  times  as  may  be  prescribed  by 
regulations  made  under  this  subchapter. 

“SEC.  1204.  CREDIT  FOR  REGULATED  INVESTMENT  COM¬ 
PANIES  AND  PERSONAL  HOLDING  COMPANIES. 

“In  the  case  of  any  withholding  agent  which  is  a  regu¬ 
lated  investment  company  as  defined  in  section  361  or  a 
personal  holding  company  as  defined  in  section  501,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  dividends  and  interest  received 
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by  it  during  a  taxable  year  shall  be  allowed,  under  regula¬ 
tions  prescribed  by  the  Secretary,  as  a  credit  against  (but 
not  in  excess  of)  the  tax  for  which  such  withholding  agent 
is  liable  under  section  1203  (a)  in  respect  of  dividends  and 
interest  paid  by  it  during  such  year.  For  the  purposes  of 
this  section  a  dividend  shall  be  considered  as  having  been 
paid  within  a  taxable  year  (1)  in  the  case  of  a  regulated 
investment  company,  if  treated  as  paid  during  such  taxable 
year  under  section  362  (b)  (8) ,  or  (2)  in  the  case  of  a 
personal  holding  company,  if  claimed  under  section  504  (c) , 
in  computing  undistributed  subchapter  A  net  income,  in  the 
return  for  such  year. 

“Subchapter  B — Royalties 
“SEC.  1220.  DEFINITION  OF  ROYALTY. 

“As  used  in  this  chapter,  the  term  ‘royalty’  means — 
“(a)  any  rent  or  royalty  in  respect  of  mines,  oil 
and  gas  wells,  and  other  natural  deposits,  including  any 
delay  rental  and  any  minimum  royalty,  whether  or  not 
measured  by  production  or  by  a  share  of  gross  or  net 
income  therefrom,  and  any  payment  representing  a 
share  of  the  gross  or  net  income  derived  from  the  ex¬ 
traction  and  sale  of  any  natural  deposit,  but  only  if 
the  recipient  of  such  rent,  royalty,  or  payment  is  not 
personally  obligated  to  pay  a  proportionate  share  of 
development  or  operating  expenses.  For  the  pur- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


41 


poses  of  this  chapter,  if  a  royalty,  as  defined  in 
the  preceding  sentence,  is  paid  in  kind,  such  payment 
shall  not  constitute  payment  of  a  royalty,  but  if  the 
mineral,  oil,  gas,  or  other  natural  deposit  so  received  in 
kind  is  sold  by  or  on  behalf  of  the  recipient  to  the  pro¬ 
ducer  or  under  a  division  order,  the  purchaser  shall  be 
considered  as  making  payment  of  the  royalty  in  an 
amount  equal  to  the  purchase  price ; 

“(b)  any  payment,  however  designated,  made  by 
a  corporation  for  the  privilege  of  using  any  patent,  pend¬ 
ing  application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  including  any  pay¬ 
ments  made  by  an  assignee  or  an  exclusive  licensee 
thereof,  if  measured  by  the  use  of  a  patent,  pending 
application  for  a  patent,  copyright,  secret  process  or 
formula,  trade  mark,  or  trade  brand,  or  if  payable  over 
a  period  substantially  coterminous  with  the  period  of 
the  payor’s  right  to  use  such  property,  but  not  including 
any  payments  in  respect  of  copyrights  made  to  an  or¬ 
ganization  to  which  subsection  (c)  is  applicable;  and 
“(c)  any  payment  made  by  an  organization  to 
its  members  in  respect  of  the  use  of  their  copyrights,  if 
such  organization  is  authorized  to  license  the  use  of  such 
copyrights  and  has  control  of  the  receipt,  allocation,  and 
distribution  of  the  pa}mients  made  for  such  use. 
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“SEC.  1221.  INCOME  TAX  COLLECTED  AT  SOURCE. 

“(a)  Requirement  of  Withholding.— Every  per¬ 
son  making  payment  after  December  31,  1951,  of  a  royalty 
shall  deduct  and  withhold  upon  such  royalty  a  tax  equal  to 
20  per  centum  of  the  amount  thereof.  If  the  withholding- 
agent  is  unable  to  determine  the  person  to  whom  the  royalty 
is  payable,  such  tax  shall  be  deducted  and  withheld  at  the 
time  payment  thereof  would  be  made  if  such  person  were 
known.  For  certain  exemptions  from  withholding  see  sec¬ 
tion  1222. 

“(b)  Tax  Paid  by  Recipient. — If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  subchapter,  fails 
to  deduct  and  withhold  the  tax  under  this  subchapter,  and 
thereafter  the  tax  against  which  such  tax  may  be  credited  is 
paid,  the  tax  so  required  to  be  deducted  and  withheld  shall 
not  be  collected  from  the  withholding  agent,  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 

“(c)  Liability  for  Tax. — The  withholding  agent 
shall  be  liable  for  the  payment  of  the  tax  required  to  be 
deducted  and  withheld  under  this  subchapter,  and  shall  not 
be  liable  to  any  person  for  the  amount  of  any  such  payment. 
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“(d)  Refunds  and  Credits. — 

“(1)  Withholding  agent. — Where  there  has 
been  an  overpayment  of  tax  under  this  subchapter, 
refund  or  credit  shall  be  made  to  the  withholding  agent 
only  to  the  extent  that  the  amount  of  such  overpayment 
was  not  deducted  and  withheld  under  this  subchapter 
by  the  withholding  agent. 

“(2)  Recipient. — For  credit,  against  the  income 
tax  of  the  recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  subchapter,  see  section  35. 
“SEC.  1222.  EXEMPTIONS  FROM  WITHHOLDING. 

“The  provisions  of  this  chapter  shall  not  apply  to — 
“  (a)  Royalties  paid  to  a  corporation  or  to  a  govern¬ 
ment  or  political  subdivision  thereof. 

“(b)  Royalties  paid  by  a  foreign  corporation,  a  non¬ 
resident  alien  individual,  a  partnership  not  engaged  in  trade 
or  business  within  the  United  States  and  composed  in  whole 
or  in  part  of  nonresident  aliens,  or  an  international  organi¬ 
zation. 

“(c)  Royalties  paid  to  (1)  a  nonresident  alien  indi¬ 
vidual,  (2)  a  partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in  whole  or  in  part 
of  nonresident  aliens,  or  (3)  an  international  organization. 
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“SEC.  1223.  RETURNS  AND  PAYMENT. 

“  (a)  In  General. — Every  person  required  under  this 
subchapter  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  such  tax  and  shall  pay  such  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe. 

“  (b)  Adjustment  of  Tax. — If  more  or  less  than  the 
correct  amount  of  tax  imposed  by  this  subchapter  is  paid 
with  respect  to  any  payment  of  royalties,  proper  adjustments, 
with  respect  both  to  the  tax  and  the  amount  to  be  deducted, 
shall  be  made,  without  interest,  in  such  manner  and  at  such 
times  as  may  be  prescribed  by  regulations  made  under  this 
subchapter. 

“SEC.  1224.  RECEIPTS. 

“(a)  Requirement. — Every  person  required  under 
this  subchapter  to  deduct  and  withhold  tax  on  a  royalty, 
shall,  not  later  than  January  31  of  the  year  succeeding  the 
calendar  year  in  which  the  royalty  is  paid,  furnish  to  the 
payee  of  the  royalty  a  written  statement  showing  the  amount 
of  the  royalties  paid  to  such  payee  during  such  calendar 
year,  and  the  amount  of  tax  deducted  and  withheld  under 
this  subchapter  in  respect  of  such  royalties. 

“(b)  Statements  To  Constitute  Information 
Returns. — The  statements  required  to  he  furnished  by  this 
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section  in  respect  of  any  royalty  shall  be  furnished  at  such 
other  times,  shall  contain  such  other  information,  and  shall 
he  in  such  form  as  the  Secretary  may  by  regulations  pre¬ 
scribe.  A  duplicate  of  such  statement  if  made  and  filed  in 
accordance  with  regulations  prescribed  by  the  Secretary  shall 
constitute  the  return  required  to  be  made  in  respect  of  such 
royalties  under  section  147. 

“(c)  Extension  of  Time— The  Secretary,  under 
regulations  prescribed  by  him,  may  grant  to  any  person  a 
reasonable  extension  of  time  (not  in  excess  of  30  days)  with 
respect  to  the  statements  required  to  be  furnished  by  such 
person  under  this  section. 

“SEC.  1225.  PENALTIES. 

“(a)  Criminal  Penalty. — In  lieu  of  any  other  pen¬ 
alty  provided  by  law  (except  the  penalty  provided  by  sub¬ 
section  (b)  of  this  section),  any  person  required  under  the 
provisions  of  section  1224  to  furnish  a  statement  who  will¬ 
fully  furnishes  a  false  or  fraudulent  statement,  or  who  will¬ 
fully  fails  to  furnish  a  statement  in  the  manner,  at  the  time, 
and  showing  the  information  required  under  section  1224, 
or  regulations  prescribed  thereunder,  shall  for  each  such 
offense,  upon  conviction  thereof,  be  fined  not  more  than 
$1,000,  or  imprisoned  for  not  more  than  one  year,  or  both. 

“  (b)  Civil  Penalty. — In  addition  to  the  penalty  pro- 
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1  vided  by  subsection  (a)  of  this  section,  any  person  required 

2  under  the  provisions  of  section  1224  to  furnish  a  statement 

3  who  willfuUy  furnishes  a  false  or  fraudulent  statement,  or 

4  who  willfully  fails  to  furnish  a  statement  in  the  manner,  at 

5  the  time,  and  showing  the  information  required  under  section 

6  1224,  or  regulations  prescribed  thereunder,  shall  for  each  such 

7  offense  he  subject  to  a  civil  penalty  of  not  more  than  $50. 


47 


1  “Subchapter  C — General  Provisions 

2  “SEC.  1230.  DEFINITIONS. 

3  “As  used  in  this  chapter — 

4  (a)  Taxable  Yeae. — The  term  Taxable  year’  shall 

5  have  the  same  meaning  as  when  used  in  chapter  1. 

6  “(b)  Person. — The  term  ‘person’  includes  any  gov- 

7  ernment  or  political  subdivision,  or  agenc}^  or  instrumentality 

8  thereof. 

9  “(c)  Nonresident  Alien. — The  term  ‘nonresident 

10  alien  individual’  includes  an  alien  resident  of  Puerto  Rico. 

1 1  “SEC.  1231.  NONDEDUCTIBILITY  OF  TAX  IN  COMPUTING 

12  NET  INCOME. 

13  “Any  tax  deducted  and  withheld  under  this  chapter  shall 

14  not  be  allowed  as  a  deduction  in  computing  net  income  for 

15  the  purpose  of  any  tax  on  income  imposed  by  Act  of 
Id  Congress. 

1?  “SEC.  1232.  RETURN  AND  PAYMENT  BY  GOVERNMENTAL 

18  PAYOR. 

19  “If  the  person  referred  to  in  section  1203  (a)  or  1223 

20  (a)  is  the  United  States,  or  a  State,  Territory,  or  political 

21  subdivision  thereof,  or  the  District  of  Columbia,  or  an}?' 

22  agency  or  instrumentality  of  any  one  or  more  of  the  fore- 
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going,  the  return  and  payment  required  by  such  sections 
shall  be  made  by  any  officer  or  employee  of  the  Unitea 
States,  or  of  such  State,  Territory,  or  political  subdivision, 
or  of  the  District  of  Columbia,  or  of  such  agency  or  instru¬ 
mentality,  as  the  case  may  be,  having  control  of  the  payment 
of  the  dividend,  interest,  or  royalty,  or  appropriately  desig¬ 
nated  for  that  purpose. 

“SEC.  1233.  TAX-EXEMPT  ORGANIZATIONS— REFUND. 

“In  the  case  of  a  person  which  is  exempt  from  the  tax 
imposed  by  chapter  1,  if  the  amount  required  to  be  deducted 
and  withheld  as  tax  under  this  chapter  with  respect  to 
dividends  and  interest  received  by  it  during  any  calendar 
quarter,  and  the  amount  deducted  and  withheld  as  tax  under 
this  chapter  with  respect  to  royalties  received  by  it  during 
such  calendar  quarter,  exceed  the  credit  claimed  by  and 
allowed  to  such  person  under  section  1637  for  such  quarter, 
the  excess  shall  be  immediately  refunded  or  credited  to  such 
person  as  an  overpayment  of  the  tax  imposed  by  this  chap¬ 
ter,  but  only  if  claim  therefor  is  filed  (or,  if  no  claim  is 
filed,  if  credit  or  refund  is  made)  after  the  close  of  such 
calendar  quarter  and  on  or  before  March  15  of  the  fourth 
calendar  year  beginning  after  the  close  of  such  calendar 
quarter.  No  interest  shall  he  allowed  or  paid  with  respect 
to  any  such  refund  or  credit  for  any  period  prior  to  the  date 
on  which  claim  for  such  refund  or  credit  is  filed  or  prior  to 
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March  16  of  the  calendar  year  succeeding  the  close  of  the 
calendar  quarter  in  respect  of  which  such  refund  or  credit 
is  claimed,  whichever  date  is  the  later. 

“SEC.  1234.  FAILURE  TO  FILE  RETURNS. 

“In  case  of  a  failure  to  make  and  file  any  return  re¬ 
quired  under  this  chapter  within  the  time  prescribed  by 
law  or  prescribed  by  the  Secretary  in  pursuance  of  law, 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause 
and  not  to  willful  neglect,  the  addition  to  the  tax  or  taxes 
required  to  be  shown  on  such  return  shall  not  be  less  than  $5. 
“SEC.  1235.  OTHER  LAWS  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700,  and  the 
provisions  of  section  3661,  shall,  insofar  as  applicable  and 
not  inconsistent  with  the  provisions  of  this  chapter,  be  ap¬ 
plicable  with  respect  to  the  tax  under  this  chapter.” 

SEC.  202.  CREDIT  FOR  TAX  WITHHELD. 

Section  35  (relating  to  credit  against  income  tax)  is 
hereby  amended  as  follows: 

( 1 )  by  striking  from  the  heading  thereof  the  words 
“ON  WAGES”; 

(2)  by  inserting  at  the  beginning  of  the  first  para¬ 
graph  thereof  the  following  heading:  “  (a)  Credit  for 
Tax  Withheld  on  Wages.—”;  and 
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(3)  by  inserting  at  the  end  thereof  the  following 
new  subsection: 

“  (b)  Credit  for  Tax  Withheld  on  Dividends,  In¬ 
terest,  and  Royalties. — Under  regulations  prescribed  by 
the  Secretary — 

“  ( 1 )  In  general. — The  amount  required  to  be 
deducted  and  withheld  as  tax  under  chapter  6  upon  any 
payment  of  a  dividend  or  interest,  and  the  amount  de¬ 
ducted  and  withheld  as  tax  under  such  chapter  upon 
any  payment  of  a  royalty,  shall  be  allowed  as  a  credit, 
to  the  recipient  of  the  income,  against  the  tax  imposed 
by  this  chapter  for  the  taxable  year  in  which  the  divi¬ 
dend,  interest,  or  royalty  is  received. 

“(2)  Partnerships,  trusts,  and  estates— If 
the  recipient  of  the  dividend,  interest,  or  royalty  is  a 
partnership  or  a  common  trust  fund,  then  the  credit 
shall  not  be  allowed  to  such  recipient,  but  the  members 
of  the  partnership,  or  the  participants  in  the  common 
trust  fund,  as  the  case  may  be,  shall  be  allowed  their 
proportionate  share  of  such  credit.  If  the  recipient  is 
an  estate  or  trust,  and  if  any  legatee,  heir,  or  beneficiary 
subject  to  the  tax  imposed  by  this  chapter  is  required 
to  include  a  portion  of  such  dividend,  interest,  or  royalty 
in  computing  his  net  income,  such  legatee,  heir,  or 
beneficiary  shall  be  allowed  such  portion  of  the  credit 
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as  is  properly  allocable  to  him  on  the  basis  of  the  in* 
come  allocable  to  him  under  section  162  for  the  tax¬ 
able  year  of  the  estate  or  trust,  and  such  portion  of  the 
credit  shall  not  be  allowed  to  the  estate  or  trust. 

“(3)  Regulated  investment  companies  and 
personal  holding  companies. — In  the  case  of  a  regu¬ 
lated  investment  company  or  a  personal  holding  com¬ 
pany,  the  credit  provided  in  paragraph  (1)  shall  be 
reduced  by  the  amount  of  credit  allowed  such  company 
under  section  1204. 

“(4)  Tax  exempt  organizations— The  credit 
provided  by  this  subsection  shall  not  be  allowed  to  any 
recipient  which  is  exempt  from  income  tax.  For  credit 
against  the  liability  of  such  a  recipient  in  respect  of  the 
employment  taxes  imposed  by  subchapter  A  and  sub¬ 
chapter  D  of  chapter  9,  see  section  1637.  For  refund 
under  chapter  6  in  the  case  of  such  a  recipient,  see 
section  1233.” 

SEC.  203.  CREDITS  IN  CASE  OF  ORGANIZATIONS  EXEMPT 
FROM  TAX. 

Subchapter  E  of  chapter  9  (relating  to  employment  taxes) 
is  hereby  amended  by  adding  after  section  1636  the  following 
new  section: 
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“SEC.  1637.  SPECIAL  CREDIT  IN  CASE  OF  ORGANIZATIONS 
EXEMPT  FROM  INCOME  TAX. 

“In  the  case  of  any  person  (including  any  government 
or  political  subdivision,  agency,  or  instrumentality  thereof) 
which  is  exempt  from  the  tax  imposed  by  chapter  1,  the 
amount  required  to  be  deducted  and  withheld  as  tax  under 
chapter  6  with  respect  to  dividends  and  interest  received 
by  it  during  any  calendar  quarter,  and  the  amount  deducted 
and  withheld  as  tax  under  such  chapter  with  respect  to 
royalties  received  by  it  during  such  calendar  quarter,  shall 
be  allowed,  under  regulations  prescribed  by  the  Secretary, 
as  a  credit  against  (but  not  in  excess  of)  the  amount  shown 
on  the  return  of  such  person  as  its  liability  (after  the  adjust¬ 
ments,  if  any,  provided  for  in  sections  1401  (c)  and  1411) 
for  such  quarter  in  respect  of  the  taxes  imposed  by  sub¬ 
chapter  A  and  subchapter  D  of  this  chapter.  Such  credit 
shall  be  allowed  only  if  claim  therefor  is  made,  in  accord¬ 
ance  with  such  regulations,  at  the  time  of  the  filing  of  the 
return  under  subchapter  A  and  subchapter  D  for  such  quarter. 
For  refund  under  chapter  6,  see  section  1233.” 

SEC.  204.  TECHNICAL  AMENDMENTS. 

(a)  Tax  Computed  by  Collector.— Section  51  (f) 
(relating  to  tax  computed  by  collector)  is  hereby  amended 
to  read  as  follows: 

“(f)  Tax  Computed  by  Collector. — 
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“  ( 1 )  Return  requirements— An  individual  en¬ 
titled  to  elect  to  pay  the  tax  imposed  by  supplement  T 
whose  gross  income  is  less  than  $5,000  and  is  entirely 
from  one  or  more  of  the  following  sources:  wages  as 
defined  in  section  1621  (a) ,  or  dividends  (other  than 
a  capital  gain  dividend  as  defined  in  section  362  (b) 
(7)  )  or  interest  on  which  tax  is  required  to  be  deducted 
and  withheld  under  chapter  6,  shall  at  his  election  be 
relieved,  by  using  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection,  from  show¬ 
ing  on  the  return  the  tax  imposed  by  this  chapter.  In 
’  such  case  the  tax  shall  be  computed  by  the  collector. 

“  ( 2 )  Result  of  computation. — After  the  col¬ 
lector  has  computed  the  tax,  he  shall  mail  to  the  tax¬ 
payer  a  notice  stating  the  amount  determined  by  the 
collector  as  payable  and  making  demand  therefor. 

“  (3)  Regulations. — The  Secretary  shall  prescribe 
regulations  for  carrying  out  this  subsection,  and  such 
regulations  may  provide  for  the  application  of  the  rules 
of  this  subsection  to  cases  where  the  gross  income  in¬ 
cludes  items  other  than  those  enumerated  in  paragraph 
(1)  if  the  gross  income  from  such  other  sources  is  not 
more  than  $200,  and  to  cases  where  the  gross  income  is 
$5,000  or  more  but  not  more  than  $5,200.  Such  regu¬ 
lations  shall  provide  for  the  application  of  this  sub- 
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section  in  the  case  of  husband  and  wife,  including  pro¬ 
visions  determining  when  a  joint  return  under  this 
subsection  may  he  permitted  or  required  and  what  con¬ 
stitutes  a  joint  return,  whether  the  liability  shall  be  joint 
and  several,  and  whether  one  spouse  may  make  return 
under  this  subsection  and  the  other  without  regard  to 
this  subsection. 

“  (4)  Method  of  election. — The  election  to 
have  the  benefits  of  this  subsection  shall  be  made  by 
making  return  on  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subsection.  An  elec¬ 
tion  so  made  shall  constitute  an  election  to  pay  the  tax 
imposed  by  supplement  T.” 

(b)  Requirement  of  Declaration  of  Estimated 
Tax. — Section  58  (a)  (relating  to  declaration  of  estimated 
tax)  is  hereby  amended  to  read  as  follows: 

“  (a)  Requirement  of  Declaration. — Every  in¬ 
dividual  (other  than  an  estate  or  trust  and  other  than  a 
nonresident  alien  with  respect  to  whose  wages,  as  defined 
in  section  1621  (a),  withholding  under  subchapter  D  of 
chapter  9  is  not  made  applicable,  but  including  every  alien 
individual  who  is  a  resident  of  Puerto  Rico  during  the  entire 
taxable  year)  shall,  at  the  time  prescribed  in  subsection  (d) , 
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make  a  declaration  of  liis  estimated  tax  for  the  taxable 
year  if — 

“Cl  his  gross  income  from  wages  (as  defined  in 
section  1621)  and  from  dividends,  interest,  and  royal¬ 
ties,  as  defined  in  chapter  6,  upon  which  a  tax  is  required 
to  be  deducted  and  withheld  under  such  chapter,  can 
reasonably  be  expected  to  exceed  the  sum  of  $4,500 
plus  $600  with  respect  to  each  exemption  provided  in 
section  25  (b)  ;  or 

“(2)  his  gross  income  from  sources  other  than 
wages  (as  defined  in  section  1621)  and  other  than 
dividends,  interest,  and  royalties,  as  defined  in  chapter  6, 

i 

upon  which  a  tax  is  required  to  he  deducted  and  with¬ 
held  under  such  chapter,  can  reasonably  be  expected  to 
exceed  $100  for  the  taxable  year  and  his  gross  income 
to  be  $600  or  more.” 

(c)  Credit  Under  Section  143— Section  143  (relat¬ 
ing  to  withholding  of  tax  at  source)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new  subsection: 

“  (i)  Credit  for  Tax  Withheld  at  Source. — 
Where  any  person  is  required  to  deduct  and  withhold  a  tax 
under  subsection  (b)  on  an  amount  on  which  a  tax  was  re¬ 
quired  to  be  deducted  and  withheld  under  subchapter  A  of 
chapter  6,  or  on  an  amount  on  which  a  tax  was  deducted  and 
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withheld  under  subchapter  B  of  such  chapter,  such  person 
shall  deduct  and  withhold  only  the  excess  of — 

“(1)  the  amount  which  would  be  required  to  he 
deducted  and  withheld  under  subsection  (b)  but  for  the 
application  of  chapter  6,  over 

“  (2)  the  amount  required  to  he  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable/’ 

(d)  Credit  Under  Section  144. — Section  144  (relat¬ 
ing  to  payment  of  corporation  income  tax  at  source)  is 
hereby  amended  by  striking  out  the  period  at  the  end 
thereof  and  adding  in  lieu  thereof  the  following:  Pro¬ 

vided  further,  That,  where  any  person  is  required  under 
this  section  to  deduct  and  withhold  a  tax  on  an  amount 
on  which  a  tax  was  required  to  be  deducted  and  withheld 
under  subchapter  A  of  chapter  6,  or  on  an  amount  on  which 
a  tax  was  deducted  and  withheld  under  subchapter  B  of 
such  chapter,  such  person  shall  deduct  and  withhold  only 
the  excess  of— 

“  ( 1 )  the  amount  which  would  he  required  to  he 
deducted  and  withheld  under  this  section  but  for  the 
application  of  chapter  6,  over 
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“  ( 2 )  the  amount  required  to  be  deducted  and  with¬ 
held  under  subchapter  A  of  chapter  6,  or  the  amount 
deducted  and  withheld  under  subchapter  B  of  such 
chapter,  whichever  is  applicable.” 

(e)  Information  at  Source. — Subsections  (a)  and 
(b)  of  section  147  (relating  to  information  at  source)  are 
hereby  amended  to  read  as  follows : 

“(a)  Payments  of  Bent,  Salaries,  Interest, 
Etc. — All  persons,  in  whatever  capacity  acting,  including 
lessees  or  mortgagors  of  real  or  personal  property,  fidu¬ 
ciaries,  and  employers,  making  payment  to  another  person, 
of — 

“  ( 1 )  rent,  salaries,  wages,  premiums,  annuities, 
compensations,  remunerations,  emoluments,  or  other 
fixed  or  determinable  gains,  profits,  and  income  (other 
than  payments  described  in  section  148  (a)  or  149) ,  of 
$600  or  more  in  any  taxable  year,  or 

“(2)  interest,  upon  which  tax  is  required  to  he 
deducted  and  withheld  under  chapter  6,  of  $300  or  more 
in  any  taxable  year,  or 

“  (3)  interest,  upon  which  tax  is  not  required  to  he 
deducted  and  withheld  under  chapter  6,  of  $100  or  more 
in  any  taxable  year, 
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1  or,  in  the  case  of  such  payments  made  hy  the  United  States, 

2  the  officers  or  employees  of  the  United  States  having  infor- 

3  mation  as  to  such  payments  and  required  to  make  returns 

4  in  regard  thereto  by  the  regulations  hereinafter  provided  for, 

5  shall  render  a  true  and  accurate  return  to  the  Secretary, 

6  under  such  regulations  and  in  such  form  and  manner  and  to 

7  such  extent  as  may  be  prescribed  by  him,  setting  forth  the 

8  amount  of  such  gains,  profits,  and  income,  and  the  name  and 

9  address  of  the  recipient  of  such  payment. 

10  “(b)  Returns  Regardless  of  Amount  of  Pat- 

11  ment. — Such  returns  may  be  required,  regardless  of 

12  amounts,  (l)  in  the  case  of  payments  of  interest,  and  (2) 

13  .  in  the  case  of  collections  of  items  (not  payable  in  the  United 

14  States)  of  interest  upon  the  bonds  of  foreign  countries  and 

15  interest  upon  the  bonds  of  and  dividends  from  foreign 

16  corporations  by  persons  undertaking  as  a  matter  of  business 

17  or  for  profit  the  collection  of  foreign  payments  of  such 

18  interest  or  dividends  by  means  of  coupons,  checks,  or  hills 

19  of  exchange.  This  subsection  shall  not  apply  to  payments 

20  of  interest  (other  than  coupon  bond  interest)  upon  which 

21  tax  is  required  to  be  deducted  and  withheld  under  chapter  6.” 

22  (f)  Information  by  Corporations.— Section  148 

23  (a)  (relating  to  information  by  corporations  in  the  case  of 

24  dividend  payments)  is  hereby  amended  hy  inserting  a 

25  comma  in  lieu  of  the  period  at  the  end  thereof  and  adding 
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the  following:  “except  that  if  the  amount  of  dividends  paid 
to  any  shareholder  during  a  calendar  year  is  less  than  $300 
and  tax  is  required  to  be  deducted  and  withheld  under  chap¬ 
ter  6  upon  the  entire  amount  of  such  dividends,  no  such 
return  shall  be  required  with  respect  to  such  shareholder  for 
such  calendar  year.” 

'(g)  Clerical  Amendment— Section  169  (b)  (re¬ 
lating  to  taxation  of  common  trust  funds)  is  hereby  amended 
by  striking  out  “or  chapter  6”  and  by  striking  out  “chapters” 
and  inserting  in  lieu  thereof  “chapter”. 

(h)  Amount  of  Credit  Considered  as  Payment.— 
Section  322  (a)  (2)  (relating  to  refunds  and  credits)  is 
hereby  amended  to  read  as  follows : 

“(2)  Treatment  of  credits. — The  amount  of 
the  credit  provided  in  section  35  against  the  tax  for  any 
taxable  year  shall,  to  the  extent  thereof,  be  considered 
as  payment  of  the  tax  for  such  year,  whether  or  not  the 
withholding  agent  has  paid  to  the  collector  the  amount 
of  the  tax  deducted  and  withheld  at  the  source  under 
subchapter  D  of  chapter  9  or  subchapter  B  of  chapter  6 
or  the  amount  of  tax  required  to  be  deducted  and  with¬ 
held  at  source  under  suhchapter  A  of  chapter  6.” 

(i)  Special  Period  of  Limitations  for  Small 
Refunds  on  Tax  Withheld  at  Source. — Section  322 
(b)  (relating  to  statute  of  limitations  on  filing  claim  for 
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credit  or  refund)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  (7)  Special  period  of  limitations  with  re¬ 
spect  TO  CERTAIN  OVERPAYMENTS  RESULTING  FROM 
TAX  WITHHELD  ON  DIVIDENDS,  INTEREST,  OR  ROYAL¬ 
TIES. — In  the  case  of  an  individual  filing  a  claim  for 
credit  or  refund  of  an  overpayment  for  a  taxable  year 
for  which  he  was  not  required  under  section  51  (a)  to 
make  a  return,  if  the  overpayment  is  attributable  to  the 
credit  allowed  under  section  35  for  tax  required  to  be 
deducted  and  withheld  under  subchapter  A  of  chapter  6 
(relating  to  tax  withheld  at  source  on  dividends  and 
interest)  or  for  tax  deducted  and  withheld  under  sub- 
chapter  B  of  such  chapter  (relating  to  tax  withheld  at 
source  on  royalties) ,  in  lieu  of  the  period  of  limitation 
prescribed  in  paragraph  ( 1 ) ,  the  period  shall  be  seven 
years  from  the  date  prescribed  by  law  for  filing  a  return 
for  the  taxable  year  with  respect  to  which  the  claim  is 
made.  In  such  a  case,  the  amount  of  credit  or  refund 
may  exceed  the  portion  of  the  tax  paid  within  the  period 
prescribed  in  paragraph  ( 2 ) ,  to  the  extent  of  the 
amount  of  the  overpayment  attributable  to  such  credit 
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allowed  under  section  35,  or  to  the  extent  of  $2,  which¬ 
ever  is  the  lesser.” 

(j)  Presumptions  as  to  Date  of  Payment. — Sec¬ 
tion  322  (e)  (relating  to  presumption  as  to  date  of  pay¬ 
ment)  is  hereby  amended  to  read  as  follows: 

“(e)  Presumptions  as  to  Date  of  Payment. — For 
the  purpose  of  this  section — 

“  ( 1 )  any  amount  allowable  as  a  credit  under  sec¬ 
tion  32  (relating  to  credit  for  tax  withheld  at  source  on 
tax-free  covenant  bonds  and  on  payments  to  nonresi¬ 
dent  aliens  and  foreign  corporations)  or  under  section 
35  (relating  to  credit  for  tax  withheld  at  source  on 
wages,  dividends,  interest,  and  royalties)  shall,  in  re¬ 
spect  of  the  person  entitled  to  such  credit,  be  deemed 
to  have  been  paid  by  him  on  the  last  day  prescribed 
by  law  (determined  without  regard  to  any  extension  of 
time  granted  the  taxpayer)  for  the  filing  of  the  return 
for  his  taxable  year  with  respect  to  which  such  amount 
is  allowable  as  a  credit;  and 

“(2)  any  amount  paid  as  estimated  tax  for  any 
taxable  year  shall  be  deemed  to  have  been  paid  on  the 
last  day  prescribed  by  law  (determined  without  regard 
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to  any  extension  of  time  granted  the  taxpayer)  for  the 
filing  of  the  return  for  such  taxable  year.” 

(k)  Interest  on  Overpayments— Section  3771  (f) 
is  hereby  amended  to  read  as  follows : 

“(f)  Tax  Withheld  at  Source  and  Estimated 
Tax.— 

“(i)  Claims  filed  under  special  period  of 

LIMITATIONS  PROVIDED  IN  SECTION  322  (b)  (7)r — If 
credit  or  refund  of  the  overpayment  would  be  barred 
under  section  322  (b)  except  for  paragraph  (7)  thereof, 
no  interest  shall  be  allowed  or  paid  with  respect  to  the 
overpayment  for  any  period  ending  prior  to  the  expira¬ 
tion  of  six  months  after  the  date  on  which  the  claim 
was  filed. 

“(2)  Cross  reference. — Eor  date  of  payment  in 
respect  of  estimated  tax  and  tax  withheld  at  source,  see 
section  322  (e).” 

(l)  Definition  of  Withholding  Agent. — Section 
3797  (a)  (16)  is  hereby  amended  by  striking  out  “143  or 
144”,  and  by  inserting  in  lieu  thereof  “143,  144,  1201,  or 
1221”. 

(m)  Effective  Date. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  be  applicable  to  taxable  years 
beginning  after  December  31,  1951. 
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PART  II— INCREASE  IN  WITHHOLDING  OF  TAX 
AT  SOURCE  ON  WAGES 
SEC.  221.  PERCENTAGE  METHOD  OF  WITHHOLDING. 

Section  1622  (a)  (relating  to  percentage  method  of 
withholding)  is  hereby  amended  by  striking  out  “18  per 
centum”  and  inserting  in  lieu  thereof  “20  per  centum”. 

SEC.  222.  WAGE  BRACKET  WITHHOLDING. 

The  tables  contained  in  section  1622  (c)  (1)  (relating 
to  wage  bracket  withholding)  are  hereby  amended  to  read 
as  follows: 
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“If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

2 

s 

4 

s 

6 

7 

8 

» 

10  or 

At  least 

Bat  less 

more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0. . . 

$13 . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$13 . . 

$14 . 

$2.  70 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$14 . 

$15 _ 

2. 90 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$15 . 

$16 . 

3. 10 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$16. . . 

$17 . . 

3. 30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$17 . 

$18... . 

3.  50 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$18 . . 

$19 _ 

3.70 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$19 . . 

$20 _ 

3.90 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$20 _ 

$21 _ 

4.20 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$21 _ 

$22 . 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$22 . 

$23 _.  . 

4.60 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$23 . 

$24.. . 

4.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$24 _ 

$25 _ 

5.00 

2. 40 

0 

0 

0 

0 

0 

0 

0 

o' 

0 

$25 _ 

$26... . 

6.20 

2. 60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$26 . . 

$27 _ 

5.40 

2. 80 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$27_r _ 

$28 _ 

5.60 

3. 00 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

$28.1 _ 

$29 _ 

5.80 

3. 20 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

$29 _ 

$30 _ 

6.00 

3.40 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$30 . 

$31 . . 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

$31 . 

$32. . . 

6.  40 

3. 80 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$32 . 

$33  .  . 

6.  60 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

$33 . 

$34 . 

6. 80 

4.20 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$34 . . 

$35 . 

7. 00 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

$35. . 

$36 . . 

7. 20 

4.60 

2. 00 

0 

0 

0 

0 

0 

0 

0 

0 

$36__ . 

$37 . 

7. 40 

4.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

$37 . 

$38  ... 

7. 60 

5.00 

2. 40 

0 

0 

0 

0 

0 

0 

0 

0 

$38. . 

$39 . 

7. 80 

5.20 

2. 60 

0 

0 

0 

0 

0 

0 

0 

0 

$39. . 

$40 . 

8.  00 

5.40 

2. 80 

.20 

0 

0 

0 

0 

0 

0 

0 

$40 _ 

$41 . 

8.20 

5.60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

$41. . 

$42 _ 

8. 40 

5.  80 

3.20 

.60 

0 

0 

0 

0 

0 

0 

0 

$42. . 

$43 . 

8. 60 

6.00 

3.40 

.80 

0 

0 

0 

0 

0 

0 

0 

$43 _ 

$44... . 

8. 80 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

$44.. . 

$45  ._ 

9.  00 

6.  40 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

0 

$45. . 

$46 . 

9.  20 

6. 60 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

$46 _ 

$47 _ 

9. 40 

6. 80 

4.  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$47. . 

$48 _ 

9.60 

7. 00 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

$48 . . 

$49 . 

9.80 

7.  20 

4.60 

2. 00 

0 

0 

0 

0 

0 

0 

0 

$49 . 

$50. . . 

10.00 

7.40 

4.80 

2.  20 

0 

0 

0 

0 

0 

0 

0 

$50 _ 

$51 _ 

10. 20 

7. 60 

5. 00 

2.40 

0 

0 

0 

0 

0 

0 

0 

$51 _ 

$52 _ 

10. 40 

7. 80 

5.  20 

2. 60 

0 

0 

0 

0 

0 

0 

0 

$52 _ 

$53 _ 

10. 60 

8. 00 

5.  40 

2. 80 

.20 

0 

0 

0 

0 

0 

0 

$53 _ 

$54 . 

10. 80 

8.20 

5.  60 

3.  00 

.40 

0 

0 

0 

0 

0 

0 

$54 . 

$55 _ 

11.00 

8.40 

5.  80 

3.  20 

.70 

0 

0 

0 

0 

0 

0 

$55 . 

$56 _ 

11.20 

8. 60 

6. 00 

3.  50 

.90 

0 

0 

0 

0 

0 

0 

$56 . . 

$57 . 

11.40 

8.80 

6.  20 

3.70 

1. 10 

0 

0 

0 

0 

0 

0 

$57 _ 

$58 _ 

11.60 

9.00 

6.50 

3.  90 

1.30 

0 

0 

0 

0 

0 

0 

$58 _ 

$59. . . 

11.80 

9.  30 

6. 70 

4. 10 

1.50 

0 

0 

0 

0 

0 

0 

$59 _ _ 

$60 _ 

12.  00 

9.  50 

6.90 

4.30 

1. 70 

0 

0 

0 

0 

0 

0 

$60 . 

$62 . 

12.  40 

9. 80 

7.20 

4.  60 

2. 00 

0 

0 

0 

0 

0 

0 

$62... . 

$64 . 

12.  80 

10.  20 

7.  60 

5.00 

2.  40 

0 

0 

0 

0 

0 

0 

$64 _ 

$66. . 

13.20 

10. 60 

8. 00 

5.  40 

2.  80 

.20 

0 

0 

0 

0 

0 

$66. . 

$68. . 

13.  60 

11.00 

8.40 

5.80 

3.20 

.60 

0 

0 

0 

0 

0 

$68 . . 

$70 _ 

14.  00 

11.40 

8.80 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

$70 . . 

$72.. . 

14.  40 

11.80 

9.20 

6.60 

4.00 

1.40 

0 

0 

0 

0 

0 

$72..  .  .. 

$74. . 

14.  80 

12.20 

9.60 

7.00 

4.  40 

1.80 

0 

0 

0 

0 

0 

$74 _ 

$76 . 

15.20 

12.  60 

10.00 

7. 40 

4. 80 

2.20 

0 

0 

0 

0 

0 

$78 . 

15.00 

13.00 

10. 40 

7. 80 

5.20 

2.60 

0 

0 

0 

0 

0 

$78 _ 

$80 _ 

16.  00 

13.40 

10. 80 

8. 20 

5.60 

3.00 

.40 

0 

0 

0 

0 

$80 _ 

$82 _ 

16.  40 

13.  80 

11.  20 

8.00 

6. 00 

3. 40 

.80 

0 

0 

0 

0 

$82 _ 

$84. . 

16.  80 

14.20 

11.60 

9. 00 

6.  40 

3. 80 

1.20 

0 

0 

0 

0 

$84 . . 

$86 _ 

17.20 

14.  60 

12.  00 

9.  40 

6. 80 

■4.20 

1.60 

0 

0 

0 

0 

$86. . 

$88.. . 

17.  60 

15.00 

12.40 

9.  SO 

7.  20 

4. 60 

2.00 

0 

0 

0 

0 

$88 _ 

$90.. . . 

18.00 

15.  40 

12.  80 

10.20 

7.60 

5.00 

2.  40 

0 

0 

0 

0 

*90 _ 

$92. . 

18.  40 

15.80 

13.20 

10.60 

8. 00 

5.40 

2.90 

.30 

0 

0 

0 

$92 _ 

$94 _ 

18.  80 

16.  20 

13.60 

11.00 

8.40 

5.90 

3.30 

.70 

0 

0 

0 

$94 . . 

$96 _ 

19.20 

16.60 

14.00 

11.40 

8. 90 

6. 30 

3. 70 

1.10 

0 

0 

0 

$96 _ 

$98 _ 

19.60 

17.  00 

14.50 

11.90 

9. 30 

6.  70 

4. 10 

1.50 

0 

0 

0 

$98 _ 

$100 _ 

20.  00 

17.50 

14.90 

12.30 

9.70 

7.10 

4.  60 

1.90 

0 

0 

0 

$100 _ 

$105 _ 

20. 80 

18.  20 

15.  60 

13.00 

10.  40 

7.80 

6.20 

2.  60 

0 

0 

0 

$105 . 

$110 _ 

21.80 

19.  20 

16.  60 

14.  00 

11.40 

8.80 

6.20 

3.60 

1.00 

0 

0 

$110....... 

$115. . 

22.  80 

20.20 

17.60 

15. 00 

12.40 

9.80 

7.20 

4.60 

2.00 

0 

0 

$115 . 

$120 . 

23.80 

21.  20 

18.60 

16.00 

13.  40 

10. 80 

8.  20 

6.  60 

3.00 

.40 

0 

$120  . 

$125 _ 

24.80 

22.  20 

19.  60 

17. 00 

14.40 

11.80 

9.20 

6.  60 

4.00 

1.40 

0 

$125.. . 

$130. . 

25.80 

23.20 

20.60 

18.00 

15.  40 

12. 80 

10.20 

7.60 

5.00 

2.50 

0 

$130 _ 

$135 _ 

26.  80 

24.20 

21.60 

19.00 

16.  40 

13. 90 

11.30 

8. 70 

6.10 

3.50 

.90 

8135 

$140 . 

27.  80 

25.  20 

22.  70 

20. 10 

17.  50 

14.  90 

12. 30 

9. 70 

7. 10 

4.  50 

1.90 

$140 . 

$145 . 

28.90 

26.  30 

23.  70 

21.10 

18.  50 

15.  90 

13.30 

10.70 

8. 10 

5.  50 

2.90 

$145.. . 

$150 . 

29.90 

27.  30 

24.  70 

22.10 

19.  50 

16.90 

14. 30 

11.70 

9. 10 

6.60 

3.90 

$150 . . 

$160 . 

31.40 

28.  80 

26.  20 

23.  60 

21.00 

18. 40 

15.  80 

13.  20 

10.  60 

8.00 

5.  40 

$160 . 

$170 . 

33.40 

30. 80 

28.  20 

25.  60 

23.  00 

20.40 

17. 80 

15. 20 

12.60 

10.00 

7.50 

$170 _ 

$180.. . 

35.  40 

32.  80 

30.  20 

27.  60 

25.10 

22.50 

19. 90 

17.  30 

14.70 

12.10 

9.50 

$180 _ 

$190 . 

37.  50 

34.90 

32.  30 

29.70 

27.10 

24.50 

21.90 

19.  30 

16.  70 

14. 10 

11.50 

$190 . 

$200 . 

39.50 

36.90 

34. 30 

31.70 

29. 10 

26.50 

23.90 

21. 30 

18.70 

16. 10 

13.50 

$200  and  over . 

20  percent  of  the  excess  over  $200  plus— 

40.  60 


37.90 

36.30 

32.70 

30. 10 

27.50 

24.90 

22. 30 

19.70 

17. 10 

14.60 
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“If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is 

0 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least 

But  less 
than 

more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 _ 

$26 . . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$26. . . 

$28 _ 

$5.  50 

.39 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$28 _ 

$30 . . 

5.90 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30 _ 

$32 _ 

6.30 

1. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$32 . 

$34 _ 

6.70 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$34 _ 

$36 _ 

7. 10 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36 . 

$38. . . 

7.50 

2. 30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38 _ 

$40 _ 

7.90 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 _ 

$42. . 

8.30 

3.  in 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42 . 

$44.... 

8.70 

3.  50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

$46 _ 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46.  . . 

$48 _ 

9.  50 

4. 30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50 _ 

9.90 

4.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50... 

$52 _ 

10.30 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52 _ 

$54 _ 

10.  70 

5.50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$54... . 

$56.. . 

11. 10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$56 _ 

$58 . . 

11.50 

6.  40 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$58.. . . 

$60. . . 

11.90 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$60.... 

$62. . 

12.  40 

7.  20 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

$62 _ 

$64 _ 

12.80 

7.60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$64.... 

$66 _ 

13.20 

8.00 

2.80 

0 

0 

0 

0 

0 

0 

0 

0 

$66 _ 

$68 _ 

13.  60 

8.40 

3.20 

0 

0 

0 

0 

0 

0 

0 

0 

$68.... 

$70 _ 

14.00 

8.80 

3.60 

0 

0 

0 

0 

0 

0 

0 

0 

$70 _ 

$72. . . 

14.  40 

9.  20 

4.00 

0 

0 

0 

0 

0 

0 

0 

0 

$72.. . 

$74. . . 

14.80 

9.60 

4. 40 

0 

0 

0 

0 

0 

0 

0 

0 

$74 . . 

$76 _ 

15.  20 

10.  00 

4.80 

0 

0 

0 

0 

0 

0 

0 

0 

$76 . 

$78. . . 

15.  60 

10.  40 

5.  20 

0 

0 

0 

0 

0 

0 

0 

0 

$78 . . 

$80. . . 

16.00 

10.80 

5.60 

.40 

0 

0 

0 

0 

0 

0 

0 

$80 . 

$82. . . 

16.  40 

11.  20 

6.00 

.80 

0 

0 

0 

0 

0 

0 

0 

$82.... 

$84. . 

16.  80 

11.60 

6.40 

1.20 

0 

0 

0 

0 

0 

0 

0 

$84 _ 

$86 _ 

17.  20 

12.00 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

$86 _ 

$88. . . 

17.  60 

12.  40 

7.  20 

2. 00 

0 

0 

0 

0 

0 

0 

0 

$88 . 

$90 _ 

IS.  00 

12.80 

7.60 

2.40 

0 

0 

0 

0 

0 

0 

0 

$90 _ 

$92 _ 

18.40 

13.  20 

8.  00 

2.90 

0 

0 

0 

0 

0 

0 

0 

$92 . . 

$94 _ 

18.  80 

13.  60 

8.40 

3.30 

0 

0 

0 

0 

0 

0 

0 

$94.... 

$96 _ 

19.20 

14.  00 

8.  90 

3.70 

0 

0 

0 

0 

0 

0 

0 

$96 _ 

$98 _ 

19.60 

14.  50 

9.  30 

4. 10 

0 

0 

0 

0 

0 

0 

0 

$98 _ 

$100 _ 

20.00 

14.90 

9.70 

4.  50 

0 

0 

0 

0 

0 

0 

0 

$100 _ 

$102 _ 

20.50 

15.  30 

10. 10 

4.90 

0 

0 

0 

0 

0 

0 

0 

$102...  . 

$104. . . 

20.90 

15.70 

10.  50 

5.  30 

.10 

0 

0 

0 

0 

0 

0 

$104. . . 

$106 _ 

21.30 

16. 10 

10.  90 

5.70 

.50 

0 

0 

0 

0 

0 

0 

$106 _ 

$108.. . 

21.70 

16.50 

11. 30 

6. 10 

.90 

0 

0 

0 

0 

0 

0 

$108 . 

$110 _ 

22.10 

16.  90 

11.70 

6.50 

1.30 

0 

0 

0 

0 

0 

0 

$110 _ 

$112 _ 

22.  50 

17.30 

12. 10 

6.  90 

1.70 

0 

0 

0 

0 

0 

0 

$112 _ 

$114 _ 

22.  90 

17.70 

12. 50 

7.30 

2.  10 

0 

0 

0 

0 

0 

0 

$114 . 

$116 _ 

23.30 

18.10 

12.  90 

7.70 

2.50 

0 

0 

0 

0 

0 

0 

$116 . 

$118.. . 

23.70 

18.  50 

13.30 

8.10 

2.90 

0 

0 

0 

0 

0 

0 

$118 _ 

$120.. . 

24.10 

18. 90 

13.70 

8. 50 

3.30 

0 

0 

0 

0 

0 

0 

$120 _ 

$124 _ 

24.70 

19.  50 

14.30 

9.10 

3.90 

0 

0 

0 

0 

0 

0 

$124 _ 

$128 _ 

25.  50 

20.30 

15. 10 

9.90 

4.70 

0 

0 

0 

0 

0 

0 

$128 _ 

$132 _ 

26.30 

21.10 

15.  90 

10.  70 

5. 60 

.40 

0 

0 

0 

0 

0 

$132 _ 

$136 _ 

27. 10 

21.90 

16.80 

11.60 

6.40 

1.20 

0 

0 

0 

0 

0 

$136 _ 

$140 _ 

27.  90 

22.80 

17.60 

12. 40 

7.20 

2.00 

0 

0 

0 

0 

0 

$140 _ 

$144 _ 

28. 80 

23.60 

18.40 

13.20 

8  00 

2.  80 

0 

0 

0 

0 

0 

$144 _ 

$148 _ 

29.60 

24.40 

19.20 

14.00 

8. 80 

3.60 

0 

0 

0 

0 

0 

$148 _ 

$152 _ 

30. 40 

25.20 

20. 00 

14.80 

9.60 

4.40 

0 

0 

0 

0 

0 

$152 . 

$156 _ 

31.20 

26.  00 

20.  80 

15.  60 

10. 40 

5.  20 

0 

0 

0 

0 

0 

$156... 

$160 . 

32.  no 

26.80 

21.60 

16.40 

11.20 

6.00 

.80 

0 

0 

0 

0 

$160  . 

$164 _ 

32. 80 

27.60 

22. 40 

17.20 

12.00 

6.80 

1.70 

0 

0 

0 

0 

$164 _ 

$168 . 

33. 60 

28.40 

23.20 

IS.  00 

12.80 

7.  70 

2.50 

0 

0 

0 

0 

$168 . 

$172 . . 

34.  40 

29.20 

24.  00 

18.  80 

13.70 

8. 50 

3.30 

0 

0 

0 

0 

$172 

$176 . 

35.  20 

30.00 

24.90 

19.  70 

14.50 

9.30 

4. 10 

0 

0 

0 

0 

$176 _ 

$180 _ 

36.00 

30.  90 

25.  70 

20.50 

15.30 

10. 10 

4. 90 

0 

0 

0 

0 

$180 _ 

$184 _ 

36. 90 

31.70 

26.  50 

21.30 

16.10 

10. 90 

5. 70 

.50 

0 

0 

0 

$184 _ 

$188 _ 

37.70 

32.50 

27.30 

22.10 

16.  90 

11.70 

6. 50 

1.30 

0 

0 

0 

$188 _ 

$192 _ 

38.50 

33.30 

28.10 

22.  90 

17.70 

12.50 

7.30 

2. 10 

0 

0 

0 

$192 _ 

$196 _ 

39. 30 

34.10 

28.  90 

23.70 

18.  50 

13. 30 

8. 10 

2.90 

0 

0 

0 

$196. . 

$200 _ 

40.10 

34.  90 

29.  70 

24.  50 

19.30 

14. 10 

8.  90 

3.70 

0 

0 

0 

$200 _ 

$210 _ 

41.50 

36.30 

31.10 

25.  90 

20.70 

15.  60 

10.  40 

5.20 

0 

0 

0 

$210 . 

$220 _ 

43.  50 

38.30 

33.20 

28.00 

22.  80 

17.  60 

12.  40 

7.20 

2.00 

0 

0 

$220... 

$230 _ 

45.60 

40.  40 

35.  20 

30,00 

24.80 

19.  60 

14.40 

9.20 

4.00 

0 

0 

$230 _ 

$240 _ 

47.60 

42.  40 

37.20 

32.  00 

26.80 

21.60 

16.40 

11.20 

6.00 

.90 

0 

$240 _ 

$250 . . 

49.60 

44.40 

39. 20 

34.00 

28.  80 

23.70 

18.50 

13.30 

8.10 

2.  90 

0 

$250 _ 

$260 _ 

51.60 

46.40 

41.30 

36.  10 

30.90 

25.70 

20.  50 

15.30 

10. 10 

4.90 

0 

$260 _ 

$270 _ 

53.  70 

48.  50 

43.30 

38.  10 

32.90 

27.70 

22.  50 

17. 30 

12.10 

6.90 

1.70 

$970 

$280 . . 

55. 70 

50.  50 

45.30 

40. 10 

34.  90 

29.  70 

24.50 

19.30 

14.10 

9.00 

3.80 

$280 _ 

$290 _ 

57.  70 

52.50 

47.30 

42. 10 

36.90 

31.80 

26.60 

21.40 

16.20 

11.00 

5.  80 

$290. . 

$300.. . 

$300 _ 

$320 _ 

59. 70 
62.80 

54.50 

57.60 

49.40 

52.40 

44.20 

47.20 

39.00 

42,00 

33.80 

36.80 

28.60 

31.60 

23.40 

26.40 

18.20 

21.20 

13.00 

16.00 

7.80 

10.90 

$320 _ 

$340 _ 

$340. . 

$360 _ 

66. 80 
70.  90 

61.60 
65.  70 

56.40 

60.50 

51.20 
55. 30 

46. 10 

50.10 

40.  90 
44.90 

35.70 
39.  70 

30.  50 
34.50 

25. 30 

29. 30 

20. 10 
24. 10 

14.90 

19.00 

$360. . 

$380 _ 

$380 . 

$400 _ 

74. 90 
79.00 

69.  70 
73.80 

64.50 

68.60 

59.  30 
63.40 

54.20 

58.20 

49.00 

53.00 

43.80 

47.80 

38.60 

42.60 

33.40 

37.40 

28.20 

32.20 

23.00 

27. 10 

$400  and  over... . 

20  percent  of  the  excess  over  $400  plus— 

75.80 

70. 60 

65. 40 

60.20 

55.00 

49.80 

44.70 

39. 50 

34.30 

29. 10 
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“If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is — 


At  least 

But  less 
than 

0 

1 

2 

3 

4 

S 

6 

7 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 . 

$28.. . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$28  . 

$30 . 

$5.90 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$30 . 

$32 . . 

6.  30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$32 _ 

$34.. . 

6.  70 

1. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$34 _ 

$36 . 

7.10 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36 . 

$38 . . 

7.50 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38  . 

$40 . 

7.  90 

2.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 . 

$42 . 

8.30 

2.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42  . 

$44. . 

8.  70 

3. 10 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$44 . 

$46 _ 

9. 10 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 _ 

$48 . . 

9. 50 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50 . 

9.  90 

4.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50 . 

$52 _ 

10.  30 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$52 . 

$54 . 

10.  70 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$54  _ 

$56 . 

11. 10 

5.  50 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$56 

$58 . 

11.  50 

5.  90 

.30 

0 

0 

0 

0 

0 

0 

0 

o 

$58 _ 

$60 . 

11.90 

6. 30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

$60 _ 

$62 _ 

12.40 

6.  70 

1.10 

0 

0 

0 

0 

0 

0 

0 

o 

$62 . 

$64 _ 

12. 80 

7. 10 

1.50 

0 

0 

0 

0 

0 

0 

0 

o 

$64  ... 

$66.. . . 

13.  20 

7.  50 

1. 90 

0 

0 

0 

0 

0 

0 

0 

o 

$66.. . 

$68 _ 

13.60 

7.90 

2.30 

0 

0 

0 

0 

0 

0 

0 

0 

$68. . . 

$70 _ 

14.00 

8. 30 

2.  70 

0 

0 

0 

0 

0 

0 

0 

0 

$70 . 

$72... . 

14.  40 

8. 80 

3.10 

0 

0 

0 

0 

0 

0 

0 

0 

$72 . 

$74 . 

14. 80 

9.  20 

3.50 

0 

0 

0 

0 

0 

0 

0 

o 

$74 . 

$76. . . 

15.  20 

9.  60 

3. 90 

0 

0 

0 

0 

0 

0 

0 

o 

$76 _ 

$78. . . 

15.60 

10.00 

4.30 

0 

0 

0 

0 

0 

0 

0 

0 

$78 . 

$80_ . 

16.  00 

10.  40 

4.70 

0 

0 

0 

0 

0 

0 

0 

0 

$80 _ 

$82 _ 

16.  40 

10.80 

6. 20 

0 

0 

0 

0 

0 

0 

0 

o 

$82 . . 

$84 . 

16. 80 

11.20 

5.60 

0 

0 

0 

0 

0 

0 

0 

o 

$84. . 

$86... . 

17.20 

11.60 

6.00 

.30 

0 

0 

0 

0 

0 

0 

0 

$86 _ 

$88. . 

17.60 

12.00 

6.  40 

.70 

0 

0 

0 

0 

0 

0 

0 

$88-. . 

$90.. . . 

18.00 

12.  40 

6. 80 

1.10 

0 

0 

0 

0 

0 

0 

0 

$90 _ 

$92_ . 

18. 40 

12.  80 

7.20 

1.60 

0 

0 

0 

0 

0 

0 

o 

$92 . . 

$94 . 

18.80 

13.  20 

7.60 

2.00 

0 

0 

0 

0 

0 

0 

0 

$94. . . 

$96 _ 

19.  20 

13.  60 

8.00 

2.40 

0 

0 

0 

0 

0 

0 

o 

$96 _ 

$98 . . 

19.  60 

14.  00 

8.  40 

2.80 

0 

0 

0 

0 

0 

0 

o 

$98 . 

$100 . 

20.00 

14.40 

8. 80 

3.20 

0 

0 

0 

0 

0 

0 

0 

$100 _ 

$102 _ 

20.50 

14.80 

9.  20 

3.60 

0 

0 

0 

0 

0 

0 

0 

$102.. . 

$104 _ 

20.90 

15.  20 

9. 60 

4.00 

0 

0 

0 

0 

0 

0 

o 

$104 . 

$106. . 

21.30 

15.60 

10.00 

4.  40 

0 

0 

0 

0 

0 

0 

0 

$106. . 

$108 _ 

21.  70 

16.  00 

10.40 

4. 80 

0 

0 

0 

0 

0 

0 

0 

$108 _ 

$110 . 

22. 10 

16. 40 

10.80 

5.20 

0 

0 

0 

0 

0 

0 

0 

$110._ . 

$112 . . 

22.  50 

16. 90 

11.20 

5.60 

0 

0 

0 

0 

0 

0 

0 

$112 _ 

$114 _ 

22.  90 

17. 30 

11.60 

6.00 

.40 

0 

0 

0 

0 

0 

0 

$114 . 

$116 . . 

23.30 

17.  70 

12. 00 

6.  40 

.80 

0 

0 

0 

0 

0 

0 

$116 . 

$118 . . 

23. 70 

18.10 

12. 40 

6.80 

1.20 

0 

0 

0 

0 

0 

0 

$118 _ 

$120 _ 

24. 10 

18.50 

12. 80 

7.20 

1.60 

0 

0 

0 

0 

0 

o 

$120 . . 

$124  _ 

24.70 

19. 10 

13.50 

7.80 

2.20 

0 

0 

0 

0 

0 

o 

$124 . 

$128 . . 

25. 50 

19. 90 

14.30 

8.60 

3.00 

0 

0 

0 

0 

0 

0 

$128 . 

$132 . 

26. 30 

20.70 

15. 10 

9.  60 

3. 80 

0 

0 

0 

0 

o 

o 

$132 . . 

$136 _ 

27. 10 

21.50 

15.90 

10. 30 

4.60 

0 

0 

0 

0 

0 

0 

$136 _ 

$140 . . 

27. 90 

22. 30 

16. 70 

11.10 

5. 40 

0 

0 

0 

0 

0 

0 

$140 . 

$144 . 

28.80 

23.10 

17. 60 

11.90 

6.30 

.60 

0 

0 

0 

0 

0 

$144. . . 

$148 . . 

29. 60 

23.90 

18. 30 

12. 70 

7.10 

1.40 

0 

0 

0 

0 

0 

$148 _ 

$152 . 

30. 40 

24.  80 

19. 10 

13. 50 

7. 90 

2. 30 

0 

0 

0 

0 

0 

$152. . 

$156 _ 

31.20 

25.60 

19. 90 

14.30 

8. 70 

3.10 

0 

0 

0 

0 

0 

$156. . 

$160 _ 

32. 00 

26.  40 

20.  70 

15. 10 

9.50 

3.90 

0 

0 

0 

o 

o 

$160 . 

$164  . 

32. 80 

27.20 

21.60 

15.90 

10. 30 

4.70 

0 

o 

o 

o 

o 

$164 _ 

$168 _ 

33.60 

28.00 

22.40 

16.  70 

11.10 

5.50 

0 

0 

0 

0 

0 

$168 . 

$172  . 

34. 40 

28.  80 

23.  20 

17. 60 

11.90 

6.30 

.70 

o 

o 

o 

o 

$172 . 

$176 . 

35.  20 

29.  60 

24.  00 

18.40 

12.  70 

7. 10 

1.50 

o 

o 

o 

o 

$176 _ 

$180.. . 

36.00 

30.  40 

24.80 

19.20 

13.50 

7. 90 

2. 30 

0 

0 

0 

0 

$180 _ 

$184 . - 

36. 90 

31.20 

25.60 

20. 00 

14. 40 

8.70 

3.10 

0 

0 

0 

0 

$184 . . 

$188 _ 

37.  70 

32.  00 

26.  40 

20. 80 

15.20 

9.  50 

3.90 

0 

0 

0 

0 

$188 _ 

$192 _ 

38.  50 

32.  90 

27.20 

21.60 

16.00 

10. 40 

4.70 

0 

0 

0 

0 

$192 _ 

$196 . - 

39.30 

33.70 

28.00 

22.  40 

16.80 

11.20 

5.50 

0 

0 

0 

0 

$196 _ 

$200 _ 

40.  10 

34.50 

28.  80 

23.20 

17.60 

12.  00 

6. 30 

.70 

0 

0 

0 

$200 _ 

$210 _ 

41.50 

35. 90 

30.  30 

24.60 

19. 00 

13.40 

7.80 

2.10 

0 

0 

0 

$210— 

$220 . . 

43.  50 

37.90 

32.30 

26.  70 

21.00 

15.  40 

9. 80 

4.20 

0 

0 

0 

$220— 

$230. . 

45.60 

39. 90 

34. 30 

28.  70 

23. 10 

17.40 

11.80 

6.20 

.60 

0 

0 

$230. . 

$240 _ 

47.60 

42.  00 

36.30 

30. 70 

25.10 

19.  50 

13.80 

8.20 

2.60 

0 

0 

$240 _ 

$250 _ 

49.60 

44.00 

38. 40 

32.  70 

27. 10 

21.  50 

15. 90 

10. 20 

4.60 

0 

0 

$250 _ 

$260 _ 

51. 60 

46.00 

40.  40 

34.80 

29. 10 

23.  50 

17. 90 

12.30 

6.60 

1.00 

0 

$260. . 

$270 . 

53.70 

48.00 

42.40 

36.80 

31.20 

25.50 

19.90 

14.30 

8. 70 

3.00 

0 

$270 _ 

$280 . . 

55.  70 

50.  10 

44.  40 

38.80 

33.20 

27.  60 

21.90 

16. 30 

10.  70 

5. 10 

0 

$280 . . 

$290 . . 

57.  70 

52. 10 

46.  50 

40.  80 

35.  20 

29.  60 

24.  00 

18. 30 

12. 70 

7. 10 

1  50 

$290 _ 

$300 _ 

59.  70 

54. 10 

48.  50 

42.  90 

37.20 

31.60 

26.00 

20.  40 

14. 70 

9. 10 

3.50 

$300 . 

$320 . 

62. 80 

57.20 

51.50 

45.  90 

40.30 

34.70 

29.  00 

23.  40 

17.80 

12.20 

6.50 

$320 _ 

$340  _ 

66.  80 

61.20 

55.  60 

50.  00 

44.30 

38.  70 

33. 10 

27.  50 

21  80 

16  20 

10  60 

$340 . . 

$360 _ 

70.  90 

65.30 

59. 60 

54.  00 

48. 40 

42.  80 

37. 10 

31  50 

25  90 

20  30 

14  60 

$360 _ 

$380 _ 

74.90 

69. 30 

63.70 

58.  10 

52.40 

46.80 

41.20 

35.60 

29.90 

24.30 

18.70 

$380.. . 

$400... 

79.00 

73.40 

67.  70 

62. 10 

56.  50 

50.  90 

45.20 

39. 60 

34. 00 

28.  40 

22.70 

$400 _ 

$420 

83.00 

77.  40 

71.  80 

66.  20 

60.  50 

54.  90 

49  30 

43  70 

38  00 

32  40 

26  80 

$420 . . 

$440 _ 

87. 10 

81.60 

75.80 

70. 20 

64.60 

59. 00 

53. 30 

47.70 

42. 10 

36.50 

30.80 

$440 _ 

$460 

91.  10 

85.  50 

79.  90 

74. 30 

68.  60 

63.  00 

57  40 

51  80 

46  10 

40  50 

34  90 

$460 . 

$480 . 

95.20 

89. 60 

83.90 

78.  30 

72. 70 

67.' 10 

61.40 

55.80 

50.20 

44.60 

38^90 

$480 . 

$500.. . 

99. 20 

93.60 

88.00 

82. 40 

76.70 

71.10 

65. 50 

69. 90 

54.20 

48.60 

43.00 

$500  and  over _ 

20  percent  of  the  excess  over  $500  plus — 

101.30 

95.60 

90.00 

84.40 

78.80 

73. 10 

67.50 

61.90 

56.30 

50.60 

45.00 

6? 

‘‘If  the  payroll  period  with  respect  to  an  employee  is  monthly 


And  the  wages  are — 


At  least 


Bat  less 
than 


And  the  number  of  withholding  exemptions  claimed  is- 


1 

2 

3 

4 

5 

( 

r 

8 

9 

The  amount  of  tax  to  be  withheld  shall  be— 


10  or 
more 


$0  _ 

$56... 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$56 _ 

$60. . . 

$11*70 

.50 

0 

0 

o 

o 

o 

o 

o 

$00 . 

$64. .. 

12.  60 

1.30 

o 

o 

o 

o 

o 

o 

$64 _ 

$68-. . . 

13. 40 

2. 10 

0 

o 

o 

o 

o 

o 

o 

$68 _ 

$72 _ 

14.  20 

2.  90 

o 

o 

o 

o 

o 

o 

$72 . 

$76._ . 

15.  00 

3.  70 

0 

0 

o 

o 

o 

o 

o 

$76  _ 

$80-.- 

15.  80 

4.  50 

o 

o 

o 

o 

o 

$80 _ 

$84 . . 

16.  60 

5.  40 

0 

o 

o 

o 

o 

o 

o 

$84 _ 

$88- . - 

17.40 

6.  20 

0 

0 

0 

o 

o 

o 

o 

o 

$88.. . - 

$92. . . 

18.  20 

7. 00 

o 

o 

o 

o 

o 

o 

o 

$92 _ 

$96 _ 

19. 00 

7. 80 

o 

o 

o 

o 

o 

o 

o 

$96 _ 

$100 _ 

19.  80 

8.  60 

0 

o 

o 

o 

o 

o 

o 

o 

$100 . 

$104 _ 

20.  70 

9.  40 

o 

o 

o 

o 

o 

o 

o 

o 

$104 _ 

$108 . 

21.  50 

10.  20 

o 

o 

o 

o 

o 

o 

o 

$108 _ 

$112  -. 

22.  30 

11.00 

o 

o 

o 

o 

o 

o 

$112 . . 

$116 _ 

23. 10 

11.  80 

.60 

o 

o 

o 

o 

o 

o 

o 

$116 . . 

$120  . . 

23.  90 

12.  60 

1.  40 

o 

o 

o 

o 

o 

o 

$120 _ 

$124 _ 

24.  70 

13.  50 

2.  20 

o 

o 

o 

o 

o 

o 

$124 . . 

$128 _ 

25.  50 

14.  30 

3.  00 

o 

o 

o 

o 

o 

o 

o 

$128 _ 

$132 _ 

26.  30 

15.  10 

3.  80 

o 

o 

o 

o 

o 

o 

o 

$132 _ 

$136-_. 

27. 10 

15.  90 

4.60 

o 

o 

o 

o 

o 

o 

o 

$136 _ 

$140 _ 

27.  90 

16.  70 

5.  40 

o 

o 

o 

o 

o 

o 

o 

$140 _ 

$144 _ 

28.80 

17.  50 

6.30 

o 

o 

o 

o 

o 

o 

o 

$144 _ 

$148-- 

29.  60 

18.  30 

7. 10 

o 

o 

o 

o 

o 

o 

$148 . — 

$152 . 

30.  40 

19.  10 

7.  90 

o 

o 

o 

o 

o 

o 

o 

$152__ . 

$156 _ 

31.  20 

19.  90 

8.  70 

o 

o 

o 

o 

o 

o 

o 

$156  _ 

$160  -. 

32.00 

20.  70 

9.  50 

o 

o 

o 

o 

o 

o 

o 

$160 . 

$164 _ 

32.  80 

21.  60 

10.  30 

o 

o 

o 

o 

o 

o 

o 

$164 _ 

$168 _ 

33.  60 

22.  40 

11. 10 

o 

o 

o 

o 

o 

o 

o 

$168 _ 

$172 

34.  40 

23.  20 

11.  90 

.70 

o 

o 

o 

o 

o 

o 

$172 . 

$176 _ 

35.  20 

24.  00 

12.  70 

1.50 

o 

o 

o 

o 

o 

o 

$176.. . 

$180 _ 

36.00 

24.  80 

13.50 

2.  30 

o 

o 

o 

o 

o 

o 

$180 _ 

$184 _ _• 

36.  90 

25.  60 

14.  40 

3. 10 

o 

o 

o 

o 

o 

o 

$184 _ 

$188 _ 

37.  70 

26.  40 

15.  20 

3.  90 

o 

o 

o 

o 

o 

o 

$188 _ 

$192 . 

38.  50 

27.  20 

16.  00 

4.  70 

o 

o 

o 

o 

o 

o 

$192 _ 

$196 _ 

39.  30 

28.  00 

16.80 

5.  50 

o 

o 

o 

o 

o 

o 

$196 . - 

$200 _ 

40.10 

28.80 

17.60 

6.  30 

0 

0 

0 

0 

0 

0 

$200  _ 

$204  _ 

40.  90 

29.  70 

18.  40 

7.  20 

o 

o 

o 

o 

o 

o 

$204 _ 

$208 _ 

41.70 

30.  50 

19.  20 

8.  00 

o 

o 

o 

o 

o 

o 

$208 . 

$212 _ 

42.  50 

31.  30 

20.  00 

8.  80 

o 

o 

o 

o 

o 

o 

$212 _ 

$216 _ 

43.  30 

32. 10 

20.80 

9.60 

o 

o 

o 

o 

o 

o 

$216 _ 

$220 _ 

44. 10 

32.  90 

21.60 

10.  40 

o 

o 

o 

o 

o 

o 

$220 _ 

$224  _ 

45. 00 

33.  70 

22.  50 

11.  20 

o 

o 

o 

o 

o 

o 

$224 _ 

$228  _ 

45. 80 

34.  50 

23.  30 

12.  00 

.80 

o 

o 

o 

o 

o 

$228 . 

$232 _ 

46.60 

35.  30 

24. 10 

12.80 

1. 60 

0 

0 

0 

0 

0 

$232 . 

$236 . 

47.40 

36.  10 

24.  90 

13.60 

2.  40 

0 

o 

o 

o 

o 

$236 _ 

$240 _ 

48.20 

36.  90 

25.  70 

14.40 

3.20 

0 

0 

0 

0 

0 

$240 . - 

$248 _ 

49. 40 

38.20 

26.90 

15.  70 

4.  40 

0 

0 

0 

0 

0 

$248 _ 

$256- . 

51.00 

39.80 

28.50 

17.  30 

6.  00 

0 

0 

0 

0 

0 

$256- . - 

$264. . 

52.70 

41.40 

30.20 

18.  90 

7.  70 

0 

0 

0 

0 

0 

$264 . 

$272 _ 

54. 30 

43.00 

31.80 

20.  50 

9.30 

0 

o 

o 

o 

o 

$272 _ 

$280. . . 

55. 90 

44.  60 

33. 40 

22. 10 

10.90 

0 

0 

0 

0 

0 

$280. . . 

$288 . . 

57.  50 

46. 30 

35.00 

23.80 

12.50 

1.30 

0 

0 

0 

0 

$288 _ 

$296. . 

59.10 

47. 90 

36.60 

25.  40 

14. 10 

2.90 

0 

0 

0 

0 

$296. . . 

$304 _ 

60. 80 

49.  50 

38.  30 

27.00 

15.80 

4.  50 

0 

0 

0 

0 

$304 _ 

$312 . 

62.  40 

51. 10 

39.  90 

28. 60 

17.  40 

6. 10 

0 

0 

0 

0 

$312.. . 

$320. . . 

64.00 

52.  70 

41.50 

30.20 

19.00 

7.70 

0 

0 

0 

0 

$320 . - 

$328 _ 

65.  60 

54.  40 

43. 10 

31.  90 

20.  60 

9.  40 

o 

o 

o 

o 

$328 _ 

$336- . 

67.  20 

56.  00 

44.  70 

33.  50 

22.20 

11.00 

0 

0 

0 

0 

$336 _ 

$344 _ 

68.90 

57.60 

46.40 

35.10 

23.  90 

12.  60 

1.40 

0 

0 

0 

$344 _ 

$352 _ 

70.  50 

59.  20 

48.00 

36.70 

25.  50 

14.  20 

3.00 

0 

0 

0 

$352 

$360 _ 

72.10 

60. 80 

49.  60 

38.  30 

27.  10 

15.  80 

4.  60 

o 

o 

o 

$360. . 

$368 _ 

73.70 

62.  50 

51.20 

40.00 

28.  70 

17.50 

6.20 

0 

0 

0 

$368 _ 

$376 - 

75. 30 

61. 10 

52.  80 

41.60 

30.  30 

19.10 

7. 80 

0 

0 

0 

$376 _ 

$384 . . 

77.00 

65.70 

54.50 

43.  20 

32.00 

20.70 

9.  50 

0 

0 

0 

$384 _ 

$392 . . 

78.60 

67.  30 

56. 10 

44.  80 

33.  60 

22.  30 

11. 10 

0 

0 

0 

$392 _ 

$400 _ 

80.20 

68.90 

57.70 

46.  40 

35.  20 

23.  90 

12.  70 

1.  40 

o 

o 

$400 _ 

$420 _ 

83.00 

71.80 

60.  50 

49.  30 

38.00 

26.  80 

15.  50 

4.  30 

0 

0 

$420 _ 

$440 _ 

87.10 

75. 80 

64.60 

53. 30 

42. 10 

30.  80 

19.  60 

8.  30 

0 

0 

$440 _ 

$460 _ 

91.10 

79.  90 

68.60 

57. 40 

46. 10 

34.90 

23.60 

12.40 

1.10 

0 

$460 . . 

$480 _ 

95.20 

83.  90 

72.  70 

61.40 

50.  20 

38.  90 

27.  70 

16.40 

5.  20 

0 

$480 _ 

$500 _ 

99.  20 

8S.00 

76.70 

65.  50 

54.  20 

43.00 

31.70 

20.50 

9.20 

0 

$500  _ 

$520 _ 

103. 30 

92.00 

80.  80 

69.  50 

58.  30 

47.  00 

35.  80 

24.  50 

13.  30 

2.  00 

$520 . - 

$540 _ 

107. 30 

96. 10 

84.  80 

73.60 

62.  30 

51. 10 

39. 80 

28.60 

17.  30 

6. 10 

$540 _ 

$560 _ 

111.40 

100. 10 

88.  90 

77.  60 

66.  40 

55. 10 

43.  90 

32.60 

21.40 

10. 10 

$560 _ 

$580 _ 

115. 40 

104.  20 

92. 90 

81.70 

70. 40 

59.20 

47.90 

36.  70 

25.  40 

14.  20 

$580 _ 

$600 _ 

119. 50 

108.  20 

97.00 

85.70 

74.  50 

63.20 

52.00 

40.70 

29.50 

18.  20 

$600 . . 

$640 _ 

125. 60 

114. 30 

103. 10 

91.80 

80.60 

69. 30 

58. 10 

46.  80 

35.  60 

24. 30 

$640.. . 

$680 . . 

133.  70 

122.  40 

111.20 

99.  90 

88.  70 

77.  40 

66.20 

54. 90 

43.  70 

32.  40 

$680 _ 

$720 _ 

141.80 

130.  50 

119. 30 

108.00 

96.80 

85.  50 

74.  30 

63.00 

51.80 

40.50 

$720 . 

$760. . . 

149. 90 

138.  60 

127.  40 

116. 10 

104. 90 

93.60 

82.  40 

71.10 

59.  90 

48.  60 

$760 _ 

$800 . . 

158.00 

146.  70 

135.  50 

124.  20 

113.  00 

101.  70 

90.50 

79.  20 

68.00 

56.  70 

$800 _ 

$840 _ 

166. 10 

154. 80 

143. 60 

132. 30 

121. 10 

109. 80 

98.60 

87.30 

76. 10 

64.80 

$840  . 

$880 . 

174.  20 

162. 90 

151.  70 

140.  40 

129.  20 

117.90 

100.  70 

95.  40 

84.20 

72.  90 

$880 . 

$920 _ 

182. 30 

171.00 

159. 80 

148.  50 

137. 30 

126. 00 

114. 80 

103. 50 

92.30 

81.00 

$920- . 

$960 . . 

190. 40 

179. 10 

167.  90 

156.  60 

145.  40 

L34. 10 

122.  90 

111.60 

100.  40 

89. 10 

$960 _ 

$1,000 _ 

198. 50 

187.  20 

176.00 

164.70 

153. 50 

142.  20 

131.00 

119.  70 

108.50 

97.20 

$1,000  and  over . 

20  percent  of  the  excess  over  $1,000  plus- 

202.50 

191. 30 

180.00 

168.80 

157. 50 

146. 30 

135.00 

123.80 

112.50 

101. 30 

$0 

0 
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0 

0 

* 

0 

0 

0 

0 

0 
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0 

0 

0 

0 

0 

0 

0 
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0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

e 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

2.90 
7.00 
13. 10 
21.20 
29.  30 
37.  40 
45.  50 
53.60 
61.  70 
69.80 
77.90 
86.00 


90.00 


“If  the  payroll  period  with  respect  to  an  employee  is  a  daily 
payroll  period  or  a  miscellaneous  payroll  period 


And  the  wages  di¬ 
vided  by  the  num¬ 
ber  of  days  in  such 
period  are — 

And  the  number  of  withholding  exemptions  claimed  is- 

0 

i 

2 

3 

4 

5 

6 

1 

8 

» 

10  or 
more 

At  least 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

than 

the  number  of  days  in  such  period — 

$0 _ 

$2.00 . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00 _ 

$2.25 . 

$0.45 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25 _ 

$2.50 . 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50 _ 

$2.75 _ 

.55 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75 _ 

$3.00 _ 

.60 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00 _ 

$3.25 _ 

.65 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25. . 

$3.50- . 

.70 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.50 _ 

$3.75. . 

.75 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 _ 

$4.00 _ 

.80 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00 _ 

$4.25 _ 

.85 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 _ 

$4.50 _ 

.90 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 _ 

$4.75 _ 

.95 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$4.75 _ 

$5.00 _ 

1.00 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 _ 

$5.25 _ 

1.05 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 _ 

$5.50 _ 

1.10 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 _ 

$5.75_ . 

1.15 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5.75 . 

$6.00 _ 

1.20 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.00 . 

$6.25_ . 

1.25 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.25 _ 

$6.50 _ 

1.30 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$6.50 _ 

$6.75- . 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$6.75 _ 

$7.00 . 

1.40 

1.00 

.65 

.30 

0 

O' 

0 

0 

0 

0 

0 

$7.00 _ 

$7.25 _ 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.25 _ 

$7.50 _ 

1.50 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7.50 _ 

$7.75 _ 

1.  55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

0 

0 

$7.75 _ 

$8.00 _ 

1.60 

1.20 

.85 

.50 

.10 

0 

0 

0 

0 

0 

0 

$8.00 _ 

$8.25 _ 

1.65 

1.30 

.90 

.55 

.15 

0 

0 

0 

0 

0 

0 

$8.25 _ 

$8.50 . - 

1.70 

1.35 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.50... 

$8.75 _ 

1.75 

1.40 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$8.75 _ 

$9.00 _ 

1.80 

1.45 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.00 . . 

$9.25 _ 

1.85 

1.50 

1.10 

.75 

.35 

0 

0 

0 

0 

0 

0 

$9.25 _ 

$9.50 _ 

1.90 

1.55 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

.  0 

$9.50 _ 

$9.75 _ 

1.95 

1.60 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

0 

$9.75 _ 

$10.00  ... 

2.00 

1.  65 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

2. 10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

$10.50 _ 

$11.00 _ 

2.20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

$11.00 _ 

$11.50 _ 

2.30 

1.90 

1.55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

$11.50 _ 

$12.00 _ 

2.  40 

2. 00 

1.65 

1.25 

.90 

.56 

.15 

0 

0 

0 

0 

$12.00 _ 

$12.50 _ 

2.  50 

2.10 

1. 75 

1.35 

1.00 

.65 

25 

0 

0 

0 

0 

$12.50 _ 

$13.00 _ 

2.  60 

2. 20 

1.85 

1.45 

1.10 

.75 

.35 

0 

0 

0 

0 

$13  00-. 

$13.50 _ 

2.70 

2. 30 

1. 95 

1.55 

1.20 

.85 

.45 

.10 

0 

0 

0 

$13.50 _ 

$14.00 _ 

2.  80 

2.  40 

2. 05 

1.65 

1. 30 

.95 

.55 

.20 

0 

0 

0 

$14.00 _ 

$14.50 _ 

2.  90 

2.  50 

2.15 

1.80 

1.40 

1.05 

.65 

.30 

0 

0 

0 

$14.50 _ 

$15.00 _ 

3.  00 

2. 60 

2.25 

1.90 

1.50 

1. 15 

.76 

.40 

.05 

0 

0 

$15.00 _ 

$15.50 _ 

3. 10 

2.  70 

2.  35 

2.00 

1.60 

1.25 

.85 

.50 

.15 

0 

0 

$15.50 _ 

$16.00 _ 

3.  20 

2.80 

2.45 

2.10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

$16.00 _ 

$16.50 _ 

3. 30 

2.90 

2.  55 

2.  20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

$16.50 _ 

$17.00--. 

3. 40 

3. 00 

2.  65 

2.  30 

1.90 

1.  55 

1.15 

.80 

.45 

.05 

0 

$17.00 _ 

$17.50 _ 

3.50 

3. 10 

2.  75 

2.  40 

2. 00 

1.65 

1.25 

.90 

.55 

.15 

0 

$17.50 _ 

$18.00 _ 

3.  60 

3.  20 

2.  85 

2.  50 

2. 10 

1.75 

1.40 

1.00 

.65 

.25 

0 

$18.00 _ 

$18.50 _ 

3.  70 

3.35 

2.95 

2.60 

2.  20 

1.85 

1.50 

1.10 

.75 

.35 

0 

$18.50 _ 

$19.00 _ 

3.  80 

3.45 

3.  05 

2.70 

2. 30 

1.95 

1.60 

1.20 

.85 

.45 

.10 

$19.00 _ 

$19.50 . 

3.  90 

3.  55 

3. 15 

2. 80 

2.40 

2.  05 

1.70 

1.30 

.95 

.  55 

.20 

$19.50 _ 

$20.00 . 

4.00 

3. 65 

3. 25 

2.90 

2.50 

2.15 

1.S0 

1.40 

1.05 

.65 

.30 

$20.00 _ 

$21.00 _ 

4. 15 

3.80 

3.  40 

3. 05 

2.  65 

2. 30 

1.95 

1.  55 

1.20 

.80 

.45 

$21.00 _ 

$22.00 _ 

4. 35 

4. 00 

3.60 

3.  25 

2.  85 

2.  50 

2.15 

1.75 

1.40 

1.00 

.65 

$22.00 _ 

$23.00 _ 

4.  55 

4.  20 

3.  80 

3.  45 

3.10 

2.70 

2.35 

1.95 

1.60 

1.25 

.85 

$23.00 _ 

$24.00 _ 

4.  75 

4.  40 

4. 00 

3.  65 

3.  30 

2.  90 

2.55 

2.15 

1.80 

1.45 

1.05 

$24.00 _ 

$25.00 _ 

4.  95 

4.  60 

4.20 

3.  85 

3.  50 

3.10 

2. 75 

2.35 

2. 00 

1.65 

1.25 

$25.00 _ 

$26.00 _ 

5.15 

4.80 

4.  40 

4. 05 

3.70 

3. 30 

2.  95 

2.  55 

2. 20 

1.85 

1.45 

$20.00.  . 

$27.00 _ 

5.35 

5.  00 

4.65 

4.25 

3.  90 

3.50 

3. 15 

2.  80 

2. 40 

2.  05 

1.65 

$27.00 _ 

$28.00 _ 

5.55 

5.  20 

4.85 

4.  45 

4.10 

3.  70 

3. 35 

3. 00 

2. 60 

2.25 

1.85 

$28.00 . 

$29.00 _ 

5.  75 

5.  40 

5.  05 

4. 65 

4. 30 

3.  90 

3.  55 

3.20 

2. 80 

2.45 

2.  05 

$29.00 . 

$30.00 _ 

5. 95 

5.60 

5.25 

4.85 

4.  50 

4.10 

3. 76 

3. 40 

3.00 

2. 65 

2.30 

$30  and  oyer. . 

20  percent  of  the  excess  over  $30  plus— 

6. 10 

5.  70 

5.35 

4.  95 

4. 60 

4.  25 

3. 85 

3. 50 

3. 10 

2.75 

2. 40” 
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SEC.  223.  ADDITIONAL  WITHHOLDING  OF  TAX  ON  WAGES 
UPON  AGREEMENT  BY  EMPLOYER  AND  EM¬ 
PLOYEE. 

Section  1622  (relating  to  income  tax  collected  at  source 
on  wages)  is  hereby  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“(k)  Additional  Withholding. — The  Secretary  is 
authorized  by  regulations  to  provide,  under  such  conditions 
and  to  such  extent  as  be  deems  proper,  for  withholding  in 
addition  to  that  otherwise  required  under  this  section  in  cases 
in  which  the  employer  and  the  employee  agree  (in  such 
form  as  the  Secretary  may  by  regulations  prescribe)  to  such 
additional  withholding.  Such  additional  withholding  shall 
for  all  purposes  be  considered  tax  required  to  be  deducted 
and  withheld  under  this  subchapter.” 

SEC.  224.  EFFECTIVE  DATE. 

The  amendments  made  by  this  part  shall  he  applicable 
only  with  respect  to  wages  paid  on  or  after  September  1, 
1951. 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 


SEC.  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF  HOUSE- 
HOLD. 


(a)  Surtax  in  Case  of  Head  of  Household. — Sec¬ 
tion  12  (c)  is  hereby  amended  to  read  as  follows: 

“  (c)  Head  of  Household  — 

“  ( 1 )  Kates  of  surtax. — In  the  case  of  taxable 
years  beginning  after  August  31,  1951,  there  shall  be 
levied,  collected,  and  paid  for  each  taxable  year  upon 
the  surtax  net  income  of  every  individual  who  is  the 
head  of  a  household  the  surtax  shown  in  the  following 
table : 


If  the  surtax  net  income  is: 

Not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000_ 

Over  $12,000  but  not  over  $14,000- 

Over  $14,000  but  not  over  $16, 000- 

Over  $16,000  but  not  over  $18,000_ 

Over  $18,000  but  not  over  $20, 000- 

Over  $20,000  but  not  over  $22,000_ 

Over  $22,000  but  not  over  $24,000_ 

Over  $24,000  but  not  over  $26,000- 


The  surtax  shall  be : 

17%  of  the  surtax  net  income. 

$340,  plus  18%  of  excess  over 

$2,000. 

$700,  plus  21%  of  excess  over 
$4,000. 

$1,120,  plus  23%  of  excess  over 

$6,000. 

$1,580,  plus  27%  of  excess  over 

$8,000. 

$2,120,  plus  29%  of  excess  over 

$10,000. 

$2,700,  plus  33%  of  excess  over 

$12,000. 

$3,360,  plus  36%  of  excess  over 
$14,000. 

$4,080,  plus  39%  of  excess  over 
$16,000. 

$4,860,  plus  40%  of  excess  over 
$18,000. 

$5,660,  plus  44%  of  excess  over 

$20,000. 

$6,540,  plus  46%  of  excess  over 

$22,000. 

$7,460,  plus  48%  of  excess  over 
$24,000. 
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If  the  surtax  net  income  is: 

Over  $26,000  but  not  over  $28,000- 

Over  $28,000  but  not  over  $32,000_ 
Over  $32,000  but  not  over  $36,000- 
Over  $36,000  but  not  over  $40,000_ 
Over  $40,000  but  not  over  $44, 000- 
Over  $44,000  but  not  over  $50,000_ 
Over  $50,000  but  not  over  $60,000_ 
Over  $60,000  but  not  over  $70, 000- 
Over  $70,000  but  not  over  $80,000_ 
Over  $80,000  but  not  over  $90,000- 


The  surtax  shall  be: 

$8,420,  plus  49%  of  excess  over 
$26,000. 

$9,400,  plus  52%  of  excess  over 
$28,000. 

$11,480,  plus  54%  of  excess  over 
$32,000. 

$13,640,  plus  57%  of  excess  over 
$36,000. 

$15,920,  plus  60%  of  excess  over 
$40,000. 

$18,320,  plus  62%  of  excess  over 
$44,000. 

$22,040,  plus  65%  of  excess  over 
$50,000. 

$28,540,  plus  68%  of  excess  over 
$60,000. 

$35,340,  plus  71%  of  excess  over 
$70,000. 

$42,440,  plus  74%  of  excess  over 
$80,000. 


Over  $90,000 
$100,000. 

but 

not 

over 

$49,840,  plus  76% 
$90,000. 

of  excess 

over 

Over  $100,000 
$120,000. 

but 

not 

over 

$57,440,  plus  79% 
$100,000. 

of  excess 

over 

Over  $120,000 
$150,000. 

but 

not 

over 

$73,240,  plus  81% 
$120,000. 

of  excess 

over 

Over  $150,000 
$160,000. 

but 

not 

over 

$97,540,  plus  83% 
$150,000. 

of  excess 

over 

Over  $160,000 
$180,000. 

but 

not 

over 

$105,840,  plus  84% 
$160,000. 

of  excess 

over 

Over  $180,000 
$200,000. 

but 

not 

over 

$122,640,  plus  85% 
$180,000. 

of  excess 

over 

Over  $200,000 
$300,000. 

but 

not 

over 

$139,640,  plus  87% 
$200,000. 

of  excess 

over 

Over  $300,000  _ 

$226,640,  plus  88% 
$300,000. 

of  excess 

over 

In  the  case  of  the  head  of  a  household  whose  surtax 


net  income  for  the  taxable  year  is  over  $90,000,  this 
paragraph  shall  not  apply  if  the  defense  tax  provided  in 
section  16  is  applicable  to  such  taxable  year.  For  per¬ 
centage  increase  in  the  amount  of  tax  imposed  by  this 
subsection,  see  section  16. 

“(2)  Surtax  net  income  over  $90,000. — In 
the  case  of  a  taxable  year  beginning  after  August  81, 
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1951,  to  which  the  defense  tax  provided  in  section  16 
is  applicable,  if  the  surtax  net  income  for  the  taxable 
year  of  an  individual  who  is  the  head  of  a  household 
is  over  $90,000,  there  shall  be  levied,  collected,  and 
paid  for  such  taxable  year  upon  the  surtax  net  income 
of  such  individual  the  surtax  shown  in  the  following 
table : 

If  the  surtax  net  income  is:  The  surtax  shall  be: 

Over  $90,000  but  not  over  $49,840,  plus  75%  of  excess  over 

$100,000.  $90,000. 

Over  $100,000  but  not  over  $57,340,  plus  76%  of  excess  over 

$120,000.  $100,000. 

Over  $120,000  but  not  over  $72,540,  plus  78%  of  excess  over 

$140,000.  $120,000. 

Over  $140,000  but  not  over  $88,140,  plus  80%  of  excess  over 

$160,000.  $140,000. 

Over  $160,000 _  $104,140,  plus  81%  of  excess  over 

$160,000. 

“(3)  Definition  of  head  of  household. — For 
the  purposes  of  this  chapter,  an  individual  shall  be 
considered  a  head  of  a  household  if,  and  only  if,  such 

individual  is  not  married  at  the  close  of  his  taxable  vear 

%/ 

and  maintains  as  his  home  a  household  which  constitutes 
for  such  taxable  year  the  principal  place  of  abode,  as  a 
member  of  such  household,  of: 

“  (A)  A  son  or  daughter  (including  a  stepson 
or  stepdaughter)  of  the  taxpayer,  or  a  descendant 
of  such  son  or  daughter,  but  if  such  son,  daughter, 
or  descendant  is  married  at  the  close  of  the  tax¬ 
payer’s  taxable  year,  only  if  the  taxpayer  is  en- 
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titled  to  an  exemption  for  the  taxable  year  for  such 
person  under  section  25  (b)  ;  or 

“(B)  Any  other  person  who  is  a  dependent 
of  the  taxpayer,  if  the  taxpayer  is  entitled  to  an 
exemption  for  the  taxable  year  for  such  person 
under  section  25  (b) . 

An  individual  shall  be  considered  as  maintaining  a  house¬ 
hold  only  if  over  half  of  the  cost  of  maintaining  the 
household  during  the  taxable  year  is  furnished  by  such 
individual. 

“(4)  Determination  oe  status. — For  the  pur¬ 
poses  of  this  subsection — 

“  (A)  a  legally  adopted  child  of  a  person  shall 
be  considered  a  child  of  such  person  by  blood; 

“(B)  an  individual  who  is  legally  separated 
from  his  spouse  under  a  decree  of  divorce  or  of 
separate  maintenance  shall  not  be  considered  as 
married ; 

“(C)  a  taxpayer  shall  be  considered  as  not 
married  at  the  close  of  his  taxable  year  if  at  any 
time  during  the  taxable  year  his  spouse  is  a  non¬ 
resident  alien;  and 

“(D)  a  taxpayer  shall  be  considered  as  married 
at  the  close  of  his  taxable  year  if  his  spouse  (other 
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than  a  spouse  described  in  subparagraph  (0)  )  died 
during  the  taxable  year. 

“(5)  Nonresident  alien— Eor  the  purposes  of 
this  chapter  a  taxpayer  shall  in  no  case  be  considered 
a  head  of  a  household  if  at  any  time  during  the  taxable 
year  he  is  a  nonresident  alien.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  August  31,  1951. 

SEC.  302.  EXPENDITURES  IN  THE  DEVELOPMENT  OF 
MINES. 

(a)  Deduction  of  Expenditures. — Section  23  (a) 
(1)  (relating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

“(D)  Development  of  mines. — Expendi¬ 
tures  paid  or  incurred  after  December  31,  1950,  in 
the  development  of  a  mine  or  other  natural  deposit 
(other  than  an  oil  or  gas  well) ,  to  the  extent  paid 
or  incurred  after  the  existence  of  ores  or  minerals 
in  commercially  marketable  quantities  has  been 
disclosed,  shall  be  deductible,  on  a  ratable  basis,  as 
the  units  of  produced  ores  or  minerals  benefited  by 
such  expenditures  are  sold.  Such  expenditures,  and 
the  adjustments  to  basis  provided  in  section  113 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


75 


(b)  (1)  (J),  shall  not  be  taken  into  account  in 
determining  the  adjusted  basis  of  the  property  for 
the  purpose  of  computing  depletion  under  section 
1 14.  This  subparagraph  shall  not  apply  to  expend¬ 
itures  for  the  acquisition  or  improvement  of  prop¬ 
erty  of  a  character  which  is  subject  to  the  allowance 
for  depreciation  provided  in  section  23  (1) .  For 
purposes  of  this  subparagraph,  allowances  for  de¬ 
preciation  shall  be  considered  as  expenditures.” 

(b)  Adjusted  Basis  for  Determining  Gain  or 
Loss  Upon  Sale  or  Exchange— Section  113  (b)  (1) 
(relating  to  adjusted  basis  of  property)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  subparagraph : 

“  ( J)  for  amounts  allowed  as  deductions  under 
section  23  (a)  (1)  (D)  (relating  to  certain  ex¬ 

penditures  in  the  development  of  mines)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer’s  taxes  under  this 
chapter,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable  year  and  prior 
years.” 

(c)  Technical  Amendment.— Section  24  (a)  (2) 
(relating  to  items  not  deductible)  is  hereby  amended  by 
adding  after  the  word  “estate”  the  following:  “,  except 
expenditures  for  the  development  of  mines  or  deposits 
deductible  under  section  23  (a)  (1)  (D)”, 
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1  (d)  Effective  Date. — The  amendments  made  by  this 

2  section  shall  be  applicable  to  taxable  years  ending  after 

3  December  31,  1950. 

4  SEC.  303.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAXPAYER’S 

5  RESIDENCE. 

6  (a)  Nonrecognition  of  Gain  in  Certain  Cases  — 
2  Section  112  (relating  to  recognition  of  gain  or  loss)  is  hereby 

8  amended  by  adding  at  the  end  thereof  the  following  new 

9  subsection : 

IQ  “  (n)  Gain  Erom  Sale  or  Exchange  of  Resi- 
14  dence.— 
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“(1)  Nonrecognition  of  gain— If  property 
(hereinafter  in  this  subsection  called  ‘old  residence’) 
used  by  the  taxpayer  as  bis  principal  residence  is  sold 
by  him  and,  within  a  period  beginning  one  year  prior 
to  the  date  of  such  sale  and  ending  one  year  after  such 
date,  property  (hereinafter  in  this  subsection  called  ‘new 
residence’)  is  purchased  and  used  by  the  taxpayer  as 
bis  principal  residence,  gain  (if  any)  from  such  sale 
shall  be  recognized  only  to  the  extent  that  the  taxpayer’s 
selling  price  of  the  old  residence  exceeds  the  taxpayer’s 
cost  of  purchasing  the  new  residence. 

“  (2)  Rules  for  application  of  subsection. — 
Eor  the  purposes  of  this  subsection: 

“(A)  An  exchange  by  the  taxpayer  of  his 
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residence  for  other  property  shall  be  considered  as 
a  sale  of  such  residence,  and  the  acquisition  of  a 
residence  upon  the  exchange  of  property  shall  be 
considered  as  a  purchase  of  such  residence. 

“(B)  If  the  taxpayer’s  residence  (as  a  result 
of  its  destruction  in  whole  or  in  part,  theft,  or 
seizure)  is  compulsorily  or  involuntarily  converted 
into  property  or  into  money,  such  destruction,  theft, 
or  seizure  shall  be  considered  as  a  sale  of  the  resi¬ 
dence;  and  if  the  residence  is  so  converted  into 
property  which  is  used  by  the  taxpayer  as  his  resi¬ 
dence,  such  conversion  shall  be  considered  as  a 
purchase  of  such  property  by  the  taxpayer. 

“(C)  In  the  case  of  an  exchange  or  conversion 
described  in  subparagraph  (A)  or  (B),  in  deter¬ 
mining  the  extent  to  which  the  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchas¬ 
ing  the  new  residence,  the  amount  realized  by  the 
taxpayer  upon  such  exchange  or  conversion  shall  be 
considered  the  selling  price  of  the  old  residence. 

“(D)  A  residence  any  part  of  which  was  con¬ 
structed  or  reconstructed  by  the  taxpayer  shall  be 
considered  as  purchased  by  the  taxpayer.  In  de¬ 
termining  the  taxpayer’s  cost  of  purchasing  a  resi¬ 
dence,  there  shall  be  included  only  so  much  of  his 
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cost  as  is  attributable  to  the  acquisition,  construc¬ 
tion,  reconstruction,  and  improvements  made  which 
are  properly  chargeable  to  capital  account,  during 
the  period  specified  in  paragraph  ( 1 ) . 

“(E)  If  a  residence  is  purchased  by  the  tax¬ 
payer  prior  to  the  date  of  his  sale  of  the  old  resi¬ 
dence,  the  purchased  residence  shall  not  be 
treated  as  his  new  residence  if  sold  or  otherwise 
disposed  of  by  him  prior  to  the  date  of  the  sale  of 
the  old  residence. 

“(F)  If  the  taxpayer,  during  the  period  de¬ 
scribed  in  paragraph  ( 1 ) ,  purchases  more  than  one 
residence  which  is  used  by  him  as  his  principal 
residence  at  some  time  within  one  year  after  the  date 
of  the  sale  of  the  old  residence,  only  the  last  of  such 
residences  so  used  by  him  after  the  date  of  such 
sale  shall  constitute  the  new  residence.  If  within 
the  one  year  referred  to  in  the  preceding  sentence 
property  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  destroyed,  stolen,  seized,  requisitioned,  or 
condemned,  or  is  sold  or  exchanged  under  threat 
or  imminence  thereof,  then  for  the  purposes  of 
the  preceding  sentence  such  one  year  shall  be  con- 
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sidered  as  ending  with  the  date  of  such  destruction, 
theft,  seizure,  requisition,  condemnation,  sale,  or 
exchange. 

“(3)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  applicable  with  respect  to  the 
sale  of  the  taxpayer’s  residence  if  within  one  year  prior 
to  the  date  of  such  sale  the  taxpayer  sold  at  a  gain  other 
property  used  by  him  as  his  principal  residence,  and  any 
part  of  such  gain  was  not  recognized  by  reason  of  the 
provisions  of  paragraph  ( 1 ) .  For  the  purposes  of  this 
paragraph,  the  destruction,  theft,  seizure,  requisition,  or 
condemnation  of  property  or  the  sale  or  exchange  of 
property  under  threat  or  imminence  thereof,  shall  not  be 
considered  as  a  sale  of  such  property. 

“(4)  Basis  of  new  residence. — Where  the  pur¬ 
chase  of  a  new  residence  results,  under  paragraph  ( 1 ) , 
in  the  nonrecognition  of  gain  upon  the  sale  of  an  old 
residence,  in  determining  the  adjusted  basis  of  the  new 
residence  as  of  any  time  following  the  sale  of  the  old 
residence,  the  adjustments  to  basis  shall  include  a  reduc¬ 
tion  by  an  amount  equal  to  the  amount  of  the  gain  not 
so  recognized  upon  the  sale  of  the  old  residence.  For 
this  purpose,  the  amount  of  the  gain  not  so  recognized 
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upon  the  sale  of  the  old  residence  includes  only  so  much 
of  such  gain  as  is  not  recognized  by  reason  of  the  cost, 
up  to  such  time,  of  purchasing  the  new  residence. 

“(5)  Tenant-stockholder  in  a  cooperative 
apartment  corporation. — For  the  purposes  of  this 
subsection,  section  113  (b)  (1)  (K),  and  section  117 
(h)  (7),  references  to  property  used  by  the  taxpayer 
as  his  principal  residence,  and  references  to  the  residence 
of  a  taxpayer,  shall  include  stock  held  by  a  tenant- 
stockholder  (as  defined  in  section  23  (z)  (2)  )  in  a 
cooperative  apartment  (as  defined  in  such  section)  if— 
“(A)  in  the  case  of  stock  sold,  the  apartment 
which  the  taxpayer  was  entitled  to  occupy  as  such 
stockholder  was  used  by  him  as  his  principal  resi¬ 
dence,  and 

“(B)  in  the  case  of  stock  purchased,  the  tax¬ 
payer  used  as  his  principal  residence  the  apartment 
which  he  was  entitled  to  occupy  as  such  stockholder. 
“(6)  Husband  and  wife. — If  the  taxpayer  and 
his  spouse,  in  accordance  with  regulations  which  shall 
be  prescribed  by  the  Secretary  pursuant  to  this  para¬ 
graph,  consent  to  the  application  of  subparagraph  (B) 
of  this  paragraph,  then — 

“(A)  for  the  purposes  of  this  subsection,  the 
words  Taxpayer’s  selling  price  of  the  old  residence’ 
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shall  mean  the  selling  price  (of  the  taxpayer,  or 
of  the  taxpayer  and  his  spouse)  of  the  old  residence, 
and  the  words  ‘taxpayer’s  cost  of  purchasing  the 
new  residence’  shall  mean  the  cost  (to  the  tax¬ 
payer,  his  spouse,  or  both)  of  purchasing  the  new 
residence  (whetherheld  by  the  taxpayer,  his  spouse, 
or  the  taxpayer  and  his  spouse)  ;  and 

“(B)  so  much  of  the  gain  upon  the  sale  of  the 
old  residence  as  is  not  recognized  solely  by  reason 
of  this  paragraph,  and  so  much  of  the  adjustment 
under  paragraph  (4)  to  the  basis  of  the  new  resi¬ 
dence  as  results  solely  from  this  paragraph,  shall 
be  allocated  between  the  taxpayer  and  his  spouse  as 
provided  in  such  regulations. 

This  paragraph  shall  apply  only  if  the  old  residence  and 
the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  their  principal  residence.  In  case  the  tax¬ 
payer  and  his  spouse  do  not  consent  to  the  application 
of  subparagraph  (B)  of  this  paragraph,  then  the  recog¬ 
nition  of  gain  upon  the  sale  of  the  old  residence  shall  be 
determined  under  this  subsection  without  regard  to  the 
rules  provided  in  this  paragraph. 

“(7)  Statute  or  limitations. — If  the  taxpayer 
H.  E.  4473 - 6 
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during  a  taxable  year  sells  at  a  gain  property  used  by 
him  as  bis  principal  residence,  then — 

“(A)  the  statutory  period  for  the  assessment 
of  any  deficiency  attributable  to  any  part  of  such 
gain  shall  not  expire  prior  to  the  expiration  of  three 
years  from  the  date  the  Secretary  is  notified  by  the 
taxpayer  (in  such  manner  as  the  Secretary  may  by 
regulations  prescribe)  of — 

“  (i)  the  taxpayer’s  cost  of  purchasing  the 
new  residence  which  the  taxpayer  claims  re¬ 
sults  in  nonrecognition  of  any  part  of  such  gain, 
“  (ii)  the  taxpayer’s  intention  not  to  pur¬ 
chase  a  new  residence  within  the  period  speci¬ 
fied  in  paragraph  ( 1 ) ,  or 

“  (iii)  a  failure  to  make  such  purchase 
within  such  period;  and 

“(B)  such  deficiency  may  be  assessed  prior  to 
the  expiration  of  such  three-year  period  notwith¬ 
standing  the  provisions  of  any  other  law  or  rule  of 
law  which  would  otherwise  prevent  such  assess¬ 
ment.” 

(b)  Technical  Amendments. — 

(1)  Section  112  (f)  (relating  to  involuntary  con¬ 
versions)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  subsection  shall  not  apply, 
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in  the  case  of  property  used  by  the  taxpayer  as  his 
principal  residence,  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  the  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 
imminence  thereof,  occurred  after  December  31,  1950.” 

(2)  Section  113  (a)  (9)  (relating  to  basis  of 
property  acquired  as  a  result  of  involuntary  conversions) 
is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “This  paragraph  shall  not  apply  in  respect 
of  property  acquired  as  a  result  of  a  compulsory  or 
involuntary  conversion  of  property  used  by  the  taxpayer 
as  his  principal  residence  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  such  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 
imminence  thereof,  occurred  after  December  31,  1950.” 

(3)  Section  113  (b)  (1)  (relating  to  adjusted 
basis  of  property)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 

“  (K)  in  the  case  of  a  residence  the  acquisition 
of  which  resulted,  under  the  provisions  of  section 
112  (n),  in  the  nonrecognition  of  any  part  of  the 
gain  realized  upon  the  sale,  exchange,  or  involun¬ 
tary  conversion  of  another  residence,  to  the  extent 
provided  in  section  112  (n)  (4) .” 

(4)  Section  117  (h)  (relating  to  determination  of 
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holding  period)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  ( 7 )  In  determining  the  period  for  whioh  the  tax¬ 
payer  has  held  a  residence,  the  acquisition  of  which 
resulted  under  section  112  (n)  in  the  nonrecognition  of 
any  part  of  the  gam  realized  on  the  sale,  exchange,  or 
involuntary  conversion  of  another  residence,  there  shall 
be  included  the  period  for  which  such  other  residence 
had  been  held  as  of  the  date  of  such  sale,  exchange,  or 
involuntary  conversion.” 

(5)  Section  276  (relating  to  period  of  limitation 
upon  assessment  and  collection)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following: 

“(e)  Gain  Upon  Sale  or  Exchange  of  Resi- 
dence. — In  the  case  of  a  deficiency  described  in  section 
112  (n)  (7) ,  such  deficiency  may  be  assessed  at  any  time 
prior  to  the  expiration  of  the  time  therein  provided.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950,  but  the  provisions  of  section  112  (n) 
(1)  and  (6)  of  the  Internal  Revenue  Code  shall  apply  only 
with  respect  to  residences  sold  (within  the  meaning  of  such 
section)  after  such  date. 
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SEC.  304.  PERCENTAGE  DEPLETION. 

(a)  Allowance  of  Percentage  Depletion. — So 
much  of  paragraph  (4)  of  section  114  (b)  as  precedes  the 
last  sentence  of  subparagraph  (A)  is  hereby  amended  to 
read  as  follows: 

“(4)  Percentage  depletion  for  coal  and 

METAL  MINES  AND  FOR  CERTAIN  OTHER  MINES  AND 
NATURAL  MINERAL  DEPOSITS. — 

“  (A)  In  general. — The  allowance  for  deple¬ 
tion  under  section  23  (m)  in  the  case  of -the  follow¬ 
ing  mines  and  other  natural  deposits  shall  be — 

“  (i)  in  the  case  of  asbestos,  sand,  gravel, 
stone  (including  pumice,  scoria,  and  slate), 
brick  and  tile  clay,  shale,  oyster  shell,  clam 
shell,  granite,  and  marble,  5  per  centum, 
“(ii)  in  the  case  of  coal,  10  per  centum, 
“  (iii)  in  the  case  of  metal  mines,  bauxite, 
fluorspar,  flake  graphite,  vermiculite,  beryl, 
feldspar,  mica,  talc  (including  pyrophilhte) , 
lepidolite,  spodumene,  barite,  ball  and  sagger 
day,  china  clay,  phosphate  rock,  rock  asphalt, 
trona,  bentonite,  gilsonite,  thenardite  (includ¬ 
ing  thenardite  from  brines  or  mixtures  of 
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brine) ,  potash,  borax,  fuller’s  earth,  tripoli,  re¬ 
fractory  and  fire  clay,  quartzite,  perlite,  diato- 
maceous  earth,  metallurgical  grade  limestone, 
and  chemical  grade  limestone,  15  per  centum, 
and 

“  (iv)  in  the  case  of  sulfur,  23  per  centum, 
of  the  gross  income  from  the  property  during  the 
taxable  year,  excluding  from  such  gross  income  an 
amount  equal  to  any  rents  or  royalties  paid  or 
.  incurred  by  the  taxpayer  in  respect  of  the  property.” 

(b)  Technical  Amendment. — So  much  of  para¬ 
graph  (2)  of  section  114  (b)  as  precedes  “discovered  by 
the  taxpayer  after  February  28,  1913”  is  hereby  amended 
to  read  as  follows : 

“(2)  Discovert  value  in  the  case  of 
mines. — In  the  case  of  mines  (except  mines  in  respect 
of  which  percentage  depletion  is  allowable  under  para¬ 
graph  (4)  of  this  subsection)”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  305.  CAPITAL  GAINS  AND  LOSSES. 

(a)  Treatment  of  Long-Term  Capital  Gains  and 
Losses.— 

(1)  Amendment  of  section  23. — Section  23  (re- 
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lating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(cc)  Long-Term  Capital  Gains.— In  the  case  of 
a  taxpayer  other  than  a  corporation,  the  deduction  for  long¬ 
term  capital  gains  provided  in  section  117  (b) 

(2)  Amendment  of  section  117  (b).— Section 
117  (b)  (relating  to  treatment  of  long-term  capital  gains 
and  losses)  is  hereby  amended  to  read  as  follows: 

“(b)  Deduction  From  Gross  Income— In  the  case 
of  a  taxpayer  other  than  a  corporation,  if  for  any  taxable 
year  the  net  long-term  capital  gain  exceeds  the  net  short¬ 
term  capital  loss,  50  per  centum  of  the  amount  of  such 
excess  shall  be  a  deduction  from  gross  income.  In  the  case 
of  an  estate  or  trust,  the  deduction  shall  be  computed  by 
excluding  the  portion  (if  any) ,  of  the  gains  for  the  taxable 
year  from  sales  or  exchanges  of  capital  assets,  which,  under 
section  162  (b)  or  (c),  is  includible  by  the  income  bene¬ 
ficiaries  as  gain  derived  from  the  sale  or  exchange  of  capital 
assets.” 

(b)  Alternative  Tax. — Section  117  (c)  (2)  (re- 

1 

lating  to  alternative  tax)  is  hereby  amended  to  read  as 
follows : 

“  (2)  Other  taxpayers. — If  for  any  taxable  year 
the  net  long-term  capital  gain  of  any  taxpayer  (other 
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than  a  corporation)  exceeds  the  net  short-term  capital 
loss,  there  shall  be  levied,  collected,  and  paid,  in  lieu 
of  the  tax  imposed  by  sections  11  and  12  (or,  in  the 
case  of  certain  tax-exempt  trusts,  in  lieu  of  the  tax 
imposed  by  section  421),  a  tax  determined  as  follows, 
if  and  only  if  such  tax  is  less  than  the  tax  imposed  by 
such  section: 

“(A)  A  partial  tux  shall  first  be  computed 
upon  the  net  income  reduced  by  an  amount  equal 
to  50  per  centum  of  such  excess,  at  the  rates  and 
in  the  manner  as  if  this  subsection  had  not  been 
enacted. 

“  (B)  There  shall  then  be  ascertained  an  amount 
equal  to  25  per  centum  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term 
capital  loss.  In  the  case  of  taxable  years  to  which 
the  defense  tax  provided  in  section  16  (o)  is  appli¬ 
cable,  such  amount  shall  be  increased  by  the  per¬ 
centage  specified  in  such  section. 

“(C)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B).” 

(c)  Technical  Amendments.— 

(1)  Amendment  op  section  22  (n). — Section  22 
(n)  (relating  to  the  definition  of  adjusted  gross  income) 
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is  hereby  amended  by  striking  out  the  word  “and”  at 
the  end  of  paragraph  (5),  by  striking  out  the  period 
at  the  end  of  paragraph  (6)  and  inserting  in  lieu  thereof 
“;  and”,  and  by  inserting  after  paragraph  (6)  the  fol¬ 
lowing  new  paragraph: 

“  (7)  Long-term  capital  gains —The  deduction 
allowed  by  section  23  (cc) 

(2)  Amendment  of  section  117  (a) —Paragraphs 
(2)  and  (4)  of  section  117  (a)  (relating  to  definitions 
of  short-term  capital  gain  and  long-term  capital  gain) 
are  each  hereby  amended  by  striking  out  “net  income” 
and  inserting  in  lieu  thereof  “gross  income”. 

(3)  Amendment  of  section  117  (j). — Section 
117  (j)  (2)  (A)  ‘(relating  to  gains  and  losses  from 
involuntary  conversion  and  from  the  sale  or  exchange 
of  certain  property  used  in  the  trade  or  business)  is 
hereby  amended  to  read  as  follows: 

“(A)  In  determining  under  this  paragraph 
whether  gains  exceed  losses,  the  gains  described 
therein  shall  he  included  only  if  and  to  the  extent 
taken  into  account  in  computing  gross  income  and 
the  losses  described  therein  shall  be  included  onlv 
if  and  to  the  extent  taken  into  account  in  computing 
net  income,  except  that  subsection  (d)  shall  not 
apply.” 
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(4)  Amendment  of  section  122  (d)  (4).— Section 
122  (d)  (4)  (relating  to  computation  of  net  operating 
loss  deduction)  is  hereby  amended  to  read  as  follows: 

“  (4)  The  amount  deductible  on  account  of  losses 
from  sales  or  exchanges  of  capital  assets  shall  not  exceed 
the  amount  includible  on  account  of  gains  from  such 
sales  or  exchanges.  The  deduction  provided  in  section 
23  (cc)  shall  not  be  allowed.” 

(5)  Amendment  of  section  162  (a). — Section 
162  (a)  (relating  to  computation  of  net  income  of 
estates  and  trusts)  is  hereby  amended  by  striking  out 
the  semicolon  and  inserting  in  lieu  thereof  a  period  and 
the  following:  “Where  any  amount  of  the  income  so 
paid  or  set  aside  is  attributable  to  gain  from  the  sale 
or  exchange  of  capital  assets  held  for  more  than  six 
months,  proper  adjustment  of  the  deduction  otherwise 
allowable  under  this  subsection  shall  be  made  for  any 
deduction  allowable  to  the  trust  under  section  23  (cc) 
(d)  Effective  Date. — The  amendments  made  by  this 

section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  the  enactment  of  this  Act. 
In  determining  under  section  117  (e)  of  the  Internal  Rev¬ 
enue  Code  the  amount  of  the  carryover  to  a  taxable  year 
beginning  on  or  after  such  date,  of  the  capital  loss  for  a 
taxable  year  beginning  before  such  date,  such  amendments 
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shall  not  affect  the  computation  of  the  amount  of  the  net 
capital  loss  or  of  the  net  capital  gain  for  any  taxable  year 
beginning  before  such  date. 

SEC.  306.  SALES  OF  LIVESTOCK. 

Effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950,  section  117  (j)  (1)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  sentence: 
“Such  term  also  includes  livestock  held  by  the  taxpayer  for 
draft,  breeding,  or  dairy  purposes  for  12  months  or  more.” 
SEC.  307.  TAX  TREATMENT  OF  COAL  ROYALTIES. 

(a)  Definition  of  Property  Used  in  the  Trade  or 
Business. — Section  117  (j)  (1)  (relating  to  the  definition 
of  property  used  in  the  trade  or  business )  is  hereby  amended 
by  adding  after  the  word  “timber”  in  the  second  sentence 
thereof  the  following:  “or  coal”. 

(b)  Gain  or  Loss  Upon  Certain  Disposals  of 
Timber  or  Coal. — Section  117  (k)  (2)  (relating  to  the 
disposal  of  timber)  is  hereby  amended  to  read  as  follows: 

“(2)  In  the  case  of  the  disposal  of  timber  or  coal 
(held  for  more  than  6  months  prior  to  such  disposal) 
by  the  owner  thereof  under  any  form  or  type  of  contract 
by  virtue  of  which  the  owner  retains  an  economic  interest 
in  such  timber  or  coal,  the  difference  between  the  amount 
received  for  such  timber  or  coal  and  the  adjusted  deple¬ 
tion  basis  thereof  shall  be  considered  as  though  it  were 
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a  gain  or  loss,  as  the  case  may  be,  upon  the  sale  of  such 
timber  or  coal.  Such  owner  shall  not  be  entitled  to  the 
allowance  for  percentage  depletion  provided  for  in  sec¬ 
tion  114  (b)  (4)  with  respect  to  such  coal.  In  the 

case  of  coal,  this  paragraph  shall  not  apply  if  such  owner 
is  personally  obligated  to  pay  a  share  of  the  cost  of 
mining  operations.” 

(c)  Clerical  Amendment.— The  heading  to  section 
117  (k)  (relating  to  the  gain  or  loss  upon  the  cutting  of 
timber)  is  hereby  amended  to  read  as  follows:  “(k)  Gain 
OR  Loss  IN  THE  CASE  OF  TIMBER  OR  COAL.— 

(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
ending  after  December  31,  1950  (whether  the  disposal  of 
the  coal  occurred  on,  before,  or  after  such  date),  but  shall 
apply  only  with  respect  to  amounts  received  or  accrued  after 
such  date. 

SEC.  308.  COLLAPSIBLE  CORPORATIONS. 

(a)  Definitions  with  Respect  to  Collapsible  Corpora¬ 
tions. — Section  117  (m)  (2)  (relating  to  definitions  with 
respect  to  collapsible  corporations)  is  hereby  amended  to 
read  as  follows : 

“(2)  Definitions.— 

“(A)  Eor  the  purposes  of  this  subsection,  the 
term  ‘collapsible  corporation’  means  a  corporation 
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formed  or  availed  of  principally  for  the  manufacture, 
construction,  or  production  of  property,  for  the  pur¬ 
chase  of  property  which  (in  the  hands  of  the  cor¬ 
poration)  is  property  described  in  subsection  (a) 
(1)  (A) ,  or  for  the  holding  of  stock  in  a  corpora¬ 
tion  so  formed  or  availed  of,  with  a  view  to — 

“(i)  the  sale  or  exchange  of  stock  by  its 
shareholders  (whether  in  liquidation  or  other¬ 
wise)  ,  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  manufac¬ 
turing,  constructing,  producing,  or  purchasing 
the  property  of  a  substantial  part  of  the  net  in¬ 
come  to  be  derived  from  such  property,  and 
“  (ii)  the  realization  by  such  shareholders 
of  gain  attributable  to  such  property. 

“  (B)  Eor  the  purposes  of  subparagraph  (A) , 
a  corporation  shall  be  deemed  to  have  manufac¬ 
tured,  constructed,  produced,  or  purchased  property, 
if— 

“  (i)  it  engaged  in  the  manufacture,  con¬ 
struction,  or  production  of  such  property  to  any 
extent, 

“  (ii)  it  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  such  property  in  the  hands  of  a  per- 
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son  who  manufactured,  constructed,  produced, 
or  purchased  the  property,  or 

“  (hi)  it  holds  property  having  a  basis 
determined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  property  manufactured,  constructed, 
produced,  or  purchased  by  the  corporation.” 

(b)  Limitations  on  Application  of  Section  117 
(m) . — Subparagraphs  (A),  (B),  and  (C)  of  section  117 
(m)  (3)  (relating  to  the  limitations  on  the  application  of 
section  117  (m)  )  are  hereby  amended  to  read  as  follows: 

“  (A)  this  subsection  shall  not  apply  unless,  at 
any  time  after  the  commencement  of  the  manufac¬ 
ture,  construction,  or  production  of  the  property,  or 
at  the  time  of  the  purchase  of  the  property  described 
in  subsection  (a)  (1)  (A)  or  at  any  time  there¬ 
after,  such  shareholder  (i)  owned  (or  was  con¬ 
sidered  as  owning)  more  than  10  per  centum 
in  value  of  the  outstanding  stock  of  the  corporation, 
or  (ii)  owned  stock  which  was  considered  as  owned 
at  such  time  by  another  shareholder  who  then  owned 
(or  was  considered  as  owning)  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  the 
corporation ; 
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“(B)  this  subsection  shall  not  apply  to  the 
gain  recognized  during  a  taxable  year  unless  more 
than  70  per  centum  of  such  gain  is  attributable  to 
the  property  so  manufactured,  constructed,  pro¬ 
duced,  or  purchased;  and 

“(C)  this  subsection  shall  not  apply  to  gain 
realized  after  the  expiration  of  three  years  following 
the  completion  of  such  manufacture,  construction, 
production,  or  purchase.” 

(c)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  to  taxable  years  beginning  after 
December  31,  1950.  The  determination  of  the  tax  treat¬ 
ment  of  gains  realized  in  taxable  years  beginning  prior  to 
January  1,  1951,  shall  be  made  as  if  this  section  had  not 
been  enacted  and  without  inferences  drawn  from  the  fact 
that  the  amendment  to  section  117  (m)  made  by  this  sec¬ 
tion  is  not  expressly  made  applicable  to  gains  realized  in 
taxable  years  beginning  prior  to  such  date  and  without 
inferences  drawn  from  the  limitations  contained  in  section 
117  (m) ,  as  amended  by  this  section. 

SEC.  309.  DEALERS  IN  SECURITIES— CAPITAL  GAINS  AND 
ORDINARY  LOSSES. 

Effective  with  respect  to  sales  or  exchanges  made  after 
the  expiration  of  the  thirtieth  day  after  the  date  of  the  enact- 
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ment  of  this  Act,  section  117  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(n)  Dealers  in  Securities  — 

“  ( 1 )  Capital  gains. — Gain  by  a  dealer  in  securi¬ 
ties  from  the  sale  or  exchange  of  any  security  shall  in  no 
event  be  considered  as  gain  from  the  sale  or  exchange 
of  a  capital  asset  unless — 

“(A)  the  security  was,  prior  to  the  expiration 
of  the  thirtieth  day  after  the  date  of  its  acquisition  or 
after  the  date  of  the  enactment  of  the  Revenue  Act 
of  1951  (whichever  is  the  later) ,  clearly  identified 
in  the  dealer’s  records  as  a  security  held  for  invest¬ 
ment;  and 

“(B)  the  security  was  not,  at  any  time  after 
the  expiration  of  such  thirtieth  day,  held  by  such 
dealer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business. 

“(2)  Ordinary  losses.— Loss  by  a  dealer  in  se¬ 
curities  from  the  sale  or  exchange  of  any  security  shall 
in  no  event  be  considered  as  loss  from  the  sale  or  ex¬ 
change  of  property  which  is  not  a  capital  asset  if  at  any 
time  after  the  thirtieth  day  following  the  date  of  the 
enactment  of  the  Revenue  Act  of  1951  the  security  was 
clearly  identified  in  the  dealer’s  records  as  a  security 
held  for  investment. 
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“  (3)  Definition  of  security. — For  the  purposes 
of  this  subsection  the  term  ‘security’  means  any  share 
of  stock  in  any  corporation,  certificate  of  stock  or  in¬ 
terest  in  any  corporation,  note,  bond,  debenture,  or  evi¬ 
dence  of  indebtedness,  or  any  evidence  of  an  interest 
in  or  right  to  subscribe  to  or  purchase  any  of  the 
foregoing.” 

SEC.  310.  TREATMENT  OF  GAIN  ON  SALES  OF  CERTAIN 
PROPERTY  BETWEEN  SPOUSES  AND  BETWEEN 
AN  INDIVIDUAL  AND  A  CONTROLLED  CORPORA- 
TION. 

(a)  Disallowance  of  Capital  Gain  Treatment. — 
Section  117  (relating  to  capital  gains  and  losses)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 

t 

subsection : 

“(o)  Gain  From  Sale  of  Certain  Property  Be¬ 
tween  Spouses  or  Between  an  Individual  and  a 
Controlled  Corporation.— 

“  ( 1 )  Treatment  of  gain  as  ordinary  in¬ 
come. — In  the  case  of  a  sale  or  exchange,  directly  or 
indirectly,  of  property  described  in  paragraph  ( 2 )  — 
“(A)  between  a  husband  and  wife;  or 
“(B)  between  an  individual  and  a  corporation 
more  than  50  per  centum  in  value  of  the  outstand- 
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ing  stock  of  which  is  owned,  directly  or  indirectly, 
by  or  for  such  individual, 

any  gain  recognized  to  the  transferor  from  the  sale  or 
exchange  of  such  property  shall  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  subsection  (j). 
“(2)  Subsection  applicable  only  to  sales  oe 

EXCHANGES  OF  DEPRECIABLE  PROPERTY —This  subsec- 
tion  shall  apply  only  in  the  case  of  a  sale  or  exchange  of 
property  by  a  transferor  which  in  the  hands  of  the  trans¬ 
feree  is  property  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  23  (1) . 

“(3)  Stock  ownership— For  the  purposes  of 
determining,  in  applying  paragraph  (1)  (B),  the 

ownership  of  stock — 

“  (A)  stock  owned,  directly  or  indirectly,  by  or 
for  a  corporation,  partnership,  estate,  or  trust,  shall 
be  considered  as  being  owned  proportionately  by  or 
for  its  shareholders,  partners,  or  beneficiaries ; 

“(B)  an  individual  shall  he  considered  as  own¬ 
ing  the  stock  owned,  directly  or  indirectly,  by  or  for 
his  spouse; 

‘‘(C)  if  an  individual  owns  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  a  cor¬ 
poration  (including  stock  considered  as  owned  by 
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him  under  subparagraphs  (A)  and  (B)),  such 
individual  shall  be  considered  as  owning  the  stock 
owned  in  such  corporation,  directly  or  indirectly, 
by  or  for  his  brothers  and  sisters  (whether  by  the 
whole  or  the  half  blood ) ,  ancestors,  and  lineal 
descendants ; 

“(D)  stock  constructively  owned  by  a  person 
by  reason  of  the  application  of  subparagraph  (A) 
shall,  for  the  purpose  of  applying  subparagraph 
(A),  (B),  or  (0),  be  treated  as  actually  owned 
by  such  person,  but  stock  constructively  owned  by 
an  individual  by  reason  of  the  application  of  sub- 
paragraph  (B)  or  (C)  shall  not  be  treated  as 
owned  by  him  for  the  purpose  of  applying  either 
such  subparagraph  in  order  to  make  another  the 
constructive  owner  of  such  stock.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  with  respect  to  taxable  years 
ending  after  April  30,  1951,  but  shall  apply  only  with 
respect  to  sales  or  exchanges  made  after  May  3,  1951. 

SEC.  311.  LIFE  INSURANCE  COMPANIES. 

(a)  Reserve  and  Other  Policy  Liability  Credit 
for  1951. — So  much  of  section  202  (b)  (2)  (relating  to 
definition  of  reserve  and  other  policy  liability  credit)  as 
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precedes  subparagraph  (A)  thereof  is  hereby  amended  to 
read  as  follows: 

“  (2)  Special  rule  for  1949,  1950,  and  1951- 
In  the  case  of  the  taxes  imposed  for  a  taxable  year 
beginning  in  1949,  1950,  or  1951,  the  figure  to  be  used 
for  such  year  shall  be  computed  as  provided  in  paragraph 
(1)  except  that — 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  to  taxable  years  beginning 

in  1951. 

SEC.  312.  TAX  TREATMENT  OF  CERTAIN  INVESTMENT  COM¬ 
PANIES. 

(a)  Inclusion  of  Certain  Registered  Manage¬ 
ment  Companies  in  the  Definition  of  Regulated 
Investment  Company. — Section  361  (relating  to  defini¬ 
tion  of  regulated  investment  companies)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“(c)  Certain  Investment  Companies. — If  the 
Securities  and  Exchange  Commission  determines  in  accord¬ 
ance  with  regulations  issued  by  it,  and  certifies  to  the  Secre¬ 
tary  not  more  than  60  days  prior  to  the  close  of  the  taxable 
year  of  a  registered  management  company,  that  such  invest¬ 
ment  company  is  principally  engaged  in  the  furnishing  of 
capital  to  other  corporations  which  are  principally  engaged 
in  the  development  or  exploitation  of  inventions,  tech- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


101 


nological  developments,  new  processes,  or  products  not 
previously  generally  available,  such  investment  company 
may,  in  the  computation  of  50  per  centum  of  the  value  of 
its  assets  under  subparagraph  (A)  of  subsection  (b)  (3) 

for  any  quarter  of  such  taxable  year,  include  with  respect 
to  any  issuer  securities  which  constitute  more  than  10  per 
centum  of  the  outstanding  voting  securities  of  such  issuer  if 
the  investment  company  has  not  continuously  held  any 
security  of  such  issuer  (or  of  any  predecessor  company 
of  such  issuer  as  determined  under  regulations  prescribed 
by  the  Secretary)  for  10  or  more  years  preceding  such 
quarter  of  such  taxable  year.  The  provisions  of  this  sub¬ 
section  shall  not  apply  at  the  close  of  any  quarter  of  a  tax¬ 
able  year  to  an  investment  company  if  at  the  close  of  such 
quarter  more  than  25  per  centum  of  the  value  of  its  total 
assets  is  represented  hy  securities  of  issuers  with  respect 
to  each  of  which  the  investment  company  holds  more  than 
10  per  centum  of  the  outstanding  voting  securities  of  such 
issuer  and  in  respect  of  each  of  which  or  any  predecessor 
thereof  the  investment  company  has  continuously  held  any 
security  for  10  or  more  years  preceding  such  quarter  unless 
the  value  of  its  total  assets  so  represented  is  reduced  to 
25  per  centum  or  less  within  30  days  after  the  close  of  such 
quarter.  The  terms  used  in  this  subsection  shall  have  the 
same  meaning  as  in  subsection  (b)  (3)  of  this  section.  Tor 
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the  purposes  of  this  subsection,  a  corporation  shall  he  con¬ 
sidered  to  he  principally  engaged  in  the  development  or 
exploitation  of  inventions,  technological  improvements,  new 
processes,  or  products  not  previously  generally  available,  for 
at  least  10  years  after  the  date  of  the  first  acquisition  of  any 
security  in  such  corporation  or  any  predecessor  thereof  by 
such  investment  company  if  at  the  date  of  such  acquisition 
the  corporation  or  its  predecessor  was  principally  so  en¬ 
gaged.  For  the  purposes  of  the  certification  hereunder,  the 
Securities  and  Exchange  Commission  shall  have  authority  to 
issue  such  rules,  regulations  and  orders,  and  to  conduct  such 
investigations  and  hearings,  either  public  or  private,  as  it 
may  deem  appropriate.” 

(h)  Technical  Amendment.  Section  361  (b)  (3) 
(A)  is  hereby  amended  by  inserting  after  “the  total  assets 
of  the  taxpayer  and”  the  following:  “,  except  and  to  the 
extent  provided  in  subsection  (c),”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shah  he  applicable  only  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

SEC.  313.  FAMILY  PARTNERSHIPS. 

(a)  Definition  of  Partner,— Section  3797  (a)  (2) 
is  herelty  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing:  “A  person  shall  be  recognized  as  a  partner  for  income 
tax  purposes  if  he  owns  a  capital  interest  in  a  partnership  in 
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which  capital  is  a  material  income-producing  factor,  whether 
or  not  such  interest  was  derived  by  purchase  or  gift  from 
any  other  person.” 

(b)  Allocation  of  Partnership  Income— Sup¬ 
plement  F  of  chapter  1  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  section : 

“SEC.  191.  FAMILY  PARTNERSHIPS. 

“In  the  case  of  any  partnership  interest  created  by 
gift,  the  distributive  share  of  the  donee  under  the  partner¬ 
ship  agreement  shall  be  includible  in  his  gross  income,  except 
to  the  extent  that  such  share  is  determined  without  allow¬ 
ance  of  reasonable  compensation  for  services  rendered  to 
the  partnership  by  the  donor,  and  except  to  the  extent  that 
the  portion  of  such  share  attributable  to  donated  capital  is 
proportionately  greater  than  the  share  of  the  donor  attribut¬ 
able  to  the  donor’s  capital.  The  distributive  share  of  a  part¬ 
ner  in  the  earnings  of  the  partnership  shall  not  be  dimin¬ 
ished  because  of  absence  due  to  military  service.  For  the 
purpose  of  this  section,  an  interest  purchased  by  one  mem¬ 
ber  of  a  family  from  another  shall  be  considered  to  be  created 
by  gift  from  the  seller,  and  the  fair  market  value  of  the  pur¬ 
chased  interest  shall  he  considered  to  be  donated  capital. 
The  ‘family’  of  any  individual  shall  include  only  his  spouse, 
ancestors,  and  lineal  descendants,  and  an}^  trust  for  the 
primary  benefit  of  such  persons.” 
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(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  with  respect  to  taxable  years 
beginning  after  December  31,  1950.  The  determination 
as  to  whether  a  person  shall  be  recognized  as  a  partner  for 
income  tax  purposes  for  any  taxable  year  beginning  before 
January  1,  1951  shall  be  made  as  if  this  section  bad  not 
been  enacted  and  without  inferences  drawn  from  the  fact 
that  this  section  is  not  expressly  made  applicable  with 
respect  to  taxable  years  beginning  before  January  1,  1951. 
TITLE  IV— EXCISE  TAXES 
Part  I — Tax  on  Admissions  and  Cabarets 
SEC.  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS. 

Section  1700  (a)  (1)  (relating  to  tax  on  single  or 

season  tickets)  is  hereby  amended  *by  striking  out  the 
second  and  fourth  sentences  thereof. 

SEC.  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX. 

(a)  Reinstatement  of  Prewar  Exemptions. — 
Notwithstanding  section  541  (b)  of  the  Revenue  Act  of 
1941,  the  provisions  of  section  1701  (relating  to  exemptions 
from  the  admissions  tax)  shall  apply  to  amounts  paid  on 
or  after  the  effective  date  specified  in  section  403  of  this 
Act  for  admissions  on  or  after  such  date. 

(b)  Amendment  of  Section  1701  (a).— Section 

1701  (a)  (relating  to  religious,  educational,  or  charitable 
entertainments)  is  hereby  amended  to  read  as  follows: 
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“(a)  Religious,  Educational,  or  Charitable 
Entertainments,  Etc  — 

“  ( 1 )  In  general. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  any  admissions  all  the  proceeds  of  which 
inure — 

“(A)  exclusively  to  the  benefit  of  religious, 
educational,  or  charitable  institutions,  societies,  or 
organizations,  societies  for  the  prevention  of  cruelty 
to  children  or  animals,  or  societies  or  organizations 
conducted  for  the  sole  purpose  of  maintaining  sym¬ 
phony  orchestras  and  receiving  substantial  support 
from  voluntary  contributions  or  of  maintaining  a 
cooperative  or  community  center  moving-picture 
theatre — if  no  part  of  the  net  earnings  thereof  inures 
to  the  benefit  of  any  private  stockholder  or  indi¬ 
vidual  ; 

“(B)  exclusively  to  the  benefit  of  National 
Guard  organizations,  Reserve  Officers’  associations 
or  organizations,  posts  or  organizations  of  war  vet¬ 
erans,  or  auxiliary  units  or  societies  of  any  such  posts 
or  organizations,  if  such  posts,  organizations,  units, 
or  societies  are  organized  in  the  United  States  or  any 
of  its  possessions,  and  if  no  part  of  their  net  earn¬ 
ings  inures  to  the  benefit  of  any  private  stockholder 
or  individual;  or 
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“(C)  exclusively  to  the  benefit  of  a  police  or 
fire  department  of  any  city,  town,  village,  or  other 
municipality,  or  exclusively  to  a  fund  for  the  sole 
benefit  of  members  of  such  a  police  or  fire  depart¬ 
ment  or  the  dependents  or  heirs  of  such  members. 
“(2)  Nonexempt  admissions— The  exemption 
provided  under  paragraph  (1)  shall  not  apply  in  the 
case  of  admissions  to  (A)  any  athletic  game  or  exhibi¬ 
tion  unless  the  proceeds  inure  exclusively  to  the  benefit 
of  an  elementary  or  secondary  school,  (B)  wrestling 
matches,  prize  fights,  or  boxing,  sparring,  or  other  pugi¬ 
listic  matches  or  exhibitions,  or  ( C )  carnivals,  rodeos,  or 
circuses  in  which  any  professional  performer  or  operator 
participates  for  compensation.” 

(c)  Admissions  to  Municipal  Swimming  Pools, 
Etc. — Section  1701  is  hereby  amended  by  striking  out  the 
period  at  the  end  of  subsection  (c)  and  inserting  in  lieu 
thereof  or”  and  by  adding  at  the  end  of  such  section  the 
following  new  subsection: 

“(d)  Municipal  Swimming  Pools,  Etc.— Any  ad¬ 
missions  to  swimming  pools,  bathing  beaches,  skating  rinks, 
or  other  places  providing  facilities  for  physical  exercise,  op¬ 
erated  by  any  State  or  political  subdivision  thereof  or  by  the 
United  States  or  any  agency  or  instrumentality  thereof — if 
the  proceeds  therefrom  inure  exclusively  to  the  benefit  of 
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the  State,  political  subdivision,  United  States,  agency,  or 
instrumentality.  Uor  the  purposes  of  this  subsection  the 
term  ‘State’  includes  Alaska,  Hawaii,  and  the  District  of 
Columbia.” 

SEC.  403.  EFFECTIVE  DATE  OF  AMENDMENTS  RELATING 
TO  ADMISSIONS. 

The  amendments  made  by  sections  401  and  402  shall 
be  applicable  with  respect  to  amounts  paid  on  or  after  the 
first  day  of  the  first  month  which  begins  more  than  ten 
days  after  the  date  of  the  enactment  of  this  Act  for  admis¬ 
sions  on  or  after  such  date. 

SEC.  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

(a)  Ballrooms  and  Dance  Halls— Section  1700 
(e)  (1)  (relating  to  tax  on  cabarets,  roof  gardens,  etc.)  is 
hereby  amended  by  inserting  after  the  second  sentence 
thereof  the  following  new  sentence :  “In  no  case  shall  such 
term  include  any  ballroom,  dance  hall,  or  other  similar  place 
where  the  serving  or  selling  of  food,  refreshment,  or  mer¬ 
chandise  is  merely  incidental,  unless  such  place  would  be 
considered,  without  the  application  of  the  preceding  sentence, 
as  a  ‘roof  garden,  cabaret,  or  other  similar  place’.” 

(b)  Effective  Date. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  only  with  respect  to 
periods  after  10  antemeridian  on  the  first  day  of  the  first 
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month  which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

Part  II — Tax  on  Cigarettes 
SEC.  421.  TAX  ON  CIGARETTES. 

(a)  Increase  in  Kate.— Section  2000  (c)  (2) 

(tax  on  cigarettes)  is  hereby  amended  by  striking  out 
“$3.50”  and  inserting  in  lieu  thereof  “$4”. 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  Act. 

SEC.  422.  FLOOR  STOCKS  TAX  ON  CIGARETTES. 

Section  2000  (relating  to  tax  on  tobacco,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(f)  1951  Floor  Stocks  Tax  — 

“(i)  Tax. — Upon  cigarettes  subject  to  tax  under 
this  section  weighing  not  more  than  three  pounds  per 
thousand,  which  on  the  effective  date  of  section  421 
of  the  Kevenue  Act  of  1951  are  held  by  any  person 
for  sale,  there  shall  be  levied,  assessed,  collected,  and 
paid  a  floor  stocks  tax  at  a  rate  equal  to  the  increase 
in  rate  of  tax  made  applicable  to  such  cigarettes  by  the 
Kevenue  Act  of  1951. 

“(2)  Returns. — Every  person  required  by  this 
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subsection  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  month  next  following  the  month  in  which 
section  421  (a)  of  the  Revenue  Act  of  1951  takes  effect, 
under  such  regulations  as  the  Secretary  shall  prescribe, 
make  a  return  and  pay  such  tax,  except  that  in  the  case 
of  such  cigarettes  held  by  manufacturers  and  importers, 
the  Secretary  may  collect  the  tax  with  respect  to  such 
cigarettes  by  means  of  stamps  rather  than  return,  and 
in  such  case  may  make  an  assessment  against  such  manu¬ 
facturer  or  importer  having  cigarette  tax  stamps  on 
hand  on  the  effective  date  of  such  section  for  the  differ¬ 
ence  between  the  amount  paid  for  such  stamps  and  the 
increased  rate  imposed  by  such  section. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  section  2000,  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  appli cable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

Part  III— Retailers’  Excise  Taxes 

SEC.  431.  TAX  ON  LIGHTERS. 

Section  2400  (relating  to  retailers’  excise  tax  on  jewelry, 

etc.)  is  hereby  amended  by  striking  out  in  the  first  sentence 

* 

thereof  the  words  “and  binoculars.”  and  inserting  in  lieu 
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thereof  the  following:  “binoculars;  and  mechanical  lighters 
for  cigarettes,  cigars,  or  pipes.” 

SEC.  432.  RETAILERS’  EXCISE  TAX  ON  TOILET  PREPARA¬ 
TIONS. 

(a)  Baby  Oils,  Etc. — Section  2402  (a)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “The  tax  imposed  by  this  subsection  shall  not  apply 
to  lotion,  oil,  powder,  or  other  article  intended  to  be  used  or 
applied  only  in  the  care  of  babies.” 

(b)  Sales  to  Barber  Shops,  Etc.— Section  2402 
( b )  is  hereby  amended  to  read  as  follows : 

“(b)  Beauty  Parlors,  Etc.— For  the  purposes  of 
subsection  (a) ,  the  sale  of  any  article  described  in  such  sub¬ 
section  to  any  person  operating  a  barbershop,  beauty  parlor, 
or  similar  establishment  for  use  in  the  operation  thereof,  or 
for  resale,  shall  not  be  considered  as  a  sale  at  retail.  The 
resale  of  such  article  at  retail  by  such  person  shall  be  subject 
to  the  provisions  of  subsection  (a) .” 

SEC.  433.  EFFECTIVE  DATE  OF  PART  IIL 

The  amendments  made  by  this  part  shall  apply  only 
to  articles  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the  enact¬ 
ment  of  this  Act. 
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Part  IV — Diesel  Fuel 

SEC.  441.  DIESEL  FUEL  USED  IN  HIGHWAY  VEHICLES. 

(a)  Imposition  op  Tan. — The  Internal  Revenue  Code 
is  hereby  amended  by  adding  after  chapter  19  the  following 
new  chapter: 

“CHAPTER  20— DIESEL  FUEL 
“SEC.  2450.  TAX  ON  DIESEL  FUEL. 

“There  is  hereby  imposed  a  tax  of  2  cents  a  gallon  upon 
any  liquid  (other  than  any  product  taxable  under  section 
3412)  — 

“(i)  sold  by  any  person  to  an  owner,  lessee,  or 
other  operator  of  a  diesel-powered  highway  vehicle,  for 
use  as  a  fuel  in  such  vehicle,  or 

“(2)  used  by  any  person  as  a  fuel  in  a  diesel- 
powered  highway  vehicle  unless  there  was  a  taxable  sale 
of  such  liquid  under  clause  ( 1 ) . 

“SEC.  2451.  RETURNS  AND  PAYMENT. 

“  (a)  Requirement. — Every  person  liable  for  tax 
under  this  chapter  shall  make  returns  and  pay  the  taxes  due  to 
the  collector  for  the  district  in  which  is  located  his  principal 
place  of  business,  or  if  he  has  no  principal  place  of  business 
in  the  United  States,  then  to  the  collector  at  Baltimore, 
Maryland.  Such  returns  shall  contain  such  information  and 
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be  made  at  such  times  and  in  such  manner  as  the  Secretary 
may  by  regulations  prescribe. 

“(b)  Interest. — The  tax  shall,  without  assessment  or 
notice,  be  due  and  payable  to  the  collector  at  the  time  pre¬ 
scribed  for  filing  the  return.  If  the  tax  is  not  paid  when 
due,  there  shall  be  added  as  part  of  the  tax  interest  at  the 
rate  of  6  per  centum  per  annum  from  the  time  when  the 
tax  became  due  until  paid. 

“SEC.  2452.  CREDITS  AND  REFUNDS. 

“  (a)  Non-Taxable  Use  or  Sale  by  Vendee— A 
credit  against  tax  under  this  chapter,  or  a  refund,  may  be 
allowed  or  made  to  a  person  in  the  amount  of  tax  paid  by 
him  under  this  chapter  with  respect  to  his  sale  of  any  liquid 
to  a  vendee  for  use  as  fuel  in  a  diesel-powered  highway 
vehicle,  if  such  person  establishes,  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary,  that — 

“  ( 1 )  the  vendee  used  such  liquid  otherwise  than 
as  fuel  in  such  a  vehicle  or  resold  such  liquid,  and 

“(2)  such  person  has  repaid  or  agreed  to  repay 
the  amount  of  such  tax  to  such  vendee,  or  has  obtained 
the  consent  of  the  vendee  to  the  allowance  of  the  credit 
or  refund. 

No  interest  shall  be  allowed  with  respect  to  any  amount  of 
tax  credited  or  refunded  under  the  provisions  of  this  sub¬ 
section. 
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“(b)  Proof  Required  in  Case  of  Certain  Over¬ 
payments. — No  overpayment  of  tax  under  this  chapter 
shall  he  credited  or  refunded  (otherwise  than  under  sub¬ 
section  (a)  )  in  pursuance  of  a  court  decision  or  otherwise, 
unless  the  person  who  paid  the  tax  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  ( 1 )  that 
he  has  not  included  the  tax  in  the  price  of  the  article  with 
respect  to  which  it  was  imposed,  or  collected  the  amount 
of  tax  from  the  vendee,  or  ( 2 )  that  he  has  repaid  the  amount 
of  the  tax  to  the  ultimate  purchaser  of  the  article,  or  files 
with  the  Secretary  written  consent  of  such  ultimate  pur¬ 
chaser  to  the  allowance  of  the  credit  or  refund. 

“SEC.  2453.  TAX-FREE  SALES. 

“Under  regulations  prescribed  by  the  Secretary,  no  tax 
under  this  chapter  shall  be  imposed  with  respect  to  the 
sale  of  any  liquid  for  the  exclusive  use  of  any  State,  Terri¬ 
tory  of  the  United  States,  or  any  political  subdivision  of  the 
foregoing,  or  the  District  of  Columbia,  or  with  respect  to 
the  use  by  any  of  the  foregoing  of  any  liquid  as  fuel  in  a 
diesel-powered  highway  vehicle. 

“SEC.  2454.  APPLICABILITY  OF  ADMINISTRATIVE  PROVI¬ 
SIONS. 

“All  provisions  of  law  (including  penalties)  applicable 
in  respect  of  the  taxes  imposed  by  section  2700  shall,  inso- 
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far  as  applicable  and  not  inconsistent  with  this  chapter,  be 
applicable  in  respect  of  the  taxes  imposed  by  this  chapter. 
“SEC.  2455.  RULES  AND  REGULATIONS. 

“The  Secretary  shall  prescribe  and  publish  all  needful  rules 
and  regulations  for  the  enforcement  of  this  chapter.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  ten  days  after  the  date  of 
the  enactment  of  this  Act. 

Part  V — Liquor 

SEC.  451.  INCREASE  IN  TAX  ON  DISTILLED  SPIRITS  FROM 
$9  TO  $10.50  PER  GALLON. 

(a)  Distilled  Spirits  Generally. — Section  2800 
(a)  (1)  is  hereby  amended  by  striking  out  “$6”  and  in¬ 
serting  in  lieu  thereof  “$10.50”. 

(b)  Imported  Perfumes  Containing  Distilled 

Spirits. — Section  2800  (a)  (3)  is  hereby  amended  by 

striking  out  “$6”  and  inserting  in  lieu  thereof  “$10.50”. 

(c)  Floor  Stocks  Tax— Section  2800  is  amended 
by  inserting  at  the  end  thereof  the  following  new  subsection : 

“  (1)  1951  Floor  Stocks  Tax.— 

“(1)  Tax. — Upon  all  distilled  spirits  upon  which 
the  internal  revenue  tax  imposed  by  law  has  been  paid, 
and  which  on  the  effective  date  of  section  451  (a)  of 
I  be  Ee  venue  Act  of  1951,  are  held  and  intended  for  sale 
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or  for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  levied,  assessed,  col¬ 
lected,  and  paid  a  floor  stocks  tax  of  $1.50  on  each  proof- 
gallon,  and  a  proportionate  tax  at  a  like  rate  on  all  frac¬ 
tional  parts  of  such  proof-gallon. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by 
paragraph  (1)  to  pay  any  floor  stocks  tax  shall,  on  or 
before  the  end  of  the  thirtieth  day  following  the  effective 
date  of  section  451  (a)  of  the  Revenue  Act  of  1951 
make  a  return  and  shall,  on  or  before  the  first  day  of 
the  third  month  following  such  effective  date,  pay  such 
tax.  Payment  of  the  tax  shown  to  be  due  may  be  ex¬ 
tended  to  a  date  not  later  than  the  first  day  of  the  tenth 
month  following  the  effective  date  of  such  section  upon 
the  filing  of  a  bond  for  payment  thereof  in  such  form 
and  amount  and  with  such  surety  or  sureties  as  the 
Secretary  may  prescribe. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  internal 
revenue  taxes  on  distilled  spirits  shall,  insofar  as  appli¬ 
cable  and  not  inconsistent  with  this  subsection,  be  appli¬ 
cable  in  respect  of  the  floor  stocks  tax  imposed  here¬ 
under.  For  the  purposes  of  this  subsection  the  term 
‘distilled  spirits’  shall  include  products  produced  in  such 


116 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 
19 


manner  that  the  person  producing  them  is  a  rectifier 
within  the  meaning  of  section  3254  (g) 

SEC.  452.  WINES. 

(a)  Increase  in  Rate  of  Tax. — 

(1)  Still  wines— So  much  of  section  3030  (a) 
(l)  (A)  (tax  on  still  wines,  etc.)  as  precedes  the  sec¬ 
ond  sentence  thereof  is  hereby  amended  to  read  as 
follows : 

“(A)  Imposition. — Upon  all  still  wines,  in¬ 
cluding  vermouth,  and  all  artificial  or  imitation 
wines  or  compounds  sold  as  still  wine,  produced  in 
or  imported  into  the  United  States  on  or  after  the 
effective  date  of  section  452  (a)  of  the  Revenue 
Act  of  1951,  or  which  on  such  date  were  on  any 
winery  premises  or  other  bonded  premises  or  in 
transit  thereto  or  at  any  custom  house,  there  shall 
be  levied,  collected,  and  paid  taxes  at  rates  as  fol¬ 
lows,  when  sold,  or  removed  for  consumption  or 
sale: 


“On  wines  containing  not  more  than  14  per 
centum  of  absolute  alcohol,  17  cents  per  wine- 
gallon,  the  per  centum  of  alcohol  under  this  section 
to  he  reckoned  by  volume  and  not  by  weight; 
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“On  wines  containing  more  than  14  per  centum 
and  not  exceeding  21  per  centum  of  absolute  alco¬ 
hol,  67  cents  per  wine-gallon; 

“On  wines  containing  more  than  21  per  centum 
and  not  exceeding  24  per  centum  of  absolute  alcohol, 
$2.25  per  wine-gallon; 

“All  such  wines  containing  more  than  24  per 
centum  of  absolute  alcohol  by  volume  shall  be  classed 
as  distilled  spirits  and  shall  pay  tax  accordingly.” 
(2)  Spaekling  wines,  liqueues,  and  coe- 
dials. — Section  3030  (a)  (2)  ( tax  on  sparkling  wines, 
liqueurs,  and  cordials)  is  hereby  amended  as  follows: 

(A)  By  striking  out  “after  June  30,  1940,  or 
which  on  July  1,  1940”  and  inserting  in  lieu  thereof 
“on  or  after  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951,  or  which  on  such  date”; 

(B)  By  striking  out  “10  cents”  and  inserting 
in  lieu  thereof  “17  cents”;  and 

(O)  By  striking  out  “5  cents”  each  place  it 
occurs  and  inserting  in  lieu  thereof  “12  cents”. 

(b)  Flooe  Stocks. — Subchapter  F  of  chapter  26  is 
hereby  amended  by  inserting  at  the  end  thereof  the  following 
new  section: 
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“SEC.  3195.  1951  FLOOR  STOCKS  TAX  ON  WINES. 

“(a)  Upon  all  wines  upon  which  the  internal  revenue 
tax  imposed  by  law  has  been  paid,  and  which  on  the  effective 
date  of  section  452  (a)  of  the  Revenue  Act  of  1951  are  held 
and  intended  for  sale  or  for  use  in  the  manufacture  or  pro¬ 
duction  of  an  article  intended  for  sale,  there  shall  be  levied, 
assessed,  collected,  and  paid  a  floor  stocks  tax  at  rates  equal 
to  the  increases  in  rates  of  tax  made  applicable  to  such  articles 
by  section  452  (a)  of  the  Revenue  Act  of  1951. 

“(b)  Returns. — Under  such  regulations  as  the  Secre¬ 
tary  shall  prescribe,  every  person  required  by  subsection  (a) 
to  pay  any  floor  stocks  tax  shall,  on  or  before  the  end  of  the 
thirtieth  day  following  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951  make  a  return  and  shall,  on  or 
before  the  first  day  of  the  third  month  following  such  effec¬ 
tive  date,  pay  such  tax.  Payment  of  the  tax  shown  to  be  due 
may  be  extended  to  a  date  not  later  than  the  first  day  of  the 
tenth  month  following  the  effective  date  of  section  452  (a) 
of  the  Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(c)  Laws  Applicable. — All  provisions  of  law,  in¬ 
cluding  penalties,  applicable  in  respect  of  the  taxes  imposed 
by  section  3030  (a)  shall,  insofar  as  applicable  and  not  in- 
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consistent  with  this  section,  be  applicable  with  respect  to  the 
floor  stocks  tax  imposed  by  subsection  (a) .” 

SEC.  453.  FERMENTED  MALT  LIQUOR. 

(a)  Increase  in  Tax  on  Fermented  Malt  Liquors 
From  $8  to  $9  per  Barrel— Section  3150  (a)  (tax 
on  fermented  malt  liquors)  is  hereby  amended  (1)  by  strik¬ 
ing  out  “$7”  and  inserting  in  lieu  thereof  “$9”,  and  (2) 
by  striking  out  the  second  sentence  thereof. 

(b)  Floor  Stocks  Tax. — Section  3150  is  hereby 
amended  by  inserting  at  the  end  thereof  the  following  new 
subsection : 

“  (g)  1951  Floor  Stocks  Tax  — 

“  (1)  Tax. — Upon  all  fermented  malt  liquors  upon 
which  the  internal  revenue  tax  imposed  by  law  has  been 
paid,  and  which  on  the  effective  date  of  section  453  (a) 
of  the  Bevenue  Act  of  1951  are  held  by  any  person  and 
intended  for  sale  there  shall  be  levied,  assessed,  collected, 
and  paid  a  floor  stocks  tax  at  a  rate  of  $1  per  barrel  of 
31  gallons. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by  para¬ 
graph  ( 1 )  to  pay  any  floor  stocks  tax  shall,  on  or  before 
the  end  of  the  thirtieth  day  following  the  effective  date 
of  section  453  (a)  of  the  Revenue  Act  of  1951  make  a 
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return  and  shall,  on  or  before  the  first  day  of  the  third 
month  following  such  effective  date,  pay  such  tax.  Pay¬ 
ment  of  the  tax  shown  to  be  due  may  be  extended  to  a 
date  not  later  than  the  first  day  of  the  tenth  month 
following  the  effective  date  of  section  453  (a)  of  the 
Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(3)  Laws  Applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  subsection  (a)  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

SEC.  454.  CLERICAL  AMENDMENT. 


The  table  contained  in  section  1650  (relating  to  the  war 


tax  rates  of  certain  miscellaneous  taxes)  is  hereby  amended 


by  striking  out  the  following: 


“2800  (a)  (1) 
2800  (a)  (3).. 

IM 

3030  (a)  (I).. 


3030  (a)  (2). 


3150. 


Distilled  Spirits  .....  .  .  .. 

Imported  Perfumes  Containing 

$6  per  gallon  _ 

Distilled  Spirits. 

Still  Wines: 

(1)  Not  over  14%  of  Alcohol... 

10  cents  per  gallon. . . 

(2)  Over  14%  and  not  over 

40  cents  per  gallon _  . 

21%  of  Alcohol. 

(3)  Over  21%  and  not  over 

$1  per  gallon _  ... 

24%  of  Alcohol. 

Sparkling  Wines,  Liqueurs,  and 
Cordials: 

(1)  Champagne  or  Sparkling 

10  cents  per  half-pint  or 

Wine. 

fraction  thereof. 

(2)  Artificially  Carbonated 

5  cents  per  half-pint  or 

Wine. 

fraction  thereof. 

(3)  Liqueurs,  Cordials,  Etc. .. 

5  cents  per  half-pint  or 

Fermented  Malt  Liquors.  _ 

fraction  thereof. 

$7  per  barrel . . . 

$9  per  gallon. 
$9  per  gallon. 


15  cents  per  gallon. 
60  cents  per  gallon. 

$2  per  gallon. 


15  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

$8  per  barrel.” 
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SEC.  455.  EFFECTIVE  DATE  OF  PART  V. 

The  amendments  made  by  this  part  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  this  Act. 

Part  VI — Occupational  Taxes 
SEC.  461.  DEALERS  IN  LIQUORS. 

(a)  Wholesale  Dealers  in  Liquors. — Section 

3250  (a)  (1)  (relating  to  occupational  tax  on  wholesale 

dealers  in  liquors)  is  hereby  amended  by  striking  out  “$110” 
and  inserting  in  lieu  thereof  “$200”. 

(b)  Retail  Dealers  in  Liquors. — Section  3250 
(b)  (1)  (relating  to  occupational  tax  on  retail  dealers  in 
liquors)  is  hereby  amended  by  striking  out  “$27.50”  and 
inserting  in  lieu  thereof  “$50”. 

(c)  Wholesale  Dealers  in  Malt  Liquors. — Sec¬ 
tion  3250  (d)  (1)  (relating  to  tax  on  wholesale  dealers  in 
malt  liquors)  is  hereby  amended  by  striking  out  “$55”  and 
inserting  in  lieu  thereof  “$100”. 

SEC.  462.  DRAWBACK  IN  THE  CASE  OF  DISTILLED  SPIRITS 
USED  IN  THE  MANUFACTURE  OF  CERTAIN  NON¬ 
BEVERAGE  PRODUCTS. 

(a)  Drawback. — Section  3250  (1)  (5)  (relating  to 
manufacture  of  certain  nonbeverage  products)  is  hereby 
amended  by  striking  out  “$3.75”  and  inserting  in  lieu 
thereof  “$9.50”. 
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(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act,  and  on  which  the  internal  revenue  tax  was  paid 
at  the  rate  of  $10.50  specified  in  section  2800  (a)  (1)  or 
at  a  rate  equivalent  to  such  rate. 

(c)  Technical  Amendment. — Section  309  (c)  of  the 
Revenue  Act  of  1943  is  hereby  amended  by  adding  at  the 
end  thereof  the  following:  “Subsection  (b)  shall  not  be 
applicable  in  any  case  in  which  drawback  is  allowed  at  the 
rate  of  $9.50  under  section  3250  (1)  (5)  of  the  Internal 
Revenue  Code,  as  amended  by  the  Revenue  Act  of  1951.” 
SEC.  463.  TAX  ON  COIN-OPERATED  GAMING  DEVICES. 

Section  3267  (a)  (tax  on  coin-operated  gaming  de¬ 
vices)  is  hereby  amended  by  striking  out  “$150”  wherever 
appearing  therein  and  inserting  in  lieu  thereof  “$250”. 

SEC.  464.  TAX  ON  BOWLING  ALLEYS  AND  BILLIARD  AND 
POOL  TABLES. 

(a)  Increase  in  Rate.— Section  3268  (relating  to 
rate  of  tax)  is  hereby  amended  by  striking  out  “$10”  and 
inserting  in  lieu  thereof  “$25”. 
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(b)  Clerical  Amendment. — The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  mis¬ 
cellaneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 

“3268 _ |  Billiard  and  Pool  Tables;  and  |  $10  per  year  per  table;  I  $20  per  year  per  table;  $20 

I  Bowling  Alleys.  I  $10  per  year  per  alley.  I  per  year  per  alley.” 

SEC.  465.  EFFECTIVE  DATE  OF  PART  VI. 

The  amendments  made  by  sections  461,  463,  and  464 
shall  take  effect  on  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act.  In  the  case  of  the  year  beginning  July  1,  1951, 
where  the  trade  or  business  on  which  the  tax  is  imposed 
was  commenced  prior  to  the  first  day  of  the  month  specified 
in  the  preceding  sentence,  the  increase  in  tax  resulting  from 
such  amendments  shall  be  reckoned  proportionately  from 
the  first  day  of  such  month  to  and  including  the  thirtieth 
day  of  June  following  and  shall  be  due  on,  and  payable  on 
or  before,  the  last  day  of  the  month  specified  in  the  preced¬ 
ing  sentence. 

Part  VII — Wagering 
SEC.  471.  WAGERING  TAXES. 

(a)  Imposition  of  Taxes. — Subtitle  B  (relating  to 
miscellaneous  taxes)  is  hereby  amended  by  inserting  after 
chapter  27  the  following  new  chapter: 
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“CHAPTER  27A— WAGERING  TAXES 
“Subchapter  A — Tax  on  Wagers 
“SEC.  3285.  TAX. 

“(a)  Wagers. — There  shall  be  imposed  on  wagers,  as 
defined  in  subsection  (b),  an  excise  tax  equal  to  10  per 
centum  of  the  amount  thereof. 

“(b)  Definitions. — For  the  purposes  of  this  chapter — 
“(1)  The  term  ‘wager’  means  (A)  any  wager 
with  respect  to  a  sports  event  or  a  contest  placed  with  a 
person  engaged  in  the  business  of  accepting  such  wagers, 
(B)  any  wager  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest,  if  such  pool  is  conducted 
for  profit,  and  (C)  any  wager  placed  in  a  lottery  con¬ 
ducted  for  profit. 

“  (2)  The  term  ‘lottery’  includes  the  numbers  game, 
policy,  and  similar  types  of  wagering.  The  term  does 
not  include  (A)  any  game  of  a  type  in  which  usually 
(i)  the  wagers  are  placed,  (ii)  the  winners  are  deter¬ 
mined,  and  (iii)  the  distribution  of  prizes  or  other 
property  is  made,  in  the  presence  of  all  persons  placing 
wagers  in  such  game,  and  (B)  any  drawing  conducted 
by  an  organization  exempt  from  tax  under  section  101,  if 
no  part  of  the  net  proceeds  derived  from  such  drawing 
inures  to  the  benefit  of  any  private  shareholder  or 
individual. 
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“  (c)  Amount  of  Wager. — In  determining  the  amount 
of  any  wager  for  the  purposes  of  this  subchapter,  all  charges 
incident  to  the  placing  of  such  wager  shall  be  included; 
except  that  if  the  taxpayer  establishes,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  that  an  amount 
equal  to  the  tax  imposed  by  this  subchapter  has  been  col¬ 
lected  as  a  separate  charge  from  the  person  placing  such 
wager,  the  amount  so  collected  shall  be  excluded. 

“  (d)  Persons  Liable  for  Tax.— Each  person  who  is 
engaged  in  the  business  of  accepting  wagers  shall  be  liable 
for  and  shall  pay  the  tax  under  this  subchapter  on  all  wagers 
placed  with  him.  Each  person  who  conducts  any  wagering 
pool  or  lottery  shall  be  liable  for  and  shall  pay  the  tax  under 
this  subchapter  on  all  wagers  placed  in  such  pool  or  lottery. 

“(e)  Exclusions  Erom  Tax. — No  tax  shall  be  im¬ 
posed  by  this  subchapter  (1)  on  any  wager  placed  with, 
or  on  any  wager  placed  in  a  wagering  pool  conducted  by,  a 
parimutuel  wagering  enterprise  licensed  under  State  law, 
and  (2)  on  any  wager  placed  in  a  coin-operated  device  with 
respect  to  which  an  occupational  tax  is  imposed  by  section 
3267. 

“(f)  Territorial  Extent. — The  tax  imposed  by  this 
subchapter  shall  apply  only  to  wagers  (1)  accepted  in  the 
United  States,  or  (2)  placed  by  a  person  who  is  in  the 
United  States  (A)  with  a  person  who  is  a  citizen  or  resident 
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of  the  United  States,  or  (B)  in  a  wagering  pool  or  lottery 
conducted  by  a  person  who  is  a  citizen  or  resident  of  the 
United  States. 

“SEC.  3286.  CREDITS  AND  REFUNDS. 

“  (a)  No  overpayment  of  tax  under  this  subchapter  shall 
be  credited  or  refunded  (otherwise  than  under  subsection 
( b )  ) ,  in  pursuance  of  a  court  decision  or  otherwise,  unless 
the  person  who  paid  the  tax  establishes,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  (1)  that  he  has 
not  collected  (whether  as  a  separate  charge  or  otherwise) 
the  amount  of  the  tax  from  the  person  who  placed  the  wager 
on  which  the  tax  was  imposed,  or  (2)  that  he  has  repaid  the 
amount  of  the  tax  to  the  person  who  placed  such  wager, 
or  unless  he  files  with  the  Secretary  written  consent  of  the 
person  who  placed  such  wager  to  the  allowance  of  the  credit 
or  the  making  of  the  refund.  In  the  case  of  any  laid-off 
wager,  no  overpayment  of  tax  under  this  subchapter  shall 
be  so  credited  or  refunded  to  the  person  with  whom  such 
laid-off  wager  was  placed  unless  he  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  that  the 
provisions  of  the  preceding  sentence  have  been  complied 
with  both  with  respect  to  the  person  who  placed  the  laid-off 
wager  with  him  and  with  respect  to  the  person  who  placed 
the  original  wager. 

“  (b)  Where  any  taxpayer  lays  off  part  or  all  of  a  wager 
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with  another  person  who  is  liable  for  tax  under  this  sub¬ 
chapter  on  the  amount  so  laid  off,  a  credit  against  the  tax 
imposed  by  this  subchapter  shall  be  allowed,  or  a  refund 
shall  be  made  to,  the  taxpayer  laying  off  such  amount.  Such 
credit  or  refund  shall  be  in  an  amount  which  bears  the  same 
ratio  to  the  amount  of  tax  which  such  taxpayer  paid  under 
this  subchapter  on  the  original  wager  as  the  amount  so  laid 
off  bears  to  the  amount  of  the  original  wager.  Credit  or 
refund  under  this  subsection  shall  be  allowed  or  made  only 
in  accordance  with  regulations  prescribed  by  the  Secretary; 
and  no  interest  shall  be  allowed  with  respect  to  any  amount 
so  credited  or  refunded. 

“SEC.  3287.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700  shall, 
insofar  as  applicable  and  not  inconsistent  with  the  provisions 
of  this  subchapter,  be  applicable  with  respect  to  the  tax 
imposed  by  this  subchapter.  In  addition  to  all  other  records 
required  pursuant  to  section  2709,  each  person  liable  for  tax 
under  this  subchapter  shall  keep  a  daily  record  showing  the 
gross  amount  of  all  wagers  on  which  he  is  so  liable. 

“Subchapter  B — Occupational  Tax 
“SEC.  3290.  TAX. 

“A  special  tax  of  $50  per  year  shall  be  paid  by  each 
person  who  is  liable  for  tax  under  subchapter  A  or  who  is  en- 
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gaged  in  receiving  wagers  for  or  on  behalf  of  any  person 
so  liable. 

“SEC.  3291.  REGISTRATION. 

“  (a)  Each  person  required  to  pay  a  special  tax  under 
this  subchapter  shall  register  with  the  collector  of  the 
district — 

“  ( 1 )  his  name  and  place  of  residence : 

“  (2)  if  he  is  liable  for  tax  under  subchapter  A,  each 
place  of  business  where  the  activity  which  makes  him  so 
liable  is  carried  on,  and  the  name  and  place  of  resi¬ 
dence  of  each  person  who  is  engaged  in  receiving  wagers 
for  him  or  on  his  behalf ;  and 

“  (3)  if  he  is  engaged  in  receiving  wagers  for  or  on 
behalf  of  any  person  liable  for  tax  under  subchapter 
A,  the  name  and  place  of  residence  of  each  such  person. 
“(b)  Where  subsection  (a)  requires  the  name  and 
place  of  residence  of  a  firm  or  company  to  be  registered, 
the  names  and  places  of  residence  of  the  several  persons 
constituting  the  firm  or  company  shall  be  registered. 

“(c)  In  accordance  with  regulations  prescribed  by  the 
Secretary,  the  collector  may  require  from  time  to  time  such 
supplemental  information  from  any  person  required  to  regis¬ 
ter  under  this  section  as  may  be  needful  to  the  enforcement 
of  this  chapter. 
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“SEC.  3292.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“Sections  3271,  3273  (a) ,  3275,  3276,  3277,  3279,  and 
3280  shall  extend  to  and  apply  to  the  special  tax  imposed 
by  this  subchapter  and  to  the  persons  upon  whom  it  is 
imposed,  and  for  that  purpose  any  activity  which  makes  a 
person  liable  for  special  tax  under  this  subchapter  shall  be 
considered  to  be  a  business  or  occupation  described  in  chap¬ 
ter  27.  No  other  provision  of  subchapter  B  of  chapter  27 
shall  so  extend  or  apply. 

“SEC.  3293.  POSTING. 

“Every  person  liable  for  special  tax  under  this  sub-  . 
chapter  shall  place  and  keep  conspicuously  in  his  principal 
place  of  business  the  stamp  denoting  the  payment  of  such 
special  tax;  except  that  if  he  has  no  such  place  of  business, 
he  shall  keep  such  stamp  on  his  person,  and  exhibit  it,  upon 
request,  to  any  officer  or  employee  of  the  Bureau  of  Internal 
Revenue. 

“SEC.  3294.  PENALTIES. 

“(a)  Failure  to  Pay  Tax. — Any  person  who  does 
any  act  which  makes  him  liable  for  special  tax  under  this 
subchapter,  without  having  paid  such  tax,  shall,  besides  be¬ 
ing  liable  to  the  payment  of  the  tax,  be  fined  not  less  than 
$1,000  and  not  more  than  $5,000. 

H.  R.  4473 - 9 
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“(b)  Failure  to  Post  or  Exhibit  Stamp. — Any 
person  who,  through  negligence,  fails  to  comply  with  section 
3293,  shall  he  liable  to  a  penalty  of  $50,  and  the  cost  of 
prosecution.  Any  person  who,  through  willful  neglect  or 
refusal,  fails  to  comply  with  section  3293,  shall  be  liable  to  a 
penalty  of  $100,  and  the  cost  of  prosecution. 

“(c)  Willful  Violations— The  penalties  prescribed 
by  section  2707  with  respect  to  the  tax  imposed  by  section 
2700  shall  apply  with  respect  to  the  tax  imposed  by  this 
subchapter. 

“Subchapter  C — Miscellaneous  Provisions 
“SEC.  3297.  APPLICABILITY  OF  FEDERAL  AND  STATE  LAWS. 

“The  payment  of  any  tax  imposed  by  this  chapter  with 
respect  to  any  activity  shall  not  exempt  any  person  from  any 
penalty  provided  by  a  law  of  the  United  States  or  of  any 
State  for  engaging  in  the  same  activity,  nor  shall  the  payment 
of  any  such  tax  prohibit  any  State  from  placing  a  tax  on  the 
same  activity  for  State  or  other  purposes. 

“SEC.  3298.  INSPECTION  OF  BOOKS. 

“Notwithstanding  section  3631,  the  books  of  account  of 
my  person  liable  for  tax  under  this  chapter  may  be  examined 
and  inspected  as  frequently  as  may  be  needful  to  the  en¬ 
forcement  of  this  chapter/’ 

(b)  Technical  Amendment. — Section  3310  (f) 

(delating  to  discretion  allowed  the  Commissioner  with  re- 
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spect  to  returns  and  payment  of  tax)  is  hereby  amended  by 
inserting  after  “subchapter  A  of  chapter  25,”  the  following: 
“subchapter  A  of  chapter  27A,”. 

SEC. 472.  EFFECTIVE  DATE  OF  PART  VII. 

The  tax  imposed  by  subchapter  A  of  chapter  27A,  as 
added  by  section  471,  shall  apply  only  with  respect  to 
wagers  placed  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment 
of  this  Act.  No  tax  shall  be  payable  under  subchapter  B  of 
chapter  27A,  as  added  by  section  471,  with  respect  to  any 
period  prior  to  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  enactment  of  this  Act. 

Part  VIII — Manufacturers’  Excise  Taxes 
SEC.  481.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR  ACCES¬ 
SORIES. 

(a)  Increase  in  Tax  on  Trucks.— Section  3403 
(a)  (tax  on  trucks,  busses,  etc.)  is  hereby  amended  by 
striking  out  “5  per  centum”  and  inserting  in  lieu  thereof 
“8  per  centum”. 

(b)  Increase  in  Tax  on  Passenger  Automobiles 
and  Motorcycles. — Section  3403  (b)  (tax  on  automo¬ 
bile  chassis  and  bodies,  etc.)  is  hereby  amended  to  read  as 
follows : 

“(b)  Other  Chassis  and  Bodies,  etc.— 

“  ( 1 )  Other  automobile  chassis  and  bodies,  chassis 
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and  bodies  for  trailers  and  semi-trailers  (other  than 
house  trailers)  suitable  for  use  in  connection  with  pas¬ 
senger  automobiles,  and  motorcycles  (including  in  each 
case  parts  or  accessories  therefor  sold  on  or  in  connection 
therewith  or  with  the  sale  thereof) ,  except  tractors,  10 
per  centum. 

“  (2)  Chassis  and  bodies  for  house  trailers  (includ¬ 
ing  in  each  case  parts  or  accessories  therefor  sold  on  or 
in  connection  therewith  or  with  the  sale  thereof) ,  7 
per  centum. 

A  sale  of  an  automobile,  trailer,  or  semi-trailer  shall,  for 
the  purposes  of  this  subsection,  be  considered  to  be  a  sale  of 
the  chassis  and  of  the  body.” 

(c)  Increase  in  Tax  on  Parts  or  Accessories.— 
Section  3403  (c)  (tax  on  parts  or  accessories  for  automo¬ 
biles,  etc. )  is  hereby  amended  by  striking  out  “5  per  centum” 
and  inserting  in  lieu  thereof  “8  per  centum”. 

(d)  Rebuilt  Parts  or  Accessories— Section  3403 
(c)  (tax  on  parts  or  accessories)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  determining 
the  sale  price  of  a  rebuilt  automobile  part  or  accessory  there 
shall  be  excluded  from  the  price,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  value  of  a  like  part  or 
accessory  accepted  in  exchange.” 

(e)  Technical  Amendment. — Section  3403  (e) 
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1  (relating  to  certain  credits  against  the  tax  imposed  by  section 

2  3403)  is  hereby  amended  by  striking  out  “in  the  case  of  an 

3  article  taxable  under  subsection  (a),  5  per  centum,  and  in 

4  the  case  of  an  article  taxable  under  subsection  (b),  7  per 

5  centum”  and  inserting  in  lieu  thereof  “in  the  case  of  an  article 

6  taxable  under  subsection  (a),  8  per  centum,  in  the  case  of 

7  an  article  taxable  under  subsection  (b)  (1) ,  10  per  centum, 

8  and  in  the  case  of  an  article  taxable  under  subsection  (b) 

9  (2) ,  7  per  centum”. 

10  (f)  Parts  or  Accessories  for  Farm  Equip- 

11  ment. — Section  3443  (a)  (3)  (A)  is  hereby  amended 

12  by  striking  out  the  period  at  the  end  of  clause  (v)  and  in- 

13  serting  in  lieu  thereof  a  semicolon,  and  by  inserting  after 

14  clause  (v)  the  following: 

“(vi)  in  the  case  of  articles  taxable  under 

section  3403  (c)  (other  than  spark  plugs, 
storage  batteries,  leaf  springs,  coils,  timers,  and 
tire  chains) ,  used  or  resold  for  use  as  repair 
or  replacement  parts  or  accessories  for  farm 
equipment  (other  than  equipment  taxable 
under  subsection  (a)  or  (b)  of  section 
3403) 

(g)  Effective  Date  of  Subsection  (f). — The 

24  amendment  made  by  subsection  (f)  shall  be  effective  with 

25  respect  to  articles  purchased  (by  the  user  thereof)  on  or 
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after  the  first  day  of  the  first  month  which  begins  more 
than  ten  days  after  the  date  of  the  enactment  of  this  Act. 

(h)  Removal  of  Tax  on  Tie.es  foe  Toys,  Etc  — 
Paragraph  (1)  of  section  3400  (a)  (relating  to  tax  on 
tires)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “The  tax  imposed  by  this  paragraph  shall  not 
apply  to  (A)  tires  which  are  not  more  than  20  inches  in 
diameter  and  not  more  than  one  and  three-fourths  inches 
in  cross-section,  if  such  tires  are  of  all-rubber  construction 
(whether  hollow  center  or  solid)  without  fabric  or  metal 
reinforcement,  or  (B)  tires  of  extruded  tiring  with  internal 
wire  fastening  agent.” 

SEC.  482.  NAVIGATION  RECEIVERS  SOLD  TO  THE  UNITED 
STATES. 

(a)  Exemption  on  Sales  to  United  States  of 
Certain  Radio  Sets. — Section  3404  (a)  (relating  to  man¬ 
ufacturers’  excise  tax  on  radio  receiving  sets,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “No  tax  shall  be  imposed  under  this  subsection  with 
respect  to  the  sale  to  the  United  States  for  its  exclusive  use 
of  a  communication,  detection,  or  navigation  receiver  of  the 
type  used  in  commercial,  military,  or  marine  installations.” 

(b)  Tax-Eree  Sales  of  Radio  Parts. — Section  3404 
(b)  (relating  to  manufacturers’  excise  tax  on  component 
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parts  of  radio  receiving  sets,  etc. )  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  sentence:  “Under 
regulations  prescribed  by  the  Secretary,  no  tax  shall  be  im¬ 
posed  under  this  subsection  with  respect  to  the  sale  of  any 
article  for  use  by  the  vendee  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  communication, 
detection,  or  navigation  receivers  of  the  type  used  in  com¬ 
mercial,  military,  or  marine  installations  if  such  receivers 
are  to  be  sold  by  the  vendee  to  the  United  States  for  its 
exclusive  use.  If  any  article  sold  tax-free  to  such  vendee 
is  not  so  used  by  him,  or  being  so  used  the  receiver  is  not  so 
sold,  the  vendee  shall  he  considered  as  the  manufacturer  or 
producer  of  such  article.” 

(c)  Refund  in  Case  of  Use  of  Paets. — Section 
3443  (a)  (1)  (relating  to  credits  and  refunds)  is  hereby 
amended  to  read  as  follows : 

“  ( 1 )  to  a  manufacturer  or  producer,  in  the  amount 
of  any  tax  under  this  chapter  which  has  been  paid 
with  respect  to  the  sale  of — 

“(A)  any  article  (other  than  a  tire,  inner  tube, 
or  automobile  radio  or  television  receiving  set  tax¬ 
able  under  section  3404)  purchased  by  him  and 
used  by  him  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  an  article 
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with  respect  to  which  tax  under  this  chapter  has 
been  paid,  or  which  has  been  sold  free  of  tax  by 
virtue  of  section  3442,  relating  to  tax-free  sales; 

“(B)  any  article  described  in  section  3404  (b) 
purchased  by  him  and  used  by  him  as  material  in 
the  manufacture  or  production  of,  or  as  a  com¬ 
ponent  part  of,  communication,  detection,  or  navi¬ 
gation  receivers  of  the  type  used  in  commercial, 
military,  or  marine  installations  if  such  receivers 
have  been  sold  by  him  to  the  United  States  for  its 
exclusive  use.” 

(d)  Refund  in  Case  of  Resale  to  United 
States. — Section  3443  (a)  (3)  (A)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following: 

“(vii)  in  the  case  of  a  communication, 
detection,  or  navigation  receiver  of  the  type 
used  in  commercial,  military,  or  marine  installa¬ 
tions,  resold  to  the  United  States  for  its  ex¬ 
clusive  use.” 

(e)  Use  by  Manufacturer  of  Taxable  Parts. — 
Section  3444  (b)  ( relating  to  tax  on  use  by  manufacturer  of 
taxable  articles)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  section  shall  not  apply  with 
respect  to  the  use  by  the  manufacturer,  producer,  or  importer 
of  articles  described  in  section  3404  (b)  if  such  articles  are 
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used  by  him  as  material  in  the  manufacture  or  production  of, 
or  as  a  component  part  of,  communication,  detection,  or 
navigation  receivers  of  the  type  used  in  commercial,  military, 
or  marine  installations  if  such  receivers  are  to  be  sold  to  the 
United  States  for  its  exclusive  use.” 

(f)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  take  effect  as  provided  in 
section  489.  The  amendments  made  by  subsections  (c)  and 
(e)  shall  be  applicable  with  respect  to  articles  used  in 
receivers  sold  to  the  United  States  on  or  after  the  first  day  of 
the  first  month  which  begins  more  than  ten  days  after  the 
date  of  the  enactment  of  this  Act,  and  the  amendment  made 
by  subsection  (d)  shall  be  applicable  with  respect  to 
articles  resold  to  the  United  States  on  or  after  such 
first  day. 

SEC.  483.  REPEAL  OF  TAX  ON  CERTAIN  SPORTING  GOODS; 

INCREASE  IN  TAX  ON  REMAINING  SPORTING 
GOODS. 

Section  3406  (a)  (1)  (relating  to  manufacturers’  ex¬ 
cise  tax  on  sporting  goods)  is  hereby  amended  to  read  as 
follows : 

“  ( 1 )  Sporting  Goods. — Badminton  nets ;  badminton 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
badminton  racket  frames  (measuring  22  inches  over-all  or 
more  in  length )  ;  badminton  racket  string ;  badminton  shuttle- 
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cocks;  badminton  standards;  baseballs;  baseball  bats  (meas¬ 
uring  26  inches  or  more  in  length)  ;  baseball  body  protectors 
and  shin  guards;  baseball  gloves  and  mitts;  baseball  masks; 
billiard  and  pool  tables  (measuring  45  inches  over-all  or 
more  in  length)  ;  billiard  and  pool  balls  and  cues  for  such 
tables;  bowling  balls  and  pins;  clay  pigeons  and  traps  for 
throwing  clay  pigeons;  croquet  balls  and  mallets;  curling 
stones ;  deck  tennis  rings,  nets,  and  posts ;  fishing  rods,  creels, 
reels,  and  artificial  lures,  baits,  and  flies;  golf  bags  (measur¬ 
ing  26  inches  or  more  in  length)  ;  golf  balls;  golf  clubs 
(measuring  30  inches  or  more  in  length)  ;  polo  balls;  polo 
mallets;  skis;  ski  poles;  snow  shoes;  squash  balls;  squash 
rackets  (measuring  22  inches  over-all  or  more  in  length)  ; 
squash  racket  frames  (measuring  22  inches  over-all  or  more 
in  length)  ;  squash  racket  string;  table  tennis  tables,  balls, 
nets,  and  paddles;  tennis  balls;  tennis  nets;  tennis  rackets 
(measuring  22  inches  over-all  or  more  in  length)  ;  tennis 
racket  frames  (measuring  22  inches  over-all  or  more  in 
length)  ;  tennis  racket  string;  15  per  centum.” 

SEC.  484.  ADDITION  OF  CERTAIN  ITEMS  TO  THE  TAX  ON 
ELECTRIC,  GAS,  AND  OIL  APPLIANCES;  RE¬ 
MOVAL  OF  TAX  ON  ELECTRIC  HEATING  PADS. 

Section  3406  (a)  (3)  (relating  to  manufacturers’ 

excise  tax  on  electric,  gas,  and  oil  appliances)  is  hereby 
amended  (1)  by  striking  out  “electric  heating  pads  and 
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blankets”  and  inserting  in  lieu  thereof  “electric  blankets, 
sheets,  and  spreads”,  and  (2)  by  inserting  after  “juicers;” 
the  following:  “and  the  following  appliances  of  the  house¬ 
hold  type:  electric  belt-driven  fans;  electric  or  gas 
clothes  driers;  electric  door  chimes;  electric  dehumidi¬ 
fiers;  electric  dishwashers;  electric  floor  polishers  and 
waxers;  electric  food  choppers  and  grinders;  electric  hedge 
trimmers ;  electric  ice  cream  freezers ;  electric  mangles ; 
electric  motion  or  still  picture  projectors;  electric  pants 
pressers;  electric  shavers;  and  power  lawn  mowers;”. 

SEC.  485.  ADJUSTMENTS  OF  TAX  RATES  ON  PHOTOGRAPHIC 
APPARATUS  AND  FILM;  REPEAL  OF  TAX  ON 
CERTAIN  ITEMS. 

(a)  Items  Subject  to  Tax.— Section  3406  (a)  (4) 
(relating  to  the  manufacturers’  excise  tax  on  photographic 
apparatus)  is  hereby  amended  to  read  as  follows: 

“(4)  Photographic  Apparatus— Cameras  and 
camera  lenses,  and  unexposed  photographic  film  in  rolls 
(including  motion  picture  film),  20  per  centum.  The 
tax  imposed  under  this  paragraph  shall  not  apply  to 
X-ray  cameras,  to  cameras  weighing  more  than  four 
pounds  exclusive  of  lens  and  accessories,  to  still  camera 
lenses  having  a  focal  length  of  more  than  one  hundred 
and  twenty  millimeters,  to  motion  picture  camera  lenses 
having  a  focal  length  of  more  than  thirty  millimeters,  to 
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X-ray  film,  to  film  more  than  one  hundred  and  fifty 
feet  in  length,  or  to  film  more  than  twenty-five  feet 
in  length  and  more  than  thirty  millimeters  in  width. 
Any  person  who  acquires  unexposed  photographic  film 
not  subject  to  tax  under  this  paragraph  and  sells  such 
unexposed  film  in  form  and  dimensions  subject  to  tax 
hereunder  (or  in  connection  with  a  sale  cuts  such  film 
to  form  and  dimensions  subject  to  tax  hereunder)  shall 
for  the  purposes  of  this  subsection  he  considered  the 
manufacturer  of  the  film  so  sold  by  him.” 

(b)  Floor  Stocks  Refunds  on  Bulbs. — 

(1)  With  respect  to  any  photo-flash  or  other  bulb 
upon  which  the  tax  imposed  under  section  3406  (a) 
(4)  of  the  Internal  Revenue  Code  has  been  paid,  and 
which  on  the  effective  date  specified  in  section  489  of 
this  Act  is  held  by  any  person  and  intended  for  sale,  or 
for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  credited  or  refunded  to 
the  manufacturer  or  producer  of  such  bulb  (without 
interest) ,  subject  to  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary,  an  amount  equal  to  so  much 
of  the  tax  so  paid  as  has  been  paid  by  such  manufacturer 
or  producer  to  such  person  as  reimbursement  for  the 
elimination  on  such  effective  date  of  the  tax  on  such  bulb, 
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if  claim  for  such  credit  or  refund  is  filed  with  the  Secre¬ 
tary  prior  to  the  expiration  of  three  months  after  such 
effective  date.  No  credit  or  refund  shall  be  allowable 
under  this  paragraph  for  any  bulb  held  by  any  person 
for  sale  which  was  purchased  by  such  person  as  a  com¬ 
ponent  part  of  any  other  article. 

(2)  No  person  shall  be  entitled  to  credit  or  refund 
imder  paragraph  ( 1 )  unless  he  has  in  his  possession  such 
evidence  of  the  inventories  with  respect  to  which  he  has 
made  the  reimbursements  described  in  paragraph  ( 1 )  as 
the  regulations  imder  paragraph  (1)  shall  prescribe. 

(3)  All  provisions  of  law,  including  penalties,  ap¬ 

plicable  with  respect  to  the  tax  imposed  under  section 
3406  (a)  (4)  of  the  Internal  Revenue  Code  shall, 

insofar  as  applicable  and  not  inconsistent  with  this  sub¬ 
section,  be  applicable  in  respect  of  the  credits  and  refunds 
provided  for  in  this  subsection  to  the  same  extent  as  if 
such  credits  or  refunds  constituted  credits  or  refunds  of 
such  taxes. 

SEC.  486.  IMPOSITION  OF  TAX  ON  MECHANICAL  PENCILS 
AND  FOUNTAIN  AND  BALL  POINT  PENS. 

Chapter  29  (relating  to  manufacturers’  excise  and  im¬ 
port  taxes)  is  hereby  amended  by  adding  after  section  3407 
the  following  new  section: 
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“SEC.  3408.  TAX  ON  MECHANICAL  PENCILS  AND  FOUNTAIN 
AND  BALL  POINT  PENS. 

“  (a)  Imposition  of  Tax. — There  shall  be  imposed 
on  the  following  articles,  sold  by  the  manufacturer,  producer, 
or  importer,  a  tax  equal  to  20  per  centum  of  the  price  for 
which  so  sold:  Mechanical  pencils,  fountain  pens,  and  ball 
point  pens. 

“(b)  Exemption  if  Article  Taxable  as  Jew¬ 
elry. — No  tax  shall  be  imposed  under  this  section  on  any 
article  taxable  under  section  2400  (relating  to  jewelry  tax) .” 
SEC.  487.  REPEAL  OF  TAX  ON  ELECTRICAL  ENERGY. 

(a)  Repeal  of  Tax. — Section  3411  (relating  to  tax 
on  electrical  energy  for  domestic  or  commercial  consump¬ 
tion) ,  and  sections  3441  (d),  3444  (b),  and  3447  (c) 
(related  provisions) ,  are  hereby  repealed. 

(b)  Effective  Date.— 

( 1 )  Except  as  provided  in  paragraph  (2 ) ,  the 
provisions  of  subsection  (a)  shall  apply  to  electrical 
energy  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

(2)  In  the  case  of  electrical  energy  sold  which  is 
billed  to  the  customer  for  a  period  beginning  before  the 
effective  date  specified  in  paragraph  (1)  and  ending 
on  or  after  such  date,  the  provisions  of  subsection  (a) 
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shall  apply  to  that  portion  of  the  amount  billed  for  the 
electrical  energy  sold  during  such  period  which  the  num¬ 
ber  of  days  in  such  period  on  and  after  such  effective  date 
bears  to  the  total  number  of  days  in  such  period.  This 
section  shall  not  apply  to  electrical  energy  sold  before 
such  effective  date  for  which  a  bill  was  rendered  prior 
to  such  date. 

SEC.  488.  TAX  ON  GASOLINE. 

(a)  Incbease  in  Rate. — Section  3412  (a)  is  hereby 
amended  by  striking  out  “l-§-  cents”  and  inserting  in  lieu 
thereof  “ 2  cents”. 

(b)  Floob  Stocks  Tax.— Section  3412  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“  (f)  1951  Floob  Stocks  Tax. — On  gasoline  subject  to 
tax  under  this  section  which,  on  the  effective  date  of  section 
488  (a)  of  the  Revenue  Act  of  1951,  is  held  and  intended 
for  sale,  there  shall  be  levied,  assessed,  collected,  and  paid 
a  floor  stocks  tax  at  the  rate  of  ^  cent  per  gallon.  The  tax 
shall  not  apply  to  gasoline  in  retail  stocks  held  at  the  place 
where  intended  to  be  sold  at  retail,  nor  to  gasoline  held  for 
sale  by  the  manufacturer,  producer,  or  importer  thereof.” 
SEC.  489.  EFFECTIVE  DATE  OF  PART  VIIL 

Except  as  otherwise  expressly  provided  in  this  part, 
the  amendments  made  by  this  part  shall  take  effect  on  the 
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first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  Act. 

Part  IX — Miscellaneous  Excise  Tax  Amendments 


SEC.  491.  REDUCTION  OF  TAX  ON  TELEGRAPH  DISPATCHES. 


(a)  Reduction  of  Tax. — The  first  sentence  of  section 
3465  (a)  (1)  (B)  is  hereby  amended  to  read  as  follows: 
“On  the  amount  paid  within  the  United  States  for  each 
telegraph,  cable,  or  radio  dispatch  or  message  a  tax  equal 
to  20  per  centum  of  the  amount  so  paid,  except  that  in  the 
case  of  each  international  telegraph,  cable,  or  radio  dispatch 
or  message  the  rate  shall  be  10  per  centum.” 

(b)  Clerical  Amendment.— The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  miscel¬ 
laneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 


“3465  (a)  (1)  (B)  (In¬ 
sofar  as  it  relates  to 
domestic  telegraph, 
cable,  and  radio  dis¬ 
patches). 


Domestic  Telegraph,  Cable,  or 
Radio  Dispatches. 


15  per  centum. 


26  per  centum.” 


(c)  Effective  Date. — Subject  to  the  provisions  of 
subsection  (d),  the  amendments  made  by  this  section  shall 
apply  with  respect  to  amounts  paid  on  or  after  the  rate  reduc¬ 
tion  date  (as  defined  in  subsection  (e)  )  for  services  rendered 
on  or  after  such  date. 

(d)  Amounts  Paid  Pursuant  to  Bills  Ren¬ 
dered. — The  amendments  made  by  this  section  shall  not 
apply  with  respect  to  amounts  paid  pursuant  to  bills  rendered 
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prior  to  the  rate  reduction  date.  In  the  case  of  amounts  paid 
pursuant  to  bills  rendered  on  or  after  the  rate  reduction  date 
for  services  for  which  no  previous  bill  was  rendered,  the 
amendments  made  by  this  section  shall  apply  except  with 
respect  to  such  services  as  were  rendered  more  than  2 
months  before  such  date.  In  the  case  of  services  rendered 
more  than  2  months  before  such  date  the  provisions  of 
sections  1650  and  3465  of  the  Internal  Revenue  Code  in 
effect  at  the  time  such  services  were  rendered  shall  be 
applicable  to  the  amounts  paid  for  such  services. 

(e)  Rate  Reduction  Date. — For  the  purposes  of  this 
section  the  term  “rate  reduction  date”  means  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act. 

SEC.  492.  EXEMPTION  OF  FISHING  TRIPS  FROM  TAX  ON 
TRANSPORTATION. 

(a)  Exemption.— Section  3469  (b)  (relating  to 

exemption  of  certain  trips  from  the  tax  on  transportation  of 
persons)  is  hereby  amended  by  striking  out  “or  to  amounts” 
and  inserting  in  lieu  thereof  “to  amounts”,  and  by  inserting 
after  the  words  “one  month  or  less”  the  following  “,  or  to 
amounts  paid  for  transportation  by  boat  for  the  purpose  of 
fishing  from  such  boat”. 

(b)  Effective  Date. — The  amendment  made  by  sub- 
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section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act  for  transportation  on 
or  after  such  first  day. 

SEC.  493.  TRANSPORTATION  OF  OIL  BY  WATER. 

(a)  Imposition  of  Tax— Chapter  30  (relating  to 
transportation  and  communications  taxes)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subchapter: 

“SUBCHAPTER  F— TRANSPORTATION  OF  OIL  BY 

WATER 

“SEC.  3476.  TRANSPORTATION  OF  OIL  BY  WATER. 

“  (a)  Tax. — There  shall  be  imposed  upon  all  transporta¬ 
tion  (other  than  transportation  taxable  under  section  3475) 
of  crude  petroleum  and  liquid  products  thereof  by  water, 
from  one  point  in  the  United  States  to  another,  a  tax  equal  to 
3  per  centum  of  the  fair  charge  for  such  transportation. 

“(b)  Fair  Charge  Defined.— For  the  purposes  of 
this  section,  the  fair  charge  for  transportation  shall  be  com¬ 
puted  on — 

“  ( 1 )  the  basis  of  the  charge  for  such  transportation 
made  by  persons  performing  like  transportation  for  hire, 
as  determined  by  the  Secretary,  or 

“(2)  if  no  such  charge  exists,  then  on  the  basis 
of  a  reasonable  charge  for  such  transportation,  as  deter¬ 
mined  by  the  Secretary. 
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1  “(c)  Exemption  From  Tax. — The  tax  imposed  by 

2  this  section  shall  not  apply  to — 

3  “(1)  transportation  within  the  premises  of  a  pro- 

4  ducing  property,  refinery,  bulk  plant,  terminal,  or  gaso- 

5  line  plant; 

6  “(2)  transportation  in  a  vessel  of  a  product  to  be 

7  used  (without  unloading)  as  fuel  supplies,  ship’s  stores, 

8  sea  stores,  or  legitimate  equipment,  on  such  vessel; 

9  “  (3)  transportation  by  and  for  the  exclusive  use  of 

10  the  Government  of  the  United  States,  or  by  and  for  the 

11  exclusive  use  of  any  State,  Territory,  or  political  subdi- 

12  vision  thereof,  or  the  District  of  Columbia;  or 

13  “  (4)  products  transported  by  an  individual  for  his 

14  personal  use  and  not  for  business  purposes. 

15  “(d)  Return  and  Payment  of  Tax. — The  tax  im- 

16  posed  by  this  section  shall  be  paid  by  the  person  furnishing 

17  the  transportation  subject  to  the  tax.  Every  person  liable  for 

18  the  tax  imposed  imder  this  section  shall  make  returns  and  pay 

19  such  taxes  to  the  collector  for  the  district  in  which  is  located 

20  his  principal  place  of  business  or,  if  he  has  no  principal  place 

21  of  business  in  the  United  States,  then  to  the  collector  at 

22  Baltimore,  Maryland.  Such  returns  shall  contain  such  infor- 

23  mation  and  be  made  at  such  times  and  in  such  manner  as  the 

24  Secretary  by  regulations  may  prescribe.” 

25  (b)  Technical  Amendment. — Section  3475  (a) 
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(relating  to  tax  on  transportation  of  property)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
sentence:  “In  the  case  of  transportation  of  crude  petroleum 
and  liquid  products  thereof  by  water  from  one  point  in  the 
United  States  to  another,  if  (other  than  in  the  case  of  an 
arm’s  length  transaction)  the  amount  paid  for  such  trans¬ 
portation  is  less  than  the  fair  charge  therefor  (as  defined  in 
section  3476  (b)  )  the  tax  imposed  by  section  3476,  and  not 
the  tax  imposed  by  this  section,  shall  apply  with  respect  to 
such  transportation.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  transportation 
which  begins  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

SEC.  494.  ARTICLES  FROM  FOREIGN  TRADE  ZONES. 

(a)  Imported  Articles. — Upon  all  articles  specified 
in  section  2000  (c)  (2),  2800  (a),  3030  (a),  or  3150 
(a)  of  the  Internal  Revenue  Code  on  which  the  internal 
revenue  taxes  imposed  by  law  have  been  determined, 
pursuant  to  section  3  of  the  Act  of  June  18,  1934,  as 
amended  (U.  S.  C.,  title  19,  sec.  81c),  prior  to  the 
effective  date  of  the  rates  of  tax  imposed  on  such 
articles  by  this  Act,  and  which  on  or  after  such  effective 
date  are  brought  from  foreign  trade  zones  into  customs 
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territory  of  the  United  States,  there  shall  be  levied,  assessed, 
collected,  and  paid  on  such  articles,  in  addition  to  the  tax 
so  determined,  an  additional  tax  at  rates  equal  to  the  in¬ 
creases  in  rates  of  tax  made  applicable  to  such  articles  by 
this  Act.  The  tax  imposed  by  this  subsection  shall  be  col¬ 
lected,  paid,  and  accounted  for  at  the  same  time  and  in  the 
same  manner  as  tax  on  such  article  is  collected,  paid,  and 
accounted  for  when  brought  from  the  foreign  trade  zone 
into  the  customs  territory. 

(b)  Previously  Taxpaid  Articles. — Upon  all  tax- 
paid  articles  specified  in  section  2000  (c)  (2),  2800  (a), 
3030  (a),  or  3150  (a)  of  the  Internal  Revenue  Code 
which  have  been  taken  into  foreign  trade  zones  from 
the  customs  territory  of  the  United  States  and  placed 
under  the  supervision  of  the  collector  of  customs,  pur¬ 
suant  to  the  second  proviso  of  section  3  of  the  Act 
of  June  18,  1934,  as  amended  (U.  S.  C.,  title  19,  sec. 
81c) ,  prior  to  the  effective  date  of  the  rates  of  tax  imposed 
on  such  articles  by  this  Act,  and  which  on  or  after  such 
effective  date  are  (without  loss  of  identity)  returned  from 
foreign  trade  zones  to  customs  territory  of  the  United  States, 
there  shall  be  levied,  assessed,  collected,  and  paid  on  such 
articles  an  additional  tax  at  rates  equal  to  the  increases  in 
rates  of  tax  made  applicable  to  such  articles  by  this  Act. 
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The  tax  imposed  by  this  subsection  on  any  article  shall  be 
collected,  paid,  and  accounted  for  at  the  same  time  and  in 
the  same  manner  as  if  such  article  had  been  taken  into  the 
foreign  trade  zone  free  of  tax. 

TITLE  V— MISCELLANEOUS  PROVISIONS 
AND  AMENDMENTS 

SEC.  501.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS  FROM 
INCOME  TAX  FOR  PRIOR  TAXABLE  YEARS. 

Section  302  of  the  Revenue  Act  of  1950  (relating  to 
exemption  of  certain  organizations  for  past  years)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“  (d)  Profits  Inuring  to  the  Benefit  of  Certain 
Educational  Organizations. — For  any  taxable  year 
beginning  prior  to  January  1,  1951,  an  organization  operated 
for  the  primary  purpose  of  carrying  on  a  trade  or  business 
for  profit,  no  part  of  the  net  earnings  of  which  inures  to  the 
benefit  of  any  private  shareholder  or  individual  and  all  of  the 
net  earnings  of  which  inure  to  the  benefit  of  an  educational 
organization  which  normally  maintains  a  regular  faculty  and 
curriculum  and  normally  has  a  regularly  organized  body  of 
pupils  or  students  in  attendance  at  the  place  where  its  educa¬ 
tional  activities  are  regularly  carried  on,  shall  not  be  denied 
exemption  from  taxation  under  section  101  of  the  Internal 
Revenue  Code  on  the  ground  that  it  is  carrying  on  a  trade  or 
business  for  profit.” 
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SEC.  502.  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME. 

(a)  Percentage  of  Average  Base  Period  Net 
Income  Taken  Into  Account.— 

(1)  In  general. — Paragraph  (1)  (A),  and 

paragraph  (2),  of  section  435  (a)  (relating  to  excess 
profits  credit  based  on  income)  are  each  amended  by 
striking  out  “85  per  centum”  and  inserting  in  lieu 
thereof  “75  per  centum”. 

(2)  Taxable  years  beginning  before  January 

1,  1951,  AND  ENDING  AFTER  DECEMBER  31,  1950. — 
Section  435  (a)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

“(4)  Taxable  years  beginning  in  1950  and 
ending  in  1951. — In  the  case  of  a  taxable  year  be¬ 
ginning  before  January  1,  1951,  and  ending  after 
December  31,  1950,  there  shall  be  used,  for  the  pur¬ 
poses  of  paragraph  (1)  (A)  and  paragraph  (2),  in 

lieu  of  85  per  centum  of  the  average  base  period  net 
income,  an  amount  equal  to  the  sum  of — 

“(A)  that  portion  of  an  amount  equal  to  85 
per  centum  of  the  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  prior 
to  January  1,  1951,  bears  ' to  the  total  number  of 
days  in  such  taxable  year,  plus 

“(B)  that  portion  of  an  amount  equal  to  75 
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per  centum  of  the  average  base  period  net  income 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.” 

(b)  Effective  Date. — The  amendments  made  by  sub¬ 
section  (a)  shall  be  apphcable  only  with  respect  to  taxable 
years  ending  after  December  31,  1950. 

SEC.  503.  ESTATE  AND  GIFT  TAX  TREATMENT  OF  UNITED 
STATES  BONDS  HELD  BY  CERTAIN  NONRESI¬ 
DENT  ALIENS. 

(a)  Estate  Tax. — Effective  with  respect  to  estates  of 
decedents  dying  after  February  10,  1939,  section  861  (re¬ 
lating  to  the  computation  of  the  net  estate  of  a  decedent 
nonresident  not  a  citizen  of  the  United  States)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(c)  United  States  BoNDS.-UFor  the  purposes  of 
subsection  (a),  the  value  of  the  gross  estate  (determined 
as  provided  in  section  811)  of  a  decedent  who  was  not 
engaged  in  business  in  the  United  States  at  the  time  of  bis 
death — 

“(1)  shall  not  include  obligations  issued  by  the 

United  States  prior  to  March  1,  1941 ;  and 

“  (2)  shall  include  obligations  issued  by  the  United 

States  on  or  after  March  1,  1941,  but  only  if  the  dece- 
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dent  died  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1951.” 

(b)  Gift  Tax. — Effective  with  respect  to  gifts  made 
after  the  date  of  enactment  of  this  Act,  section  1000  (b) 
(relating  to  application  of  gift  tax)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following :  “In  the  case  of  such 
a  nonresident  who  is  not  engaged  in  business  in  the  United 
States  at  the  time  of  a  transfer  of  obligations  issued  by  the 
United  States,  the  tax  shall  apply  in  respect  of  any  such 
obligations  only  if  issued  on  or  after  March  1,  1941.” 

SEC.  504.  REORGANIZATION  PLAN  NUMBERED  26  OF  1950. 

The  provisions  of  Reorganization  Plan  Numbered  26 
of  1950  shall  be  applicable  to  all  functions  vested  by  this 
Act  in  any  officer,  employee,  or  agency  of  the  Department 
of  the  Treasury. 

Passed  the  House  of  Representatives  June  22,  1951. 
Attest:  RALPH  R.  ROBERTS, 


Clerk. 
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Monday,  August  27,  1951 


Daily  Digest 


HIGHLIGHTS 


Senate  passed  54  bills  on  call  of  the  calendar,  and  debated  motion  to  take  up 
export  controls. 

Senate  Finance  acted  on  amendments  to  tax  bill  and  Senate  Judiciary  voted 
„to  report  numerous  bills  and  nominations. 


Senate 


Chamber  Action 

Routine  Proceedings,  pages  10873-10876,  10893- 
10893 

\ 

X 

Bills  Introduced:  Ten  bills  and  two  resolutions  were 
introduced,  as  follows:  S.  2053  to  S.  2062;  and  S.  Res. 


198  and  S.  Res.  199. 


X 


Pages  10874,  10891,  10893 


Bills  Reported:  Reports  were  made  as  follows: 

H.  R.  5113,  to  maintain  the  security  and  promote  the 
foreign  policy  and  provide  forfche  welfare  of  the  United 
States  by  furnishing  assistance  to  friendly  nations  in  the 
interest  of  international  peace  and  security,  with  amend¬ 
ment  (S.  Rept.  703) ;  \ 

S.  715,  H.  R.  1253,  1463,  2165,  2459,  2498,  2807,  3026, 
3731,  S.  1437,  2027,  H.  R.  990,  private  bills  ^S.  Repts 
704  to  715,  respectively) ; 

S.  16,  annuities  for  widows  of  Federal  judges,  with 
amendment  (S.  Rept.  716) ; 

S.  1570,  immunity  of  witnesses  appearing  before  con¬ 
gressional  committees,  with  amendment  (S.  Rept.  717) ; 

S.  Res.  198,  providing  an  additional  $195,000  for  die 
Subcommittee  on  Internal  Security  of  the  Committee 
on  the  Judiciary  for  15  months  beginning  November  1, 
1951  (S.  Rept.  718) ;  and 

H.  R.  4688,  private  bill  (S.  Rept.  719).  page  10874 

Private  Bills:  A  conference  on  H.  R.  745,  a  private 
bill,  was  agreed  to,  and  Senators  Kilgore,  Magnuson, 
and  Langer  were  appointed  conferees. 

H.  R.  744,  a  private  bill,  was,  during  call  of  calendar 
on  motion  of  Senator  McCarran,  recommitted  to  the 
Committee  on  the  Judiciary. 

S.  1437,  a  private,  bill,  was  passed  with  committee 
amendment.  /  ’  Pages  10895-10896,  10901,  10912 

Employment  Fees:  Senate  agreed  to  House  amend¬ 
ment  to  S.15,  making  it  an  offense  for  private  employ¬ 
ment  agencies  to  solicit  or  accept  fees  for  referring 
;  for  employment  by  the  United  States,  thus  clear- 
the  bill  for  the  President.  Page  10891 


Condolence  Resolution:  S.  Res.  199,  expressing  con¬ 
dolence  on  the  death  of  Representative  Fellows,,  was 
adopted,  and  Senators  Brewster  and  Smith  of  Maine 
were  appointed  to  the  funeral  committee. 

Pages  10890-10892 

Calendar  Bills  Passed:  On  call  of  the  calendar,  54 
unobjected-to  bills,  of  which  37  4vere  private,  were 
passed,  as  follows: 

Without  amendment  and  cleared  for  President: 

.  .  .  A 

District  of  Columbia  building  associations ;  H.  R. 
3957,  to  provide  that  certain  functions  of  the  Comp¬ 
troller  of  Currency  which  relate  to  building  associa¬ 
tions  organized  in,  or  doing  business  in,  the  District  of 
Columbia  shall' hereafter  be  performed  by  the  Home 
Loan  Bank  Board; 

PrebleAlamage  actions:  H.  R.  319,  amending  the 
Servicemen’s  Readjustment  Act  of  1944,  by  providing 
for  treble-damage  actions ; 

Coinage:  H.  R.  3176,  authorizing  the  coinage  of  50- 
cent  pieces  to  commemorate  the  lives  and  perpetuate 
the  ideals  and  teachings  of  Booker  T.  Washington  and 
George  Washington  Carver; 

Experimental  fuel  station:  H.  R.  4260,  to  authorize 
the  Secretary  of  the  Army  to  transfer  to  the  Department 
of  the  Interior  the  quartermaster  experimental  fuel  sta¬ 
tion,  Pike  County,  Miss.; 

National  Guard  uniforms :  H.  R.  4113,  to  provide  that 
distinctive  mark  or  insignia  shall  not  be  required  in  the 
uniforms  worn  by  members  of  the  United  States  Na¬ 
tional  Guard,  both  Army  and  Air; 

State  easements:  H.  R.  4024,  to  authorize  certain  ease¬ 
ments  in  Texas,  California,  and  Missouri; 

Molluscs:  H.  R.  4443,  to  prevent  tire  entry  of  certain 
mollusks  into  the  United  States; 

Private  bills:  Eighteen  private  bills:  H.  R.  581,  627, 
644,  970,  982,  1454,  1920,  2158,  2160,  2179,  2292,  2514, 
2787,  3214,  3819,  3823,  4038,  and  4674. 

With  amendment,  to  be  sent  back  to  House: 

Private  bills:  Five  private  bills:  H.  R.  608,  725,  857, 
1971,  and  2276. 
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^Without  amendment  and  cleared  for  House: 

Public  land:  S.  752,  to  authorize  the  Secretary  of  Agri¬ 
culture  to  convey  certain  lands  to  the  Maryland  Na¬ 
tional  Capital  Park  and  Planning  Commission; 

District  of  Columbia  tax  stamps:  S.  1004,  to  provide  for 
the  redemption  of  District  of  Columbia  tax  stamps ; 

Federal  employees’  compensation:  S.  1271,  to  permit 
employees  of  the  Canal  Zone  Government  and  Panama 
Canal  Co.  to  appeal  decisions  under  the  Federal  Em¬ 
ployees’  Compensation  Act  to  the  Employees’  Compen¬ 
sation  Appeals  Board ; 

School  construction:  Si,  703,  to  provide  that,  in  the 
determination  of  the  amount  which  certain  local  educa¬ 
tional  agencies  are  entitled  to  receive  for  school  con¬ 
struction  purposes,  no  reduction  in  such  amount  shall 
be  made  for  prior  construction  under  the  WPA,  PWA, 
and  NY  A  programs; 

VA  hospital:  S.  306,  to  name  VA  hospital  at  Birming¬ 
ham,  Ala.,  in  honor  of  Gen.  William  Crawford  Gorgas; 
and 

Private  bills :  Six  private  bills:  S.  Con.  Res.  41,  S.  575, 

954>  I277>  J772>  and  i844- 

With  amendment  and  cleared  for  House:  \ 

Cancellation  of  claims :  S.  532,  to  authorize  cancella¬ 
tion  or  settlement  of  claims  against  estates  of  old-age 
assistance  recipients; 

District  of  Columbia  policemen  and  firemen:  S.  264, 
granting  policemen  and  firemen  compensatory  time  for 
working  on  holidays; 

District  of  Columbia  memorials  S.  1533,  to  designate 
a  Floyd  B.  Olson  Memorial  Triangle  in  the  District  of 
Columbia; 

District  of  Columbia  boiler  inspection:  S.  491,  to 
amend  the  Boiler  Inspection  Act  of  the  E)istrict  of 
Columbia;  and 

Private  bills :  Seven  private  bills:  S.  519,  617,  669,  906, 

1013,  1023,  and  1713.  Pages  10896,  10899-10913 

Resolutions  Adopted:  The  following  resolutions  were 
adopted:  / 

Veteratis ’  education:  S.  Res.  124,  interpreting  the  pro¬ 
visions  of  Public  Law  610  of  Eighty-first  Congress  relat¬ 
ing  to  charges  of  educational  institutions  for  the  training 
of  veterans; 

Private  bill :  S.  Res.  193,  referring  private  bill  to  Court 
of  Claims.  paget  10906, 1090s 

Bills  Indefinitely  Postponed:  The  following  bills 
were  indefinitely, postponed  on  call  of  the  calendar:  S. 
1489,  S.  Res.  137;  and  S.  Res.  133.  Pages  10399, 10902 

Budget:  S.  913,  to  create  a  Joint  Committee  on  the 
Budget,  was,  on  motion  of  Senator  Wherry,  referred  to 
Committee  on  Rules  and  Administration.  Later,  Sen¬ 
ator  McClellan  entered  motion  to  reconsider  this  action, 
j  (S.  913  had  been  reported  by  the  Committee  on  Ex¬ 
penditures  in  the  Executive  Departments  on  July  25, 
A951*)  Pages  10900-10901 


August  27 

Exports  Control:  During  consideration  of  motion  to 
take  up  H.  R.  4550,  control  of  exports  to  nations  threat¬ 
ening  security  of  the  United  States,  a  point  of  order  was 
made  that  the  bill  had  not  been  on  the  calendar  for  one 
legislative  day.  On  motion  of  Senator  McFarland,  the 
Senate  adjourned  for  8  minutes.  Following  the  morn¬ 
ing  business  in  the  new  legislative  day,  the  calendar  was 
called,  after  which  Senator  McFarland  renewed  his 
motion  ro  take  up  H.  R.  4550,  which  was  later  adopted 
by  vote  of  32  yeas  to  29  nays.  Poges  10873, 10913-10928 

Nominations:  Five  Navy  nominations  were  received. 

Page  10892 

Program  for  Tuesday:  Senate  recessed  at  9:31  p.  m. 
until  noon  Tuesday,  August  28,  when  it  will  consider 
H.  R.  4550,  control  of  exports  to  nations  threatening 
security  of  United  States. 

Committee  Meetings 

{Committees  not/listed  did  not  meet ) 

APPROPRIATIONS— ARMED  SERVICES 

Committee  on  Appropriations:  Continuing  hearings  on 
1952  budget  estimates  for  the  various  branches  of  the 
armed  services  (H.  R.  5054),  Subcommittee  on  Armed 
Services  received  testimony  by  Anna  M.  Rosenberg, 
Assistant  Secretary  of  Defense,  and  Clayton  Fritchie, 
Director  of  Public  Information,  Department  of  Defense, 
accompanied  by  their  respective  assistants,  on  proposed 
provisions  in  the  bill  on  civilian  personnel,  public  infor¬ 
mation,  and  release  of  reserves. 

Hearings  continue  tomorrow. 

MILITARY  AND  NAVAL  CONSTRUCTION 

Committee  on  Armed  Services:  In  executive  session,  the 
committee  heard  the  following  witnesses  testify  in  sup¬ 
port  of  the  enactment  of  H.  R.  4914,  to  authorize  cer¬ 
tain  construction  at  military  and  naval  installations: 
Robert  A.  Lovett,  Deputy  Secretary  of  Defense;  W.  J. 
McNeil,  Assistant  Secretary  of  Defense;  Karl  R.  Bendet- 
sen,  Assistant  Secretary  of  the  Army;  and  Maj.  Gen. 
William  O.  Reeder,  Col.  Eugene  F.  Cardwell,  Col. 
William  A.  Carter,  Maj. ‘Gen.  G.  J.  Nold,  and  R.  B. 
Foster,  Jr.,  all  of  the  ArmyX 
Hearings  continue  tomorrow. 

TAX  REVISION 

Committee  on  Finance:  Following  another  executive 
session  of  the  committee  for  the  consideration  of  H.  R. 
4473,  tax-revision  bill,  the  chairman  announced  actions 
on  further  amendments  to  the  bill,  as  follows: 

(1)  It  agreed  to  increase  the  normal  tax  rate  on  cor¬ 
porations  from  25  to  27  percent  and  the  surtax  rate  from 
22  to  25  percent.  This  makes  the  top  bracket  rate  for 
corporations  with  incomes  of  $25,000  or  less,  27  percent 
instead  of  the  30  percent  provided  by  the  House-passed 
bill.  For  corporations  with  larger  incomes  the  top 
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bracket  rate  would  be  52  percent,  the  same  as  under  the 
House  version.  This  makes  the  combined  income  and 
excess  profits  tax  rate  82  percent,  the  same  as  under  the 
House  version. 

(2)  The  ceiling,  or  maximum  on  the  combined  in¬ 
come  tax  and  excess  profits  tax  rate,  is  to  be  70  percent, 
which  also  is  die  same  as  diat  provided  by  the  House 
version. 

(3)  It  rejected  the  provision  of  the  House-passed  bill 
which  reduced  the  percentage  of  the  average  base  period 
net  income  which  may  be  used  in  computing  the  excess 
profits  tax  credit  based  on  income  from  85  to  75  percent.  • 

(4)  December  31,  1953,  was  set  as  the  termination 
date  for  corporate  rate  increases. 

On  Saturday,  August  25,  the  committee  took  the 
following  actions:  It  disapproved  sections  123,  on  “re¬ 
lated  corporations”,  and  310,  on  capital-gains,  of  the 
House-approved  bill;  and  approved  sections  305,  on 
capital  losses,  and  308,  on  capital  gains. 

WIDOWS  OF  JUDGES,  WAR  CLAIMS,  CONGRES¬ 
SIONAL  WITNESSES,  PRIVATE  BILLS,  INTERNAL 

SECURITY,  AND  NOMINATIONS 

Committee  on  the  Judiciary:  In  executive  session,  com¬ 
mittee  voted  to  report  with  amendment  S.  16,  providing 
annuities  for  widows  of  Federal  judges;  S.  1570,  relative 
to  immunity  of  witnesses  appearing  before  congressional 
committees;  and  S.  1415,  to  amend  the  War  Claims  Act 
of  1948,  relating  to  certain  organizations  in  the  Philip¬ 
pines  which  aided  Americans  during  World  War  II. 

It  agreed  to  the  introduction  and  report  of  an  original 
resolution  providing  an  additional  $195,000  to  carry  out 
the  work  of  the  Subcommittee  on  Internal  Security  for 
15  months  beginning  November  1, 1951,  ending  January 
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Nine  private  immigration  bills  (S.  715,  2027,  H.  R. 
1463,  2165, 2498, 2807, 3731, 4688,  and  S.  1437),  and  four 
private  claims  bills  (H.  R.  990,  1253,  2459,  and  3026) 
were  ordered  reported. 

Five  nominations  were  reported  favorably,  as  follows: 
Luther  W.  Youngdahl,  of  Minnesota,  to  be  U.  S.  district 
judge  for  the  District  of  Columbia;  Roberto  H.  Todd, 
Jr.,  to  be  chief  justice  of  the  Supreme  Court  of  Puerto 
Rico;  Carl  J.  Werner  to  be  U.  S.  marshal  for  the  eastern 
district  of  Illinois;  Otto  Schoen  to  be  U.  S.  marshal  for 
the  eastern  district  of  Missouri;  and  Charles  S.  Dun- 
combe,  of  New  Jersey,  to  be  Examiner  in  Chief  on  the 
Board  of  Appeals,  U.  S.  Patent  Office. 

Four  private  immigration  bills  and  one  private  claims 
bill  were  indefinitely  postponed. 

NATIONAL  LABOR  RELATIONS 

Committee  on  Labor  and  Public  Welfare :  Subcommit¬ 
tee  on  Labor  and  Labor-Management  Relations  held 
hearings  on  S.  1973,  to  amend  the  National  Labor  Rela¬ 
tions  Act  with  reference  to  the  building  and  construc¬ 
tion  industry  as  to  days  of  employment  before  joining 
the  union,  with  the  following  proponent  witnesses  ex¬ 
pressing  their  views  on  the  bill:  John  Dales,  Jr.,  and 
Richard  Carlson,  both  of  the  Screen  Actors  Guild, 
Hollywood,  Calif.;  Roy  M.  Brewer,  Hollywood  AFL, 
Film  Council;  Richard  Gray,  Building  and  Construc¬ 
tion  Trades  Department,  AFL,  Washington;  and  Wil¬ 
liam  E.  Maloney,  International  Union  of  Operating 
Engineers.  James  J.  Reynolds,  Jr.,  NLRB,  discussed 
provisions  of  the  bill  for  the  information  of  the  sub¬ 
committee. 

Hearings  continue  tomorrow. 


House  of  Representatives 


Chamber  Action 

j 

The  House  was  not  in  session  today.  Its  next  meeting 
will  be  held  on  Wednesday,  September  12,  at  12  o’clock 


noon. 


Committee  Meetings 

INDIANS,  ALASKA 

Committee  on  Interior  and  Insular  Affairs:  Morris 
Subjdmmittee  on  Indian  Affairs  held  a  hearing  on  H.  R. 
4388,  to  establish  an  Alaska  panel  of  the  Indian  Claims 


Commission  to  hear  and  determine  claims  to  lands  in 
Alaska  based  on  aboriginal  occupancy  or  specified 
statutes,  which  have  not  been  confirmed  by  patent  or 
valid  legal  action.  Witnesses  heard  were  C.  M.  Granger, 
Assistant  Chief  of  U.  S.  Forest  Service;  Dillon  S.  Myer, 
Commissioner  of  Bureau  of  Indian  Affairs-;  and  James 
E.  Curry,  an  attorney  of  Washington,  D.  C.  The  de¬ 
partmental  officials  spoke  on  behalf  of  the  proposed 
legislation,  with  Mr.  Granger  requesting  further  study, 
while  the  last-mentioned  witness  spoke  in  opposition. 

Adjourned  subject  to  call  of  the  Chair. 


\ 
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COMMITTEE  MEETINGS  FOR  TUESDAY, 
AUGUST  28 

{All  meetings  are  open  unless  otherwise  designated ) 
Senate 

Committee  on  Appropriations,  Subcommittee  on  Armed  Serv¬ 
ices,  executive,  on  H.  R.  5054,  defense  appropriations,  10:30 
a.  m.,  224  Senate  Office  Building;  full  committee,  executive,  on 
H.  R.  5215,  supplemental  appropriations,  10:30  a.  -  m.,  room 
F-37,  Capitol. 

Committee  on  Armed  Services,  executive,  on  H.  R.  4914,  mili¬ 
tary  public  works,  xo  a.  m.,  212  Senate  Office  Building. 

Committee  on  Banking  and  Currency,  Subcommittee  on  Eco¬ 
nomic  Stabilization,  on  S.  2006,  Export-Import  Bank,  10:30 
a.  m.,  301  Senate  Office  Building. 


Committee  on  Expenditures  in  the  Executive  Departments, 
on  S.  1149,  reorganization  of  Department  of  Agriculture,  10 
a.  m.,  357  Senate  Office  Building.,  ■ 

Committee  on  Finance,  executive,  on  H.  R.  4473,  tax-revision 
bill,  10  a.  m.,  312  Senate  Office  Building. 

Committee  on  Labor  and  Public  Welfare,  Subcommittee  on 
Labor  and  Labor-Management  Relations,  on  S.  1973,  to  amend 
National  Labor  Relations  Act  with  reference  to  building  and 
construction  industry,  10:30  a.  m.,  room  P-63,  Capitol. 

Committee  on  Post  Office  and  Civil  Service,  Subcommittee 
on  Manpower,  executive,  for  repart  on  organization  and  plan¬ 
ning  future  activities,  10  a.  m.,  135  Senate  Office  Building. 

Select  Committee  on  Small  Business,  subcommittee,  on  black 
market  in  nickel,  10  a.  m.,  457  Senate  Office  Building. 

House 

No  committee  meetings  scheduled. 


ft 


Wednesday,  August  29,  1951 


Daily  Digest 


HIGHLIGHTS 

Senate  debated  bill  on  mutual  security. 

Senate  committees  voted  to  report  bills  on  Export-Import  Bank,  Canadian  reg¬ 
istry  vessels,  and  transportation  poli  cy,  and  acted  on  amendments  to  tax  bill. 


Senate 


amber  Action 

e  Proceedings,  pages  10967-10970 


Bills  Introduced:  Four  bills  and  two  resolutions  were 
introduced,  as  follows:  S.  2071  to  S.  2074;  and  S.  J.  Res. 
97  and  S.  J.  ReS/98.  Page  1 0967 

Bills  Reported:  Reports  were  made  as  follows: 

H.  R.  3436,  authorizing  vessels  of  Canadian  registry 
to  transport  grain  between  U.  S.  ports  on  the  Great  Lakes 
during  1951  (S.  Rept.  720);  . 

S.  1899,  to  define  further  the  national  transportation 
policy,  with  amendment  (S.  Rept.  721);  and 
S.  2006,  to  increase  the  lending  authority  of  Export- 
Import  Bank  of  Washington  and  to  extend  the  period 
within  which  the  bank  may  make  loans  (S.  Rept.  722). 

,  Page  10967 

Mutual  Security:  Senate  debated  H.  R.  5113,  to  main¬ 
tain  the  security  and  promote  the  foreign  policy  and 
provide  for  the  welfare  of  the  U.  S.  by  furnishing  assist¬ 
ance  to  friendly  nations  in  the  interest  of  international 
peace  and  security.  poges  1 0970-1 0978, 1 0999-1 1 003, 1 1 005 

Program  for  Thursday:  Senate  recessed  at  6:31  p.  m. 
until  noon  Thursday,  August  30,  when  it  will  continue 
on  H.  R.  5113,  mutual  security. 


/ 


Committee  Meetings 

( Committees  not  listed  did  not  meet ) 

APPROPRIATIONS— SUPPLEMENTAL 

Committee  on  Appropriations :  In  executive  session, 
committee  received  testimony  from  Francis  Shackel¬ 
ford,  counselor  for  the  Army,  Karl  R.  Bendetsen,  As¬ 
sistant  Secretary  of  the  Army,  and  Brig.  Gen.  A.  L. 
Hamblen,  and  associates,  in  justification  of  supplemental 
estimates  f<5r  Government  and  Relief  in  Occupied  Areas, 
in  connection  with  the  committee’s  study  of  H.  R.  5215, 
supplemental  appropriations  for  fiscal  year  ending  June 
1952.  Committee  continues  tomorrow. 


MILITARY  AND  NAVAL  CONSTRUCTION 

Committee  on  Armed  Services:  Continuing  in  execu¬ 
tive  session,  committee  received  further  testimony  in 
support  of  the  enactment  of  H.  R.  4914,  to  authorize 
certain  construction  at  military  and  naval  installations, 
from  Thomas  K.  Finletter,  Secretary  of  Air  Force;  John 
A.  McCone,  Under  Secretary  of  Air  Force;  Maj.  Gen. 
Patrick  W.  Timberlake;  and  Col.  Harold  R.  Maddox, 
Brig.  Gen.  Ralph  O.  Brownfield,  and  Brig.  Gen.  Colby 
M.  Myers,  all  of  the  Air  Force.  Committee  continues 
tomorrow. 

COTTON 

Committee  on  Armed  Services:  Task  force  of  the  Pre¬ 
paredness  Subcommittee  continued  its  hearings  on  a 
comprehensive  study  of  the  question  of  stockpiling  cot¬ 
ton,  widi  John  D.  Small,  Chairman,  Munitions  Board; 
John  C.  Houston,  Vice  Chairman  for  Stockpiling  Pro¬ 
gram;  and  Maj.  Gen.  Herman  Feldman,  Quartermaster 
General  of  the  Army,  discussing  aspects  of  stockpiling 
of  cotton  by  the  Federal  Government.  Subcommittee 
continues  tomorrow. 

EXPORT-IMPORT  BANK 

Committee  on  Banking  and  Currency:  In  executive 
session,  committee  voted  to  report  favorably  without 
amendment  S.  2006,  to  increase  the  lending  authority 
of  Export-Import  Bank  of  Washington  and  to  extend 
the  period  within  which  the  bank  may  make  loans. 

AGRICULTURE  DEPARTMENT  REORGANIZATION 

Committee  on  Expenditures  in  the  Executive  Depart¬ 
ments:  Continuing  hearings  on  a  revised  print  of  S.  1 149, 
to  reorganize  the  Department  of  Agriculture,  the  com¬ 
mittee  received  testimony  from  six  witnesses,  as  follows: 
The  following  four  testified  generally  in  support  of  the 
objectives  of  the  bill:  Dr.  D.  Howard  Doane,  repre¬ 
senting  the  U.  S.  Chamber  of  Commerce,  and  chairman 
of  the  board,  Doane  Agricultural  Service,  St.  Louis, 
Mo.;  Guy  D.  Joserand,  Dodge  City,  Kans.;  E.  S.  Trask, 
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Snake  River  Valley  Dairymen’s  Association  of  Idaho; 
and  Frank  J.  Brice,  Waterbury,  Conn.,  representing 
the  Junior  Chamber  of  Commerce  of  the  U.  S. 

William  B.  Wright,  representing  U.  S.  Chamber  of 
Commerce,  and  a  member  of  its  natural  resources  com¬ 
mittee,  Mary’s  River  Ranch,  Deeth,  Nev.,  confined  his 
testimony  to  section  7  of  the  committee  print  dealing 
with  transfer  to  the  Department  of  Agriculture  of  the 
functions  of  Bureau  of  Land  Management,  except  as 
respects  mining  and  mineral  resources,  and  the  func¬ 
tions  of  the  Secretary  of  Interior  in  relation  thereto, 
stating  that  the  Chamber  of  Commerce  recommends 
enactment  of  that  section,  as  amended,  to  include  three 
suggested  recommendations.  Dr.  William  Schoenfeld, 
Oregon  State  College,  Corvallis,  Oreg.,  discussed  sec¬ 
tions  of  the  committee  print  bearing  upon  agricultural 
credit  and  agricultural  resource  conservation.  Commit¬ 
tee  meets  again  September  5. 

TAX  REVISION 

Committee  on  Finance :  Committee,  in  executive  ses¬ 
sion,  continued  consideration  of  H.  R.  4473,  tax-revision 
bill,  taking  action  on  additional  amendments  to  the  bill, 
as  follows : 

(1)  It  agreed  to  extend  for  two  more  years  the  pro¬ 
vision  in  existing  law  exempting  from  income  tax 
compensation  received  by  military  personnel  in  combat 
areas  and  added  a  new  exemption  in  the  case  of  personnel 
wounded  in  combat  areas  who  are  brought  back  home. 

(2)  It  approved  the  application  of  section  22  (b)  (9) 
and  (10)  of  the  code,  relating  to  the  retirement  of 
indebtedness  by  corporations  for  less  than  par  value 
without  recognition  of  gain  (similar  to  a  measure 
which  has  previously  passed  the  House). 

(3)  The  following  tax  treatment  of  taxable  coopera¬ 
tives  was  approved:  Taxable  cooperatives  will  continue 
to  pay  taxes  as  now  provided  under  existing  law  with 
the  following  exceptions.  In  the  case  of  patronage  divi¬ 
dends  deductions  will  be  allowed  only  if  either  of  the 
following  two  conditions  are  met:  (a)  The  patronage 
dividends  must  be  paid  in  cash  or  merchandise  within 
75  days  after  the  year  in  which  the  patronage  occurred; 
or  ( b )  the  patronage  dividends  must  be  paid  in  the 
form  of  irrevocable  obligations  payable  within  a  period 
of  not  more  than  2  years  after  the  year  in  which  the 
patronage  occurred  and  the  obligations  must  bear  inter¬ 
est  at  the  rate  of  at  least  3  percent  payable  annually. 
Such  obligations  in  order  to  be  deductible  cannot  exceed 
one-half  of  the  annual  profits  of  the  cooperative  for  the 
year  in  which  the  patronage  occurred.  In  the  case  of 
patronage  dividends  deductible  by  the  cooperative  the 
patron  will  be  required  to  return  in  income  their  face 
value  to  the  extent  that  such  dividends  represent  income 
to  the  patron.  The  patrons  will  not  be  required  to 
include  as  income  any  patronage  dividends  which  are 
taxable  to  the  cooperatives. 

(4)  Committee  agreed  that  the  exemption  provided 
cooperatives  under  section  101  (12)  of  the  Internal 


Revenue  Code  shall  apply  only  if  the  following  addi¬ 
tional  limitations  are  met:'  ( a )  95  percent  of  the  mem¬ 
bers  of  the  cooperative  are  individuals;  ( b )  the  total 
assets  of  the  cooperative,  exclusive  of  inventory,  are  less 
than  $100,000;  and  (c)  in  the  case  of  business  done 
with  the  United  States,  patronage  dividends  are  paid 
to  the  United  States  on  the  same  basis  as  to  members. 

In  an  afternoon  session,  the  committee  reached  the 
following  agreements: 

(1)  It  agreed  to  give  individual  income-tax  payers 
who  have  used  a  standard  deduction  when  they  filed 
their  return  the  right  to  change  that  option  at  any  time 
within  the  period  of  the  statute  of  limitations  and  claim 
itemized  deductions.  Also  taxpayers  who  had  used 
itemized  deductions  on  their  return  would  be  permitted 
to  amend  their  return  and  use  itemized  deductions. 

(2)  Married  individual  income-tax  payers  who  filed 
separate  returns  would  be  given  the  right  to  change  their 
option  and  file  joint  returns  any  time  within  the  period 
of  the  statute  of  limitations. 

(3)  The  committee  agreed  to  tax  mutual  savings 
banks  as  ordinary  corporations  but  amounts  paid  to 
depositors  or  credited  to  their  account  are  to  be  allowed 
as  deductions  in  arriving  at  taxable  income.  As  in  the 
case  of  commercial  banks  deduction  for  amounts  to 
meet  losses  on  loans  based  on  actual  experience  over  a 
20-year  period  would  be  permitted.  In  computing  the 
net  income  of  any  mutual  savings  bank,  there  would  be 
allowed  as  a  deduction  from  gross  income,  in  addition 
to  deductions  otherwise  provided,  any  amount  paid, 
within  the  taxable  year,  to  the  United  States  or  to  any 
instrumentality  thereof  exempt  from  Federal  income 
taxes,  in  repayment  of  indebtedness  incurred  prior  to 
September  1,  1951. 

(4)  Savings  and  loan  associations,  including  Massa¬ 
chusetts  cooperative  banks  and  Federal  savings  and  loan 
associations,  would  be  taxed  as  ordinary  corporations 
but  a  deduction  would  be  allowed  for  dividends  or 
interest  paid  to  depositors.  A  special  deduction  would 
also  be  allowed  for  amounts  placed  in  bad-debt  reserves 
based  upon  experience  over  a  prior  period. 

(5)  It  accepted  in  lieu  of  the  House-approved  provi¬ 
sion,  the  6/2- percent  life-insurance  tax  formula  proposed 
by  the  majority  of  the  life-insurance  companies,  on  a 
i-year  basis. 

(6)  The  corporate  rate  increases  would  become  effec¬ 
tive  as  of  January  1,  1951. 

Committee  continues  tomorrow. 

CRIME,  CANADIAN  REGISTRY  VESSELS,  AND 

TRANSPORTATION  POLICY 

Committee  on  Interstate  and  Foreign  Commerce :  In 
executive  session,  committee  voted  to  report  without 
amendment  H.  R.  3436,  authorizing  vessels  of  Canadian 
registry  to  transport  grain  between  U.  S.  ports  on  the 
Great  Lakes  during  1951,  and  with  perfecting  amend¬ 
ment  S.  1899,  to  define  further  the  national  transporta¬ 
tion  policy. 
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HIGHLIGHTS 

Senate  debated  bill  on  mutual  security. 

Senate  committees  acted  on  amendments  to  tax  bill  and  approved  crime 
report. 


%hajnber  Action 

Routine  Proceedings,  pages  11009-11011 

Bills  "InlTpduced:  Eleven  bills  were  introduced,  as 
fo8d\vs:  S.  2b£5  to  S.  2085.  poge  11010 

Bills  Reported. Reports  were  made  as  follows: 

S.  2079,  contributions  to  UN  International  Children’s 
Emergency  Fund  (S.R^pt.  723);  and 
S.  2085,  to  amend  Revised  Statutes  with  respect  to 
underwriting  and  dealing  in' securities  issued  by  Central 
Bank  for  Cooperatives  (S.  Rept.  724).  Pa9e  11010 

V 

Veto  Message:  President’s  message  vetoing  S.  827,  a 
private  bill,  was  received,  referred  to  Committee  on  the 
Judiciary,  and  ordered  to  be  printed  as  S.  E>oc.  68. 

Pages  11089-11090 

Mutual  Security:  Senate  continued  debate  on  I*.JL 
5113,  to  maintain  the  security  and  promote  the  foreigf 
policy  and  provide  for  the  welfare  of  the  U.  S.  by  fur¬ 
nishing  assistance  to  friendly  nations  in  the  interest  of 
international  peace  and  security,  reaching  the  following 
unanimous-consent  agreement: 

Beginning  at  io  a.  m.  on  Friday,  August  31,  debate 
on  each  amendment  to  the  bill  will  be  limited  to  30 
minutes,  equally  divided,  except  as  to  an  amendment 
for  one-half-billion-dollar  reduction  and  an  amendment 
for  i-billion-dollar  increase,  on  each  of  which  amend¬ 
ments  debate  will  be  limited  to  2  hours,  equally  divided; 
that  all  amendments  are  to  be  germane  except  for  one  to 
be  proposed  on  the  St.  Lawrence  Seaway,  on  which  de¬ 
bate  will  be  limited  ta^  hours,  equally  divided;  and 
that  debate  on  passage  of  the  bill  will  be  limited  to  1 

hour.  Pages  11 011-11089 

Nominations:  Two  civilian  nominations  were  received. 

Page  11090 

Program  for  Friday:  Senate  recessed  at  11:54  P*  m* 
unpfTo  a.  m.  Friday,  August  31,  when  it  will  continue 
on  H.  R.  5113,  mutual  security. 


Senate 


Committee  Meetings 

( Committees  not  listed  did  not  meet) 

APPROPRIATIONS— SUPPLEMENTAL 

Committee  on  Appropriations:  Committee,  in  executive 
session,  received  further  testimony  from  Francis  Shackel¬ 
ford,  counselor  for  the  Army;  Karl  R.  Bendetsen,  As¬ 
sistant  Secretary  of  the  Army;  and  Brig.  Gen.  A.  L. 
Hamblen,  and  associates,  in  justification  of  supplemental 
estimates  for  Government  and  Relief  in  Occupied  Areas, 
in  connection  with  the  committee’s  study  of  H.  R.  5215, 
supplemental  appropriations  for  fiscal  year  ending  June 
30,  1952.  Committee  continues  tomorrow. 

MILITARY  AND  NAVAL  CONSTRUCTION 

Committee  on  Armed  Services :  Committee  continued 
its  hearings  in  executive  session  on  H.  R.  4914,  to  au¬ 
thorize  certain  construction  at  military  and  naval  instal¬ 
lations,  receiving  testimony  from  the  following  wit¬ 
nesses :  Senator  Welker;  Frank  Pierson,  secretary  of  the 
unber  of  commerce,  Durham,  N.  C.;  George 
Geogt^egon,  Raleigh-Durham  Airport  Authority;  Kings- 
land  Dujnwoody,  chairman  of  the  board  of  selectmen, 
Newington,  N.  H.;  Cecil  M.  Neal,  former  mayor  of 
Portsmouth,  N.  H.;  Frank  H.  Altdoerffer,  G.  T.  Storb, 
and  N.  F.  Huth,  all  of  Lancaster,  Pa.;  Lyle  Garlock, 
Office  of  the  Assistant  Secretary  of  Defense;  and  Maj. 
Gen.  G.  J.  Nold,  Assistant  Chief  of  Engineers.  Hear¬ 
ings  continue  tomorrow. 

(  V 

COTTON 

c  V 

Committee  on  Armed  Services:  Task  force  of  the  Pre¬ 
paredness  Subcommittee  continued  Its  hearings  on  a 
comprehensive  study  of  the  question  of  stockpiling  cot¬ 
ton,  with  Vice  Adm.  Albert  G.  Noble,  Chief  of  Naval 
Material,  and  W.  J.  McNeil,  Assistant  Secretary  of  De¬ 
fense  (Comptroller),  discussing  aspects  of  stockpiling 
of  cotton  by  the  Federal  Government.  Subcommittee 
adjourned  subject  to  call. 
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TRICE  AND  WAGE  STABILIZATION 

Committee  on  Banking  and  Currency :  Charles  E.  Wil¬ 
son,  Director  of  Defense  Mobilization,  and  Michael,  V. 
DiSaile,  Director  of  Price  Stabilization,  appeared  before 
the  committee  to  testify  in  support  of  amendments  to 
price  and^wage  stabilization  title  (title  IV)  of/the  De¬ 
fense  Production  Act  of  1950,  as  amended  (Jffils  being 
considered  by  the  committee  are  S.  1928,  $1  2048,  and 
S.  2073),  as  re&pmmended  by  the  President,  Committee 
meets  again  tomorrow. 

D.  C.  CRIME  \  / 

Committee  on  the  District  of  Colombia:  The  follow¬ 
ing  witnesses  appeared  before  thVsubcommittee  to  ex¬ 
press  their  views  on  HXfl.  4141, /o  provide  for  the  more 
effective  prevention,  detection, ^and  punishment  of  crime 
in  the  D.  C.:  Chief  Judg\  Jbhn  Biggs,  Third  Judicial 
Circuit,  U.  S.  Court  of  Appeals;  Judge  Albert  Maris, 
Third  Judicial  Circuit,  y.  S*^Court  of  Appeals;  John 
Russell  Young,  President,  Board  of  Commissioners  of 
D.  C.;  Vernon  E.  West,  Corporation  Counsel  of  D.  C.; 
Major  Robert  J.  Barrett,  Superintendent  of  Police; 
Inspector  Walter  Storm,  Assistant  Superintendent  of 
Police;  Capt.  Ead  Hartmen,  Metropolitan  Police  De¬ 
partment;  Inspector  Robert  Murray,  Detective  Bureau, 
Metropolitan,  Police;  John  Woog,  representing  Repre¬ 
sentative  Davis,  former  chief  investigator,  and  counsel 
for  Davis  Crime  Committee;  Joseph  Schraae,  Waldon, 
Mass.;  James  V.  Bennett,  Director  of  Federal  Bureau 
of  Prisons;  Morris  Fay,  U.  S.  District  Attorney;  Col. 
Campbell  Johnson,  D.  C.  Parole  Board;  Commissioner 
Cyril  S.  Lawrence;  Bourbon  A.  Dawes,  D.  C.  Hotel 
Association;  Herbert  P.  Leeman,  president,  Federa^on 
of  Citizens  Associations;  Mrs.  Ernest  Howard,  Federa¬ 
tion  of  Women’s  Clubs;  and  Clark  F.  King,  Assistant 
Corporation  Counsel. 


\ 


TAX  REVISION 

Committee  on  Finance :  In  executive  session,  committee 
continued  its  consideration  of  H.  R.  4473,  tax-revision 
bill,  taking  the  following  actions  on  the  bill : 

(1)  It  agreed  that  all  excise-tax  rate  increases  pro¬ 
vided  by  the  bill  would  expire  on  December  31, 1953. 

(2)  It  agreed  to  House-approved  provisions  in  the 
bill  increasing  excise  taxes:  (1)  on  alcoholic  beverages, 
including  distilled  spirits,  beer,  and  wines;  (2)  on  ciga¬ 
rettes;  (3)  on  gasoline;  and  (4)  on  passenger  automo¬ 
biles,  trucks,  busses,  and  automotive  parts. 

(3)  Committee  adopted  provisions  of  the  bill  on  ex¬ 
cise  taxes  as  approved  by  the  House:  (1)  on  rubber 


tires;  (2)  on  electric,  gas,  and  oil  appliances,  except 
shavers  are  omitted,  and  vacuum  cleaners,  washing 
machines,  and  garbage-disposal  units  are  added;  (3)  on 
Diesel  fuel  (with  amendment  providing  that  person 
placing  the  fuel  in  the  motor-vehicle  tank  is  responsible 
for  the  collection  of  the  tax) ;  (4)  on  exempting  naviga¬ 
tion,  detection,  and  communication  receivers  sold  to  the 
U.  S.;  (5)  and  on  repealing  the  tax  on  electrical  energy. 

(4)  In  the  case  of  refrigerators,  the  committee  agreed 
to  exempt  sales  of  apparatus  to  a  wholesaler  or  a  jobber 
where  he  resells  the  apparatus  to  a  manufacturer. 

(5)  An  amendment  was  adopted  decreasing  excise 
on  plug  and  twist  tobacco  from  18  to  10  cents  a  pound. 

(6)  In  the  case  of  sporting  goods,  provisions  of  the 
present  law  were  restored,  but  sales  to  primary  and  ' 
secondary  private  and  parochial  schools  were  exeifipted. 

(7)  The  20-percent  tax  on  fountain  pens,  bail-point 
pens,  and  mechanical  pencils,  approved  by  the  H©nse, 
were  reduced  to  10  percent. 

Committee  continues  tomorrow. 

CIVIL-SERVICE  RECRUITMENT 

Committee  on  Post  Office  and  Civil  Service :  Subcom/ 
mitte\  No.  1  (Civil  Service)  heard  the  following  wit¬ 
nesses  testify  in  opposition  to  the  enactment  of  S.Y135, 
to  provide,  a  recruitment  procedure  for  the  competitive 
civil  service  in  order  to  insure  selection  of  personnel  on 
the  basis  of  bpen  competition  and  merit:  Clarence  N. 
Bruce,  accompanied  by  Louis  J.  Doyle,  both  represent¬ 
ing  the  Post  Offie^  Department;  Col.  Charles  R.  Stengel, 
American  Federation  of  Government  Employees; 
Luther  Steward,  president,  National^Federation  of  Fed¬ 
eral  Employees;  Mile\D.  Kennedy,  director,  national 
legislative  commission,  Americap-'Legion ;  and  J.  Robert 
Conroy,  VFW.  \  / 

The  following  testified  in,Aipport  of  the  bill:  Robert 
L.  L.  McCormick,  directo/ of  .research,  Citizens  Com¬ 
mittee  for  the  Hoover  /Report^  accompanied  by  Dr. 
Arthur  S.  Flemming,  ^Director  of\Manpower  Division, 
Office  of  Defense  Mobilization;  W.  Roy  Widdoes,  direc¬ 
tor  of  industrial  rejations,  Lukens  Stebj  Co.,  Coatesville, 
Pa.;  and  James  R;  Watson,  executive  director,  National 
Civil  Service  League,  New  York  City.  \ 

INTERSTATE  CRIME 

Special  Committee  To  Investigate  Organized  Crime  in 
Interst/te  Commerce:  In  executive  session,  committee 
concjfided  and  agreed  to  file  with  the  Senate  its  Yinal 

Zrt  on  interstate  crime.  The  report  will  be  relea^d 
arrow  afternoon. 
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HIGHLIGHTS 

Senate  passed  bill  on  mutual  security. 

Senate  committees  voted  to  report  bills  on  military  and  naval  construction 
and  on  subpena  of  alcoholic-tax  evidence;  Finance  Committee  acted  on 
amendments  to  tax  bill,  and  on  time  for  filing  corporate  excess-profits  tax 
returns. 

See  Congressional  Program  Ahead. 

Senate 


Chamber  Action 

Routine  Proceedings,  pages  11091-11093 

Bills  Introduced:  Seven  bills  and  one  resolution  were 
introduced,  as  follows:  S.  2086  to  S.  2092;  and  S.  J.  Res. 

99*  Page  11093 

Bills  Reported:  Reports  were  made  as  follows: 

Final  report  of  Special  Committee  To  Investigate 
Organized  Crime  in  Interstate  Commerce  (S.  Rept. 
725) ;  and 

S.  2091,  amending  Federal  Farm  Loan  Act  by  repeal¬ 
ing  provisions  for  additional  U.  S.  subscriptions  to 
capital  stock  of  Federal  Land  Banks  (S.  Rept.  726). 

Page  11092 

Mutual  Security:  By  61  yeas  to  5  nays,  Senate  passed, 
with  amendments,  H.  R.  5113,  to  maintain  the  security 
and  promote  the  foreign  policy  and  provide  for  the 
welfare  of  the  U.  S.  by  furnishing  assistance  to  friendly 
nations  in  the  interest  of  international  peace  and  security, 
as  amended  by  adoption  of  committee  amendment  in 
the  nature  of  a  substitute  therefor,  after  taking  the 
following  actions  on  amendments  offered  to  the  com¬ 
mittee  substitute: 

Adopted:  Gillette  amendment  to  eliminate  section 
granting  President  authority  to  make  10-percent  trans¬ 
fer  of  any  fund  in  the  act  to  any  Other  fund  therein ;  by 
36  yeas  to  34  nays,  Dirksen  amendment  reducing  by 
$250  million  authorized  funds  for  economic  aid  to 
Europe;  on  division,  Douglas  amendment  increasing 
by  $37.5  million  authorized  funds  for  aid  to  Africa  and 
Near  East  and,  by  $10  million  each,  funds  authorized 
for  resettlement  of  Palestine  Arabs  and  for  relief  of 
refugees  coming  into  Israel;  Smathers  amendment  to 
transfej  $6  million  from  UN  Korean  Reconstruction 
Agency  to  the  point  4  program  in  South  America;  by 
36  yeas  to  31  nays,  Benton  amendment  to  discourage 


cartel  practices  in  Europe  and  to  encourage  development 
and  strengthening  of  free  labor  unions  there  (after  re¬ 
jecting,  by  4  yeas  to  61  nays,  Humphrey  amendment 
thereto  eliminating  words  “readily  feasible”) ;  and  by 
44  yeas  to  25  nays,  Dworshak  amendment  reducing  by 
$37  million  authorized  funds  for  assistance  to  European 
nations.  , 

Rejected:  By  31  yeas  to  41  nays,  Dirksen  amendment 
to  reduce  by  $500  million  authorization  of  ECA  funds 
for  European  assistance  (motion  to  lay  on  table  a  mo¬ 
tion  to  reconsider  this  vote  was  adopted) ;  by  17  yeas  to 
56  nays,  Green  amendment  to  increase  by  $1  billion 
authorization  of  funds  in  the  act  (as  recommended  by 
administration);  on  division,  Lehman  amendment  to 
increase  by  $5  million  funds  authorized  for  European 
repatriation;  on  division,  Smathers  amendment  to  trans¬ 
fer  $6.75  million  from  UN  Korean  Reconstruction 
Agency  to  the  point  4  program  in  South  America  (a 
motion  to  reconsider  the  vote  was  later  rejected) ;  by 
18  yeas  to  50  nays,  modified  Kefauver  amendment  to 
set  up  an  Administrator  to  carry  out  purposes  of  act; 
by  23  yeas  to  43  nays,  Long  amendment  to  reduce  by 
$250  million  authorized  funds  for  military  assistance  to 
Europe;  by  25  yeas  to  41  nays,  modified  Case  amend¬ 
ment  encouraging  formation  of  Federation  of  Free 
States  of  Europe;  by  29  yeas  to  38  nays,  Brewster  amend¬ 
ment  including  Western  Germany,  Spain,  and  Yugo¬ 
slavia  among  nations  to  receive  assistance  under  the  act ; 
Dworshak  amendment  reducing  by  $37.5  million  au¬ 
thorized  funds  for  assistance  to  European  nations; 
Douglas  amendment  increasing  from  5  to  10  percent 
permitted  transfers  of  authorized  appropriations  for 
European  assistance;  by  22  yeas  to  45  nays,  Kefauver 
amendment  increasing  by  $249,650,000  authorized  funds 
for  assistance  to  European  nations;  and,  by  32  yeas  to 
35  nays,  Capehart  motion  to  reconsider  vote  by  whkh 
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Benton  amendment  on  European  cartels  had  been 
adopted. 

Senate  requested  a  conference  on  the  bill,  and  ap¬ 
pointed  as  conferees  Senators  Connally,  Green,  Mc- 
MahOn,  Russell,  Wiley,  Smith  of  New  Jersey,  and 

Saltoiatall.  Pages  1 1 093-1 1 1  72 

Military  and  Naval  Construction:  Committee  on 
Armed  Services  was  authorized  to  report  during  recess 
H.  R.  4914,  to  authorize  certain  construction  at  military 
and  naval  installations.  Page  1 1 092 

Naval  Vessels:  Following  passage  of  H.  R.  5113, 
mutual  security  bill,  H.  R.  3463,  authorizing. the  transfer 
of  certain  naval  vessels,  the  unfinished  business,  was 
automatically  placed  before  the  Senate. 

Page  11172 

Confirmations:  One  nomination  in  the  Coast  and 
Geodetic  Survey  and  twenty-one  in  the  U.  S.  Coast 
Guard  were  confirmed.  Page  11174 

Nominations:  Two  civilian  nominations  were  received. 

Page  11174 

Program  for  Tuesday;  Senate  adjourned  at  io  131  p.  m. 
until  noon  Tuesday,  September  4,  when  it  will  transact 
no  business,  and  go  over  until  noon  Wednesday.  (See 

Congressional  Program  Ahead.) 

\  / 

Committee  Meetings 

(1 Committees  not  listed  did  not  meet) 

i 

APPROPRIATIONS— SUPPLEMENTAL 

/  4 

Committee  on  Appropriations:  In  executive  session, 
committee  received  testimony  from  Henry  A.  Byroade, 
Director,  and  Irving  S,  Schwartz,  Assistant  Executive 
Director,  both  of  the  Bureau  of  German  Affairs,  and 
Edward  B.  Wilber,  budget  officer,  State  Department, 
accompanied  by  assistants,  in  justification  of  funds  for 
government  in  occupied  Germany,  in  connection  with 
the  committee’s  study  of  H.  R.  5215,  supplemental  ap¬ 
propriations  for  fiscal  year  ending  June  30,  1952. 
Committee  meets  again  Tuesday,  September  4. 

MILITARY  AND  NAVAL  CONSTRUCTION 

Committee  on  Armed  Services :  In  executive  session, 
committee  voted  to  report  with  numerous  amendments 
H.  R.  4914,  to  authorize  certain  construction  at  military 
and  naval  installations. 

PRICE  AND  WAGE  STABILIZATION 

Committee  on  Banking  and  Currency:  Eric  Johnston, 
Director  of  Economic  Stabilization,  appeared  before  the 
committee  to  testify  in  support  of  amendments  to  the 
price  and  wage  stabilization  title  (title  IV)  of  the  De¬ 
fense.  Production  Act  of  1950,  as  amended,  as  recom¬ 
mended  by  the  President  (pending  bills  are  S.  1928, 
S.  2048,  and  S.  2073).  In  an  afternoon  session,  Willard 
L.  Thorpe,  Assistant  Secretary  of  State,  and  Clarence  J. 
McCormick,  Under  Secretary  of  Agriculture,  testified 


in  favor  of  the  repeal  of  section  104  of  the  act,  relative 
to  import  control  of  fats  and  oils.  Committee  recessed 
until  September  10. 

TAX  REVISION— ALCOHOLIC-TAX  EVIDENCE 

AND  EXCESS-PROFITS  TAX 

Committee  on  Finance:  In  executive  session,  committee 
voted  to  report  with  amendment  H.  R.  4014,  relating 
to  the  applicability  of  alcoholic-tax  laws  (to  confer  right 
upon  Internal  Revenue  Commissioner  to  subpena  docu¬ 
mentary  evidence  and  witnesses  as  now  exercised  by 
FTC) ;  the  amendment  would  authorize  a  grant  of  ex¬ 
tension  of  time  up  to  November  15,  1951,  to  file  corpo¬ 
rate  excess-profits  tax  returns  (contents  of  S.  J.  Res.  97). 

Following  two  executive  sessions  lasting  throughout 
the  day,  for  consideration  of  H.  R.  4473,  tax-revision 
bill,  the  chairman  announced  further  actions  on  the  bill, 
as  follows : 

(1)  It  agreed  to  House-approved  provisions  of  the 
bill:  (a)  making  changes  in  the  base  of  tax  on  toilet 
preparations;  ( b )  increasing  tax  on  coin-operated  gam¬ 
ing  devices  from  $150  to  $250;  (c)  excluding  from  cab¬ 
aret  tax  incidental  refreshments  served  at  ballrooms, 
etc.;  (d)  applying  the  admissions  tax  to  the  actual 
amount  charged  rather  than  the  established  price;  (e) 
and  a  similar  but  somewhat  more  restrictive  provision 
than  that  of  the  House,  exempting  certain  admissions 
from  excise  tax  where  the  profits  inure  to  churches, 
schools,  etc.  (symphonies  and  operas  would  be  among 
the  exempt  organizations;  exemptions  are  also  provided 
for  county  fairs,  civic  concerts,  and  municipal  swim¬ 
ming  pools). 

(2)  In  case  of  jewelry  tax,  it  imposed  a  10-percent  tax 
on  cigarette,  cigar,  and  pipe  lighters  instead  of  the  20 
percent  by  House  version. 

(3)  No  changes  were  made  in  present  tax  on  furs. 

(4)  In  the  case  of  the  tax  on  the  transportation  of 
property,  the  committee  rejected  a  House  provision 
which  would  have  imposed  this  tax  on  the  transporta¬ 
tion  of  oil  by  barge  where  shippers  transport  their  own 
oil  or  where  less  than  a  fair  charge  is  made.  In  the  case 
of  the  movement  of  earth,  rock,  etc.,  by  contractors 
within  or  adjacent  to  a  construction  project  this  tax 
would  not  apply. 

(5)  In  the  case  of  the  transportation  of  persons,  it  was 
agreed  to  exclude  from  application  of  the  tax,  transpor¬ 
tation  by  a  vessel  making  an  intermediate  stop  in  the 
United  States,  Canada,  or  Mexico  on  a  trip  beginning 
or  ending  outside  the  northern  portion  of  the  Western 
Hemisphere  if  the  vessel  is  not  authorized  both  to  dis¬ 
charge  and  to  take  on  passengers  at  the  intermediate 
stop.  The  House  provision  which  excludes  fishing 
trips  from  the  tax  on  the  transportation  of  persons  was 
also  approved. 

(6)  Excise  tax  on  cable  and  radio  dispatches  was  re¬ 
duced  from  25  to  15  percent;  House  would  reduce  rate 
from  25  to  20  percent. 
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(7)  Tax  rate  on  photographic  apparatus  was  reduced 
from  25  to  15  percent,  without  change  in  the  present 
15-percent  rate  on  film  or  in  the  base  of  either  tax;  House 
would  increase  films  from  15  to  20  percent  and  reduce 
tax  on  apparatus  from  25  to  20  percent.  House  would 
remove  business  cost  items  from  bases  of  both  of  these 
taxes. 

(8)  Committee  did  not  accept  the  House  provision 
raising  bowling  alley  and  billiard-  and  pool-table  tax. 

(9)  It  agreed  to  exempt  industrial-type  direct  motor- 
driven  fans  from  the  tax  on  electric,  gas,  and  oil  appli¬ 
ances. 

Committee  continues  Wednesday,  September  5. 

HIGHWAYS 

Committee  on  Public  Works:  Subcommittee  on  Public 
Roads  held  hearings  on  two  bills,  withNvarious  witnesses 


testifying,  as  follows:  J.  A.  Anderson,  president,  Ameri¬ 
can  Association  of  State  Highway  Officials,  and  chair¬ 
man  of  the  Virginia  State  Highway  Commission,  and 
Elmer  B.  Staatz,  Assistant  Director,  Bureau  of  the  Bud¬ 
get,  testified  in  support  of  the  enactment  of  both  S.  2025, 
to  increase  amount  available  as  an  emergency  relief  fund 
for  the  repair  or  reconstruction  of  highways  and  bridges 
damaged  by  floods  or  other  catastrophes,  and  S.  1956, 
to  provide  funds  for  highway  construction  and  mainte¬ 
nance  (access  roads  for  defense). 

The  following  witnesses  testified  in  support  of  S. 
1956:  Senator  Watkins;  C.  M.  Granger,  Forest  Service, 
Agriculture  Department;  and  A1  Rochester,  city  coun¬ 
cilman  of  Seattle,  Wash. 

Subcommittee  adjourned  subject  to  call. 


House  of  Representatives 

Chamber  Action  Committee  Meetings 

.  The.,t1?usf  Tf  notJ?  f  T"  t0^y-  next  meet'  No  committee  meetings  were  held, 

ing  will  be  held  on  Wednesday,  September  12,  at  12 

o’clock  noon. 


CONGRESSIONAL  PROGRAM  AHEAD 

Senate  Chamber 
{Wee\  of  September  3-8) 

Senate  will  be  in  recess  on  Labor  Day,  September  3. 
It  will  meet  but  transact  no  business  on  Tuesday,  Sep¬ 
tember  4;  and  on  Wednesday  it  will  resume  consider¬ 
ation  of  H.  R.  3463,  authorizing  the  transfer  of  certain 
naval  vessels  (which  had  been  temporarily  put  aside  on 
August  16  until  disposition  of  Mutual  Security  Act), 
to  be  followed  by  consideration  of  H.  R.  4914,  military 
and  naval  construction;  S.  1065  and  S.  1335,  postal  rate 
bills;  S.  355,  increasing  postal  employees’  compensation; 
and  the  Armed  Services  appropriations  bill. 

Senate  Committees 

Committee  on  Agriculture  and  Forestry:  September  5,  execu¬ 
tive,  on  calendar. 

Committee  on  Appropriations :  September  4,  executive,  on 
H.  R.  52x5,  supplemental  appropriations,  10:30  a.  m.,  room 
F~37>  .Capitol. 

Cofnmittee  on  Expenditures  in  the  Executive  Departments: 
September  5-7,  on  S.  1149,  reorganization  of  Agriculture  De¬ 
partment. 


Committee  on  Finance:  September  5,  executive,  on  H.  R. 
4473,  tax  revision. 

Committee  on  Interstate  and  Foreign  Commerce:  September 
5  and  6,  Subcommittee  on  Communications,  on  S.  J.  Res.  76 
and  S.  1579,  to  establish  a  National  Citizens  Advisory  Board 
on  Radio  and  Television. 

Committee  on  Labor  and  Public  Welfare:  September  4,  Sub¬ 
committee  on  Labor  and  Labor-Management  Relations,  on  S. 
1973,  to  amend  NLRA  with  reference  to  building  and  construc¬ 
tion  industry,  10:30  a.  m.,  room  P-63,  Capitol. 

Committee  on  Post  Office  and  Civil  Service:  September  5, 
Subcommittee  No.  2,  on  S.  1148  and  S.  1160,  Hoover  Commis¬ 
sion  report  relating  to  Post  Office  Department;  September  6 
and  7,  Subcommittee  No.  r,  on  report  of  Civil  Service  Com¬ 
mission  and  Budget  Bureau  proposals  on  change  of  overtime 
laws. 

House  Chamber 
(Week  of  September  3-8) 

In  recess  until  September  12. 

House  Committee 

Select  Committee  To  Investigate  the  Educational  and  Train¬ 
ing  Program  Under  the  Gl  Bill :  September  5,  hearings  on  VA 
policy  regarding  procurement  of  books,  tools,  and  supplies,  10 
a.  m.,  445  Old  House  Office  Building. 
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HIGHLIGHTS 

Senate  worked  on  defense  appropriations  bill. 

Senate  Finance  Committee  acted  on  provisions  of  tax  bill,  and  Banking  and 
Currency  announced  further  study  of  Defense  Production  amendments. 


Senate 


Chamber  Action 

Routine  Proceedings,  pages  11291-11302 

Bills  Introduced:  Five  bills  and  two  resolutions  were 
introduced,  as  follows:  S.  2105  to  S.  2109;  S.  J.  Res.  101; 
and  S.  Res.  203W  pageS  11292, 11300 

Defense  Appropriations:  Senate  began  consideration 
of  H.  R.  5054,  defense- appropriations  for  1952,  taking 
the  following  action  on  amendments  thereto:  Adopted 
most  committee  amendments,  deferring  action  on  sev¬ 
eral  until  tomorrow,  and  agreeing  that  any  amendment 
adopted  today  may  be  considered  to  be  open  for  amend¬ 
ment  tomorrow  without  a  motion  for  reconsideration. 
In  addition  to  these  actions,  Senate  adopted  two 
O’Mahoney  amendments  (to  committee  amendments), 
both  of  a  perfecting  and  clarifying  nature. 

Pages  1  1302-11339 

Nominations:  195  civilian  nominations,  including  192 
in  the  Public  Health  Service,  and  364  Air  Force  nomina¬ 
tions  were  received.  poges  1 1 339-1 1 342 

Program  for  Tuesday:  Senate  recessed  at  6:25  p.^trl. 
until  noon  Tuesday,  September  n,  when  it  will  Con¬ 
tinue  on  H.  R.  5054,  defense  appropriations  for.  1952,  to 
be  followed  by  S.  355,  postal  employees’  compensation, 
and  S.  622,  Government  employees’  compensation. 

Committee  Meetings 

( Committees  not  listed  did  not  meet) 

APPROPRIATIONS — SUPPLEMENTAL 

Committee  on  Appropriations ;  Committee  continued 
hearings  in  executiy^'  session  on  H.  R.  5215,  supple¬ 
mental  appropriafifins  for  fiscal  year  ending  June  30, 
1952,  receiving  testimony  from  the  following  witnesses, 
accompanied  by  their  assistants,  all  of  the  Interior  De¬ 
partment/in  justification  of  1952  estimates  for  their  re- 
spectiye  divisions:  Robert  E.  Day,  for  acting  executive 
assistant  to  the  Secretary,  and  L.  W.  Smith,  administra¬ 
tive  officer,  Defense  Production  Staff,  on  departmental 


funds;  Charles  W.  Conner,  Administrator,  Defense 
Solid  Fuels  Administration;  James  F.  Fairman,  Admin¬ 
istrator,  Defense  Electric  Power  Administration;  Wil¬ 
burn  C.  Schroeder,  Acting  Administrator,  Defense  Min¬ 
erals  Administration;  Maurice  Rattray,  Deputy  Admin¬ 
istrator,  Defense  Fisheries  Administration;  and  A.  P. 
Frame,  Assistant  Deputy  Administrator  Petroleum  Ad¬ 
ministration  for  Defense.  Hearings  continue  tomor¬ 
row. 

DEFENSE  PRODUCTION,  FDIC,  AND  RFC 

Committee  on  Banking  and  Currency:  In  executive  ses¬ 
sion,  committee  agreed  to  set  up  three  special  subcom¬ 
mittees,  consisting  of  five  members  each,  to  consider 
proposed  amendments  to  the  Defense  Production  Act 
of  1950,  as  amended,  as  follows: 

A  special  subcommittee,  headed  by  Senator  Fulbright, 
to  consider  proposed  repeal  of  fats  and  oil  amendment 
(S.  2104),  which  will  begin  hearings  on  Thursday,  Sep¬ 
tember  13;  a  special  subcommittee,  headed  by  Senator 
Robertson,  to  consider  an  amendment  to  clarify  the  so- 
called  Capehart  amendment  dealing  with  price  ceilings 
for  manufacturers  and  processors  (S.  2092),  which  will 
begin  hearings  on  Thursday,  September  13 ;  and  a  special 
subcommittee,  headed  by  Senator  Maybank,  to  consider 
proposed  repeal  of  prohibition  against  slaughter  quotas 
on  livestock  (S.  1928).  Committee  deferred  action  on 
the  President’s  request  for  repeal  of  the  Herlong  amend¬ 
ment  (on  customary  mark-up  on  retailers)  pending  con¬ 
sultation  with  the  House  Banking  and  Currency  com¬ 
mittee. 

It  was  agreed  that  the  full  committee  will  meet  on 
September  20  to  consider  disposition  of  S.  2092  and 
S.  2104;  on  September  24,  it  will  consider  final  disposi¬ 
tion  of  S.  1928. 

It  was  agreed  that  the  Subcommittee  on  Securities,  In¬ 
surance,  and  Banking  would  hold  hearings,  date  unan¬ 
nounced,  on  the  nomination  of  Maple  T.  Harl,  Chair¬ 
man,  and  H.  Earl  Cook,  Director,  to  reappointment  to 
the  Federal  Deposit  Insurance  Corporation.  The  sub¬ 
committee,  at  the  same  time,  will  consider  the  operations 
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of  the  FDIC  as  they  affect  powers  of  State  bank  com¬ 
missioners. 

The  nomination  of  Jess  Larson  to  be  Defense  Procure¬ 
ment  Administrator  was  ordered  reported  favorably  to 
the.  Senate. 

The  committee  agreed  to  refer  to  the  Investigations 
Subcommittee  of  the  Committee  on  Expenditures  in  the 
Executive  Departments,  RFC  Subcommittee  staff  work, 
dealing  with  a  paper  company  and  a  lumber  company. 

AGRICULTURE  DEPARTMENT  REORGANIZATION 

Committee  on  Expenditures  in  the  Executive  Depart¬ 
ments:  Committee  continued  hearings  on  a  revised  print 
of  S.  1149,  to  reorganize  the  Department  of  Agriculture, 
with  the  following  witnesses  expressing  their  views  on 
the  bill:  George  Heidrich,  area  vice  president,  Charles 
Town,  W.  Va.,  and  Clay  Stackhouse,  vice  president, 
national  association,  Wakeman,  Ohio,  both  representing 
the  National  Association  of  Soil  Conservation  Districts; 
Paul  Schoen,  executive  secretary,  Forest  Farmers  Asso¬ 
ciation;  and  John  J.  Riggle,  representing  the  National 
Council  of  Farmer  Cooperatives.  Committee  continues 
tomorrow. 

TAX  REVISION 

j 

Committee  on  Finance :  Committee  continued  mark¬ 
ing  up  for  reporting  to  the  Senate  H.  R.  4473,  tax-revision 
bill,  taking  further  actions  on  the  bill,  as  follows: 

(1)  It  reconsidered  its  previous  action  on  both  tax- 
exempt  and  taxable  cooperatives,  and  agreed  to  a  sub¬ 
stitute,  revising  section  101  ( 12)  of  code  to  provide  that 
cooperatives  exempted  under  this  section  are  to  be  tax¬ 
able  on  all  earnings  not  definitely  allocated  to  the  ac¬ 
counts  of  patrons.  The  Internal  Revenue  Commis¬ 
sioner  “is  to  require  reporting  on  patronage  dividends 
which  are  allocated  to  the  accounts  of  patrons  in 
amounts  of  $100  or  more,  and  is  to  have  the  discretion 
to  require  reporting  on  amounts  of  less  than  $100,”  and 


it  agreed  that  patronage  dividends  are  to  be  subject 
to  the  same  withholding  requirements  as  corporate 
dividends. 

(2)  The  committee  agreed  to  an  amendment  to  pro¬ 
vide  a  percentage  depletion  allowance  of  10  percent  for 
magnesium  compounds. 

(3)  The  Treasury  and  committee  staff  were  in¬ 
structed  to  study  and  report  by  April  1,  1952,  on  possi¬ 
bility  of  withholding  against  reserves  allocated  and  on 
methods  used  in  allocating  reserves  and  the  form  and 
character  of  the  certificates  issued  to  the  end  that  one 
tax — not  a  double  tax — may  be  actually  collected  on 
such  allocated  reserves. 

On  Saturday,  September  8,  the  committee  took  the 
following  actions  on  amendments  to  the  bill : 

(1)  It  reconsidered  its  action  to  remove  from  the  bill 
the  2  cents  per  gallon  tax  on  Diesel  fuel,  added  by  the 
House  bill,  pending  further  study.  It  decided  to  include 
in  the  base  of  the  15  percent  manufacturers’  tax  on  film, 
the  processing  of  black  and  white  film  into  colored  film, 
where  this  processing  is  not  presently  subject  to  tax. 

(2)  It  reconsidered  its  previous  action  with  respect  to 
tax  on  sporting  goods  and  agreed  to  raise  the  rate  from 
10  percent  to  15  percent  on  the  manufacturers’  price,  but 
exempted  from  that  tax  17  items  in  the  base  of  the  pres¬ 
ent  tax,  specifying  numerous  other  items  which  would 
be  subject  to  the  tax. 

(3)  In  the  case  of  electric,  gas,  and  oil  appliances,  sold 
through  dealers  by  the  direct  selling  of  services  of  the 
manufacturer,  the  committee  agreed  that  the  Commis¬ 
sioner  of  Internal  Revenue  is  to  determine  and  apply 
only  the  fair,  competitive  manufacturer’s  price. 

(4)  Admissions  to  exhibitions  of  gardens  and  homes, 
where  provided  as  a  historic  garden  week  and  where 
the  profits  do  not  inure  to  private  individuals,  would  be 
exempted  from  tax. 

Committee  meets  again  tomorrow. 


House  of  Representatives 


Chamber  Action 

The  House  was  not  in  session  today.  Its  next  meet¬ 
ing  will  be  held  on  Wednesday,  September  12,  at  12 
o’clock  noon. 


Committee  Meetings 

No  committee  meetings  were  held. 


COMMITTEE  MEETINGS  FOR  TUESDAY, 
SEPTEMBER  II 

{All  meetings  ant  open  unless  otherwise  designated ) 

Senate 

Committee  on 'Appropriations,  executive,  on  H.  R.  5215,  sup¬ 
plemental  appropriations,  10:30  a.  m.,  room  F-37,  Capitol;  ex¬ 
ecutive,  on  H.  R.  4496,  legislative  appropriations,  2  p.  m.,  room 
F-37,  Capitol. 

Committee  on  Expenditures  in  the  Executive  Departments, 
en  S.  1149,  reorganization  of  Agriculture  Department,  jo  a.  m., 
357  Senate  Office  Building. 


Committee  on  Finance,  executive,  on  H.  R,.  4473,  tax  revision 
bill,  10  a.  m.,  312  Senate  Office  Building. 

Committee  on  the  Judiciary,  subcommittee,  offiS.  1334,  private 
bill,  10:30  a.  m.,  424  Senate  Office  Building. 

Committee  on  Labor  and  Public  Welfare,  Health  Subcom¬ 
mittee,  on  S.  1186  (H.  R.  3298),  to  amend  Food  and  Drug  Act, 
.10  a.  m.,  room  P-63,  Capitol.  \ 

Committee  on  Post  Office  and  Civil  Service,  subcommittee, 
executive,  on  Federal  manpower  policy,  10  a.  m.,  135  Senate 
Office  Building.  * 

House 

No  committee  meetings  scheduled. 
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HIGHLIGHTS 

Senate  worked  on  defense  appropriations. 

Senate  Appropriations  Committee  voted  to  report  legislative  appropriations, 
and  Finance  Committee  concluded  work  on  tax  bill. 


Senate 


Chamber  Action 

Routine  Proceedings,  pages  11343-11348 

Bills  Introduced:  Five  bills  and  three  resolutions  were 
introduced,  as  follows:  S.  2110  to  S.  2114;  and  S.  Res. 
204  to  S.  Res.  206.  Pages  1 1 344,  1 1 347-1 1 348 

Bills  Reported:  One  report  was  made  as  follows: 
S.  Res.  204,  increasing  by  $10,000  limitation  and  expenses 
by  Committee  on  Appropriations  (no  written  report) — 
referred  to  Committee  on  Rules  and  Administration. 

Page  1 1 344 

Defense  Appropriations:  Senate  continued  considera¬ 
tion  of  H.  R.  5054,  defense  appropriations  for  1952, 
adopting  two  of  the  committee  amendments  on  which 
action  had  been  temporarily  deferred,  and  continued 
unanimous  consent  agreement  that  any  amendment  so 
far  adopted  may  be  considered  to  be  open  for  amend¬ 
ment  without  motion  for  reconsideration. 

Pages  11351,  11360-11367,  11369-11380 

Nominations:  27  civilian,  179  Navy,  and  1,396  Air 
Force  nominations  were  received.  pages  1 1 380-1 1 386 

Program  for  Wednesday:  Senate  recessed  at  5:27 
p,  m.  until  noon  Wednesday,  September  12,  when  if  Will 
continue  on  H.  R.  5054,  defense  appropriations  for  1952. 

Committee  Meetings 

( Committees  not  listed  did  not  meet) 

APPROPRIATIONS— RFC 

Committee  on  Appropriations l  Committee  heard  W. 
Stuart  Symington,  Administrator,  and  Peter  I.  Bukow- 
ski,  Deputy  Administrator,  and  assistants,  all  of  the 
RFC,  testify  in  justification  of  1952  budget  estimates  for 
the  RFC,  in  connection  with  the  committee’s  study  of 
H.  R.  5215,  supplemental  appropriations  for  fiscal  year 

.ending  June  30, 1952.  Hearings  continue  tomorrow. 

. 

APPROPRIATIONS— LEGISLATIVE 

Committee  on  Appropriations'.  In  executive  session, 
committee  voted  to  report  with  amendments  H.  R.  4496, 
to  provide  1952  appropriations  for  the  legislative  branch 
of  the  Government,  including  the  Congress,  Library  of 


Congress,  Architect  of  the  Capitol,  GPO,  and  Botanical 
Gardens.  The  report  will  be  filed  tomorrow. 

AGRICULTURE  DEPARTMENT  REORGANIZATION 

Committee  on  Expenditures  in  the  Executive  Depart¬ 
ments:  Committee  continued  its  hearings  on  a  revised 
print  of  S,  1149,  to  reorganize  the  Department  of  Agri¬ 
culture,  receiving  testimony  from  Secretary  of  Agricul¬ 
ture  Charles  F.  Brannan,  accompanied  by  the  Under 
Secretary,  Assistant  Secretary,  and  the  heads  of  the  vari¬ 
ous  bureaus  in  the  Department.  Mr.  Brannan  reviewed 
progress  of  organizational  improvements  in  the  Depart¬ 
ment,  pointing  out  that  “the  Department  supports  those 
provisions  of  the  proposed  bill  which  would  give  the 
Secretary  adequate  authority  to  reorganize  and  direct 
the  full  scope/bf  the  Department’s  activities.”  He  fa¬ 
vored  additional  help  in  the  form  of  an  Assistant  Secre¬ 
tary  and  an  Administrative  Assistant  Secretary,  but 
opposed  the  provisions  which  would  circumscribe  the 
Secretary’s  authority  to  deal  effectively  with  organiza¬ 
tional  matters.  Hearings  continue  tomorrow. 

LITHOFOLD  CORP.  INVESTIGATION 

Committee  on  Expenditures  in  the  Executive  Depart¬ 
ments:  Investigations  Subcommittee  met  in  executive 
session  in  connection  with  its  study  of  the  American 
Lithofold  Corp.,  St.  Louis,  Mo.,  to  receive  testimony  by 
Robert  J.  Blauner,  president,  and  Cecil  A.  Green,  both 
of  the  American  Lithofold  Corp.,  St.  Louis,  Mo.  Sub¬ 
committee  will  meet  again  in  open  session  on  this  sub¬ 
ject  on  Thursday,  x 

}  TAX  REVISION  AND  MARINE  INSURANCE 

Committee  on  Finance:  Committee  concluded  marking 
up  for  reporting  to  Senate  H.  R.  4473,  tax-revision  bill, 
but  it  will  meet  again  Friday  for  review  of  the  final 
drafted  language. 

Actions  taken  by  the  committee  on  the  bill  today  are 
as  follows: 

(1)  It  agreed  (a)  to  include  household-type  exhaust 
and  blower  kitchen  fans  in  10  percent  tax  on  electric, 
gas,  and  oil  appliances;  ( b )  that  25  percent  tax  on  long¬ 
distance  telephone  calls  will  not  apply  to  or  from  com¬ 
bat  areas  where  one  of  the  parties  is  a  member  of  the 
armed  forces;  (c)  that  those  dying  in  combat  zones  or 
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from  wounds  received  in  combat  zones  are  to  be  exempt 
from  estate  taxes  and  relieved  of  income  tax  due  at 
time  of  death  in  same  manner  as  provided  in  World 
War  II;  ( d )  that  levy  of  the  io  percent  excise  tax  on 
cigarette  lighters  be  at  manufacturers’  level  instead  of 
retail;  (e)  that  works  of  art  owned  by  a  nonresident 
loaned  to  U.  S.  public  galleries  or  museums  are  to  be 
exempt  from  estate  tax  if  the  nonresident  dies  while 
they  are  on  loan  here ;  and  (/)  raised  from  $500  to  $600 
the  amount  which  an  individual  can  earn  and  still  be  a 
dependent. 

(2)  Committee  reconsidered  head-of-household  provi¬ 
sion  and  agreed  to  exclude  a  descendent  of  a  step-child 
from  the  list  of  relatives  with  respect  to  which  partial 
splitting  can  be  obtained. 

(3)  It  adopted  technical  estate  tax  amendments  re¬ 
specting  reversionary  interests  and  retention  of  life 
interest. 

(4)  It  agreed  to  various  technical  excess  profits  tax 
amendments,  largely  relating  to  new  corporations, 
growth  formula,  inadmissible  assets,  changes  in  prod¬ 
ucts  during  base  period,  abnormalities,  railroad  lessee 
and  lessor  corporations  regulated  public  utility  credit, 
taxable  exchanges,  fees  paid  by  farm  subsidiaries,  and 
exempt  excess  output  of  mines. 

The  committee  ordered  reported  without  amendment 
H.  R.  2562,  to  require  that  a  marine  insurance  company 
subject  to  excess-profits  tax  shall  consider  50  percent  of 
its  reserves  as  equity  capital  in  computing  the  tax  under 
equity-capital  method. 


PRIVATE  BILL 

Committee  on  the  Judiciary :  Subcommittee  held  rou¬ 
tine  hearings  on  S.  1334,  a  private  bill. 

FOOD  AND  DRUG 

Committee  on  Labor  and  Public  Welfare:  Subcommit¬ 
tee  on  Health  heard  the  following  proponent  witnesses 
express  their  views  on  S.  1186  (H.  R.  3298),  to  amend 
the  Food  and  Drug  Act  with  respect  to  permitting  oral 
prescriptions  for  certain  drugs  and  requiring  written 
prescriptions  for  certain  other  groups  of  drugs:  George 
P.  Larrick,  Deputy  Commissioner  of  Food  and  Drug 
Administration;  and  Ray  S.  Warnack  and  Herman  S. 
Waller,  both  of  National  Association  of  Retail  Drug¬ 
gists.  Hearings  continue  tomorrow. 

FEDERAL  MANPOWER 

Committee  on  Post  Office  and  Civil  Service :  Subcom¬ 
mittee  on  Federal  Manpower  Policies,  in  executive  ses¬ 
sion,  agreed  to  the  introduction  of  an  original  resolution 
extending  until  March  31,  1952,  the  authority  provided 
for  in  S.  Res.  53,  to  provide  for  investigation  of  personnel 
needs  and  practices  of  the  Federal  Government.  It  also 
agreed  to  request  an  additional  $225,000  for  expenses  of 
the  subcommittee. 

The  subcommittee  discussed  at  some  length  what  it 
has  already  done  in  its  investigation  of  the  Federal  man¬ 
power  policy,  and  what  needs  to  be  done. 


House  of  Representatives 


Chamber  Action 

The  House  was  not  in  session  today.  .Its  next  meet¬ 
ing  will  be  held  on  Wednesday,  September  12,  at  12 
o’clock  noon. 


Committee  Meetings 

No  committee  meetings  were  held. 


COMMITTEE  MEETINGS  FOR  WEDNESDAY, 
SEPTEMBER  12 

{All  meetings  are  open  unless  otherwise  designated ) 

Senate 

Committee  on  Agriculture  and  Forestry,  executive,  on  H.  R. 
'4475,  tobacco  adjustments,  the  nomination  of  Gus  Geissler,  of 
North  Dakota,  to  be  member  of  Board  of  Directors  of  CCC, 
and  other  calendar  business,  10:30  a.  m.,  324  Senate  Office 
Building. 

Committee  on  Appropriations,  executive,  on  H.  R.  5215,  sup¬ 
plemental  appropriations,  10:30  a.  m.,  room  F-37,  Capitol. 

Committee  on  Armed  Services,  subcommittee,  on  S.  234, 
water-supply  facilities  at  San  Diego,  10:30  a.  m.,  212  Senate 
Office  Building;  subcommittee,  executive,  on  stockpiling  of  cot¬ 
ton,  2:30  p.  m.,  room  F-39,  Capitol. 

Committee  on  the  District  of  Columbia,  executive,  on  calendar, 
3  p.  m.,  room  P-38,  Capitol. 

Committee  on  Expenditures  in  the  Executive  Departments , 
on  S.  1149,  reorganization  of  Agriculture  Department,  10  a.  m.f 
357  Senate  Office  Building. 


Committee  on  Interstate  and  Foreign  Commerce,  executive, 
on  procedure  under  the  crime  resolution  (S.  Res.  129),  10  a.  m., 
room  G-16,  Capitol. 

'^'Committee  on  Labor  and  Public  Welfare,  Subcommittee  on 
Health,  on  S.  1186  (H.  R.  3298),  to  amend  Food  and  Drug 
Act,  10  a.jn.,  room  P-63,  Capitol. 

Committee  on  Post  Office  and  Civil  Service,  subcommittee, 
on  S.  1135,  Federal  Personnel  Recruitment  Act  of  1951,  9:30 
a.  m.,  135  Senate  Office  Building. 

Committee  on  Rules,  and  Administration,  executive,  on  cal¬ 
endar,  10  a.  m.,  104-B  Senate  Office  Building. 

House 

Committee  on  Interstate  and  Foreign  Commerce,  on  H.  R. 
910,  to  amend  the  Public  Health  Service  Act  so  as  to  provide 
a  program  of  grants  and  scholarships  for  education  in  the  field 
of  nursing,  10  a.  m.,  1334  New  House  Office  Building. 

Joint  Committee 

Joint  Committee  on  Atomic  Energy,  executive,  to  discuss  im¬ 
portant  atomic  problems  with  members  of  AEC,  10:30  a.  m., 
room  F-88,  Capitol. 


—  . 
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REVENUE  ACT  OF  1951 


September  18  (legislative  day,  September  13),  1951. — -Ordered  to  be  printed 


Mr.  George,  from  the  Committee  on  Finance,  submitted  the  following 

REPORT 

[To  accompany  H.  R.  4473] 

I.  GENERAL  STATEMENT 

This  is  the  third  time  your  committee  has  been  called  upon  to 
-consider  revenue  increases  since  the  outbreak  of  hostilities  in  Korea 
a  little  over  a  year  ago.  The  Revenue  Act  of  1950,  which  became 
law  on  September  23,  1950,  increased  revenues  by  $6.1  billion;  the 
Excess  Profits  Tax  Act  of  1950,  which  became  law  on  January  3,  1951, 
raised  revenues  by  $3.9  billion;  and  it  is  estimated  your  committee’s 
bill  will  increase  revenues  by  $5.5  billion.  In  the  fiscal  year  1952 
the  bill  is  expected  to  increase  revenues  by  $2.7  billions,  raising 
collections  this  year  to  $64.7  billion. 

The  revenue  raised  by  these  two  acts,  plus  that  provided  by  your 
committee’s  bill,  will  add  to  Federal  revenue  $15K  billion  at  calendar 
year  1951  levels  of  income  and  in  a  full  year  of  operation.  These 
three  revenue-raising  measures  on  the  average  will  increase  the  taxes 
of  individuals  by  29.0  percent  of  the  amount  which  would  have  been 
due  under  the  prior  law,  and  will  raise  corporate  taxes  by  52.9  percent. 

Never  before  has  so  much  additional  revenue  been  raised  in  so 
short  a  period  of  time.  Moreover,  these  three  revenue  measures  have 
brought  the  income  tax  burdens  of  most  corporate  and  individual 
taxpayers  near  the  World  War  II  peak  and  for  many  such  taxpayers 
the  rates  imposed  under  your  committee’s  bill  are  above  the  maximum 
rates  imposed  during  World  War  II.  As  a  result  your  committee 
has  serious  doubts  as  to  the  feasibility  of  raising  any  substantial  addi¬ 
tional  amounts  of  revenue  from  income  tax  sources.  This  is  said 
although  it  is  recognized  that  present  expenditure  estimates  made  by 
the  executive  departments  indicate  very  substantial  additions  to 
Federal  expenditures  next  year.  In  view  of  this,  your  committee 
believes  that  every  effort  must  be  made  to  reduce  expenditures. 

Your  committee’s  bill  provides  tax  increases  in  all  of  the  major 
tax  areas.  Individual  income  taxes  for  most  taxpayers  are  raised 
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by  11  percent  effective  November  1,  1951.  The  top  income  tax  rate 
of  corporations  is  raised  to  52  percent.  The  ceiling  rate  on  excess 
profits  taxes  is  raised  to  provide  a  maximum  effective  income  and 
excess  profits  tax  rate  of  about  69  percent.  Excise  taxes  also  are 
raised,  primarily  those  on  alcoholic  beverages,  tobacco,  gasoline, 
automobiles,  and  electric,  gas,  and  oil  appliances,  and  a  new  tax  is 
imposed  on  wagering.  The  bill  also  provides  taxes  for  certain  types 
of  presently  exempt  income  of  cooperatives,  mutual  savings  banks, 
and  building  and  loan  associations. 

II.  REVENUE  ESTIMATES 

Table  I  shows  the  estimated  increase  in  tax  liabilities  under  your 
committee’s  bill  and  under  the  House  bill  in  a  full  year  of  operation, 
and  also  the  effect  of  these  bills  on  collections  in  the  fiscal  year  1952. 
Both  the  increases  in  liabilities  in  a  full  year  and  the  increases  in 
collections  in  the  fiscal  year  1952  are  shown  by  major  revenue  sources. 

It  is  estimated  that  your  committee’s  bill  will  increase  tax  liabilities 
in  a  full  year  of  operation  by  approximately  $5,500  million,  and  that 
it  will  increase  collections  in  the  fiscal  year  1952  by  about  $2,700 
million.  The  increases  in  collections  in  the  fiscal  year  1952  are  con¬ 
siderably  smaller  than  the  increase  in  tax  liabilities  provided  by  your 
committee’s  bill  in  a  full  year  of  operation,  both  because  the  changes 
are  not  fully  effective  in  the  fiscal  year  1952,  and  because  collections 
tend  to  lag  behind  the  incurring  of  liabilities.  The  House  bill  would 
increase  tax  liabilities  in  a  full  year  of  operation  by  approximately 
$7,200  million  and  would  increase  collections  in  the  fiscal  year  1952 
by  about  $4,900  million.1  The  major  differences  from  the  standpoint 
of  revenue  between  the  House  bill  and  your  committee’s  bill  can  be 
accounted  for  by  the  fact  that  your  committee  did  not  impose  as 
large  increases  in  individual  and  corporate  taxes  as  the  House,  and 
did  not  subject  corporate  dividends  to  withholding. 

The  increase  in  excise  tax  collections  in  the  fiscal  year  1952  assumes 
that  the  changes  in  these  taxes  become  effective  as  of  November  1, 
1951,  the  same  date  as  is  provided  in  your  committee’s  bill  for  the 
increases  in  the  individual  income  tax. 

Table  1. —  Estimated  effect  of  the  House  bill  and  committee  bill  on  tax  liabilities  in  a 
full  year  of  operation  and  on  collections  in  the  fiscal  year  1952 


[In  millions] 


House  bill 

Committee  bill 

Full  year 
effect 

Fiscal  year 
1952  effect 

Full  year 
effect 

Fiscal  year 
1952  effect 

Individual  income  tax.  _ 

General  corporate  tax  changes _ 

Tax-exempt  organizations. _ _ 

$2, 847 

2  2, 855 

0 

245 

0 

(*) 

1,  252 

>  $1, 652 

2 1,  740 

0 

705 

0 

(*) 

2811 

$2, 367 

2  2,  060 
150 
-224 
—  120 
-2 
1,275 

$1, 379 
(2) 

0 

-219 

-120 

0 

*823 

Structural  changes  in  the  income  taxes. . . . 

Structural  changes  in  the  excess  profits  tax . . 

Structural  changes  in  the  estate  and  gift  taxes.  . . 

7, 199 

4,908 

5, 506 

2,733 

‘Negligible. 

1  Estimate  based  on  the  assumption  House  provision  is  effective  Nov.  1,  1951,  instead  of  Sept.  1  as  pro¬ 
vided  by  tbe  House  bill. 

2  Net  increase  after  allowing  for  reduction  in  individual  income  taxes  due  to  lower  dividends. 

*  This  larger  amount  is  due  primarily  to  tbe  acceleration  of  collections  on  withholding. 

4  Assumes  excise  tax  changes  effective  Nov.  1, 1951. 


>  This  assumes  excise  and  individual  income  tax  increases  provided  by  the  House  bill  are  effective 
November  1,  1951. 
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III.  CHANGES  IN  THE  INDIVIDUAL  INCOME  TAX 

Your  committee’s  bill,  in  a  new  rate  schedule,  provides  the  lower 
of  the  following  two  increases:  An  11-percent  increase  in  present  tax 
rates,  or  an  8-percent  additional  tax  based  on  the  surtax  net  income 1  2 
remaining  after  the  deduction  of  present  taxes.  The  House  bill  pro¬ 
vided  an  additional  tax  equal  to  12 K  percent  of  the  existing  tax  for 
all  income  brackets  except  the  very  highest. 

The  increase  provided  by  your  committee  applies  only  to  the  tax  on 
ordinary  income.  The  increase  under  the  House  bill  also  applies  to 
the  alternative  tax  on  capital  gains. 

The  rate  inci'eases  under  your  committee’s  bill,  in  effect,  are  made 
as  of  November  1,  1951,  the  date  when  increased  withholding  becomes 
effective,  and  are  to  terminate  as  of  December  31,  1953.  Under  the 
House  bill  the  rate  increases,  in  effect,  are  made  as  of  September  1, 
1951,  the  date  when  increased  withholding  was  to  become  effective 
under  that  bill,  but  no  termination  date  was  set. 

Both  your  committee’s  bill  and  the  House  bill  grant  to  heads  of 
households  some  of  the  benefits  of  income  splitting  now  enjoyed  by 
married  persons.  Under  your  committee’s  bill  they  obtain  one- 
quarter  of  the  benefits  of  income  splitting,  and  under  the  House  bill, 
one-half.  For  calendar  year  taxpayers  this  head-of-household  provi¬ 
sion  under  both  bills  is  to  be  effective  beginning  in  1952. 

It  is  estimated  that  in  a  full  year  of  operation  the  individual  income 
tax  rate  changes  provided  by  your  committee’s  bill  will  increase 
liabilities  by  $2,394  million  and  that  on  the  same  basis  the  head-of- 
household  provision  provided  by  your  committee’s  bill  will  decrease 
revenues  by  $27  million.  Thus,  it  is  estimated  that  the  combined 
effect  of  these  provisions  will  be  to  increase  liabilities  in  a  full  year  of 
operation  by  $2,307  million. 

Since,  in  effect,  the  rate  changes  made  by  your  committee’s  bill  do 
not  become  operative  until  November  1,  and  the  head-of-household 
provision  for  practically  all  taxpayers  will  not  be  effective  until  Janu¬ 
ary  1,  1952,  collections  in  the  fiscal  year  1952,  ending  June  30,  1952,  will 
not  fully  reflect  the  increases  provided.  Therefore,  fiscal  3rear  1952 
collections  under  your  committee’s  bill  are  expected  to  be  increased 
by  only  about  58  percent  of  the  $2,387  million,  or  by  $1,379  million. 
Since  the  rate  changes  made  by  the  House  bill  were  to  be  effective 
as  of  September  1,  1951,  the  report  by  the  Committee  on  Ways  and 
Means  of  the  House  estimated  collections  in  fiscal  year  1952  would  be 
increased  by  $1,947  million.  However,  had  the  effective  date  been 
November  1 ,  as  under  your  committee’s  bill,  fiscal  year  1952  collections 
under  the  House  bill  would  have  been  increased  by  $1 ,652  million. 

A.  Rate  Changes 

1.  Description 

For  taxable  years  beginning  after  October  31,  1951,  your  com¬ 
mittee’s  bill  increases  the  present  individual  income  taxes  by  the 
lower  of  either  about  1 1  percent  of  the  present  combined  normal  tax 
and  surtax,  or  approximately  8  percent  of  the  surtax  net  income  3  after 
present  taxes.  These  increases  are  to  terminate  as  of  December  31, 
1953.  The  House  bill  increases  the  present  normal  tax  and  surtax 


1  Surtax  net  income  is  income  after  deductions  and  exemptions. 

*  Surtax  net  income  is  income  after  deductions  and  exemptions. 
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in  most  cases  by  12X  percent  for  taxable  years  beginning  after  August 
31,  1951.  No  termination  date  for  this  increase  is  provided.  The  11- 
or  8-percent  increase  provided  by  your  committee’s  bill  is  incorporated 
in  the  surtax  rate  schedule.  Under  the  House  bill  the  12^-percent 
increase  is  to  be  a  separate  tax  computation,  although  it  is  incorpo¬ 
rated  in  the  tax  table  used  by  those  with  adjusted  gross  incomes  of 
$5,000  or  less. 

The  new  surtax  table  in  your  committee’s  bill  provides  surtax 
bracket  rates  ranging  from  19.2  percent  on  the  first  $2,000  of  surtax  net 
income  to  88.7  percent  on  surtax  net  income  in  excess  of  $200,000. 
This,  when  combined  with  the  flat  3-percent  normal  tax,  gives  total 
rates  which  range  from  22.2  percent  on  the  first  $2,000  of  taxable  in¬ 
come  to  91.7  percent  on  taxable  income  in  excess  of  $200,000.  The 
combined  normal  tax  and  surtax  rates  (including  the  12 %  percent  in¬ 
crease)  under  the  House  bill  range  from  22.5  percent  on  the  first  $2,000 
of  surtax  net  income  to  94.5  percent  on  surtax  net  incomes  in  excess  of 
$80,000.  Under  present  law  these  combined  rates  range  from  20 
percent  on  the  first  $2,000  of  taxable  income  to  91  percent  on  incomes 
in  excess  of  $200,000. 

Your  committee’s  bill  raises  the  effective  rate  limitation,  or  maxi¬ 
mum  combined  normal  tax  and  surtax  on  total  net  income,  from  the 
87  percent  provided  by  present  law  to  88  percent.  This  effective 
rate  limitation  prevents  an  individual’s  total  net  income  from  being 
taxed  at  a  rate  higher  than  88  percent,  although  the  bracket  rate  on 
income  in  excess  of  $200,000  permits  a  portion  of  an  individual’s 
income  to  be  taxed  at  as  high  a  rate  as  91.7  percent.  Under  the 
House  bill  the  effective  rate  limitation  is  raised  to  90  percent. 

Your  committee’s  bill  also  provides  a  new  surtax  rate  schedule  for 
the  calendar  year  1951,  adding  to  the  present  tax  burden  about  one- 
sixth  of  the  increase  provided  for  1952  and  1953.  Thus,  for  1951  the 
present  tax  is  increased  by  the  lower  of  either  nearly  2  percent  of  the 
existing  law  tax,  or  by  slightly  over  1  percent  of  surtax  net  income  after 
deducting  the  present  tax.  This  is  roughly  the  equivalent  of  making 
the  full  11-percent  or  8-percent  increase  effective  November  1,  1951. 
The  House  bill  which  would  have  been  effective  as  of  September  1, 
1951,  provided  a  4-percent  increase  in  the  present  law  tax  for  calendar 
year  1951  taxpayers.  This  would  have  been  roughly  the  equivalent  of 
making  the  tax  increase  effective  for  the  last  third  of  the  year.  The 
combined  normal  tax  and  surtax  bracket  rates  under  your  committee’s 
bill  for  the  calendar  year  1951  range  from  20.4  percent  on  the  first 
$2,000  of  taxable  income  to  91.1  percent  on  taxable  income  over 
$200,000.  Under  the  House  bill  these  rates  range  from  20.8  percent 
on  the  first  $2,000  of  taxable  income,  to  92.56  percent  on  taxable 
incomes  in  excess  of  $200,000.  Under  your  committee’s  bill  the  effec¬ 
tive  rate  limitation  for  calendar  year  1951  taxpayers  is  87.2  percent, 
and  under  the  House  bill,  88  percent. 

Your  committee’s  bill  also  adds  a  provision  which  makes  inap¬ 
plicable,  for  1951,  the  penalties  and  additions  to  tax  for  willful  failure 
to  make  declarations  or  pay  estimated  tax  with  respect  to  the  addi¬ 
tional  tax  imposed  on  individuals  by  this  bill. 

For  1952  and  subsequent  years  and  for  the  last  third  of  1951  the 
House  bill  provides  an  increase  in  the  alternative  tax  on  capital 
gains  of  individuals.  For  1952  and  subsequent  years  this  increase 
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is  12)4  percent,  the  same  increase  as  provided  for  the  normal  tax 
and  surtax.  Applying  this  to  the  present  25-percent  capital  gains 
tax  gives  a  new  rate  of  28.125  percent.  For  the  calendar  year  1951 
the  House  bill  provides  a  4-percent  increase  in  the  alternative  tax 
on  capital  gains  resulting  in  a  total  capital  gains  tax  rate  of  26  percent. 
Under  your  committee’s  bill  no  change  is  made  in  the  alternative  tax 
on  capital  gains.  Thus,  the  rate  remains  at  25  percent  both  for  1951 
and  1952  and  subsequent  years. 

Under  both  your  committee’s  bill  and  the  House  bill  new  withhold¬ 
ing  tables  are  provided  to  reflect  the  increased  taxes.  The  withhold¬ 
ing  in  both  of  these  tables  is  at  approximately  20  percent  as  contrasted 
to  18  percent  in  the  table  in  present  law.  Similar  adjustments  are 
made  in  the  percentage  method  of  withholding.  A  withholding  tax 
rate  of  approximately  20  percent  collects  the  full  amount  ordinarily 
due  on  the  beginning  rates  provided  by  your  committee’s  bill  and  the 
House  bill  after  allowance  for  the  standard  deduction. 

Table  2  shows  the  amount  of  tax  paid  at  selected  net  income  levels 
under  present  law,  under  the  House  bill  for  the  calendar  year  1952  and 
subsequent  years,  and  under  your  committee’s  bill  for  the  calendar 
years  1952  and  1953.  The  tax  burden  is  shown  separately  for  single 
persons  with  no  dependents,  for  married  couples  with  no  dependents, 
and  for  married  couples  with  two  dependents.  The  tax  of  single 
persons,  of  married  couples  with  no  dependents  and  of  married  couples 
with  two  dependents  shown  in  this  table  differ  because  the  amount 
of  tax  paid  is  shown  by  net  income  4  classes.  Net  income  for  these 
classes  of  taxpayers  differs  from  the  income  on  which  the  tax  is  based 
because  a  single  person  receives  one  $600  exemption,  a  married  couple 
two  $600  exemptions  and  a  married  couple  with  two  dependents  four 
$600  exemptions.  In  addition,  married  couples  receive  the  benefits 
of  income-splitting. 


1  Net  income  is  income  after  deductions  but  before  exemptions. 
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Table  2. — Comparison  of  individual  income-tax  burdens  under  present  law  with 
those  under  the  House  bill  and  Finance  Committee  bill  for  1952  and  1953 

SINGLE  PERSON,  NO  DEPENDENTS 


Amount  of  tax 


Net  income  (after  deductions  but  before  exemptions) 

Present  law 

House  bill 

Finance 

Committee 

bill 

$800 _ _ _ _ _ _ _ 

$40 

$45 

90 

$44 

$1,000 _ _ _ _ _ _ _ 

80 

89 

$2,000  _ _ _ _ _ _ 

280 

315 

311 

$3,000 _ _ _ _ _ 

488 

549 

542 

$4,000  _ _ _ _ _ _ 

708 

797 

786 

$5,000 _ _ _ _ _ 

944 

1,  062 
2,003 
2,  741 
5.  004 

1,048 
1, 974 
2, 704 
4. 940 

$8,000  . . . . . . . . 

1,780 

$10,000 _ _ _ _ _ 

2,436 
4,448 
fi,  942 
9,796 
26,388 
66,  798 
247,  274 
429,  274 
l  870, 000 

$15,000 _ _ _ _ _ 

$20,000 . . . . . . . . . 

7, 810 
11.021 
29,  687 
74. 831 

7,  718 

$25,000 _ _ _ _ _ _ _ 

lO!  872 
28.234 
69,  344 
251, 522 
434,  922 
2  880,  000 

$50,000. _ _ _ 

$100,000 _ _ _ 

$300,000 _ _ _ 

263. 831 

$500.000 _  _ 

2  450, 000 

2  900,  000 

C 

c 

C 

q 

MARRIED  COUPLE,  NO  DEPENDENTS 

$1,500.. _ _ _ _ 

$60 

160 

$68 

180 

$67 

178 

$2,000.. _ _ _ _ _ _ 

$3,000 . . . . 

360 

405 

400 

$4,000 _ _ _ _ _ 

560 

630 

622 

$5,000 _ _ _ _ _ _ 

760 

855 

844 

$8,000 _ _ _ _ _ _ _ 

1,416 

1,888 

3,  260 

4,  872 
6,  724 

19,  592 
52,  776 

1,  593 
2,124 
3,668 
5,  481 

7,  565 
22.  041 

1,  571 
2,096 
3,618 
5,408 
7, 460 
21,  744 
56,  468 

$10,000 _ _ _ _ 

$15,000 . . . . 

$20,000 . . . 

$25,000 _ _ _ _ _ 

350,000 _ 

$100.000 . . . . . . . 

59, 373 
244, 161 

$300,000 . . . . . . . . 

222,  572 
403,  548 
858,  548 

228.  664 

$500,000 . . . . 

433. 161 

411,344 
869, 844 

$1,000,000 _ _ 

2  900, 000 

MARRIED  COUPLE,  2  DEPENDENTS 

$3,000  _ _ _ _ 

$120 

$135 

$133 

$4,000  _ _ _ _ _ _ _ 

320 

360 

355 

$5^000  .  _ _  _ 

520 

585 

577 

$g’ooo  _ _ _ _ _ 

1,152 

1,  592 

1,296 

1,  278 

$10,000  _ 

1,791 

1,766 

$15*000  _  _ _ _ 

2,900 

3,263 

3,222 

4.952 

$20*000  _ _ _ 

4,464 
6.  268 

5. 022 

$25*000 _ _ _ 

7.052 

6,  956 

$50*000 _ _ _ 

18.  884 

21. 245 

20.  964 

$100,000  _ _ _ 

51,  912 

58.  401 

55,  592 

$300*000  _ _ _ 

221,  504 

243, 027 

227,  584 
410,  243 
868, 743 

$500*000  _ _ _ _ _ 

402,  456 
857, 456 

432, 027 

2  900, 000 

$1,000,000 _ _ _ _ _ 

1  Maximum  effective  rate  limitation  of  87  percent. 

2  Maximum  effective  rate  limitation  of  90  percent. 
*  Maximum  effective  rate  limitation  of  88  percent. 


8.  Reasons  for  the  rate  changes 

Your  committee  believes  that  in  view  of  revenue  requirements 
resulting  from  the  present  national  defense  emergency  it  is  necessary 
to  make  substantial  increases  in  the  individual  income  taxes.  Only 
by  such  increases  will  it  be  possible  to  come  close  to  balancing  the 
budget  and  alleviating  the  impact  of  increased  inflationary  pressures 
arising  from  additional  defense  expenditures.  It  is  believed,  however, 
that  the  12%-percent  increase  in  present  taxes  provided  by  the  House 
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bill  is  too  severe  in  view  of  the  fact  that  an  average  increase  of  17  per¬ 
cent  in  individual  income  taxes  has  been  made  quite  recently  by  the 
Revenue  Act  of  1950.  For  that  reason  your  committee  has  reduced 
this  percentage  increase  for  the  bulk  of  the  taxpayers  to  1 1  percent  of 
their  present  taxes.  Even  with  this  increase  many  taxpayers  will 
find  themselves  with  tax  rates  hi  excess  of  the  peak  rates  imposed 
during  World  War  II. 

Your  committee  modified  this  11-percent  increase  by  providing  that 
in  no  case  is  the  increase  to  be  more  than  about  8  percent  on  the  income 
remaining  after  taxes.  Your  committee  believes  that  a  provision  of 
this  type  is  fairer  to  all  income  groups  than  the  type  of  provision 
adopted  by  the  House.  For  most  taxpayers  their  present  tax  is  much 
smaller  than  their  income  remaining  after  the  payment  of  taxes. 
However,  because  of  the  present  highly  progressive  income  tax  rates 
for  some  taxpayers,  their  income  remaining  after  the  payment  of  all 
taxes  is  smaller  than  then*  present  tax  burden.  In  the  case  of  both  of 
these  groups  of  taxpayers,  your  committee’s  bill  imposes  an  increase 
on  the  smaller  amount;  in  the  case  of  the  former  group,  on  the  present 
tax  burden,  and  in  the  case  of  the  latter  group,  on  the  income  re¬ 
maining  after  payment  of  the  present  tax  burden.  The  percentage 
increase  in  income  after  taxes  is  effective  with  respect  to  taxable 
incomes  of  about  $27,000  and  over.  It  was  believed  necessary 
to  provide  a  limitation  of  this  type,  in  view  of  the  fact  that  in  the 
upper  income  brackets  the  marginal  rates,  or  the  rates  applying  to  the 
next  dollar  of  income,  are  already  very  high.  The  present  law  mar¬ 
ginal  tax  rate  at  $28,000  of  surtax  net  income,  for  example,  is  62 
percent;  at  $44,000  is  72  percent;  at  $70,000  is  81  percent;  and  at 
$200,000  is  91  percent.  Your  committee’s  bill  raises  these  marginal 
rates  very  substantially,  although  not  as  much  as  the  12%-percent 
increase  provided  by  the  House.  In  the  view  of  your  committee, 
the  marginal  rate  of  about  70  percent  provided  on  surtax  net  income  of 
$28,000  under  the  House  bill  will  seriously  impair  the  incentives  of  the 
taxpayers  in  this  bracket  to  work  and  to  invest.  Still  more  drastic  is 
the  marginal  rate  of  nearly  85  percent  provided  by  the  House  bill  on 
incomes  of  $50,000,  and  the  rate  of  94.5  percent  provided  for  incomes 
of  $80,000.  The  rates  provided  by  your  committee’s  bill  in  these 
brackets  also  are  drastic  but  less  so  than  those  of  the  House  bill. 
Under  your  committee’s  bill  the  marginal  rate  at  $28,000  is  67  percent; 
at  $44,000  is  73  percent;  at  $70,000  is  82  percent;  and  at  $200,000  is 
91.7  percent. 

A  similar  limitation  on  the  tax  increase  was  previously  provided 
in  the  Victory  tax  imposed  by  the  Revenue  Act  of  1942.  That  tax 
was  limited  to  the  excess  of  90  percent  of  net  income  after  the  regular 
income  tax  liability.  The  1940  defense  tax  also  used  this  type  of 
formula.  Your  committee  believes  that  in  bracket  areas  where  the 
progression  is  already  quite  steep  the  formula  used  in  imposing  addi¬ 
tional  taxes  should  measure  ability  to  pay  by  taking  into  considera¬ 
tion  taxes  already  paid.  It  is  only  the  funds  remaining  after  the 
payment  of  the  present  tax  burden  which  such  individuals  will  have 
available  to  meet  additional  tax  burdens. 

Although  the  House  bill  increases  the  alternative  tax  on  capital 
gains  to  a  little  over  28  percent,  your  committee’s  bill  retains  the 
ceiling  rate  in  this  tax  at  25  percent.  Your  committee  recognizes  that 
capital  gains  are  different  from  ordinary  income  in  that  the  time  of 
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realizing  a  capital  gain,  to  a  substantial  degree,  is  subject  to  the 
control  of  the  taxpayer.  Therefore,  in  this  case,  particularly,  high 
rates  tend  to  discourage  the  realization  of  gains.  Congress  has 
recognized  this  as  far  back  as  the  Revenue  Act  of  1942  by  placing  an 
effective  ceiling  rate  of  25  percent  on  capital  gains  income.  Since 
that  time,  although  individual  income  tax  rates  have  been  both  sub¬ 
stantially  increased  and  decreased,  this  ceiling  rate  has  remained 
the  same.  In  view  of  this  your  committee  does  not  believe  that  it 
is  appropriate  to  consider  a  change  in  this  ceiling  rate  at  this  time. 

A  termination  date,  namely,  December  31,  1953,  has  been  provided 
by  your  committee  for  the  individual  income  tax  rate  increases  because 
it  is  recognized  that  these  rates  are  exceedingly  high,  and  your  com¬ 
mittee  hopes  that  it  will  be  unnecessary  to  continue  rates  at  this  high 
level  after  December  31,  1953.  In  any  case,  it  appears  desirable  to 
review  the  levels  of  the  individual  income  tax  rates  at  that  time. 

November  1,  1951  was  selected  as  the  effective  date  for  the  individ¬ 
ual  income  tax  increases  because  so  much  of  the  individual  income 
tax  is  collected  through  the  withholding  system  that  it  is  not  feasible 
to  make  changes  in  this  tax  applicable  prior  to  the  time  the  withholding 
rate  increases  can  be  made.  Because  some  time  will  be  required  for 
the  preparation  of  the  new  withholding  tax  tables  and  their  distribu¬ 
tion  to  employers,  November  1  appears  to  be  the  earliest  possible 
date  at  which  withholding  can  be  made  effective.  The  September  1 
date  contained  in  the  House  bill  was  selected  before  it  was  known 
how  much  time  would  be  required  for  the  proper  consideration  for 
this  tax  measure. 

Your  committee  has  included  the  increase  provided  by  its  bill  in 
the  regular  surtax  rate  schedule  because  it  is  believed  that  this  will 
be  easier  for  both  the  taxpayers  and  the  administrators.  The  report  of 
the  Committee  on  Ways  and  Means  of  the  House  indicates  that  the 
rate  increase  provided  by  the  House  bill  was  not  included  in  the  rate 
schedule  because  it  was  believed  that  a  separate  schedule  would  be 
more  generally  recognized  as  representing  a  temporary  tax  increase. 
Your  committee  agrees  with  this  objective,  but  believes  that  it  is 
better  accomplished  by  the  termination  date  for  the  individual  in¬ 
come  tax  increases  as  provided  in  its  bill.  Therefore,  it  was  believed 
unnecessary  to  retain  the  increase  made  by  your  committee  as  a 
separate  computation. 

B.  Head-of-IIousehold  Provision 

1.  Description 

For  persons  qualifying  as  a  “head  of  a  household”  your  committee’s 
bill  provides  a  new  surtax  table  applicable  for  taxable  years  beginning 
after  October  31,  1951  and  the  House  bill,  for  taxable  years  beginning 
after  August  31,  1951.  Thus,  in  both  cases,  for  a  calendar  year  tax¬ 
payer,  the  provision  will  not  become  effective  until  1952.  In  your 
committee’s  bill  the  new  surtax  table  is  constructed  to  give  heads  of 
households  approximately  one-quarter  of  the  benefits  of  income-split¬ 
ting,  while  the  surtax  table  in  the  House  bill  provides  them  approxi¬ 
mately  one-half  of  these  benefits. 
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Your  committee’s  bill  defines  a  head  of  a  household,  for  purposes  of 
obtaining  the  benefits  of  this  special  provision,  as  an  individual  who 
is  not  married  and  who  maintains  a  household  in  which  lives — 

(1)  One  of  his  children  (including  an  adopted  child),  one  of 
their  descendants  or  a  stepchild  (but  the  child,  descendant,  or 
stepchild  if  married  must  still  be  a  dependent  of  the  taxpayer 
and  not  file  a  joint  return);  or 

(2)  Any  person  (not  filing  a  joint  return  with  a  spouse),  who 
has  a  gross  income  of  less  than  $600, 5  more  than  half  of  whose 
support  is  supplied  by  the  taxpayer  and  who  bears  one  of  the 
following  relationships  to  the  taxpayer: 

(a)  A  brother  or  sister  or  stepbrother  or  stepsister, 

(b)  A  parent  or  one  of  their  ancestors, 

(c)  A  stepparent, 

(d)  A  nephew  or  niece, 

(e)  An  uncle  or  aunt,  or 

(f)  A  son-in-law,  daughter-in-law,  mother-in-law,  father-in- 

law,  sister-in-law,  or  brother-in-law. 

The  House  bill  differs  only  in  one  minor  respect  in  the  tests  outlined 
above.  In  the  House  bill  the  descendants  of  stepchildren  are  included 
among  the  relatives  who  if  living  in  the  household  of  a  taxpayer  may 
make  him  eligible  for  the  heacl-of-household  status. 

Under  both  bills,  a  taxpayer  is  considered  as  maintaining  a  household 
only  if  during  the  year  lie  furnishes  more  than  half  the  maintenance 
costs  of  such  household.  Moreover,  the  individual  who  makes  it 
possible  for  the  taxpayer  to  gain  the  benefits  of  the  head-of-liousehold 
status  must  actually  live  in  the  taxpayer’s  household  during  the  entire 
taxable  year  unless  he  is  temporarily  absent,  for  example,  attending 
school  or  for  reasons  of  health.  Under  this  definition  it  is  immaterial 
how  much  gross  income  an  unmarried  child  or  grandchild  living  with 
the  taxpayer  may  have. 

Table  3  shows  for  both  the  House  bill  and  your  committee’s  bill 
the  amount  of  tax  paid  at  selected  net  income  levels  for  heads  of  house¬ 
holds  with  one  dependent,  for  single  individuals  with  one  dependent, 
and  for  married  couples  with  no  dependents.  It  also  shows  how  much 
less  the  tax  of  the  head  of  household  and  the  tax  of  the  married 
couple  are  than  that  of  the  single  person  at  the  same  income  level. 
This  represents  the  benefits  of  income  splitting  which  present  law 
grants  in  full  to  married  couples  and  which  both  the  House  and  your 
committee’s  bill  grant  in  part  to  heads  of  households.  The  last 
column  of  the  table  expresses  the  income-splitting  benefits  granted 
heads  of  households  as  percentages  of  the  income-splitting  benefits 
available  to  married  couples.  This  shows  that  your  committee’s  bill 
grants  about  25  percent,  and  the  House  bill  about  50  percent,  of  the 
benefits  of  income  splitting  to  heads  of  households. 

!  Under  present  law  the  taxpayer  is  allowed  a  dependency  credit  provided  the  dependent  has  a  gross 
income  of  less  than  $500.  Sec.  .310  of  your  committee’s  bill,  discussed  elsewhere  in  this  report,  raises  the 
allowable  gross  income  of  a  dependent  to  $600. 
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Table  3. — Comparison  of  individual  income  tax  burdens  for  heads  of  households 
under  the  House  bill  and  your  committee’ s  bill  wi'h  those  for  single  persons  with 
1  dependent  and  for  married  couples  under  both  bills,  for  1952 

A.  HOUSE  BILL 


•  Selected  net 
income  levels  1 

Amount  ol  tax 

Amount  of  tax  difference 
between  single  person 
with  1  dependent  and — ] 

Percent  tax 
difference 
of  head  of 
household 
is  of  that 
of  married 
couple 

Head  of 
household 
with  1 
dependent 

Single  indi¬ 
vidual  with 

1  exemption 

Married 
couple  filing 
a  joint 
return 

Head  of 
household 

Married 

couple 

$1,500  _ 

$08 

$68 

$68 

$2' 000  _ 

180 

180 

180 

$3'000 _ 

405 

405 

405 

$5)000. _ _ 

875 

896 

855 

$21 

$41 

51.2 

$8,000 _ 

1,697 

1,800 

1,593 

103 

207 

49.8 

$10,000... . . 

2,318 

2,511 

2,  124 

193 

387 

49.9 

$15,000... . . 

4.172 

4,696 

3,668 

524 

1,028 

51.0 

$20,000 _ _ 

6,  462 

7,  452 

5,  481 

990 

1,971 

60.2 

$25,000 _ 

9,092 

10,  622 

7,  565 

1,530 

3,  057 

50.0 

$50,000 _ 

25,  605 

29,  201 

22,  041 

3,  596 

7, 160 

50.2 

$100,000 _ 

66,  830 

74,  204 

59,  373 

7,  434 

14,  891 

49.9 

$500,000.... . 

442,  724 

2  450,  000 

433, 161 

7,  276 

16,  839 

43.2 

$1,000,000  _ 

>  900,000' 

2  900,  000 

2  900,  000 

B.  COMMITTEE  BILL 


$1,500  . . 

$67 

$67 

$67 

$2,000.  - . . 

178 

178 

178 

$3,000 _ 

400 

400 

400 

$5,000 _ 

872 

883 

844 

$11 

$39 

28.2 

$8,000 _ 

1,728 

1.  776 

1,  571 

48 

205 

23.4 

$10,00) . . 

2,  388 

2.  476 

2,096 

88 

389 

23.2 

$15,000 _ 

4,372 

4,  636 

3,  618 

264 

1,018 

25.9 

$20,000 _ 

6.  872 

7,364 

5,  408 

492 

1,956 

•  25.2 

$25,000 . 

9,722 

10,  482 

7,  460 

760 

3,  022 

25.1 

$50,000.. . 

26.  288 

27,  796 

21,  744 

1,508 

6,052 

24.9 

$100,000.. . 

65.  732 

68,816 

56, 468 

3,084 

12,318 

25.0 

$500,000 _ 

428,  890 

434,  372 

411,  344 

5,  482 

23,  028 

23.8 

$1,000,000 _ 

3  880,  000 

3  880,  000 

869,  844 

10, 156 

i  Income  after  deductions  but  before  exemptions. 

!  Maximum  effective  rate  limitation  of  90  percent. 
*  Maximum  effective  rate  limitation  of  88  percent. 


2.  Reasons  for  adopting  the  head-of -household  provision 

Your  committee  agrees  with  the  House  that  taxpayers,  not  having 
spouses  but  nevertheless  required  to  maintain  a  household  for  the 
benefit  of  other  individuals,  are  in  a  somewhat  similar  position  to  mar¬ 
ried  couples  who,  because  they  may  share  their  income,  are  treated 
under  present  law  substantially  as  if  they  were  two  single  individuals 
each  with  half  of  the  total  income  of  the  couple.  The  income  of  a 
head  of  household  who  must  maintain  a  home  for  a  child,  for  example, 
is  likely  to  be  shared  with  the  child  to  the  extent  necessary  to  main¬ 
tain  the  home  and  raise  and  educate  the  child.  This,  it  is  believed, 
justifies  the  extension  of  some  of  the  benefits  of  income  splitting.  The 
hardship  appears  particularly  severe  in  the  case  of  the  individual  with 
children  to  raise  who,  upon  the  death  of  his  spouse,  finds  himself  in 
the  position  not  only  of  being  denied  the  spouse’s  aid  in  raising  the 
children,  but  under  present  law  also  may  find  his  tax  load  much 
heavier. 

As  indicated  by  the  report  of  the  Committee  on  Ways  and  Means 
of  the  House  it  does  not  appear  appropriate  to  give  a  head  of  household 
the  full  benefits  of  income  splitting  because  it  is  unlikely  that  there  is 
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as  much  sharing  of  income  in  these  cases  as  between  spouses.  More- 
over,  it  is  your  committee’s  opinion  that  in  view  of  the  fact  that  under 
the  head-of-householcl  provision  taxpayers  are  not  required  to  include 
the  income  of  the  dependent  (spouses  must  file  a  joint  return  in  order 
to  enjoy  the  benefits  of  income  splitting)  an  allowance  of  25  percent 
of  the  benefits  of  income  splitting  for  such  taxpayers  should  be 
adequate. 

In  defining  the  relationship  to  the  taxpayer  of  an  individual  who 
enables  the  taxpayer  to  claim  the  head-of-houseliold  status,  the 
relationships  provided  in  section  25  (b)  (3)  of  the  code  for  claiming 
a  dependency  credit  have  been  followed.  In  all  cases  except  those 
in  which  unmarried  children,  their  descendants  or  stepchildren 
live  in  the  home  of  the  taxpayer  he  must  supply  over  half  of  the  support 
of  the  relative  and  the  relative  must  have  gross  income  of  less  than 
$600. 6  These  limitations  are  believed  to  be  unnecessary  in  the  case 
of  children,  grandchildren,  or  stepchildren  because  such  relatives  are 
ordinarily  a  part  of  the  close  family  unit  and  the  relationship  is  more 
nearly  similar  to  that  existing  between  spouses  than  is  true  in  the 
other  cases.  However,  even  such  individuals  must  live  in  the  same 
household  as  the  taxpayer,  except  for  the  temporary  absences  pre¬ 
viously  described,  and  the  taxpayer  must  supply  over  half  the  cost 
of  maintaining  the  household.  However,  the  limitations  described 
in  section  25  (b)  (3)  are  applied  where  the  children  or  grandchildren 
are  married.  This  will  prevent  extending  the  benefits  of  a  head  of 
household  to  a  parent  while  the  child  is  himself  obtaining  the  benefits 
of  income  splitting  with  his  spouse. 

C.  Distribution  of  Tax  Burden 

Table  4  shows  the  distribution  of  the  individual  income  tax  burden 
under  present  law,  the  House  bill  and  your  committee’s  bill  by  ad¬ 
justed  gross  income  classes.7  It  also  distributes  by  the  same  classes 
the  number  of  taxable  returns,  the  adjusted  gross  income,  the  value 
of  the  exemptions  and  the  normal  tax  and  surtax  net  income.8 

The  table  indicates  that  of  $25,823  million  in  total  individual 
income  tax  liability  under  your  committee’s  bill,  $9,637  million  will 
come  from  those  with  adjusted  gross  incomes  of  $5,000  or  less 
and  $16,186  million  from  those  with  adjusted  gross  incomes  of  over 
$5,000. 

•  See  footnote  4  above. 

7  Income  after  business  but  before  personal  deductions  and  exemptions. 

>  Income  after  business  and  personal  deductions  and  exemptions. 
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Table  4. — Estimated  distribution  of  individual  income-tax  returns,  income,  exemp¬ 
tions,  and  tax  liability  under  present  law,  House  bill,  and  Finance  Committee  bill 
when  f  ally  effective 

[Money  amounts  in  millions  of  dollars] 


Adjusted  gross  income  classes 

Total 
number 
of  returns 

Adjusted 

gross 

income 

Value  of 
exemp¬ 
tions 

Surtax 

net 

income 

Total 
tax, 
present 
law  1 

Total  tax 
under 
House 
bill  i 

Total  tax 
under 
Finance 
Commit¬ 
tee  bill 1 

Under  $1,000 _ _ 

$1,000  to  $2,000 _ 

$2,000  to  $3,000 _ 

$3,000  to  $4,000 . . . 

$4,000  to  $5,000 _ 

Total  under  $5,000 _ 

$5,000  to  $10,000 _ 

$10,000  to  $25,000 . . 

$25,000  to  $50,000 . . 

$50,000  to  $100,000 . . 

$100,000  to  $250,000 . 

$250,000  to  $500,000 . 

$500,000  to  $1,000,000 _ 

$1,000,000  and  over. . 

Total  over  $5,000- _ 

Total _  - 

1, 868, 095 
6,991,074 
10,  908,  014 
9,  830,  797 
6,  262,  777 

$1,  556 
10,  875 
27,  275 
33, 462 
27,  905 

$1, 121 

5,436 
12,  918 
15,  496 
11,  259 

$272 
4,209 
11,226 
14,315 
13, 247 

$54 

842 

2,245 

2,871 

2,672 

$61 
947 
2,  526 
3,229 
3,002 

$60 
934 
2,  492 
3, 186 
2,964 

35, 860,  757 

101, 073 

46,  230 

43,268 

8,684 

9,  765 

9, 637 

6,  645,  679 
1,  342,  865 
•  247, 141 

70,115 
18,  276 
1,967 
479 
189 

42, 850 
19, 470 
8,200 
4,  675 
2,  559 
647 
316 
310 

12,  524 
2,637 
495 
138 
35 

3 

1 

(?) 

24,  916 
14,  742 
6, 970 
3,  966 
1,  966 
438 
185 
178 

5,080 

3,488 

2,289 

1,  862 
1,276 
378 
192 
206 

5,707 

3,908 

2,560 

2,086 

1,429 

418 

209 

219 

5,  635 
3, 864 
2,  529 
2,  026 
1,341 
388 
195 
208 

8, 326,  711 

79, 027 

15, 833 

53, 363 

14,  771 

16,  537 

16, 186 

44, 187, 468 

180, 100 

62, 063 

96, 631 

23,455 

26, 302 

25, 823 

1  Includes  normal  tax,  surtax,  and  alternative  tax  on  net  long-term  capital  gains. 

1  Less  than  $500,000. 

Note. — Figures  are  rounded  and  may  not  add  to  totals. 

IV.  GENERAL  CORPORATE  TAX  CHANGES 

Both  your  committee’s  bill  and  the  House  bill  provide  a  top  corpor¬ 
ate  rate  of  52  percent  as  contrasted  to  47  percent  under  existing  law. 
Your  committee’s  bill  provides  a  corporate  income  tax  rate  of  27 
percent  on  the  first  $25,000  of  each  corporation’s  income,  and  a  52- 
percent  rate  on  all  income  in  excess  of  $25,000.  This  can  be  com¬ 
pared  with  House  bill  rates  of  30  percent  on  the  first  $25,000  of  in¬ 
come,  and  52  percent  on  all  income  in  excess  of  $25,000.  Under 
existing  law  the  first  $25,000  of  each  corporation’s  income  is  taxed  at 
25  percent  and  all  income  in  excess  of  this  amount  is  taxed  at  47  per¬ 
cent.  Under  both  your  committee’s  bill  and  the  House  bill  the  top 
corporate  income  tax  rate,  taken  together  with  the  30  percent  excess 
profits  tax  rate,  gives  a  combined  rate  of  82  percent  applying  to 
adjusted  excess  profits  net  income,  as  compared  with  a  combined  rate 
of  77  percent  under  existing  law.  Your  committee’s  bill  provides  a 
ceiling  rate  of  17  percent  for  excess  profits  tax  and  consolidated  return 
purposes,  which  when  taken  together  with  the  maximum  effective 
rate  of  about  52  percent  under  the  corporate  income  tax,  means  that 
in  no  case  will  more  than  about  69  percent  of  a  corporation’s  income 
be  taken  in  income,  consolidated  return  and  excess  profits  taxes.  The 
House  bill  provides  a  ceiling  rate  on  income  taxes  and  excess  profits 
taxes,  taken  together,  of  70  percent,  and  present  law  provides  a  62 
percent  ceiling  of  this  type.  The  normal  tax  and  surtax  rate  changes 
provided  by  your  committee’s  bill  are  effective  as  of  April  1,  1951, 
and  are  to  terminate  as  of  December  31,  1953.  The  House  bill  sets 
January  1,  1951,  as  the  effective  date  but  has  no  termination  provision. 

It  is  estimated  that  in  a  full  year  of  operation  these  changes  in 
corporate  rates  will  increase  liabilities  by  $2,220  million  before 
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consideration  is  given  to  the  effect  on  individual  income  taxes  of  the 
smaller  amounts  which  will  be  available  for  corporation  dividend 
payments.  Of  this  amount,  $2,100  million  is  attributable  to  the 
increases  in  the  regular  corporate  income  taxes.  The  additional 
$120  million  is  attributable  to  increases  in  excess  profits  tax  liabilities. 
It  is  estimated  that  after  the  decrease  in  individua1  income  tax  col¬ 
lections  resulting  from  smaller  dividend  payments  is  taken  into 
account,  the  net  increase  provided  by  the  actions  of  your  committee 
with  respect  to  corporate  rates  will  be  $2,060  million.  The  House  bill 
provided  a  gross  increase  in  corporate  tax  liabilities  of  $3,078  million 
and  a  net  increase  of  $2,855  million. 

In  the  fiscal  year  1952,  ending  June  30,  1952,  it  is  estimated  that  the 
increases  in  corporate  rates  provided  by  your  committee’s  bill  will 
increase  revenues  in  this  year  bv  $870  million  as  compared  with 
$1,740  million  under  the  House  bill. 

A.  Normal  Tax  and  Surtax  Rate  Changes 

Your  committee’s  bill  nrovides  a  corporate  normal  tax  rate  of  27 
percent  as  compared  to  25  percent  under  existing  law,  and  30  percent 
under  the  House  bill.  The  corporate  surtax  rate  under  your  com¬ 
mittee’s  bill  is  25  percent  as  compared  to  22  percent  under  both 
existing  law  and  the  House  bill.  Changes  are  also  provided  in  both 
your  committee’s  and  the  House  bills  in  the  credits  allowed  Western 
Hemisphere  trade  corporations  and  the  credits  for  dividends  paid 
and  received  on  preferred  stock  of  public  utilities,  in  order  to  retain 
the  tax  differential  provided  in  these  cases  under  existing  law. 

Since  corporations  with  incomes  of  $25,000  or  less  are  subject  only 
to  the  normal  tax,  their  rate  of  tax  is  increased  from  25  percent  to  27 
percent  under  your  committee’s  bill,  or  by  3  percentage  points  less 
than  is  provided  bv  the  House  bill.  The  combined  normal  tax  and 
surtax  on  incomes  in  excess  of  $25,000  is  increased  from  47  percent  to 
52  percent  by  your  committee’s  action,  the  same  increase  as  is  pro¬ 
vided  by  the  House  bill.  Table  5  compares  for  corporations  with 
selected  net  incomes  the  combined  corporate  normal  tax  and  surtax 
effective  rates  under  your  committee’s  bill  with  those  under  the 
House  bill,  under  existing  law  and  under  the  law  in  effect  prior  to  the 
enactment  of  the  Revenue  Act  of  1950.  The  table  indicates  that 
under  vour  committee’s  provisions  the  effective  rate,  or  average  rate 
on  the  entire  taxable  income,  for  corporations  with  incomes  of  $25,000 
or  less,  is  always  2  percentage  points  above  existing  law  and  3  per¬ 
centage  points  below  the  House  bill.  For  corporations  with  incomes 
above  $25,000  the  percentage  point  increase  provided  by  your  com¬ 
mittee  as  the  income  grows  larger  gradually  approaches,  but  never 
quite  reaches,  a  5-percentage-point  increase  over  existing  law.  Or, 
expressing  it  another  way,  the  increase  provided  by  your  committee’s 
bill  never  quite  reaches  the  inerease  provided  by  the  House  bill. 
This  is  attributable  to  the  fact  that  your  committee  did  not  place  the 
full  5-percentage-point  increase  on  the  normal  tax  with  respect  to 
which  corporations  are  fully  taxable,  but  rather  added  3  of  the  addi¬ 
tional  5  percentage  points  to  the  surtax  with  respect  to  which  corpora¬ 
tions  have  a  $25,000  exemption. 

Table  6  shows  for  corporations  with  selected  net  incomes  the  com¬ 
bined  corporate  normal  tax  and  surtax  liabilities  under  your  com- 
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mittee’s  bill,  under  the  House  bill,  under  existing  law,  and  under  the 
law  in  effect  prior  to  the  enactment  of  the  Revenue  Act  of  1950. 
The  increase  in  tax  liabilities  of  your  committee’s  bill  over  existing 
law  ranges  in  the  cases  shown  from  8  percent  on  incomes  under 
$25,000,  to  10.64  percent  on  incomes  of  $100,000,000.  Under  the 
House  bill  the  increase  in  tax  liabilities  ranges  in  the  cases  shown  from 
20  percent  of  the  tax  due  under  present  law  on  incomes  under  $25,000, 
to  10.64  percent  on  incomes  of  $100,000,000.  Thus  under  vour  com¬ 
mittee’s  bill  the  percentage  increase  in  tax  grows  larger  as  the  income 
increases,  while  under  the  House  bill  exactly  the  reverse  is  true. 

The  rate  increases  provided  by  your  committee’s  bill  are  much 
larger  than  it  would  ordinarily  be  desirable  to  provide,  and  it  is 
realized  that  if  corporate  rates  are  continued  at  this  high  level  in¬ 
definitely  the  expansion  of  productive  facilities  may  be  seriously 
impaired.  For  this  reason  your  committee  has  set  December  31, 
1953,  as  the  termination  date  for  these  increases.  In  the  interval 
before  1953,  your  committee  believes  that  corporations  will  be  able 
to  stand  these  high  rates  in  view  of  the  high  corporate  profits  stem¬ 
ming  in  a  large  part  from  the  national  defense  program  and  the  high 
level  of  demand  generally  for  products  and  services.  In  the  first 
quarter  of  1951  corporate  profits  before  taxes  were  running  at  the 
annual  rate  of  nearly  $52  billion,  and  in  the  second  quarter  of  1951 
it  is  estimated  that  corporate  profits  were  running  at  the  annual  rate 
of  $48K  billion.  Thus,  corporate  profits  in  the  first  half  of  1951 
are  above  the  very  high  rates  reached  in  the  last  half  of  1950  and 
one-half  again  as  large  as  the  profits  in  the  calendar  year  1948,  which 
were  the  largest  prior  to  1950.  It  is  expected  that  corporate  profits 
after  all  taxes,  even  including  the  taxes  imposed  by  your  committee’s 
bill,  will  be  within  about  $2.5  billion  of  the  level  of  corporate  profits 
after  taxes  in  1950  and  above  the  profits  after  taxes  in  any  prior  year 
except  1948.  During  World  War  II,  for  example,  corporate  profits 
after  taxes  ranged  from  $8.5  billion  to  $10.8  billion  as  compared  to 
anticipated  corporate  profits  of  about  $20  billion  after  tbe  taxes 
imposed  under  your  committee’s  bill. 


Table  5. — Comparison  of  corporate  combined  normal  tax  and  surtax  effective  rates 
under  present  law,  House  bill  and  Senate  F inance  Committee  bill 


Net  income  subject  to  normal 
tax  and  surtax 

Effective  rates  of  combined  normal  tax  and 
surtax  (percent) 

Percentage  point 
increase  over  present  law 

Pre-1950 

Present 

law 

House 

bill 

Finance 

Committee 

bill 

House 

bill 

Finance 

Committee 

bill 

$1,000  _ 

21.00 

25. 00 

30.00 

27. 00 

5.00 

2.00 

$5,000 _ 

21.00 

25.  00 

30.00 

27.00 

5.00 

2.00 

*10,000 _ _ 

22.00 

25.00 

30.00 

27.00 

5. 00 

2. 00 

$25,000 _ 

23.00 

25.00 

30. 00 

27.00 

6.00 

2.00 

$30  ’  000 _ 

28.00 

28.67 

33.67 

31.17 

5. 00 

2.  50 

$40'000 _ 

34.25 

33.25 

38.25 

36.  38 

5. 00 

3. 13 

$50,000 _ 

38.00 

36.00 

41.00 

39.  50 

5. 00 

3.50 

$60,000 _ 

38.00 

37.83 

42.83 

41.  58 

5. 00 

3.75 

$75.000 _ 

38. 00 

39. 67 

44.67 

43. 67 

5. 00 

4.00 

$100,000 _ 

38.00 

41.50 

46.50 

45.75 

5.00 

4.  25 

*200,000 . . . 

38.00 

44.25 

49.25 

48.88 

5.00 

4.  63 

$500,000 _ 

38.00 

45.90 

50.90 

50.  75 

5. 00 

4.  85 

$1,000,000 _ 

38.  (X) 

46.  45 

51.  45 

51.38 

5.00 

4.93 

$10.000.000 _ 

38.00 

46.  95 

51.95 

51.94 

5.00 

4.99 

o 

-o 

s 
-8 
•  -ys 

38.0ft 

46.  99 

51.99 

51.99 

5.00 

>  5.00 

'  This  percentage  is  rounded.  It  actually  is  just  under  5  percent. 
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Table  6. — Comparison  of  corporate  normal  tax  and  surtax  liabilities  under  pre-1950 
law,  present  law,  House  bill,  and  Finance  Committee  bill 


Net  income  sub- 

Combined  normal  tax  and  surtax 

Increase  in  tax  liability  over  present  law 

Amount 

Percent 

JUUt  l/U  11U1  1 1  fill  LilA 

and  surtax 

Finance 

Finance 

Finance 

Present 

House 

Com- 

House 

Com- 

House 

Com- 

law 

bill 

.mittee 

bill 

mittee 

bill 

mittee 

bill 

bill 

bill 

$1,000. . 

$210 

$250 

$300 

$270 

$50 

$20 

20.00 

8.00 

$5,000... . . 

1,050 

1,250 

1,  500 

1,350 

250 

100 

20. 00 

8. 00 

$10,000 _ 

2,200 

2,  500 

3, 000 

2,700 

500 

200 

20.  00 

8.  00 

$25,000. . . 

5,  750 

6,  250 

7,500 

6,  750 

1,250 

500 

20.  00 

8.  00 

$30,000 _ 

8,  400 

8,600 

10,100 

9,  350 

1,  500 

750 

17.  44 

8.  72 

$10,000 _ 

13.  700 

13. 300 

15, 300 

14,  550 

2.  000 

1,  250 

15.  04 

9.  40 

$50,000 . . 

19,  000 

18, 000 

20',  500 

19,  750 

2,  500 

1,  750 

13.89 

9.  72 

$00,000 _ 

22,  800 

22,  700 

25,  700 

24,  950 

3.  000 

2,250 

13.  22 

9.91 

$75,000 . . 

28,  500 

29,  750 

33,  500 

32,  750 

3,750 

3,  000 

12.61 

10. 08 

$100,000. . . 

38, 000 

41,500 

46,  500 

45,  750 

5,  000 

4,  250 

12.  05 

10.  24 

$200,000 _ 

76,  000 

8S.  500 

98,  500 

97,  750 

10,000 

9,  250 

11.30 

10.  45 

$500,000.. . 

190, 000 

229,  500 

254,  500 

253,  750 

25.  000 

24,  250 

10.  89 

10.  57 

$1,000,000 _ 

380,  900 

464,  500 

514,  500 

513,  750 

50, 000 

49,  250 

10.  76 

10.  60 

$10,000,000 _ 

3.  800,  000 

4,  694,  500 

5,  194,500 

5, 193,  750 

500, 000 

499,  250 

10.  65 

10.63 

$100,000,000 . 

38, 000, 000 

46,  994,  500 

51,994,500 

51,  993,  750 

5,  000, 000 

4,  999,  250 

10.64 

10.64 

Moreover,  these  larger  tax  collections  during  the  immediate  period 
ahead  will  occur  during  a  period  of  large  defense  orders  and  a  high 
level  of  consumer  income.  The  assurance  of  these  large  and  predict¬ 
able  markets  for  producers  during  the  immediate  period  ahead  must 
be  offset  against  the  adverse  effect  on  incentives  of  the  high  corporate 
taxes  provided  by  this  bill. 

Your  committee  deems  it  desirable  to  add  only  two  out  of  the  five 
percentage  points  by  which  corporate  taxes  are  increased  to  the 
normal  tax  because  this  is  the  only  rate  under  which  some  small 
corporations  are  taxed  and  the  rate  under  which  most  of  the  income 
of  other  relatively  small  corporations  is  taxed.  Your  committee  be¬ 
lieves  that  the  continuance  of  a  free  competitive  market  demands  the 
creation  of  new,  and  the  growth  of  existing,  small  businesses  and  that 
this  necessitates  preferential  tax  treatment  with  today’s  corporate  tax 
burden. 


B.  Ceiling  Rate  or  Maximum  Rate  Limitation 

Under  existing  law  the  normal  tax,  surtax,  2-percent  tax  on  con¬ 
solidated  returns,  and  excess  profits  tax  together  may  not  exceed  62 
percent  of  a  corporation’s  excess  profits  net  income  (income  before 
deducting  the  excess  profits  credit  and  unused  excess  profits  credit 
carry-over.9  Thus,  for  corporations  with  effective  income  tax  rates 
of  about  47  percent,  this  means  that  the  excess  profits  tax  may  not 
exceed  about  15  percent  of  their  excess  profits  net  income.  • 

Under  the  House  bill  this  ceiling  rate,  or  maximum  rate  limita¬ 
tion,  is  raised  to  70  percent,  or  by  8  percentage  points.  Five  of 
these  percentage  points  merely  offset  the  5-percentage-point  increase 
in  the  income  tax  rates  in  the  case  of  the  corporation  with  most  of 

•  For  this  purpose  the  excess  profits  net  income  is  substituted  tor  the  normal  tax  net  income  and  surtax 
net  income  in  computing  the  various  taxes  involved.  Excess  profits  net  income  is  income  before  the  deduc¬ 
tion  of  the  excess  profits  tax  credit  and  the  excess  profits  credit  carry-over.  The  30  percent  excess  profits 
tax  rate  is  applied  to  adjusted  excess  profits  net  income — that  is,  excess  profits  net  income  after  deduction 
of  the  excess  profits  credit  and  the  unused  excess  profits  credit  carry-over. 
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its  income  taxed  at  the  52-percent  rate.  The  additional  3-percent¬ 
age-point  increase  in  the  ceiling  rate  provided  by  the  House  bill, 
however,  has  the  effect  of  increasing  the  excess  profits  tax  liabilities 
of  many  corporations.  The  70-percent  ceiling  rate  for  a  corpora¬ 
tion  with  an  effective  income  tax  rate  of  about  52  percent  means  that 
its  excess  profits  tax  may  not  exceed  about  18  percent  of  its  excess 
profits  net  income  under  the  House  bill  as  contrasted  to  15  percent 
under  existing  law. 

Your  committee’s  bill  adopts  a  new  type  of  ceiling  rate.  The  ceil¬ 
ing  rate  in  this  bill  is  17  percent  of  excess  profits  net  income  but  applies 
only  with  respect  to  excess  profits  tax  liability  and  the  tax  liability  on 
consolidated  returns.  For  corporations  with  income  tax  effective  rates 
of  about  52  percent  this  is  the  equivalent  of  about  a  69-percent  ceiling 
rate  on  liabilities  under  the  income  taxes,  consolidated  return  tax  and 
excess  profits  tax,  taken  together,  and  this  is  the  rate  which  is  com¬ 
parable  in  these  cases  to  the  70-percent  ceiling  rate  under  the  House 
bill  and  the  62-percent  ceiling  rate  under  existing  law.  However, 
because  of  the  $25,000  surtax  exemption,  the  effective  income  tax 
rates  of  corporations  with  taxable  incomes  of  less  than  $300,000  is  less 
than  50  percent.  As  a  result  a  ceiling  rate  of  69.  percent  on  their 
combined  income  and  excess  profits  liabilities  is  quite  different  from 
a  17-percent  ceiling  on  their  excess  profits  tax  liabilities.  Table  7 
shows  for  selected  income  levels,  the  effective  income  tax  rates  under 
your  committee’s  bill,  and  the  maximum  effective  rates  with  the  69- 
percent  ceiling  formula  and  the  17-percent  ceiling  formula.  The  table 
indicates  that  for  corporations  with  incomes  over  $58,000  10  the  17- 
percent  formula  is  the  more  generous,  resulting  in  a  maximum  tax 
saving  of  nearly  6  percent  of  total  income  for  corporations  with 
incomes  of  about  $106,000. 


10  For  corporations  with  incomes  under  *57,692.31  the  $25,000  minimum  excess  profits  tax  credit  prevents 
a  higher  effective  rate  than  17  percent  under  both  formulas. 
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Table  7. — Corporation  normal  tax  and  surtax  effective  rates  under  the  Finance 
Committee  bill,  and  a  comparison  of  the  maximum  effective  rates  of  income  and 
excess-profits  taxes  under  a  69-percent  ceiling  rate  on  income  and  excess-profits  taxes 
with  the  ceiling  rate  under  the  Senate  Finance  Committee  bill  ( a  17-percent  ceiling 
rate  on  excess-profits  taxes  alone) 


Current  income 

Effective  rate 
of  normal  tax 
and  surtax 
under  Fi¬ 
nance  Com¬ 
mittee  bill 

Maximum  effective  rate  of  income  and 
excess-profits  taxes 

69  percent 
income  and 
excess-profits 
ceiling 

17  percent 
excess-profits 
tax  ceiling 
(provided 
by  bill) 

Percentage 

point 

difference 

Percent 

Percent 

Percent 

Percent 

$10,600 _ 

27.  00 

1  27.  00 

2  27.  00 

$25,000 _ _ _ 

27. 00 

i  27.  00 

2  27.  00 

$30,  (XX) _  . 

31. 17 

1  36. 17 

2  36. 17 

$40,000 _ _ _ 

36. 38 

1  47. 63 

2  47. 63 

$50,000 _ _ _ 

39.  50 

1  54.  50 

2  54.  50 

$57,692 _ _ _ _ 

41. 17 

1  58. 17 

2  58. 17 

$60,000 _ _ _ 

41.58 

i  59. 08 

58.58 

0. 50 

$70,000 _ _ _ _ _ 

43.  07 

1  62.  36 

60. 07 

2.29 

$80,000 _ 

44. 19 

i  64. 81 

61. 19 

3.62 

$90,000--. _ _ _ _ 

45.06 

1  66.  72 

62.06 

4.66 

$100,000 _ 

45.  75 

1  68.  25 

62.  75 

5. 50 

$105,769 _ 

46.09 

69.00 

63.09 

5. 91 

$150,000 _ 

47.  83 

69.  00 

64.83 

4. 17 

$200,000 _ 

48.88 

69.  00 

65.88 

3.12 

$250,000 _ 

49.  50 

69.00 

66. 50 

2.  50 

$300,000 _ _ 

49.  92 

69.  00 

66. 92 

2.  08 

$400,000 _ 

50.44 

69.00 

67.  44 

1.56 

$500,000 _ 

50.  75 

69.  00 

67.  75 

1.25 

$1,000,000 _ _ 

51.38 

69.00 

68.  38 

.62 

$10,000,000 _ 

51.94 

69.  00 

68.94 

.06 

$100,000,000 _ _ 

51.99 

69.00 

68.99 

.01 

1  As  a  result  of  the  $25,000  surtax  exemption  and  the  $25,000  minimum  credit,  the  maximum  effective  rate 
on  income  and  excess-profits  tax  liabilities  is  always  less  than  69  percent  for  corporations  with  incomes  below 
$105,769.23. 

2  As  a  result  of  the  $25,000  minimum  excess-profits-tax  credit,  the  maximum  effective  excess-profits  tax 
rate  for  corporations  with  incomes  below  $57,692.31  is  always  less  than  17  percent. 


Your  committee  prefers  this  ceiling  on  excess-profits-tax  liabilities 
over  the  type  of  ceiling  rate  in  present  law  and  the  House  bill  because 
this  type  of  ceiling  rate  is  more  advantageous  to  small  corporations. 
Moreover,  even  for  large  corporations  this  17-percent  ceiling  rate  pro¬ 
vides  a  maximum  effective  rate  on  total  liabilities  which  is  never  quite 
69  percent  as  compared  to  the  flat  70-percent  ceiling  provided  under 
the  House  bill.  Although  the  large  corporations  subject  to  this  maxi¬ 
mum  rate  necessarily  have  substantially  larger  earnings  than  their 
excess-profits-tax  credit  would  suggest  is  “normal,”  this  lower  maxi¬ 
mum  rate  is  deemed  desirable  because  imperfections  in  the  present 
allowable  methods  of  computing  the  excess-profits  credit  may  sub¬ 
stantially  understate  “normal”  earnings. 

C.  Capital-Gains  Tax  Rate 

The  House  bill  increased  the  capital-gains  tax  rate  for  corporations 
from  25  to  28.125  percent.  This  is  an  increase  of  12%  percent,  which 
corresponds  with  the  12j4-percent  increase  made  by  the  House  bill  in 
the  capital-gains  tax  rate  of  individuals.  Since  your  committee’s  bill 
provides  no  increase  in  the  maximum  capital-gains  tax  rate  of  individ¬ 
uals,  no  increase  is  made  in  the  capital-gains  tax  rate  of  corporations. 
Under  the  House  bill  it  was  estimated  that  the  rate  increase  in  capital 
gains  would  increase  corporate  tax  liabilities  by  $38  million  before 
taking  into  account  the  reduction  in  corporate  dividend  payments. 
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D.  Percentage  of  the  Average  Base  Period  Net  Income  Taken 
Into  Account  in  Computing  the  Excess-Profits  Credit 

Under  present  law  a  corporation  in  computing  its  excess-profits 
credit  on  the  basis  of  average  earnings  may  take  into  account  only 
85  percent  of  its  average  earnings  in  its  three  best  years  in  the  period 
1946-49.  The  House  bill  reduces  this  percentage  to  75  percent,  but 
your  committee’s  bill  keeps  it  at  So  percent. 

After  studying  this  point  last  year  in  its  consideration  of  excess 
profits  tax  legislation,  your  committee  concluded  that  a  15-percent 
discount  was  an  adequate  adjustment  in  order  to  place  1946-49  earn¬ 
ings  on  a  normal  basis  and  your  committee  believes  a  greater  discount 
cannot  be  sustained.  To  further  reduce  this  85  percent  in  the  case  of 
the  average-earnings  base  is  to  penalize  those  using  this  type  of  credit 
instead  of  the  invested  capital  credit.  It  should  not  be  forgotten 
that  in  the  World  War  II  excess-profits  tax  the  average  earnings  in 
the  base  period  was  only  reduced  by  5  percent. 

•  E.  Effective  Date 

Under  your  committee’s  bill  the  corporate  rate  increases  are  effec¬ 
tive  as  of  April  1,  1951.  Under  the  House  bill  they  are  effective  as  of 
January  1,  1951.  Your  committee  generally  is  opposed  to  making 
retroactive  rate  increases  and  for  this  reason  did  not  accept  the  House 
effective  date  of  January  1.  However,  the  need  for  revenue  in  the 
fiscal  year  1952  made  it  necessary  for  your  committee  to  apply  these 
rate  increases  as  far  back  as  April  1  of  this  year.  By  making  these 
corporate  rate  increases  effective  at  that  time  it  is  anticipated  that 
collections  in  the  fiscal  year  1952  (before  taking  into  account  the 
effect  of  smaller  dividends  on  individual  income  tax  collections)  will 
be  increased  by  $975  million  as  contrasted  to  only  $615  million  if,  fox- 
example,  the  corporate  rate  changes  were  not  made  effective  until 
July  1,  or  $295  million  if  the  rate  changes  were  made  effective  as  of 
October  1.  Moreover,  by  making  the  rate  increase  effective  as  of 
January  1,  the  House  bill  increases  the  tax  of  most  corporations  even 
before  they  have  paid  any  of  the  additional  taxes  resulting  from  the 
increases  made  by  the  Revenue  Act  of  1950.  Thus,  for  a  calendar  year 
corporation,  for  example,  the  top  corporate  rate  would  jump  from  42 
percent  in  1950  to  52  percent  in  1951.  This  is  an  increase  of  about 
24  percent,  and  your  committee  considers  it  too  steep  an  increase  to 
be  made  with  respect  to  a  single  year.  By  making  the  increase  effec¬ 
tive  as  of  April  1,  your  committee’s  bill  spreads  the  full  24  percent 
increase  over  2  years  instead  of  1.  It  should  also  be  noted  that  for 
the  bulk  of  the  corporations,  which  are  on  a  calendar-year  basis,  the 
Government  will  not  begin  collecting  this  additional  1951  tax  liability 
until  March  1952  and  will  not  complete  its  collection  until  December 
1952.  Thus,  corporations  will  have  adequate  time  in  which  to  prepare 
for  these  additional  tax  payments. 

The  corporate  income  tax  and  ceiling  rate  changes  provided  by  your 
committee’s  bill  are  to  be  effective  with  respect  to  taxable  years  begin¬ 
ning  after  March  31,  1951.  For  corporations  with  taxable  years  be¬ 
ginning  prior  to  July  1,  1950,  and  ending  after  March  31,  1951,  your 
committee’s  bill  provides  a  formula  for  prorating  the  taxes  due  under 
the  law  in  effect  prior  to  the  Revenue  Act  of  1950,  under  existing  law 
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and  under  your  committee’s  bill.  For  corporations  with  taxable  years 
beginning  after  June  30,  1950,  and  ending  after  March  31,  1951,  your 
committee’s  bill  prorates  the  taxes  due  under  existing  law  and  under 
your  committee’s  bill.  In  general  these  proration  formulas  provide 
that  the  tax  on  the  entire  income  is  to  be  computed  at  the  two  or 
three  different  rates  applicable.  Then  these  taxes  are  multiplied  by 
a  fraction  of  which  the  numerator  is  the  number  of  days  in  the  corpo¬ 
ration’s  taxable  year  in  which  the  rate  in  question  is  effective,  and  the 
denominator  is  the  total  number  of  days  in  its  taxable  year.  The  sum 
of  these  fractional  taxes  is  the  corporation’s  final  obligation. 

F.  Distribution  of  the  Burden 

Table  8  shows  the  combined  corporate  income  and  excess  profits 
tax  liabilities  of  corporations  in  various  income  classes  under  existing 
law,  under  the  House  bill  and  under  your  committee’s  bill.  The  table 
indicates  that  of  the  415,182  corporations  with  taxable  net  income, 
292,491,  or  about  70  percent  of  the  total,  have  incomes  of  less  than 
$25,000.  These  corporations  which  have  4.8  percent  of  the  total  tax¬ 
able  income,  bear  3.55  percent  of  the  increase  in  tax  liabilities  provided 
by  the  House  bill,  but  only  1.94  percent  of  the  increase  in  tax  liabilities 
under  your  committee’s  bill.  The  45,022  corporations  with  incomes 
of  $100,000  and  over,  which  constitute  about  11  percent  of  the  total 
number  of  corporations  with  taxable  net  income,  have  87.25  percent 
of  the  total  taxable  income,  and  would  bear  89.34  percent  of  the 
increase  provided  by  the  House  bill,  or  92.37  percent  of  the  in¬ 
crease  provided  by  your  committee’s  bill. 


Table  8. — • Estimated  corporate  income  and  excess  profits  tax  liabilities  under  presen 
law,  the  House  bill  and  the  Finance  Committee  bill ,  calendar  year  1951  1 


Taxable  net  income  classes 

Number 
of  taxable 
returns 

Taxable 
not  in¬ 
come 

Income  and  excess  profits  tax 
liabilities 

Increase  over  present 
law 

Present 

rates 

House  bill 

Finance 
Commit¬ 
tee  bill 

House  bill 

Finance 
Commit¬ 
tee  bill 

Millions 

Millions 

Millions 

Millions 

Millions 

Millions 

Up  to  $25,000 _ 

292, 491 

$2, 161 

$540 

$648 

$583 

$108 

$43 

$25,000  to  $50,000 _ 

47, 192 

1, 666 

520 

608 

563 

88 

43 

$50,000  to  $100,000 _ 

30, 477 

2,018 

899 

1,027 

982 

128 

83 

$100,000  and  over  _ _ 

45, 022 

39,311 

21, 426 

24, 142 

23,  473 

2,716 

2,047 

Total  . . .  _ 

415, 182 

45, 056 

23, 385 

20, 425 

25, 601 

3, 040 

2, 216 

Percent  distribution 

Up  to  $25,000.... . . 

70. 45 

4. 80 

2.31 

2. 45 

2.28 

3.55 

1.94 

$25,000  to  $50,000 _ 

11.37 

3.  47 

2.  22 

2.  30 

2.20 

2.90 

1.94 

$50,000  to  $100,000 _ 

7. 34 

4.48 

3. 85 

3.89 

3.84 

4.21 

3.  75 

$100,000  and  over... . 

10.84 

87.25 

91. 62 

91.36 

91.68 

89. 34 

92. 37 

100. 00 

100.00 

100. 00 

100. 00 

100. 00 

100. 00 

100. 00 

'^Based  upon  a  level  of  profits  before  tax  (Commerce  basis)  of  $48  billion. 
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V.  TAX-EXEMPT  ORGANIZATIONS 

Your  committee’s  Gill  imposes  the  regular  corporate  income  tax  on 
certain  undistributed  profits  of  the  following  organizations  fully 
exempt  from  income  tax  under  section  101  of  the  present  law:  farmers’ 
purchasing  and  marketing  cooperatives,  mutual  savings  banks,  and 
State  chartered  savings  and  loan  associations,  as  well  as  Federal  savings 
and  loan  associations.  A  minor  amendment  is  also  provided  in  the 
case  of  educational  bodies  with  respect  to  their  “feeder”  organizations. 
Tips  provision  is  in  the  House  bill.  With  respect  to  mutual  casualty 
and  fire  insurance  companies,  presently  subject  to  limited  taxation,  the 
staffs  of  the  Treasury  Department  and  the  Joint  Committee  on 
Internal  Revenue  Taxation  have  been  requested  to  prepare  a  report 
on  their  tax  treatment,  and  your  committee  will  give  consideration  to 
this  matter  as  soon  as  is  feasible  after  the  completion  of  that  report. 

The  House  bill  does  not  go  into  the  subject  of  tax  treatment  of 
cooperatives  or  mutual  financial  institutions.  As  a  result  the  $150 
million  which  it  is  anticipated  will  be  derived  from  the  tax  treatment 
provided  in  your  committee’s  bill  for  these  organizations  represents 
an  increase  not  only  in  the  amount  collected  under  present  law  but 
in  the  amount  which  would  be  collected  under  the  House  bill. 

A.  Cooperatives 

Section  101  (12)  of  the  code  exempts  from  income  tax  all  farm 
cooperatives  which  meet  certain  specified  requirements.  This  exemp¬ 
tion  includes  not  only  cooperatives  marketing  the  products  of  farmers 
but  also  cooperatives  purchasing  products  and  reselling  them  to 
farmers.  The  chief  requirements  which  must  be  met  by  cooperatives 
in  order  to  be  exempt  from  income  tax  under  section  101  (12)  are  as 
follows: 

1.  They  must  be  farmers’,  fruit  growers’,  or  like  associations 
organized  and  operated  on  a  cooperative  basis  for  the  purpose 
of  marketing  products  or  purchasing  supplies  for  their  members. 

2.  Substantially  all  of  their  stock  (other  than  preferred  non¬ 
voting  stock)  must  be  owned  by  producers  marketing  products  or 
purchasing  supplies  through  the  cooperatives. 

3.  The  marketing  of  products  of  nonmembers  may  not  exceed 
50  percent  in  value  of  the  cooperative’s  total  marketing. 

4.  The  purchasing  for  nonmembers  may  not  exceed  50  percent 
of  the  cooperative’s  total  purchasing,  and  the  purchasing  for  per¬ 
sons  who  are  neither  members  nor  producers  may  not  exceed  15 
percent  of  the  cooperative’s  total  purchasing. 

5.  Nonmembers  must  not  be  discrimated  against  in  the 
allocation  of  patronage  dividends  or  refunds  to  the  accounts  of 
patrons. 

At  the  present  time,  the  advantages  which  are  derived  from  exemp¬ 
tion  can  be  summarized  as  follows:  First,  the  earnings  of  a  cooperative 
which  are  paid  out  to  shareholders  in  the  form  of  dividends  on  capital 
stock  are  not  taxable  to  an  exempt  cooperative  but  are  taxable  to  other 
cooperatives.  Secoin],  any  part  of  the  net  margins  or  profits  which  are 
retained  as  reserves  and  not  allocated  to  the  accounts  of  patrons  are  not 
taxable  to  an  exempt  cooperative  but  are  taxable  in  the  case  of  other 
cooperatives.  Third,  nonoperating  income  such  as  interest,  dividends, 
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rents,  and  capital  gains  and  also  the  income  from  certain  business  done 
with  the  United  States  Government  or  its  agencies,  is  taxable  to  the 
ordinary  cooperative  even  when  allocated  to  the  accounts  of  patrons, 
but  are  tax-free  to  the  exempt  cooperative  whether  or  not  allocated. 

Section  314  of  your  committee’s  bill  continues  the  exemption 
provided  by  section  101  (12)  of  the  code  but  removes  from  its  applica¬ 
tion  earnings  which  are  placed  in  reserves  or  surplus  and  not  allocated 
or  credited  to  the  accounts  of  patrons.  In  addition  to  being  tax-free 
with  respect  to  patronage  dividends  paid  or  allocated  to  patrons,  as  is 
generally  also  true  in  the  case  of  other  cooperatives,  the  cooperatives 
coming  under  section  101  (12)  are  also  to  remain  exempt  with  respect 
to  amounts  paid  as  dividends  on  capital  stock,  and  with  respect  to 
amounts  allocated  to  patrons  where  the  income  involved  was  not 
derived  from  patronage,  as  for  example  in  the  case  of  interest  or  rental 
income,  and  income  derived  from  business  done  with  the  Federal 
Government.  Moreover,  they  will  not  be  taxed  in  any  way  with 
respect  to  reserves  set  aside  for  any  necessary  purpose,  or  reserves 
required  by  State  law,  if  such  reserves  are  allocated  to  patrons. 

As  a  result  of  this  action,  all  earnings  or  net  margins  of  cooperatives 
will  be  taxable  either  to  the  cooperative,  its  patrons  or  its  stockholders 
with  the  exception  of  amounts  which  are  paid  or  allocated  to  patrons 
on  the  basis  of  purchases  of  personal,  rather  than  business,  expense 
items.  With  this  exception,  funds  which  are  allocated  to  the  accounts 
of  patrons,  or  paid  in  cash  or  merchandise,  are  taxable  to  them.  This 
is  true  in  the  case  of  either  taxable  or  tax-exempt  cooperatives.  In 
the  case  of  either  a  tax-exempt  or  a  taxable  cooperative  funds  which 
are  paid  or  allocated  to  patrons  on  the  basis  of  personal  expense  items 
have  no  income-tax  consequences  to  the  patrons,  since  they  represent 
a  return  with  respect  to  expenditures  by  the  patron  of  a  personal 
nature,  for  which  no  income  tax  deduction  has  been  taken  by  him. 
Funds  which  are  not  paid  or  allocated  to  patrons  but  are  retained  as 
reserves  by  the  cooperatives  will  be  taxable  to  the  cooperative.  This 
also  will  be  true  of  both  types  of  cooperatives.  Funds  paid  out  as 
dividends  on  ordinary  capital  stock  in  the  case  of  the  exempt  cooper¬ 
ative  will  be  taxable  to  the  stockholder,  while  in  the  case  of  the  tax¬ 
able  cooperative  a  tax  is  imposed  at  both  the  stockholder  and  the 
cooperative  levels. 

While  the  tax  treatment  provided  by  your  committee  for  coopera¬ 
tives  does  not  impose  the  double  taxes  payable  in  the  case  of  ordinary 
corporate  income,  your  committee  believes  that  the  securing  of  a 
single  tax  with  respect  to  substantially  all  of  the  income  of  coopera¬ 
tives  should  be  sufficient  in  view  of  the  unique  characteristics  of  a 
cooperative. 

Your  committee  disapproves  of  withholding  on  dividends.  How¬ 
ever,  should  withholding  on  corporate  dividends  be  provided  your 
committee  believes  it  should  also  be  provided  for  patronage  dividends 
paid  by  cooperatives.  For  that  reason  your  committee  has  added  a 
provision  to  the  bill  which  subjects  patronage  dividends  of  coopera¬ 
tives  to  a  withholding  tax  if  at  any  time  one  should  be  imposed 
upon  corporate  dividends. 

It  has  been  contended  that,  although  patronage  dividends  are 
generally  taxable  to  the  patron,  the  patronage  dividends  paid  in 
scrip  or  some  other  noncash  form  have  not  been  included  in  the 
patron’s  income.  It  has  been  suggested  that  this  is  true  because 
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the  patron  who  reports  his  other  income  on  a  cash  basis  is  not  accus¬ 
tomed  to  considering  noncash  payments  as  income.  Also,  it  has 
been  suggested  that  the  patron  is  reluctant  to  include  noncash 
patronage  dividends  in  his  income  in  many  cases  because  he  does 
not  have  sufficient  other  cash  income  available  to  pay  the  tax  involved. 
To  ascertain  the  degree  to  which  both  cash  and  noncash  patronage 
dividends  are  included  in  returns  at  the  present  time  your  com¬ 
mittee’s  bill  provides  that  the  Commissioner  of  Internal  Revenue  is 
to  require  reporting  by  all  cooperatives  of  patronage  dividends 
which  are  paid  to  or  allocated  to  the  accounts  of  patrons  in  amounts 
of  $100  or  more,  and  is  to  have  the  discretion  to  require  reporting 
on  smaller  amounts.  Also,  the  committee  has  instructed  the  staffs 
of  the  Treasury  Department  and  Joint  Committee  on  Internal 
Revenue  Taxation  to  study  and  report  by  April  1,  1952,  the  possi¬ 
bility  of  withholding  against  reserves  allocated,  and  on  the  various 
methods  used  in  allocating  reserves  and  the  form  and  character  of 
the  certificates  issued. 

It  is  estimated  that  the  action  provided  by  your  committee  with 
respect  to  exempt  cooperatives  will  increase  collections  from  this 
source  in  a  full  year  of  operation  by  $10  million. 

B.  Mutual  Financial  Institutions 
1.  Mutual  savings  banks 

Mutual  savings  banks  were  established  to  encourage  thrift  and  to 
provide  safe  and  convenient  facilities  to  care  for  savings.  They  also 
have  the  responsibility  of  investing  the  funds  left  with  them  so  as  to 
be  able  to  give  their  depositors  a  return  on  their  savings.  Mutual 
savings  banks  were  originally  organized  for  the  principal  purpose 
of  serving  factory  workers  and  other  wage  earners  of  moderate  means 
who,  at  the  time  these  banks  were  started,  had  no  other  place  where 
they  could  deposit  their  savings. 

Most  mutual  savings  banks  were  started  by  groups  of  individuals 
who  put  up  guaranty  funds  which  were  repaid  out  of  subsequent 
earnings.  The  organizers  appointed  boards  of  trustees  to  manage  the 
affairs  of  the  banks.  The  boards  of  trustees,  which  are  generally  self- 
perpetuating,  direct  the  policies  of  the  banks,  subject  to  the  limitations 
imposed  upon  them  by  the  laws  of  the  several  States  in  which  they 
operate.  The  depositors  themselves  have  no  voice  either  in  the  choice 
of  trustees  or  in  the  management  of  the  bank’s  affairs.  However, 
since  a  mutual  savings  bank  has  no  capital  stock,  everything  that  the 
bank  earns  is,  in  theory,  held  for  the  benefit  of  the  depositors. 

With  respect  to  outlets  for  their  funds,  mutual  savings  banks  are 
subject  to  limitations  similar  to  those  which  apply  to  other  banking 
institutions.  They  are  not  required  to  make  loans  only  to  depositors 
or  members.  Table  9  shows  the  types  of  assets  held  by  mutual 
savings  banks  as  of  December  30,  1950,  and  in  the  case  of  federally 
insured  mutual  savings  banks,  the  types  of  real  estate  loans  as  of 
June  30,  1950,  and  their  earnings,  expenses,  and  dividends  for  the 
year  ending  December  30,  1950.  The  table  indicates  that  United 
States  Government  obligations  represent  nearly  51  percent,  and  loans 
38  percent  of  the  total  loans  and  investments  of  these  banks.  In  the 
case  of  commercial  banks  nearly  49  percent  of  their  total  loans  and 
investments  represent  United  States  Government  obligations,  and 
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41  percent  represent  loans.11  This  indicates  that  if  there  is  any  im¬ 
portant  difference  between  the  use  of  funds  by  mutual  savings  banks 
and  commercial  banks,  it  is  that  the  investments  of  the  former  are 
somewhat  safer.  Mutual  savings  banks,  of  course,  have  a  larger  por¬ 
tion  of  their  loans  in  real  estate  than  do  commercial  banks,  but  tills 
can  be  attributed  to  the  fact  that  since  the  deposits  of  mutual  savings 
banks  are  almost  exclusively  time  deposits,  it  is  possible  for  them  to 
invest  a  substantial  portion  of  then-funds  in  nonliquid  assets.  On  the 
other  hand,  the  majority  of  the  deposits  of  commercial  banks  are 
demand  deposits  requiring  greater  liquidity  in  their  investments. 
In  any  case,  the  investment  of  funds  in  real  estate  today  is  not  a  sign 
of  insecurity  in  view  of  the  fact  that  an  important  segment  of  such 
loans  are  backed  by  the  Federal  Government.  Table  9  indicates 
in  the  case  of  federally  insured  mutual  savings  banks,  for  which 
statistics  are  available,  that,  as  of  June  30,  1950,  about  33  percent 
of  the  real-estate  loans  held  by  these  banks  were  either  insured  by 
the  Federal  Housing  Administration,  or  guaranteed  by  the  Veterans’ 
Administration.  Moreover,  even  the  other  real-estate  loans  are  more 
secure  than  formerly  was  the  case  because  of  the  present  general  use 
of  “declining-balance”  loans  in  lieu  of  the  older  “fixed-amount”  loans. 

The  total  deposits  of  mutual  savings  banks  as  of  June  27,  1951,  were 
$20,400  million  and  their  capital  accounts,  $2, 290, 12  indicating  that 
they  have  about  $1  of  capital  for  every  $9  of  deposits.  As  of  the 
same  date  the  total  deposits  of  all  commercial  banks  were  $150,280 
million,  and  their  capital  accounts  $11,860  million,  indicating  that 
they  only  have  about  $1  of  capital  for  every  $13  of  deposits.  Thus, 
despite  the  absence  of  capital  stock  the  mutual  savings  banks  today 
on  tliis  ground  also  appear  to  have  considerably  more  protection  than 
commercial  banks. 


11  As  of  December  30,  1950.  Computed  from  data  available  in  the  Federal  Reserve  Bulletin. 

12  These  statistics  are  published  regularly  in  the  Federal  Reserve  Bulletin. 
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Table  9. —  Types  of  assets  held  by  mutual  savings  banks  as  of  Dec.  SO,  1950,  and 
for  federally  insured  mutual  savings  banks,  types  of  real  estate  loans  held  as  of 
June  SO,  1950,  and  earnings,  expenses,  and  dividends  in  the  calendar  year  1950 


Item 


ASSETS  OF  ALL  MUTUAL  SAVINGS  BANKS  IN  THE  UNITED 
STATES,  AS  OF  DEC.  30,  1950 


Dollar  amounts 
in  millions 


Total  assets _  $22,  385 

Cash  and  funds  due  from  banks _  797 

United  States  Government  obligations - -  10,  868 

Obligations  of  States  and  subdivisions _  88 

Other  securities _  2,  253 

Real  estate  and  other  loans _  8,  137 

Miscellaneous  assets _  242 

Number  of  banks,  529.  ===== 


II.  FEDERALLY  INSURED  AND  CONVENTIONAL  REAL  ESTATE 
LOANS  HELD  BY  INSURED  MUTUAL  SAVINGS  BANKS,  JUNE 


30,  1950 

Total  real  estate  loans _ _  $5,  447 

Federally  insured: 

Insured  FIIA.and  guaranteed  VA  mortgage  loans  on 

1-  to  4-family  properties _  $1,  364 

Insured  FHA  and  guaranteed  VA  loans  on  5  or  more 

family  properties _  415 


Total _ * _  1,779 


Conventional  loans _  3,  668 

Number  of  insured  mutual  savings  banks,  192. 


III.  EARNINGS, 


EXPENSES  AND  DIVIDENDS  OF  INSURED  MUTUAL  SAVINGS  BANKS 


FOR  THE  YEAR  ENDING  DECEMBER  30,  1950 


Dollar  amounts 
in  thousands 


Current  operating  earnings,  total _  $478,  695 

Interest,  discount  and  other  income  on  real  estate  loans _  231,  730 

Interest  on  U.  S.  Government  obligations,  direct  and  guaranteed..  182,  457 

Other  current  earnings _  64,  508 

Current  operating  expenses _  115,  470 

Net  current  operating  earnings _  363,  225 

Dividends  (interest)  paid  on  deposits _ _ _  257,  770 

Net  profits  after  interest  and  dividends _  91,  175 

Number  of  insured  mutual  savings  banks,  Dec.  30,  1950,  194. 


Source:  Annual  Report  of  the  Federal  Deposit  Insurance  Corporation  for  the  year  ended  Dec.  31,  1950, 
pp.  55  and  272,  and  Operating  Insured  Commercial  and  Mutual  Savings  Banks,  Assets  and  Liabilities, 
June  30,  1950,  Rept.  No.  33,  Federal  Deposit  Insurance  Corporation. 


Section  102  (2)  of  the  code  exempts  mutual  savings  banks  from  the 
payment  of  any  income  tax.  The  effect  of  the  exemption  has  been 
to  relieve  mutual  savings  banks  of  income  tax  on  the  amounts  retained 
as  undivided  profits  and  additions  to  surplus.  Since  they  have  in¬ 
creased  their  surplus  and  undivided  profits  by  over  $800  million  since 
1940,  and  by  more  than  $500  million  since  1945,  it  would  appear  that 
they  have  enjoyed  substantial  tax  sa  vings  as  a  result  of  the  exemption. 

Section  313  of  your  committee’s  bill  removes  the  exemption  of 
mutual  savings  banks  and  permits  them  to  deduct  amounts  paid, 
credited  or  allocated  to  the  accounts  of  depositors  and,  as  in  the 
case  of  other  banks,  permits  them  to  deduct  amounts  credited  to  a 
reasonable  reserve  for  bad  debts.  The  addition  to  the  reserve  for 
losses  on  loans  is  to  be  determined  with  due  regard  to  the  taxpayer’s, 
surplus  or  loss  reserves  at  the  close  of  December  31,  1951.  In  addi¬ 
tion,  mutual  savings  banks  are  to  be  allowed  as  a  deduction  from 
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gross  income  any  amount  currently  paid  to  the  United  States,  or  to 
any  Federal  Government  instrumentality  exempt  from  Federal  in¬ 
come  taxes,  in  repayment  of  indebtedness  incurred  prior  to  September 
1,  1951.  On  the  remaining  income,  mutual  savings  banks  arc  to  be 
taxed  in  the  same  manner  as  ordinary  corporations.  This  provision 
is  effective  with  respect  to  taxable  years  beginning  after  December 
31,  1951.  . 

The  size  of  the  bad-debt  allowance  provided  in  the  case  of  com¬ 
mercial  banks  is  determined  under  administrative  rulings  by  the 
Commissioner  of  Internal  Revenue.  At  present  it  is  provided  in  the 
case  of  commercial  banks  that  the  amount  which  can  be  deducted 
from  taxable  income  in  any  one  year  shall  be  determined  by  applying 
the  ratio  of  losses  to  outstanding  loans  during  the  past  20  years,  to  the 
loans  outstanding  in  the  current  year.  These  reserves  are  limited  to 
three  times  the  current  20-year  loss  ratio.  In  the  case  of  mutual 
savings  banks  also,  the  formula  permitted  may  be  quite  different  from 
that  now  provided  for  commercial  banks  if  the  Commissioner  after 
investigation  finds  that  the  historical  loss  experience  of  these  institu¬ 
tions  differs  substantially  from  that  of  commercial  banks.  In  fact, 
your  committee  believes  that  the  loss  experience  of  these  banks 
should  be  based  upon  a  period  of  at  least  25  years  if  this,  in  the 
aggregate,  would  result  in  greater  loss  deductions  for  these  banks 
than  the  20-year  period  now  provided  in  the  case  of  commercial 
banks.  Basing  loss  reserve  deductions  on  the  loss  experience  of  the 
past  20  or  25  years  will  include  a  period  in  which  the  losses  of  the 
mutual  savings  banks  were  quite  large,  with  the  result  that  the  loss 
reserve  deductions  permitted  in  the  next  several  years  will  be  relatively 
large. 

At  the  present  time,  mutual  savings  banks  are  in  active  competition 
with  commercial  banks  and  life  insurance  companies  for  the  public 
savings,  and  they  compete  with  many  types  of  taxable  institutions  in 
the  security  and  real  estate  markets.  As  a  result  your  committee 
believes  that  the  continuance  of  the  tax-free  treatment  now  accorded 
mutual  savings  banks  would  be  discriminatory.  So  long  as  they  are 
exempt  from  income  tax,  mutual  savings  banks  enjoy  the  advantage 
of  being  able  to  finance  their  growth  out  of  earnings  without  incurring 
the  tax  liabilities  paid  by  ordinary  corporations  when  they  undertake 
to  expand  through  the  use  of  their  own  reserves.  The  tax  treatment 
provided  by  your  committee  woidd  place  mutual  savings  banks  on  a 
parity  with  their  competitors. 

Moreover,  earnings  of  a  mutual  savings  bank  which  are  allocated 
to  the  accounts  of  depositors  are  subject  to  individual  income  tax. 
Since  it  is  contended  that  the  income  which  is  retained  by  the  mutual 
savings  banks  is  the  income  of  depositors,  there  seems  to  be  no  reason 
why  this  also  should  not  be  subject  to  tax.  However,  it  is  impossible 
to  tax  the  depositors  on  these  unallocated  funds,  since  they  have  no 
legal  right  to  the  funds  unless  they  are  depositors  at  the  time  of 
liquidation  of  the  bank.  Therefore,  if  these  earnings  are  to  be 
recognized  as  income,  there  is  no  alternative  but  to  tax  them  in  the 
hands  of  the  mutual  savings  banks  which  have  the  power  over  their 
management  and  disposition. 

It  lias  been  suggested  that  mutual  savings  banks  might  be  taxed 
only  on  their  net  income  in  excess  of  some  specified  reserve.  How¬ 
ever,  if  the  funds  going  into  this  reserve  represent  income  there  would 
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appear  to  be  no  reason  for  not  taxing  them.  If  they  are  funds  which 
are  necessary  to  offset  future  losses,  allowance  will  already  have  been 
made  for  them  through  a  loss-reserve  deduction  which  will  afford 
these  institutions  at  least  as  generous  treatment  as  is  accorded  their 
chief  competitors,  namely,  commercial  banks. 

2.  Savings  and  loan  associations 

Savings  and  loan  associations  were  established  to  encourage  thrift 
and  to  promote  home  ownership.  These  organizations,  which  also 
go  under  the  name  of  building  and  loan  associations,  are  typically 
nonstock  corporations  which  in  reality  secure  their  funds  through 
deposits,  which  are  known  as  “shares.”  Savings  and  loan  associ¬ 
ations  may  be  chartered  by  the  States  or  by  the  Home  Loan  Bank 
Board.  Of  the  5,980  associations  which  were  doing  business  at  the 
end  of  1949,  1,505  were  Federal  associations  and  the  remainder  were 
State-chartered  institutions.  The  former  group  accounted  for  $7.1 
billion,  or  nearly  50  percent,  of  the  $14.7  billion  of  total  assets  of  all 
the  associations. 

Table  10. —  Types  of  assets  held  by  savings  and  loan  associations  as  of  Dec.  30, 
1950,  and  for  federally  insured  associations,  types  of  real-estate  loans  held  as  of 
Dec.  30,  1950,  and  income  dividends  and  undivided  reserves  and  profits  in  1950 

I.  ASSETS  OF  ALL  SAVINGS  AND  LOAN  ASSOCIATIONS  AND  INSURED  SAVINGS  AND 
LOAN  ASSOCIATIONS  AS  OF  DEC.  30,  19.50 


[Dollar  amounts  in  millions] 


Item 

All  savings 
and  loan 
associations 

Insured  sav¬ 
ings  and  loan 
associations 

i  $16,  925 
$13. 810 
$913 
$1. 491 
5,980 

$13, 644 
$11, 153 
$S00 
$1, 202 
2,  860 

U.  S.  Government  obligations _ _ _ _ 

Number  of  associations _  _ _ _ 

II.  FEDERALLY  INSURED  AND  CONVENTIONAL  FIRST-MORTGAGE  LOANS  HELD 
BY  INSURED  SAVINGS  AND  LOAN  ASSOCIATIONS,  DEC.  30,  1950 

[Dollar  amounts  in  millions] 


Total  first-mortgage  loans _ _ _ 2  $11, 1S8 


Federally  insured: 

VA-guaran teed  loans _  $733 

FH A-insured  loans _ _ _ _ _ _ 2, 507 


Total . . . . . . . . . . - . .  3,241 

Conventional  loans.. _ _  7,947 


III.  INCOME,  DIVIDENDS,  AND  UNDIVIDED  PROFITS  OF  INSURED  SAVINGS  AND 
LOAN  ASSOCIATIONS,  FOR  THE  YEAR  ENDED  DEC.  30,  1950 

[Dollar  amounts  in  thousands] 


Netincome.t _ _ _ _ _ $411,347 

Dividends _ _ _  262,  781 

Undivided  profits  and  reserves _  148,  566 


>  Preliminary. 

i  The  difference  between  this  figure  and  the  comparable  category  shown  in  pt.  I  is  due  to  differences  in 
accounting  methodology. 

Sources:  Statistical  Summary,  1951,  Home  Loan  Bank  Board,  pp.  8  and  14;  Operational  Analysis  Section. 
Home  Loan  Bank  Board. 

Not  all  of  the  earnings  of  savings  and  loan  associations  are  dis¬ 
tributed  in  the  form  of  cash  or  credited  to  the  shareholders’  accounts. 
Some  earnings  are  set  aside  in  various  reserve  accounts,  and  some  are 
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retained  as  undivided  profits.  At  the  end  of  1949,  the  general  re¬ 
serves  and  undivided  profits  of  all  savings  and  loan  associations  in  the 
United  States  amounted  to  $1.1  billion.  This  was  over  7.5  percent 
of  the  $14.7  billion  of  private  savings  invested  in  these  institutions. 

Most  of  the  assets  of  savings  and  loan  associations  take  the  form  of 
mortgage  loans,  usually  on  residential  properties.  Tliirty  years  ago, 
this  type  of  loan  accounted  for  over  90  percent  of  the  assets  of  these 
institutions;  today,  the  percentage  is  somewhat  lower,  although 
mortgage  loans  represented  80  percent  of  all  assets  held  at  the  end  of 
1950.  Table  10  shows  for  1950  the  types  of  assets  held  by  savings 
and  loan  associations  at  the  end  of  the  year  1950,  and  in  the  case  of 
federally  insured  associations,  the  types  of  mortgage  loans  held  at  the  * 
end  of  the  year  and  the  net  income,  dividends,  and  additions  to  un¬ 
divided  profits  during  the  year.  The  table  indicates  that  these  asso¬ 
ciations  have  a  much  larger  portion  of  their  assets  invested  in  real- 
estate  mortgages  than  is  true  in  the  case  of  commercial  banks.  How¬ 
ever,  this  can  be  attributed  to  the  fact  that  since  the  deposits  of  savings 
and  loan  associations  are  almost  exclusively  time  deposits,  it  is  possible 
for  them  to  invest  most  of  their  funds  in  nonliquid  assets.  The 
majority  of  the  deposits  of  commercial  banks,  on  the  other  hand,  are 
demand  deposits  requiring  greater  liquidity  in  their  investments.  It 
should  also  be  noted  that,  as  in  the  case  of  the  mutual  savings  banks, 
nearly  one-tliird  of  the  mortgage  loans  of  the  building  and  loan  asso¬ 
ciations,  in  terms  of  value,  are  insured  or  guaranteed  by  the  Veterans’ 
Administration  or  the  Federal  Housing  Administration. 

In  the  early  days  of  these  institutions,  the  transactions  of  the 
associations  were  confined  to  members,  and  no  one  could  participate 
in  the  benefits  they  afforded  without  becoming  a  shareholder.  Indi¬ 
viduals  became  investing  members  of  these  organizations  in  the 
expectation  of  ultimately  becoming  borrowing  members  as  well. 
Membership  implied  not  only  regular  payments  to  the  association  for 
a  considerable  period  of  time,  but  also  risk  of  losses.  Members 
could  not  cancel  their  memberships  or  withdraw  their  shares  before 
maturity  without  incurring  heavy  penalties.  The  fact  that  the 
members  were  both  the  borrowers  and  the  lenders  was  the  essence  of 
the  “mutuality”  of  these  organizations. 

Although  many  of  the  old  forms  have  been  preserved  to  the  present 
day,  few  of  the  associations  have  retained  the  substance  of  their 
earlier  mutuality.  The  steady  decline  in  the  proportion  of  share- 
accumulation  loans  is  evidence  that  the  character  of  these  organiza¬ 
tions  has  changed.  More  and  more,  investing  members  are  becoming 
simply  depositors,  while  borrowing  members  find  dealing  with  a 
savings  and  loan  association  only  technically  different  from  dealing 
with  other  mortgage  lending  institutions  in  which  the  lending  group 
is  distinct  from  the  borrowing  group.  In  fact,  borrowers  ordinarily 
have  very  little  voice  in  the  affairs  of  most  savings  and  loan  associa¬ 
tions. 

One  characteristic  of  the  earlier  mutuality  which  remains  is  the 
absence  of  capital  stock.  However,  the  character  of  the  organization 
has  been  modified  by  the  practice  of  paying  more  or  less  fixed  rates  of 
return  on  shares,  and  of  building  up  substantial  surplus  accounts  to 
protect  shareholders  against  the  risk  of  losses. 

Savings  and  loan  associations  at  present  are  exempt  from  income 
tax  under  section  101  (4)  of  the  code.  In  addition,  Federal  savings  and 
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loan  associations  which  are  chartered  by  the  Federal  Government  are 
exempt  from  income  tax  under  the  Home  Owners’  Loan  Act  of  1933 
and  are  covered  by  subsection  (15)  of  section  101  of  the  code  providing 
for  the  exemption  of  United  States  instrumentalities. 

Section  313  of  your  committee’s  bill  removes  the  exemption  of 
savings  and  loan  associations,  including  Massachusetts  cooperative 
banks,  and  those  chartered  by  the  Federal  Government  and  taxes 
them  as  ordinary  corporations.  However,  it  specifically  allows  the 
deduction  for  dividends  paid  to  depositors  and  the  amounts  placed 
in  bad-debt  reserves  on  basis  similar  to  that  provided  for  mutual 
savings  banks.  This  provision  is  effective  with  respect  to  taxable 
years  beginning  after  December  31,  1951. 

The  grounds  on  which  your  committee’s  bill  taxes  savings  and  loan 
associations  on  their  retained  earnings,  after  making  a  reasonable 
allowance  for  additions  to  reserves  for  bad  debts,  are  the  same  as  those 
on  which  mutual  savings  banks  are  taxed  under  the  bill.  Moreover, 
since  savings  and  loan  associations  are  no  longer  self-contained  cooper¬ 
ative  institutions  as  they  were  when  originally  organized  there  is  rela¬ 
tively  little  difference  between  their  operations  and  those  of  other 
financial  institutions  which  accept  deposits  and  make  real-estate  loans. 

The  principal  argument  that  a  savings  and  loan  association  does 
not  really  have  income  which  could  be  taxed  is  based  on  the  theory 
that  both  the  borrowers  and  the  investors  are  members  of  the  asso¬ 
ciation  and  that  the  interest  paid  by  the  box-rowers  on  their  loans  is 
really  only  paid  to  themselves  as  members  of  the  association.  In 
other  words,  it  is  argued  that  the  mutuality  of  the  borrowing  and 
the  investing  members  is  such  that  no  income  exists. 

The  mutuality  argument  assumes  that  in  the  long  run,  the  invest¬ 
ments  of  each  member  are  equal  to  the  debts  he  has  owed  the  organi¬ 
zation.  It  also  assumes  that  the  membersliip  in  each  organization 
is  fixed  and  that  eventually  each  member  will  receive  a  proportionate 
share  of  the  accumulated  earnings  of  the  organization.  These  assump¬ 
tions  might  have  been  valid  for  the  original  savings  and  loan  associa¬ 
tions  which  terminated  after  they  had  fulfilled  their  purposes  for  the 
original  membership  groups.  Tliey  are  not  generally  valid,  however, 
for  the  present-day  associations,  where  investing  members  may  never 
contemplate  becoming  borrowers  and  where  the  organizations  are 
permanent  and  a  member  has  no  right  to  a  share  in  the  undistributed 
earnings  upon  withdrawal. 

Another  basis  on  which  it  is  argued  that  the  savings  and  loan  asso¬ 
ciations  do  not  have  income  is  that  all  their  receipts  are  either  paid 
out  as  expenses  or  as  dividends  to  members  or  accumulated  for  the 
mutual  benefit  of  the  members.  However,  an  individual  member 
or  depositor  has  no  claim  to  a  share  of  the  accumulated  earnings 
unless  he  remains  in  the  organization  until  its  dissolution.  The  idea 
that  income  of  a  savings  and  loan  association  belongs  to  a  member 
even  though  it  is  not  paid  to  him  or  allocated  to  his  account  is  a  more 
extreme  concept  of  cooperative  ownership  than  that  used  by  coop¬ 
eratives. 

The  income  which  is  added  to  reserves  and  undivided  profits  by 
the  savings  and  loan  associations  cannot  be  treated  as  income  to  a 
member  or  depositor  for  income-tax  purposes  under  the  doctrine  of 
constructive  receipt  because  the  member  cannot  obtain  it  unless  he 
remains  a  member  of  the  association  until  it  is  dissolved.  It  is 
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income  of  the  associations.  The  fact  that  it  is  retained  for  the  benefit 
of  the  members  makes  it  analogous  to  the  income  retained  by  an 
ordinary  taxable  corporation  for  the  benefit  of  its  stockholders. 

C.  Unrelated  Business  Income  of  Government  Colleges  and 

Universities 

The  Revenue  Act  of  1950  imposed  the  regular  corporate  income  tax 
on  certain  tax-exempt  organizations  which  are  in  the  nature  of  cor¬ 
porations  with  respect  to  so  much  of  their  income  as  arises  from 
active  business  enterprises  which  are  unrelated  to  the  exempt  pur¬ 
poses  of  the  organization  (including  certain  “lease-back”  income). 
However,  the  present  provision  does  not  apply  to  such  income  of 
State  universities  and  other  schools  of  governmental  units.  It  has 
been  called  to  the  attention  of  your  committee  that  some  State 
schools  are  engaging  in  unrelated  activities  and  “lease-backs”  which 
would  be  taxable  if  tbey  were  not  a  State  or  its  instrumentality. 
It  is  clear  that  the  same  opportunities  for  unfair  competitive  advan¬ 
tage  exist  in  connection  with  these  activities  of  State  universities 
as  with  respect  to  similar  activities  of  other  educational  institutions. 
Therefore,  section  338  of  your  committee’s  bill  extends  the  present  tax 
to  the  unrelated  business  income  of  universities  and  colleges  of  States 
and  of  other  governmental  units.  As  a  result  governmental  univer¬ 
sities  and  colleges  will  be  taxable  on  income  derived  from  any  unrelated 
business  activities  carried  on  by  the  schools  themselves  (including  the 
income  derived  from  leases  for  over  5  years  of  property  purchased 
with  borrowed  funds),  and  also  their  “feeder”  corporations  carrying 
on  a  trade  or  business  will  be  fully  taxable. 

This  amendment  is  effective  with  respect  to  taxable  years  beginning, 
after  December  31,  1951. 

The  House  bill  contained  no  similar  provision. 

The  revenue  gain  from  this  provision  is  expected  to  be  small. 

D.  Educational  “Feeder”  Corporations 

The  Revenue  Act  of  1950  included  a  series  of  provisions  which, 
under  specified  conditions,  resulted  in  the  imposition  of  taxes  on 
educational,  charitable,  and  certain  other  tax-exempt  organizations, 
foundations,  and  trusts.  Among  these  provisions  was  one  which  for 
1951  and  subsequent  years  specifically  denied  exemption  to  “feeder” 
corporations,  that  is,  corporations  carrying  on  a  trade  or  business  for 
profit  whose  profits  inure  exclusively  to  organizations  exempt  under 
section  101  of  the  code.  With  respect  to  prior  years  the  tax  status  of 
such  corporations  was  then  in  litigation.  With  respect  to  these  years 
the  Revenue  Act  of  1950  provided  that  no  tax  would  be  asserted  for 
years  prior  to  1947  unless  a  deficiency  had  already  been  asserted,  or 
taxes  had  already  been  assessed  or  paid.  Your  committee  believes 
undue  hardship  would  arise  if  any  of  these  educational  feeder  corpora¬ 
tions  were  required  to  pay  taxes  on  income  which  had  already  been 
spent  to  carry  on  educational  programs. 

Therefore,  both  section  601  of  your  committee’s  bill  and  section  501 
of  the  House  bill  amend  section  302  of  the  Revenue  Act  of  1950  to 
provide  that  for  years  prior  to  1951  exemption  is  not  to  be  denied 
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feeder  corporations  if  their  profits  inure  to  a  regularly  established 
school,  college,  or  university. 

This  provision  is  expected  to  have  no  permanent  effect  on  revenues. 
VI.  STRUCTURAL  CHANGES  IN  THE  INCOME  TAXES 

A.  Provisions  in  the  House  Bill  Also  in  Your  Committee’s 

Bill 

1.  Lij e-insurance  companies 

In  section  401  of  the  Revenue  Act  of  1950  the  formula  used  for 
computing  the  net  income  of  life-insurance  companies  was  amended, 
the*  action  being  effective  only  for  1949  and  1950.  This  action  was 
necessitated  by  the  fact  that  the  formula  set  up  in  the  Revenue  Act 
of  1942  resulted  in  no  tax  being  due  from  any  company  on  its  life- 
insurance-investment  income  for  the  years  1947  and  1948.  The 
substitute  formula  provided  for  1949  and  1950  was  intended  to  be  a 
stopgap  which  would  terminate  the  tax-exempt  status  of  this  type  of 
income  and  permit  the  completion  of  the  study  needed  for  the  develop¬ 
ment  of  a  permanent  solution  to  the  problem  of  the  taxation  of  life- 
insurance  companies. 

Section  311  of  the  House  bill  applies  the  stopgap  formula  to  life- 
insurance-investment  income  for  1951.  This  was  deemed  necessary 
because,  although  considerable  progress  has  been  made  in  the  study 
of  the  problems  of  the  proper  taxation  of  life-insurance  companies,  a 
reasonable  and  acceptable  solution  to  many  of  the  problems  has  not 
yet  been  developed,  and  it  is  generally  recognized  that  the  formula 
set  up  in  the  Revenue  Act  of  1942  is  defective.  Although  that 
formula  would  no  longer  have  resulted  in  a  tax-free  status  for  life- 
insurance  companies  in  1951,  because  the  yield  on  life-insurance 
investments  has  somewhat  increased  and  the  average  rate  of  interest 
required  to  maintain  the  life-insurance  reserves  has  decreased,  the 
revenue  which  would  have  been  obtained  under  that  formula  is, 
because  of  its  defective  nature,  only  about  half  that  which  would  be 
obtained  for  1951  by  a  continuation  of  the  use  of  the  stopgap  formula. 

During  the  hearings  conducted  by  your  committee,  representatives 
of  almost  all  the  life-insurance  companies  presented  a  proposal  which 
in  their  view  is  a  reasonable  and  adequate  method  of  taxing  the 
income  of  those  companies.  In  your  committee’s  bill  that  plan  is 
substituted  for  the  stopgap  formula  as  provided  in  the  House  bill, 
as  the  method  for  determining  the  income-tax  liability  of  life-insurance 
companies  for  1951. 

Under  the  stopgap  formula,  as  used  for  1949  and  1950  and  as  pro¬ 
vided  for  1951  in  the  House  bill,  the  taxable  income  of  each  life- 
insurance  company  relating  to  its  life-insurance  business  is  determined 
by  deducting  from  its  net  investment  income  a  percentage  of  that 
income.  To  that  amount  is  added  an  amount — 3%  percent  of  the 
unearned  premiums  and  unpaid  losses — reflecting  the  taxable  income 
of  its  accident  and  health  business,  if  any.  Appropriate  adjustments 
are  made  with  respect  to  exempt  interest  and  the  credit  for  dividends 
received.  The  normal  tax  is  obtained  by  applying  the  ordinary  cor¬ 
poration  normal  tax  rate  to  that  entire  amount,  and  the  surtax  is 
obtained  by  applying  the  ordinary  surtax  rate  to  that  portion  in 
excess  of  $25,000.  The  percentage  to  be  deducted  in  arriving  at  the 
taxable  income  is  the  same  for  all  life-insurance  companies,  and  is 
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determined  and  proclaimed  for  each  year  by  the  Secretary  of  the 
Treasury,  by  comparing  the  aggregate  amount  needed  in  the  previous 
year  by  all  life-insurance  companies  to  meet  their  life  insurance  policy 
obligations  and  any  other  interest  on  indebtedness  with  the  aggregate 
net  investment  income  of  all  life-insurance  companies  less  3%  percent 
of  the  unearned  premiums  and  unpaid  losses  of  those  companies  which 
had  health  and  accident  insurance.  For  1950  this  percentage,  based 
on  1949  data,  was  slightly  more  than  90  percent;  for  1951,  based  on 
1950  data,  it  would  probably  be  between  87  and  88  percent. 

Section  335  of  your  committee’s  bill  substitutes  a  different  formula 
for  the  taxation  of  life  insurance  companies  in  1951.  Under  it  the 
income  tax  is  in  general  to  be  3%  percent  of  so  much  of  the  net  invest¬ 
ment  income  of  each  company  as  is  not  in  excess  of  $200,000,  and 
6K  percent  of  the  amount  over  $200,000.  It  will  be  noted  that  3% 
percent  of  $200,000  is  approximately  the  same  as  27  percent  of 
$25,000;  and  that  6%  percent  of  net  investment  income  is*  approxi¬ 
mately  the  same  as  52  percent  of  12  to  13  percent  (100  percent  less  88 
or  87  percent)  of  the  entire  net  income.  For  those  companies  with 
accident  and  health  insurance  an  appropriate  adjustment  is  made  so 
that  the  tax  computed  at  the  3 %-  and  6%-percent  rates  is  approxi¬ 
mately  the  same  as  a  tax  at  the  ordinary  27-  and  52-percent  rates  on 
the  income  (determined  as  before)  from  that  part  of  their  business. 
As  under  the  present  stopgap  formula,  appropriate  adjustments  are 
made  for  exempt  interest  and  the  credit  for  dividends  received. 

Since  the  new  formula,  under  the  circumstances  of  1951,  is  sub¬ 
stantially  equivalent  to  the  stopgap  formula,  it  is  clear  that,  for  most 
life-insurance  companies,  the  income-tax  liability  under  your  com¬ 
mittee’s  bill  will  be  substantially  the  same  for  1951  as  it  would  be 
under  the  provisions  of  the  House  bill. 

It  is  expected  that-  a  number  of  companies,  mostly  small,  will  not 
in  1951  earn  their  interest  requirements,  or  will  earn  an  amount 
only  slightly  in  excess  of  their  requirements.  Under  the  stopgap 
formula  these  companies  would  have  paid  ordinary  corporation 
normal  taxes  and  surtaxes  on  the  same  percentage  of  their  net  invest¬ 
ment  incomes  as  the  other  companies  whose  net  investment  income 
materially  exceeded  their  policy  requirements.  Under  your  com¬ 
mittee’s  bill  a  measure  of  relief  is  accorded  such  companies:  those 
with  net  investment  income  less  than  their  policy  requirements  will, 
in  general,  pay  a  tax  at  3%  or  percent  on  only  50  percent  of  their 
net  investment  incomes,  while  those  with  net  investment  incomes  of 
from  100  to  105  percent  of  their  policy  requirements  will  pay  a  tax 
at  the  rate  of  3%  or  6 percent  on  amounts  varying  from  50  to  100 
percent  of  their  net  investment  incomes.  With  respect  to  companies 
which  also  do  an  accident  and  health  insurance  business,  in  determining 
whether  or  not  their  net  investment  income  is  less  than  that  required 
to  meet  their  life-insurance-policy  requirements,  or  not  more  than 
105  percent  of  that  amount,  the  total  net  investment  income  is  reduced 
by  one-half  of  3%  percent  of  their  unearned  premiums  and  unpaid 
losses  on  the  accident  and  health  policies.  The  limitation  of  this 
reduction  to  one-half  of  the  adjustment  for  such  business  appears  to 
be  reasonable  since,  as  was  stated  in  the  report  on  the  1942  provisions 
by  the  Committee  on  Finance,13  “there  is  very  little  investment 
income  derived  from  the  investment  of  premiums  on  such  (accident 
and  health)  contracts.” 
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It  is  believed  that  the  method  of  taxation  provided  by  your  com¬ 
mittee’s  bill  is  not  only  more  equitable  with  respect  to  certain  of  the 
smaller  companies  which  do  not  earn  a  margin  of  investment  income 
over  their  requirements  but  also  that  it  is  simpler  in  structure  and 
involves  fewer  compliance  and  administrative  difficulties  than  the 
stopgap  formula  provided  in  the  House  bill. 

It  has  been  suggested  that  this  new  method  of  taxing  life-insurance 
companies  should  be  used  permanently,  or  for  an  indefinite  period  in 
the  future.  It  is  the  opinion  of  your  committee,  however,  that  the 
question  whether  this  new  method  is  the  best  practicable  method 
should  only  be  answered  after  the  results  of  the  present  continuing 
study  are  available,  and  after  this  method  is  carefully  compared  with 
other  possible  methods  of  taxing  life-insurance  companies  which  may 
be  suggested  as  the  results  of  that  study.  Therefore,  in  your  commit¬ 
tee’s  hill,  the  application  of  this  method  is  limited  to  taxable  years 
beginning  in  1951. 

It  is  estimated  that  for  1951  the  revenue  under  your  committee’s 
bill  will  be  about  $111  million,  an  amount  about  $58  million  more  than 
would  be  obtained  under  the  1942  formula. 

2.  Offset  of  short-  and  long-term  capital  gains  and  losses 

Section  322  of  this  bill  amends  the  treatment  of  the  gains  and  losses 
of  individuals  so  as  to  eliminate  a  defect  in  existing  law.  This 
section  is  identical  to  section  305  of  the  House  bill.  Present  law 
excludes  50  percent  of  a  long-term  capital  gain  or  loss  from  the  com¬ 
putation  of  net  capital  gain,  net  capital  loss  and  net  income,  but 
includes  100  percent  of  a  short-term  capital  loss  in  such  computations. 
As  a  result  a  $1  short-term  loss  can  wipe  out  a  $2  long-term  gain. 

Under  the  bill  long-term  gains  are  included  in  gross  income  at 
100  percent  and  a  deduction  from  gross  income  is  allowed  equal 
to  50  percent  of  the  amount  by  which  the  taxpayer’s  net  long-term 
gain  exceeds  his  net  short-term  loss.  Thus,  if  a  taxpayer  has  a 
net  long-term  gain  of  $1,000  and  a  net  short-term  loss  of  like  amount, 
no  deduction  is  to  be  allowable.  If  the  net  long-term  gain  is  $2,000 
and  the  net  short-term  loss  is  $1,000,  the  deduction  against  gross  in¬ 
come  will  be  50  percent  of  the  excess  of  $2,000  over  $1,000,  or  $500. 
Hence  the  amount  actually  taxed  as  a  long-term  capital  gain  will  be 
$500.  Under  existing  law  the  $1,000  of  short-term  loss  offsets  the 
portion  of  the  long-term  gain  included  in  the  calculation  of  net 
income,  and  no  tax  liability  exists. 

Long-term  losses,  like  long-term  gains,  are  to  be  taken  into  account 
in  full.  Long-term  losses  will  therefore  offset  short-term  gains  on  a 
dollar-for-dollar  basis,  just  as  short-term  losses  will  offset  long-term 
gains.  If  long-term  losses  exceed  short-term  gains,  the  unreduced 
excess  will  be  offset  against  other  income  up  to  $1,000.  The  net  loss 
which  is  not  absorbed  in  this  manner  will  be  carried  forward  as  a  short¬ 
term  capital  loss,  whether  arising  out  of  short-  or  long-term  operations. 

Under  both  your  committee’s  bill  and  the  House  bill,  the  amendment 
applies  only  to  taxable  years  beginning  on  or  after  the  date  of  enact¬ 
ment  of  this  act. 

It  is  estimated  that  when  fully  effective  this  amendment  will  increase 
the  revenues  by  $28  million  annually. 
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8.  Collapsible  corporations 

Section  326  of  this  bill,  which  is  identical  to  section  308  of  the  House 
bill,  amends  section  117  (m)  of  the  Code,  which  denies  capital-gains 
treatment  to  the  sale,  exchange,  or  retirement  of  stock  in  a  “ collapsible 
corporation,”  so  as  to  extend  the  application  of  this  section  to  cases 
w'here  the  corporation  is  used  as  a  device  for  converting  inventory 
profits  into  capital  gains.  Section  117  (m)  was  added  to  the  code 
by  the  Revenue  Act  of  1950  to  forestall  the  use  of  the  collapsible 
corporation  as  a  device  for  converting  ordinary  income  into  long¬ 
term  capital  gain.  At  that  time  it  was  believed  that  the  collapsible 
corporation  was  used  principally  in  the  motion-picture  and  building- 
construction  industries.  The  reports  on  the  bill  which  became  the 
Revenue  Act  of  1950  illustrated  the  device  by  the  case  of  a  corporation 
organized  for  the  production  of  a  single  motion  picture.  Upon  the 
completion  of  the  film,  but  prior  to  the  realization  by  the  corporation 
of  any  income  therefrom,  the  corporation  would  be  liquidated  and  its 
asset  distributed.  No  tax  would  be  paid  by  the  corporation  because 
it  had  realized  no  income.  Each  former  shareholder  would  pay  a 
tax  upon  the  difference  between  the  cost  of  his  stock  and  the  fair 
market  value  of  his  portion  of  the  fair  market  value  of  the  motion 
picture  and  any  other  assets  so  distributed.  Prior  to  the  Revenue 
Act  of  1950  this  gain  might  have  been  taxed  as  a  long-term  capital 
gain  with  a  maximum  effective  rate  of  25  percent;  under  the  law  as 
amended  by  that  act  the  gain  is  now  taxed  as  ordinary  income. 

The  collapsible  corporation  was  also  illustrated  with  cases  in  which  a 
corporation  set  up  to  construct  a  building  was  liquidated  and  the 
rights  in  the  building  were  sold  by  the  former  stockholders  acting  as 
individuals. 

Because  the  device  of  the  collapsible  corporation  was  believed  to 
be  used  largely  in  these  two  cases,  section  117  (m)  was  drafted  so  as 
to  apply  when  the  corporation  was  “formed  or  availed  of  principally 
for  the  manufacture,  construction,  or  production  of  property.” 

It  is  now  understood  that  the  collapsible-corporation  device  has  also 
been  used  in  an  attempt  to  convert  into  capital  gains  the  profits  on 
inventory  and  stock  in  trade.  The  procedure  used  is  to  transfer  a  com¬ 
modity  to  a  new  or  dormant  corporation,  the  stock  of  which  is  then 
sold  to  the  prospective  purchaser  of  the  commodity  who  thereupon 
liquidates  the  corporation.  In  this  manner  the  accretion  in  the  value 
of  the  commodity,  which  in  most  of  the  actual  cases  has  been  whisky, 
is  converted  into  a  gain  realized  on  the  sale  of  stock  of  a  corporation, 
thus  creating  the  possibility  that  it  might  be  taxed  as  a  long-term 
capital  gain. 

To  prevent  the  use  of  the  collapsible  corporation  in  cases  of  this 
type,  section  117  (m)  is  extended  by  both  bills  to  corporations  formed 
or  availed  of  principally  for  the  purchase  of  property  which  is  inven¬ 
tory  or  stock  in  trade  in  the  hands  of  the  corporation. 

This  amendment  applies  with  respect  to  taxable  years  ending  after 
August  31,  1951,  but  will  only  apply  to  gains  realized  after  that  date. 
The  House  provision  applies  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1950.  The  determination  of  the  tax  treatment  of  gains 
realized  in  taxable  years  beginning  prior  to  September  1,  1951  (January 
1,  1951,  under  the  House  bill),  will  be  made  as  if  this  section  had  not 
been  enacted  and  without  inferences  drawn  from  the  fact  that  the 
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amendment  made  in  this  bill  is  not  specifically  retroactive  and  without 
inferences  drawn  from  the  limitations  contained  in  section  117  (m) 
as  amended  by  section  326  of  this  bill. 

It  is  estimated  that  in  a  full  year’s  operations  this  provision  will 
increase  the  revenues  by  $5  million. 

4-  Dealers  in  securities 

Under  existing  law,  dealers  in  securities  are  permitted  to  hold  some 
securities  as  a  personal  investment.  Gains  or  losses  on  those  securities 
which  are  held  by  the  taxpayer  in  his  capacity  as  a  dealer  are  treated 
as  ordinary  income.  Capital  gain  or  loss  treatment  is  accorded  the 
results  of  the  transfer  of  securities  which  the  taxpayer  holds  as  an 
investor.  Existing  law  also  permits  the  transfer  of  securities  from 
such  a  taxpayer’s  investment  accoimt  to  his  inventory  account  and 
vice  versa  with  corresponding  changes  in  tax  liabilities.  These  trans¬ 
fers  increase  the  difficulty  of  determining  in  which  portfolio  specific 
securities  are  actually  held,  and  facilitate  the  manipulation  of  the 
taxpayer’s  accounts  so  as  to  obtain  ordinary  loss  treatment  on  secu¬ 
rities  sold  at  a  loss  and  capital-gains  treatment  on  those  sold  at  a  gain. 

To  forestall  this  practice,  section  327  of  this  bill,  which  is  sub¬ 
stantially  the  same  as  section  309  of  the  House  bill,  provides  that  in  the 
case  of  a  dealer  in  securities  capital-gains  treatment  be  available  only 
under  certain  specific  conditions.  The  security  in  question  must  have 
been  clearly  identified  in  the  dealer’s  records  as  “a  security  held  for 
investment”  within  a  period  of  30  days  after  the  date  of  its  acquisition 
or  after  the  date  of  enactment  of  the  Revenue  Act  of  1951,  whichever 
is  later,  and  must  not  at  any  time  thereafter  have  been  held  by  the 
taxpayer  “primarily  for  sale  to  customers  in  the  ordinary  course  of  his 
trade  or  business.”  Unless  these  terms  are  complied  with,  the  gain 
on  the  sale  of  the  security  is  to  be  taxed  as  ordinary  income. 

Ordinary  loss  treatment  is  not  to  apply  where  the  security  sold  was, 
at  any  time  after  this  section  becomes  applicable,  clearly  identified  in 
the  dealer’s  records  as  “a  security  held  for  investment.” 

Your  committee  has  changed  the  House  provision  to  insure  that 
this  amendment  will  not  affect  the  application  of  section  117  (i)  of 
the  Code  which  provides,  in  the  case  of  banks,  that,  if  losses  from  the 
sale  of  all  securities  during  a  year  exceed  the  gains,  then  the  net  loss 
shall  be  treated  as  an  ordinary  loss. 

The  amendment  applies  to  sales  or  exchanges  made  more  than  30 
days  after  the  date  of  enactment  of  this  act. 

The  revenue  loss  resulting  from  this  amendment  is  expected  to  be 
negligible. 

5.  Gain  from  sale  or  exchange  of  the  taxpayer's  residence 

Section  318  of  your  committee’s  bill  and  section  305  of  the  House 
bill  are  the  same  except  in  one  respect.  Both  sections  amend  the  pres¬ 
ent  provisions  relating  to  a  gam  on  the  sale  of  a  taxpayer’s  principal 
residence  so  as  to  eliminate  a  hardship  under  existing  law  which  pro¬ 
vides  that  when  a  personal  residence  is  sold  at  a  gain  the  difference 
between  its  adjusted  basis  and  the  sale  price  is  taxed  as  a  capital  gain. 
The  hardship  is  accentuated  when  the  transactions  are  necessitated  by 
such  facts  as  an  increase  in  the  size  of  the  family  or  a  change  in  the 
place  of  the  taxpayer’s  employment.  In  these  situations  the  trans¬ 
action  partakes  of  the  nature  of  an  involuntary  conversion.  Cases 
of  this  type  are  particularly  numerous  in  periods  of  rapid  change  such 
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as  mobilization  or  reconversion.  For  this  reason  the  need  for  remedial 
action  at  the  present  time  is  urgent. 

Both  bills  provide  that  when  the  sale  of  the  taxpayer’s  principal 
residence  is  followed  within  a  period  of  1  year  by  the  purchase  of  a 
•substitute,  or  when  the  substitute  is  purchased  within  a  year  prior  to 
the  sale  of  the  taxpayer’s  principal  residence,  gain  is  to  be  recognized 
■only  to  the  extent  that  the  selling  price  of  the  old  residence  exceeds  the 
cost  of  the  new  one.  Thus,  if  a  dwelling  purchased  in  1940  for  $10,000 
is  sold  in  1951  for  $15,000,  there  would  ordinarily  be  a  taxable  gain  of 
$5,000  under  existing  law.  Under  both  bills  no  portion  of  the  gain 
is  to  be  taxpable  provided  a  substitute  “principal  residence”  is  pur¬ 
chased  by  the  taxpayer  within  the  stated  period  of  time  for  a  price  of 
$15,000  or  more.  If  the  replacement  cost  is  less  than  $15,000,  say 
$14,000,  the  amount  taxable  as  gain  is  to  be  $1,000. 

The  provision  of  both  your  committee’s  bill  and  the  House  bill 
applies  to  cases  where  one  residence  is  exchanged  for  another,  where 
a  replacement  residence  is  constructed  by  the  taxpayer  rather  than 
purchased,  and  where  the  replacement  is  a  residence  which  had  to  be 
reconstructed  in  order  to  permit  its  occupancy  by  the  taxpayer. 
However,  under  the  House  bill,  where  a  replacement  residence  is 
constructed  by  the  taxpayer,  he  must  occupy  the  new  residence  within 
1  year  after  sale  of  his  old  residence.  This  is  the  same  ride  which  both 
your  committee’s  bill  and  the  House  bill  apply  in  the  case  of  the 
purchase  of  a  new  residence.  However,  in  the  case  of  new  con¬ 
struction  the  requirement  of  occupancy  within  1  year  appears  to  your 
committee  not  to  be  realistic,  particularly  during  the  present  period 
of  material  and  labor  shortages.  Therefore,  your  committee’s  bill 
provides  that  in  the  case  of  the  construction  of  a  new  house,  if  the 
construction  of  the  house  begins  within  a  year  before  or  after  the  sale 
of  the  first  house,  and  the  new  house  is  used  as  the  taxpayer’s  principal 
residence  within  18  months  after  the  sale  of  the  first  house,  then  all 
expenditures  on  the  new  residence  within  this  18-month  period  are 
to  be  considered  as  a  reinvestment  of  the  selling  price  of  the  first 
residence. 

In  cases  where  the  replacement  is  budt  or  reconstructed,  only  so 
much  of  the  cost  is  to  be  counted  as  an  offset  against  the  selling  price 
of  the  old  residence  as  is  properly  chargeable  against  capital  account 
within  a  period  beginning  1  year  prior  to  the  date  of  the  sale  of  the  old 
residence  and  ending  18  months  (1  year  under  the  House  bill)  after 
such  date  in  the  case  of  construction  of  a  new  house,  and  12  months 
after  such  date  in  the  case  of  reconstruction  of  an  existing  house. 

This  special  treatment  is  not  limited  to  the  “involuntary  con¬ 
version”  type  of  case,  where  the  taxpayer  is  forced  to  sell  his  home 
because  the  place  of  his  employment  is  changed.  While  the  need 
for  relief  is  especially  clear  in  such  cases,  an  attempt  to  confine  the 
provision  to  them  would  increase  the  task  of  administration  very 
much. 

The  adjusted  basis  of  the  new  residence  is  to  be  reduced  by  the 
amount  of  gain  not  recognized  upon  the  sale  of  the  old  residence. 
Thus,  if  the  replacement  is  purchased  for  $19,000,  the  old  residence 
cost  $10,000  and  was  sold  for  $15,000,  the  adjusted  basis  of  the  new 
residence  is  to  be  $19,000  minus  $5,000,  or  $14,000.  This  is  equal  to 
the  cost  of  the  old  residence  plus  the  additional  funds  invested  at  the 
time  the  new  residence  is  purchased.  If  the  second  residence  had 
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been  purchased  for  $14,000,  so  that  $1,000  of  gain  on  the  sale  of  the 
old  residence  would  be  recognized,  its  basis  would  be  $14,000  minus 
$4,000,  or  $10,000. 

For  the  purpose  of  qualifying  a  gain  as  a  long-term  capital  gain  the 
holding  period  of  the  residence  acquired  as  a  replacement  in  a  set  of 
transactions  which  qualify  under  the  terms  of  the' amendment  is  to 
be  the  combined  period  of  ownership  of  the  successive  principal 
residences  of  the  taxpayer. 

The  new  provision  extends  to  cases  in  which  similar  treatment  is 
available  under  existing  law  under  the  involuntary-conversion  provi¬ 
sions  of  section  112  (f).  Such  cases  arise  when  a  home  is  destroyed 
by  fire  or  is  lost  by  seizure  or  by  the  exercise  of  the  powers  of  requisi¬ 
tion  or  condemnation  and  the  proceeds  are  invested  in  a  replacement. 
In  such  cases  the  new  provision,  and  not  section  112  (f),  is  to  apply. 
Generally  this  will  result  in  more  favorable  treatment  for  the  taxpayer 
than  that  available  under  the  involuntary-conversion  provisions.  The 
latter  require  the  tracing  of  the  expenditure  of  the  funds  obtained  as 
a  result  of  the  loss  of  the  previous  residence,  and  substantial  tax  conse¬ 
quences  result  from  such  technicalities  as  a  decision  to  use  the  money 
so  received  to  repay  a  mortgage  on  the  previous  residence  and  to  use 
other  funds  for  the  purchase  of  a  replacement.  Moreover,  no  relief  is 
available  under  the  involuntary-conversion  sections  in  cases  where  the 
replacement  is  acquired  before  the  actual  condemnation  or  requisition 
of  the  previous  residence. 

The  taxpayer  is  not  required  to  have  actually  been  occupying  his 
old  residence  on  the  date  of  its  sale.  Relief  is  to  be  available  even 
though  the  taxpayer  moved  into  his  new  residence  and  rented  the  old 
one  temporarily  before  its  sale.  Similarly,  he  may  obtain  relief  even 
though  he  rents  out  his  new  residence  temporarily  before  occupying  it. 

The  special  treatment  is  to  be  available  only  with  respect  to  one 
sale  or  exchange  per  year,  except  when  the  taxpayer’s  new  residence 
is  involuntarily  converted,  in  which  case  he  is  to  be  treated  as  though 
a  year  had  elapsed  since  the  time  of  the  previous  sale  of  an  old  residence. 

The  ownership  of  stock  in  a  cooperative  apartment  corporation  is  to 
be  treated  as  the  equivalent  of  ownership  of  a  residence,  provided  the 
purchaser  or  seller  of  such  stock  uses  the  apartment  which  it  entitles 
him  to  occupy  as  his  principal  residence. 

Regulations  are  to  be  issued  under  which  the  taxpayer  and  his  spouse 
acting  singly  or  jointly  may  obtain  the  benefits  of  the  bill  even 
though  the  spouse  who  sold  the  old  residence  was  not  the  same  as  the 
one  who  purchased  the  new  one,  or  the  rights  of  the  spouses  in  the  new 
residence  are  not  distributed  in  the  same  manner  as  tlieir  rights  in  the 
old  residence.  These  regulations  are  to  apply  only  if  the  spouses 
consent  to  their  application  and  both  old  and  new  residence  are  used 
by  the  taxpayer  and  his  spouse  as  their  principal  residence. 

Where  the  taxpayer’s  residence  is  part  of  a  property  also  used  for 
business  purposes,  as  in  the  case  of  an  apartment  over  a  store  building 
or  a  home  on  a  farm,  and  the  entire  property  is  sold,  the  provisions 
of  both  bills  apply  only  to  that  part  of  the  property  used  as  a  resi¬ 
dence,  including  the  environs  and  outbuildings  relating  to  the 
dwelling  but  not  to  those  relating  to  the  business  operations. 

These  provisions  apply  to  a  trailer  or  houseboat  if  it  is  actually  used 
as  the  taxpayer’s  principal  residence. 
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In  order  to  protect  the  Government  in  cases  where  there  is  an 
unreported  taxable  gain  on  the  sale  of  the  taxpayer’s  residence,  either 
because  he  did  not  carry  out  his  intention  to  buy  a  new  residence  or 
because  some  of  the  technical  requirements  were  not  met,  the  period 
for  the  assessment  of  a  deficiency  is  extended  to  3  years  after  the  tax¬ 
payer  has  notified  the  Commissioner  either  that  he  has  purchased 
a  new  residence,  or  that  he  has  not  acquired  or  does  not  intend^to 
acquire  a  new  residence  within  the  prescribed  period  of  time. 

The  benefits  of  both  your  committee’s  bill  and  the  House  bill  will 
apply  to  the  sale  of  a  taxpayer’s  principal  residence  made  after 
December  31,  1950. 

The  revenue  loss  will  be  about  $112  million  annually. 

6.  Percentage  depletion 

Under  existing  law  depletion  based  on  cost  is  available  to  all  mining 
industries  and  in  addition  percentage  depletion  is  available  to  oil,  gas, 
sulfur,  metal  mines,  and  certain  nonmetallic  minerals.  The  allowable 
rate  of  percentage  depletion  is  5  percent  in  the  case  of  coal,  and  15 
percent  in  the  case  of  the  other  nonmetallic  minerals  except  sulfur* 
which  is  allowed  23  percent. 

The  testimony  received  by  this  committee  both  in  connection  with 
this  bill  and  the  bill  which  became  the  Revenue  Act  of  1950  revealed 
that  in  a  number  of  cases  nonmetallic  minerals  which  are  not  in  the 
enumerated  group  under  existing  law  are  competitive  with  those  re¬ 
ceiving  percentage  depletion,  or  have  just  as  good  a  claim  for  such 
treatment  as  the  enumerated  minerals.  The  testimony  also  indicated 
that  the  5-percent  rate  allowed  coal  is  of  little  practical  value,  and 
that  the  coal  mining  industry  is  peculiarly  in  need  of  more  favorable 
tax  treatment  because  of  the  inroads  which  alternative  sources  of 
energy,  particularly  oil  and  gas,  have  made  on  the  potential  markets 
of  coal. 

Both  section  319  of  your  committee’s  bill  and  section  304  of  the 
House  bill  set  up  a  new  group  of  minerals  to  which  percentage  deple¬ 
tion  is  available  at  the  rate  of  5  percent.  Both  bills  extend  this  rate 
to  sand,  gravel,  slate,  stone  (including  pumice  and  scoria),  brick  and 
tile  clay,  shale,  oyster  shell,  clam  shell,  granite,  and  marble.  In 
addition,  your  committee  has  added  to  this  category  entitled  to  the 
5-percent  rate  sodium  chloride,  and,  if  from  brine  wells,  calcium 
chloride,  magnesium  chloride,  potassium  chloride,  and  bromine.  In 
the  allowance  of  percentage  depletion  for  these  items,  your  commit¬ 
tee  does  not  intend  to  reduce  allowances  now  granted.  For  example, 
potash  is  allowed  percentage  depletion  at  15  percent  under  present 
law,  and  your  committee  does  not  intend  to  reduce  this  allowance 
with  respect  to  potash  or  any  of  its  salt  derivatives  which  are  presently 
receiving  percentage  depletion  at  15  percent.  The  bill  also  makes  a 
technical  change  in  this  portion  of  the  House  provision  by  including 
slate  as  a  separate  item  rather  than  including  it  as  a  type  of  stone  as 
in  the  House  bill. 

The  House  bill  also  included  asbestos  at  the  new  5-percent  rate. 
Because  of  the  importance  of  this  product  and  the  smallness  of  its 
supply  in  this  country,  your  committee  has  allowed  asbestos  a  10- 
percent  rate.  Both  bills  increase  coal  from  its  present  5-percent  rate 
to  10  percent. 
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The  House  bill  added  to  the  list  of  nonmetallic  minerals,  to  which 
percentage  depletion  is  available  at  a  15-percent  rate,  borax,  fuller’s 
earth,  Tripoli,  refractory  and  fire  clay,  quartzite,  perlite,  diatomaceous 
earth,  and  metallurgical  and  chemical  grade  limestones.  Your  com¬ 
mittee’s  bill,  on  the  other  hand,  provides  that  these  items  added  by 
the  House  are  to  receive  percentage  depletion  at  the  same  10-percent 
rate  accorded  coal  and  asbestos.  In  addition  to  these  items,  your 
committee  has  added  a  10-percent  rate  for  wollastonite,  which  is 
important  as  an  insulating  and  fireproofing  material  and  thus  com¬ 
petitive  with  other -items  presently  accorded  similar  treatment,  and 
the  magnesium  compounds  magnesite,  dolomite,  and  brucite. 

Your  committee’s  bill  adds  to  the  nonmetallic  minerals  presently 
receiving  15-percent  depletion,  aplite.  This  material,  which  is  found 
in  only  small  quantities  in  this  country,  is  closely  related  to  feldspar, 
which  already  receives  15-percent  depletion. 

Your  committee  has  also  made  two  teclmical  revisions  in  the  15- 
percent  depletion  section  of  the  House  bill.  The  latter  includes  at 
the  15-percent  rate  “thenardite  (including  thenardite  from  brines  or 
mixtures  of  brine).”  Your  committee  has  eliminated  the  parentheti¬ 
cal  limitation  as  unnecessary  and  because  it  might  give  rise  to  doubt 
as  to  certain  other  of  the  enumerated  products.  For  example  potash, 
trona,  and  borax  are  also  frequently  recovered  from  brines  or  mixtures 
of  brine.  The  phrase  “mines  and  other  natural  deposits”  is  clearly 
broad  enough  to  include  brines  as  well  as  all  other  natural  sources. 
The  particular  type  of  source  is  immaterial. 

The  names  of  all  the  various  enumerated  minerals  are  of  course  in¬ 
tended  to  have  their  commonly  understood  commercial  meaning.  For 
example,  the  term  “thenardite”  applies  to  sodium  sulphate,  also 
known  as  salt  cake;  the  term  “trona”  to  sodium  carbonate  and  sodium 
bicarbonate,  also  known  as  soda  ash;  and  the  term  “borax”  to  boron 
minerals  generally. 

Your  committee  has  also  amended  the  House  provision  which  reads 
“ball  and  sagger  clay”  to  read  “ball  clay,  sagger  clay”  in  order  to 
remove  the  implication  of  the  House  bill  that  these  are  not  separate 
types  of  clay. 

Many  of  the  above  changes  were  provided  in  the  House  version  of 
the  bill  which  became  the  Revenue  Act  of  1950  but  they  were  elim¬ 
inated  by  your  committee  and  from  the  final  legislation  largely  be¬ 
cause  of  the  revenue  loss  involved.  It  is  apparent,  however,  that  the 
need  for  equalization  is  substantially  greater  now  because  of  the 
additional  taxes  imposed  under  the  legislation  of  1950  and  under  this 
bill.  Therefore,  the  committee  believes  that  the  proposed  extension 
of  the  percentage  depletion  system  is  necessary  in  spite  of  the  revenue 
loss  involved.  The  latter  is  estimated  to  be  about  $76  million  in  a  full 
year’s  operation. 

The  amendments  made  by  this  section  of  the  bill  apply  to  taxable 
years  beginning  after  December  31,  1950. 

7.  Family  'partnerships 

Section  339  of  your  committee’s  bill  is  intended  to  harmonize  the 
rules  governing  interests  in  the  so-called  family  partnership  with 
those  generally  applicable  to  other  forms  of  property  or  business.  Two 
principles  governing  attribution  of  income  have  long  been  accepted  as 
basic:  (1)  income  from  property  is  attributable  to  the  owner  of  the 
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property;  (2)  income  from  personal  services  is  attributable  to  the  per¬ 
son  rendering  the  services.  There  is  no  reason  for  applying  different 
principles  to  partnership  income.  If  an  individual  makes  a  bona  fide 
gift  of  real  estate,  or  of  a  share  of  corporate  stock,  the  rent  or  dividend 
income  is  taxable  to  the  donee.  Your  committee’s  amendment 
makes  it  clear  that,  however  the  owner  of  a  partnership  interest  may 
have  acquired  such  interest,  the  income  is  taxable  to  the  owner,  if 
he  is  the  real  owner.  If  the  ownership  is  real,  it  does  not  matter  what 
motivated  the  transfer  to  him  or  whether  the  business  benefited  from 
the  entrance  of  the  new  partner. 

Although  there  is  no  basis  under  existing  statutes  for  any  different 
treatment  of  partnership  interests,  some  decisions  in  this  field  have 
ignored  the  principle  that  income  from  property  is  to  be  taxed  to  the 
owner  of  the  property.  Many  court  decisions  since  the  decision  of 
the  Supreme  Court  in  Commissioner  v.  Culbertson  (337  U.  S.  733) 
have  held  invalid  for  tax  purposes  family  partnerships  which  arose 
by  virtue  of  a  gift  of  a  partnership  interest  from  one  member  of  a 
family  to  another,  whore  the  donee  performed  no  vital  services  for 
the  partnership.  Some  of  these  cases  apparently  proceed  upon  the 
theory  that  a  partnership  cannot  be  valid  for  tax  purposes  unless 
the  intrafamily  gift  of  capital  is  motivated  by  a  desire  to  benefit  the 
partnership  business.  Others  seem  to  assume  that  a  gift  of  a  partner¬ 
ship  interest  is  not  complete  because  the  donor  contemplates  the 
continued  participation  in  the  business  of  the  donated  capital.  How¬ 
ever,  the  frequency  with  which  the  Tax  Court,  since  the  Culbertson 
decision,  has  held  invalid  family  partnerships  based  upon  donations 
of  capital,  would  seem  to  indicate  that,  although  the  opinions  often 
refer  to  “intention,”  “business  purpose,”  “reality,”  and  “control,” 
they  have  in  practical  effect  reached  results  which  suggest  that  an 
intrafamily  gift  of  a  partnership  interest,  where  the  donee  performs 
no  substantial  services,  will  not  usually  be  the  basis  of  a  valid  partner¬ 
ship  for  tax  purposes.  We  are  informed  that  the  settlement  of  many 
cases  in  the  field  is  being  held  up  by  the  reliance  of  the  field  offices 
of  the  Bureau  of  Internal  Revenue  upon  some  such  theory.  Whether 
or  not  the  opinion  of  the  Supreme  Court  in  Commissioner  v.  Tower 
(327  U.  S.  280)  and  the  opinion  of  the  Supreme  Court  in  Commissioner 
v.  Culbertson  (337  U.  S.  733),  which  attempted  to  explain  the  Tower 
decision,  afford  any  justification  for  the  confusion  is  not  material — 
the  confusion  exists. 

The  amendment  leaves  the  Commissioner  and  the  courts  free  to 
inquire  in  any  case  whether  the  donee  or  purchaser  actually  owns  the 
interest  in  the  partnership  which  the  transferor  purports  to  have  given 
or  sold  him.  Cases  will  arise  where  the  gift  or  sale  is  a  mere  sham. 
Other  cases  will  arise  where  the  transferor  retains  so  many  of  the 
incidents  of  ownership  that  he  will  continue  to  be  recognized  as  a 
substantial  owner  of  the  interest  which  he  purports  to  have  given  away, 
as  was  held  by  the  Supreme  Court  in  an  analogous  trust  situation 
involved  in  the  case  of  Helvering  v.  Clifford  (309  U.  S.  351).  The 
same  standards  apply  in  determining  the  bona  fides  of  alleged  family 
partnerships  as  in  determining  the  bona  fides  of  other  transactions 
between  family  members.  Transactions  between  persons  in  a  close 
family  group,  whether  or  not  involving  partnership  interests,  afford 
much  opportunity  for  deception  and  should  be  subject  to  close  scru¬ 
tiny.  All  the  facts  and  circumstances  at  the  time  of  the  purported 
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gift  and  during  the  periods  preceding  and  following  it  may  be  taken 
into  consideration  in  determining  the  bona  fides  or  lack  of  bona  fides 
of  a  purported  gift  or  sale. 

Not  every  restriction  upon  the  complete  and  unfettered  control  by 
the  donee  of  the  property  donated  will  be  indicative  of  sham  in  the 
transaction.  Contractual  restrictions  may  be  of  the  character  inci¬ 
dent  to  the  normal  relationships  among  partners.  Substantial  powers 
may  be  retained  by  the  transferor  as  a  managing  partner  or  in  any 
other  fiduciary  capacity  which,  when  considered  in  the  light  of  all  the 
circumstances,  will  not  indicate  any  lack  of  true  ownership  in  the 
transferee.  In  weighing  the  effect  of  a  retention  of  any  power  upon 
the  bona  fides  of  a  purported  gift  or  sale,  a  power  exercisable  for  the 
benefit  of  others  must  be  distinguished  from  a  power  vested  in  the 
transferor  for  his  own  benefit. 

Since  legislation  is  now  necessary  to  make  clear  the  fundamental 
principle  tbat,  where  there  is  a  real  transfer  of  ownership,  a  gift  of  a 
family  partnership  interest  is  to  be  respected  for  tax  purposes  without 
regard  to  the  motives  which  actuated  the  transfer,  it  is  considered 
appropriate  at  the  same  time  to  provide  specific  safeguards — whether 
or  not  such  safeguards  may  be  inherent  in  the  general  rule — against 
the  use  of  the  partnership  device  to  accomplish  the  deflection  of  income 
from  the  real  owner. 

Therefore,  the  bill  provides  that  in  the  case  of  any  partnership 
interest  created  by  gift  the  allocation  of  income,  according  to  the  terms 
of  the  partnership  agreement,  shall  be  controlling  for  income-tax  pur¬ 
poses  except  when  the  shares  are  allocated  without  proper  allowance 
of  reasonable  compensation  for  services  rendered  to  the  partnership 
by  the  donor,  and  except  to  the  extent  that  the  allocation  to  the 
donated  capital  is  proportionately  greater  than  that  attributable  to 
the  donor’s  capital.  In  such  cases  a  reasonable  allowance  will  be 
made  for  the  services  rendered  by  the  partners,  and  the  balance  of 
the  income  will  be  allocated  according  to  the  amount  of  capital  which 
the  several  partners  have  invested.  However,  the  distributive  share 
of  a  partner  in  the  earnings  of  the  partnership  will  not  be  diminished 
because  of  absence  due  to  military  service. 

When  more  than  one  member  of  a  family  is  a  member  of  a  partner¬ 
ship,  all  interests  purchased  by  one  member  of  the  family  from  another 
will  be  treated  as  though  the  transfer  were  made  by  gift.  For  this 
purpose  the  family  of  an  individual  includes  his  spouse,  ancestors, 
lineal  descendants,  and  any  trust  for  the  primary  benefit  of  such 
persons. 

The  amendment  made  by  the  House  bill  was  made  applicable  only 
to  taxable  years  beginning  after  December  31,  1950,  with  the  express 
intention  that  no  inferences  were  to  be  drawn  from  the  enactment  of 
the  amendment  with  respect  to  taxable  years  beginning  prior  to 
January  1,  1951.  Apparently  with  respect  to  prior  taxable  years  the 
House  amendment  would  have  left  the  status  of  family  partnerships 
to  be  determined  under  existing  law.  As  the  above  discussion  clearly 
indicates,  the  application  of  existing  law  has  been  extremely  uncertain. 
Your  committee  believes  that  it  is  equally  important  to  establish  a 
ride  which  can  be  used  with  respect  to  those  prior  years,  thus  mini¬ 
mizing  the  necessity  for  litigation  in  this  area.  Therefore,  your  com¬ 
mittee  has  provided  that  the  amendment  shall,  at  the  election  of 
any  member  of  such  a  partnership,  be  effective  with  respect  to  any 
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open  taxable  year  since  December  31,  1938,  that  date  being  just 
prior  to  the  enactment  of  the  Code.  Such  an  election  will  be  valid 
only  if  any  other  members  of  the  partnership  whose  taxable  income 
would  be  increased  consents  to  the  assessment  and  collection  of  such 
deficiency,  or  if  the  taxpayer  who  would  be  entitled  to  a  refund  or  re¬ 
duction  of  his  tax  liability  consents  to  the  reduction  of  such  refund  or 
tax  decrease  by  the  amount  of  the  related  taxpayer’s  additional  tax. 

8.  Gains  from  sales  of  livestock 

Section  117  (j)  of  the  code  provides,  in  effect,  that  a  net  gain  from 
sales  of  “property  used  in  the  trade  or  business”  of  a  taxpayer  and  held 
for  more  than  6  months  is  to  be  treated  as  a  capital  gain.  In  the  case 
of  a  loss,  it  is  to  be  treated  as  an  ordinary  loss.  However,  section 
117  (j)  states  that  this  treatment  is  not  to  apply  to  “property  of  a  kind 
which  would  be  properly  includible  in  the  inventory  of  the  taxpayer  if 
on  hand  at  the  close  of  the  taxable  year,  or  property  held  by  the  tax¬ 
payer  primarily  for  sale  to  customers  in  the.  ordinary  course  of  his  trade 
or  business.”  In  the  case  of  farmers  there  has  been  considerable  con¬ 
fusion  and  dispute  for  several  years  as  to  whether  all  livestock  held  for 
draft,  dairy,  or'  breeding  purposes  is  “property  used  in  the  trade  or 
business,”  or  whether  in  some  cases  the  livestock  should  be  deemed 
held  “primarily  for  sale  to  customers  in  the  ordinary  course  of  his  trade 
or  business.” 

Rulings  of  the  Treasury  Department  issued  in  1944  and  1945  held 
that  the  capital  gains  treatment  was  applicable  only  in  the  case  of 
unusual  sales  such  as  those  which  would  reduce  the  normal  size  of  the 
herd  or  those  resulting  from  a  change  of  breed  or  other  special  circum¬ 
stances,  and  that  the  capital  gains  treatment  would  not  apply  to  the 
customary  sale  by  a  farmer  of  old  or  disabled  animals  culled  from  the 
breeding  herd  and  replaced  by  young  animals  produced  by  the  breed¬ 
ing  herd.  Early  in  1949  the  United  States  Court  of  Appeals,  Eighth 
Circuit,  held  in  the  Albright  case  (173  F.  2d  399)  that  animals  used  for 
breeding  purposes,  whether  or  not  sold  as  culls  in  the  ordinary  course  of 
business,  constituted  “property  used  in  the  trade  or  business”  within 
the  meaning  of  section  117  (j).  That  decision  specifically^  applied  to 
dairy  cattle  and  hogs  but  was  applicable  by  implication  to  other  types 
of  livestock. 

Notwithstanding  the  Albright  decision,  the  Treasury  Department 
continued  to  adhere  to  its  position  initiated  in  the  1944  and  1945 
rulings,  pending  possible  contrary  decisions  in  other  courts  which 
might  result  in  a  conclusive  decision  by  the  Supreme  Court.  The 
Revenue  Act  of  1950  as  passed  by  the  Senate  contained  a  provision 
intended  to  clarify  this  situation,  but  this  was  rejected  in  conference, 
principally  because  it  referred  to  “cattle”  and  thus  did  not  clear  up 
the  situation  with  respect  to  other  forms  of  livestock  such  as  sheep 
and  hogs.  However,  the  conference  committee  expressed  the  hope 
that  the  Treasury  would  follow  the  Albright  decision. 

In  January  1951  the  United  States  Court  of  Appeals,  Fifth  Circuit, 
decided  the  Bennett  case  (186  F.  (2d)  407)  in  a  manner  similar  to  the 
Albright  decision.  Subsequently  the  Bureau  of  Internal  Revenue 
issued  a  ruling,  Mim.  6660,  stating  that  the  capital  gains  treatment 
provided  by  section  117  (j)  would  be  applied  to  sales  of  culls.  How¬ 
ever,  this  ruling  contained  a  statement  that  this  treatment  might  not 
be  applied  in  the  case  of  animals  “not  used  for  substantially  their  full 


42 


REVENUE  ACT  OF  1951 


period  of  usefulness.”  This  exception  appears  to  have  resulted  in  new 
uncertainties,  and  it  has  been  stated  that  Bureau  agents  are  inter¬ 
preting  this  ruling  to  mean  that  only  animals  which  have  completely 
outlived  their  usefulness  can  qualify  for  the  capital  gains  treatment. 

The  House  bill  added  a  new  sentence  to  section  117  (j)  (1)  providing 
that  the  term  “property  used  in  the  trade  or  business”  includes- 
“livestock  held  by  the  taxpayer  for  draft,  breeding,  or  dairy  purposes 
for  12  months  or  more.”  In  view  of  the  uncertainties  resulting  from 
the  recent  ruling  (Mim.  6660),  section  324  of  your  committee’s  bill 
restates  the  sentence  contained  in  the  House  bill  as  follows: 

Such  term  also  includes  livestock,  regardless  of  age,  held  by  the  taxpayer  for 
draft,  breeding,  or  dairy  purposes,  and  held  by  him  for  12  months  or  more  from 
the  date  of  acquisition. 

Under  your  committee’s  bill,  the  term  “livestock”  does  not  include 
poultry  except  that  it  does  include  turkeys,  regardless  of  age,  held  by 
the  taxpayer  for  breeding  purposes  and  held  for  12  months  or  more 
from  the  date  of  acquisition.  Thus  section  117  (j)  will  apply  to  live¬ 
stock  used  for  draft,  breeding,  or  dairy  purposes,  and  to  turkeys  used 
for  breeding  purposes,  whether  old  or  young;  and  the  holding  period 
will  start  with  the  date  of  acquisition,  not  with  the  date  the  annual 
or  fowl  is  put  to  such  use. 

The  provision  of  the  House  bill  is  effective  with  respect  to  taxable 
years  beginning  after  December  31,  1950.  Your  committee’s  bill 
makes  the  amendment  applicable  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1941,  except  that  the  extension  of  the 
holding  period  from  6  to  12  months  and  the  amendment  with  respect 
to  poultry  and  turkeys  both  apply  only  in  the  case  of  taxable  years 
beginning  after  December  31,  1950. 

Your  committee  believes  that  the  gains  from  sales  of  livestock  should 
be  computed  in  accordance  with  the  method  of  livestock  accounting 
used  by  the  taxpayer  and  presently  recognized  by  the  Bureau  of 
Internal  Revenue. 

The  revenue  loss  under  this  provision  is  expected  to  be  $15  million 
in  a  full  year  of  operation. 

9.  Coal  royalties 

Section  325  of  your  committee’s  bill,  which  is  similar  to  section  307 
of  the  House  bill,  provides  tax  relief  for  the  recipients  of  coal  royalties. 
Most  leases  on  coal  properties  are  long-term  and  call  for  royalty  pay¬ 
ments  expressed  in  cents  per  ton.  Therefore,  the  lessor  does  not  re¬ 
ceive  the  automatic  adjustment  for  price  changes  which  occurs  when 
a  royalty  is  expressed  as  a  percentage  of  the  value  of  the  mineral  ex¬ 
tracted  from  the  property.  Many  of  the  existing  coal  leases  are  old 
and  their  royalty  payments  are  small. 

It  is  reported  also  that  as  a  practical  matter  the  lessor  of  a  coal 
property  is  not  likely  to  benefit  from  percentage  depletion  even  under 
the  new  10-percent  rate  provided  in  this  bill,  although  it  is  anticipated 
that  this  rate  will  be  of  material  benefit  to  the  coal  opera  to  rs. 

This  section  extends  to  the  recipients  of  coal  royalties  the  capital 
gains  treatment  now  available  to  timber  under  section  117  (k)  (2)  of 
the  code.  It  is  intended  by  this  provision  of  your  committee’s  bill 
that  coal  royalties  receive  the  same  treatment  as  timber  royalties. 
In  the  case  of  timber  coming  under  this  section,  percentage  depletion 
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is  not  allowed,  and  it  also  is  not  to  be  available  in  the  case  of  these  coal 
royalties. 

Considerable  uncertainty  now  exists  as  to  the  proper  interpretation, 
of  the  clause  “held  for  more  than  6  months  prior  to  such  disposal”  in 
section  117  (k)  (2)  of  the  present  law,  because  of  a  recent  decision  of 
the  Tax  Court  ( Springfield  Plywood  Corp.,  15  T.  C.  No.  91)  which 
held,  under  the  particular  facts  in  that  case,  that  disposal  of  the  timber 
occurred  when  the  lease  was  made  and  not  when  the  timber  was  cut. 
Your  committee  believes  that,  whatever  the  legal  technicalities  may 
be,  the  lessor’s  holding  period  should  run  to  the  time  the  coal  is  mined 
or  the  timber  is  cut,  as  the  case  may  be,  and  the  provisions  of  the- 
House  bill  are  amended  to  so  provide. 

In  order  to  differentiate  a  lessor  entitled  to  receive  royalties  from  a 
person  participating  in  the  operation  of  a  mine,  the  provisions  of' 
the  House  bill  are  inapplicable  if  the  owner  of  the  coal  is  “person¬ 
ally  obligated  to  pay  a  share  of  the  cost  of  mining  operations.” 
Since  lessors  who  have  no  interest  in  the  operating  profits  of  a  mine- 
may  nevertheless  pay  real  estate  taxes,  exploration  expenses,  or  other 
expenses,  your  committee’s  bill  provides,  instead,  that  those  pro¬ 
visions  shall  be  inapplicable  to  “income  realized  by  the  owner  as  a 
coadventurer,  partner,  or  principal  in  the  cutting  of  such  timber  or 
the  mining  of  such  coal.” 

It  is  also  made  clear  that  these  provisions  do  not  apply  to  a  lessee,, 
and  that  the  term  “coal”  includes  lignite. 

Because  treatment  of  coal  royalties  as  capital  gains  will  auto¬ 
matically  exclude  such  income  from  income  subject  to  excess-profits 
tax,  your  committee’s  bill  provides  conforming  amendments  to  the 
excess  profits  tax  law.  Where  the  taxpayer  computes  his  excess  profits, 
credit  by  the  income  method,  these  royalties  are  to  be  excluded  from 
the  taxpayer’s  base  period  income.  Similarly,  for  the  purposes  of  com¬ 
puting  the  invested  capital  credit  and  computing  capital  changes,  the 
lessor’s  interest  in  the  coal  property  from  which  the  royalties  are 
derived  is  to  be  treated  as  an  inadmissible  asset. 

Section  325  applies  to  taxable  years  ending  after  December  31,  1950, 
but  only  with  respect  to  amounts  received  or  accrued  after  that, 
date. 

The  revenue  loss  involved  is  estimated  to  be  about  $10  million 
annuallv. 

10.  Expenditures  in  the  development  of  mines 

Under  existing  law  and  regulations  all  expenditures  made  with 
respect  to  a  mine  prior  to  the  time  it  has  reached  the  production 
stage  must  be  capitalized,  except  that  incidental  income  from  the 
production  of  ore  while  the  mine  is  being  developed  is  offset  by  de¬ 
velopment  expenditures,  only  the  excess  of  such  expenditures  over 
such  receipts  being  capitalized.  Amounts  so  capitalized  are  de¬ 
ductible  for  income-tax  purposes  only  through  depletion  allowances. 

Included  in  the  expenditures  which  must  be  so  capitalized  are  the 
costs  of  shafts,  tunnels,  galleries,  etc.,  which  are  necessary  to  make 
the  ore  or  other  mineral  accessible.  Such  expenditures  are  required 
to  be  capitalized  only  until  the  mine  reaches  the  production  stage, 
which  occurs  when  the  major  portion  of  the  mineral  production  is 
obtained  from  workings  other  than  those  opened  for  the  purpose  of 
development,  or  when  the  principal  activity  of  the  mine  becomes  the- 
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production  of  developed  ore  rather  than  the  development  of  additional 
ores  for  mining. 

After  a  mine  reaches  this  production  stage  continued  expenditures 
must  he  made  to  extend  tunnels,  galleries,  etc.,  as  the  working  face 
of  the  ore  or  other  mineral  recedes.  Such  expenditures  are  deductible 
currently,  unless  extraordinary  in  scope,  in  which  case  they  are  treated 
as  prepaid  expenses  to  be  deducted  ratably  as  the  ore  benefited  by  the 
expenditure  is  produced  and  sold. 

It  is  believed  that  the  expenditures  for  the  development  of  a  mine— 
those  incurred  after  the  existence  of  ores  or  minerals  in  commercially 
marketable  quantities  has  been  disclosed- — are  essentially  similar  to 
those  incurred  after  the  production  stage  has  been  reached,  and,  like 
those,  should  be  treated  as  expenses  relating  to  the  production  of  the 
ore  or  minerals. 

This  is  particularly  important  where  the  depletion  allowance  is  a 
percentage  of  the  gross  income  from  the  property.  This  allowance  is 
the  same  whether  a  large  expenditure  or  a  relatively  small  one  is  neces¬ 
sary  to  develop  the  mine  in  order  to  enable  the  ore  or  mineral  to  be 
extracted,  with  the  result  that  mines  with  relatively  large  development 
costs  are  subjected  to  unfair  discrimination.  Moreover,  where  per¬ 
centage  depletion  is  used,  the  development  costs  are  never  specifically 
deductible  for  tax  purposes,  except  in  years  when  the  deduction  avail¬ 
able  under  cost  depletion  exceeds  that  which  may  be  taken  under  per¬ 
centage  depletion. 

The  requirement  that  development  expenditures  must  be  capital¬ 
ized  presents  a  serious  obstacle  to  expansion  in  the  mining  industry. 
This  is  especially  serious  at  the  present  time  because  of  the  shortage 
of  many  essential  minerals  and  the  desirability  of  major  developments 
in  the  case  of  certain  minerals  such  as  iron  which  are  necessary  to  the 
defense  effort. 

The  House  bill  provides  that  expenditures  paid  or  incurred  after 
December  31,  1950,  in  the  development  of  a  mine  or  other  natural 
deposit  are  to  be  deductible  ratably  over  the  period  during  which  the 
ores  or  minerals  benefited  by  such  expenditures  are  sold.  This  provi¬ 
sion  applies  even  though  the  ore  or  minerals  were  produced  in  a  year 
other  than  the  year  of  the  sale.  However,  this  rule  applies  only 
when  the  expenditures  are  made  after  the  existence  of  ores  or  minerals 
in  commercially  marketable  quantities  has  been  determined  and  the 
development  stage  has  begun.  It  is  not  applied  to  oil  or  gas  wells, 
where  the  problem  at  issue  has  been  dealt  with  through  the  optional 
deduction  of  intangible  drilling  and  development  costs  in  the  year 
they  are  incurred. 

Expenditures  made  for  the  purchase  of  depreciable  property  are  not 
to  be  counted  as  development  expenditures  for  this  purpose  but  the 
depreciation  charges  which  appear  as  the  result  of  the  use  of  such 
property  for  development  purposes  may  qualify  for  such  treatment  as 
development  costs. 

Expenditures  made  for  development  will  continue  to  increase  the 
adjusted  basis  of  the  mine  for  computing  gain  or  loss  as  under  existing 
law;  however,  this  basis  will  then  be  reduced  as  the  deductions  allow¬ 
able  under  this  provision  of  the  House  bill  occur.  Although  thus 
included  in  the  adjusted  basis  for  the  purpose  of  computing  a  gain  or 
loss  from  a  sale,  in  order  to  prevent  duplication  of  tax  benefits,  such 
development  expenditures  are  not  to  be  taken  into  account  in  deter- 
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mining  the  adjusted  basis  of  the  property  for  the  purpose  of  computing 
depletion  based  upon  costs. 

Your  committee’s  bill  retains  the  principle  of  the  House  bill.  How¬ 
ever,  section  309  of  your  committee’s  bill  provides  that  the  taxpayer 
may  elect  either  to  deduct  development  expenditures,  whether  incurred 
before  or  after  the  production  stage  has  been  reached,  in  the  year 
when  they  are  incurred,  or  to  treat  development  expenditures  incurred 
before  the  production  stage  has  been  reached  as  deferred  expenses, 
to  be  deducted  ratably  as  the  ore  or  mineral  is  sold.  This  second 
alternative  is  the  same  as  under  the  House  hill.  Such  an  election 
may  be  made  for  each  year,  but  must  be  for  the  total  amount  of  net 
development  expenditure  made  in  that  year  with  respect  to  the  mine. 
As  under  the  House  hill,  if  the  taxpayer  elects  to  defer  development 
expenditures  the  amount  so  deferred  will  be  included  in  the  basis  of 
the  mine  for  the  purpose  of  determining  a  gain  or  loss  on  its  sale, 
and  the  basis  will  be  reduced  as  the  deductions,  allowable  when  ore 
or  mineral  is  sold,  are  made. 

Your  committee’s  bill  also  provides  that  if  the  taxpayer  elects  to 
defer  the  deduction  of  development  expenditures  incurred  during  the 
development  stage,  the  amount  to  be  so  deferred  in  any  year  will  be 
the  excess  of  the  development  expenditures  in  that  year  over  the  net 
receipts  during  that  year  from  the  ores  or  minerals  produced. 

This  provision  of  your  committee’s  bill  is  effective  with  respect  to 
taxable  years  beginning  after  December  31,  1950. 

It  is  estimated  that  in  a  full  year’s  operation  this  provision  will 
involve  a  revenue  loss  of  about  $20  million  annually. 

11.  Venture  capital  companies 

Section  336  of  this  bill  will  permit  certain  so-called  venture  capital 
companies  to  qualify  as  regulated  investment  companies.  Under 
Supplement  Q  of  the  code,  regulated  investment  companies  which 
distribute  currently  at  least  90  percent  of  their  income,  and  meet 
certain  other  tests  set  out  in  section  361  (b)  of  the  code,  are  not  taxed 
upon  amounts  distributed  to  shareholders.  One  of  these  tests  is  that 
the  company  must  not  invest  more  than  50  percent  of  its  assets  in 
companies  in  which  it  holds  more  than  10  percent  of  the  value  of  the 
voting  securities.  This  rule  has  the  effect  of  denying  special  treatment 
to  companies  which  undertake  to  control  the  enterprises  in  which  the 
bulk  of  their  funds  are  placed.  It  clearly  excludes  a  holding  company 
in  the  ordinary  sense  of  the  word. 

It  has  been  brought  to  the  attention  of  this  committee  that  the 
10  percent  stock-ownership  limitation  constitutes  a  serious  impedi¬ 
ment  to  the  development  of  so-called  venture  capital  companies. 
These  are  investment  companies  which  are  used  principally  to  provide 
capital  for  other  companies  engaged  in  the  development  or  exploita¬ 
tion  of  inventions,  technological  improvements,  new  processes  and 
products  which  were  not  previously  generally  available.  In  such  cases 
the  investment  company  must  provide  most  of  the  capital  needed  to 
finance  the  venture  and  will  frequently  hold  more  than  50  percent  of 
its  assets  in  stock  representing  more  than  10  percent  of  the  voting 
stock  of  the  operating  companies.  As  a  result,  it  cannot  qualify  under 
Supplement  Q  if  it  invests  more  than  50  percent  of  its  assets  in  such 
companies.  Unless  this  rule  is  amended,  it  will  not  be  possible  for  an 
investment  company  to  devote  itself  principally  to  the  development 
of  such  ventures  and  obtain  the  benefits  of  Supplement  Q. 
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The  venture  capital  company  promises  to  serve  as  an  instrument  for 
directing  an  increasing  portion  of  the  current  savings  of  the  country 
into  the  small,  innovating  ventures  which  are  so  important  for  long-run 
economic  progress.  Therefore,  section  336  of  this  bill  amends  section 
361  of  the  code  so  as  to  permit  venture  capital  companies  to  qualify 
as  regulated  investment  companies.  This  is  accomplished  by  waiving, 
under  certain  conditions,  the  10  percent  limitation  as  to  certain  types 
of  holdings.  To  qualify  for  this  exception  the  investment  company 
must  obtain  a  certification  from  the  Securities  and  Exchange  Com¬ 
mission  which  states  that  the  investment  company  is  a  registered 
management  investment  company  as  defined  in  the  Investment  Com¬ 
pany  Act  of  1940  and  that  its  principal  business  is  the  furnishing  of 
capital  to  companies  principally  engaged  in  the  development  or  ex¬ 
ploitation  of  inventions,  technological  improvements,  new  processes  or 
products  not  previously  generally  available.  This  certification  will  be 
made  under  regulations  to  be  issued  by  the  Securities  and  Exchange 
Commission. 

To  forestall  the  possibility  that  this  amendment  will  permit  holding 
companies  to  obtain  the  benefits  of  Supplement  Q,  the  bill  also  provides 
that  the  10  percent  rule  shall  not  be  waived  in  the  case  of  an  invest¬ 
ment  company  which,  at  the  close  of  the  taxable  year,  has  more  than 
25  percent  of  its  funds  invested  in  companies,  the  securities  of  which 
it  has  held  for  more  than  10  years. 

All  the  other  limitations  on  regulated  investment  companies  now 
imposed  under  Supplement  Q  are  retained. 

The  House  bill  contains  a  provision  which  is  substantially  identical 
with  section  336  of  your  committee’s  bill.  Only  minor,  technical 
changes  have  been  made  in  the  House  provision. 

Section  336  is  effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950.  The  revenue  effect  of  this  provision  is  negligible. 

12.  Additional  withholding  upon  agreement  by  employer  and  employee 

Frequently  concern  is  expressed  by  taxpayers  with  income  above 
the  first  surtax  bracket  because  the  entire  amount  of  tax  due  is  not 
withheld  from  their  wages  or  salaries.  They  dislike  the  necessity  of 
making  a  payment  with  their  declaration  of  estimated  tax  in  March,  or 
the  necessity  of  making  quarterly  payments.  However,  it  is  not  feas¬ 
ible  to  establish  a  system  of  general  application  which  will  withhold  the 
total  tax  due  in  all  Cases,  because,  as  a  result  of  such  factors  as  vari¬ 
ations  in  deductions  and  income  not  subject  to  withholding,  the  addi¬ 
tional  tax  due  differs  widely  from  case  to  case. 

In  individual  instances,  however,  where  the  taxpayer  can  estimate 
quite  accurately  the  amount  of  the  additional  tax  due  and  the  em¬ 
ployer  finds  the  additional  withholding  is  not  burdensome,  a  voluntary 
system  is  feasible  and  would  be  a  convenience  to  the  taxpayer.  For 
these  reasons  section  203  of  your  committee’s  bill,  which  is  the  same' 
as  section  223  of  the  House  bill,  amends  section  1622  of  the  code  to 
provide  that  additional  withholding  may  be  authorized  by  regulation 
where  the  employer  and  employee  agree  to  it.  No  additional  revenue- 
is  expected  to  be  provided  by  this  provision. 
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B.  Provisions  Added  by  Your  Committee 

1 .  Additional  allowance  for  certain  members  of  the  Armed  Forces 

The  Revenue  Act  of  1950  added  a  new  section  22  (b)  (13)  to  the  code, 
which  excludes  from  taxable  income  the  compensation  of  members  of 
the  Armed  Forces  of  the  United  States  received  for  active  service  in 
combat  zones  such  as  Korea.  This  exclusion  covers  all  the  pay  of 
enlisted  men  and  warrant  officers  and  the  first  $200  per  month  paid 
to  commissioned  officers.  The  present  exclusion  only  applies  to 
services  performed  after  June  24,  1950,  and  prior  to  January  1,  1952. 

Section  305  of  your  committee’s  bill  makes  two  changes  in  the  existing 
provision.  First,  the  exemption  is  extended  for  2  years  beyond  the 
present  termination  date  to  January  1,  1954.  Second,  the  exemption 
is  extended  to  include  the  compensation  of  military  personnel  received 
while  hospitalized  as  a  result  of  wounds,  disease,  or  injury  incurred 
while  serving  in  a  combat  zone. 

These  amendments  will  result  in  a  revenue  loss  of  $10  million 
annually  until  1954. 

The  amendments  made  by  your  committee  to  section  22  (b)  (13) 
are  applicable  to  taxable  years  ending  after  June  24,  1950. 

2.  Sales  of  land  with  unharvested  crops 

Section  117  (j)  of  the  code  provides,  in  effect,  that  a  net  gain  from 
sales  of  properties  “used  in  the  trade  or  business”  of  the  taxpayer, 
including  “real  property”  so  used,  if  held  more  than  6  months  is  to 
be  treated  as  a  capital  gain.  In  the  case  of  a  net  loss,  it  is  treated  as 
an  ordinary  loss.  W here  unharvested  crops  are  sold  with  the  land, 
or  unripe  fruit  is  sold  together  with  the  land  and  the  trees,  a  difficult 
question  has  arisen  as  to  the  proper  application  of  the  present  law  to 
the  unharvested  crops  or  the  unripe  fruit. 

The  Bureau  of  Internal  Revenue  has  ruled  that,  whether  or  not 
such  crops  or  fruit  are  regarded  as  a  part  of  the  real  estate  under  local 
law,  they  constitute  property  held  “primarily  for  sale  to  customers  in 
the  ordinary  course  of  his  (the  taxpayer’s)  trade  or  business”  and 
thus,  under  the  provisions  of  section  117  (j),  any  gain  on  the  sale  of  the 
unharvested  crops  or  unripe  fruit  is  to  be  separately  determined  and 
treated  as  ordinary  income  instead  of  as  a  capital  gain.  In  several 
decisions  the  Tax  Court  (with  some  members  dissenting)  has  taken  a 
similar  view,  but  two  district  courts  have  held  that  such  fruits  or 
crops  constitute  “property  used  in  the  trade  or  business”  so  that  a 
gain  from  a  sale  of  the  land,  trees,  and  fruit  would  be  treated  as  a 
capital  gain  with  the  result  that  the  entire  gain  from  the  sale  of  such 
property  would  constitute  ordinary  income. 

Your  committee  believes  that  sales  of  land  together  with  growing 
crops  or  fruit  are  not  such  transactions  as  occur  in  the  ordinary  course 
of  business  and  should  thus  result  in  capital  gains  rather  than  in  ordi¬ 
nary  income.  Section  323  of  the  bill  so  provides. 

Your  committee  recognizes,  however,  that  when  the  taxpayer  keeps 
his  accounts  and  makes  his  returns  on  the  cash  receipts  and  disburse¬ 
ments  basis,  the  expenses  of  growing  the  unharvested  crop  or  the  un¬ 
ripe  fruit  will  be  deducted  in  full  from  ordinary  income,  while  the 
entire  proceeds  from  the  sale  of  the  crop,  as  such,  will  be  viewed  as  a 
capital  gain.  Actually,  of  course,  the  true  gain  in  such  cases  is  the 
difference  between  that  part  of  the  selling  price  attributable  to  the 
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crop  or  fruit  and  the  expenses  attributable  to  its  production.  There¬ 
fore,  your  committee’s  bill  provides  that  no  deduction  shall  be  allowed 
which  is  attributable  to  the  production  of  such  crops  or  fruit,  but  that 
the  deductions  so  disallowed  shall  be  included  in  the  basis  of  the  prop- 
ertv  for  the  purpose  of  computing  the  capital  gain. 

The  provisions  of  this  section  are  applicable  to  sales  or  other  disposi¬ 
tions  occurring  in  taxable  years  beginning  after  December  31,  1950. 

The  revenue  loss  under  this  provision  is  expected  to  be  about 
$3  million  annually. 

3.  Elections  to  file  joint  or  separate  returns  and  to  use  the  standard 
deduction 

Under  section  51  of  the  code,  married  taxpayers  may  file  either 
separate  returns  or  a  single  joint  return.  The  election,  once  made, 
as  to  wdiich  type  of  return  to  file  is  binding  with  respect  to  the  taxable 
year  for  which  the  return  is  filed. 

Section  23  (aa)  of  the  code  permits  an  individual  the  use  of  an  op¬ 
tional  standard  deduction  in  lieu  of  itemizing  his  deductions.  The 
election  to  use  either  of  these  methods  of  handling  deductions  is  like¬ 
wise  binding  upon  the  taxpayer  for  the  taxable  year  with  respect  to 
which  the  option  is  exercised. 

As  a  proper  election  frequently  requires  informed  tax  knowledge 
not  possessed  by  the  average  person,  the  binding  elections  referred  to 
above  may  result  in  substantially  excessive  taxes.  This  result  of 
making  an  improper  election  is  particularly  apt  to  occur  during  a 
period  of  high  tax  rates  such  as  the  present. 

Your  committee’s  bill  contains  two  amendments  directed  at  this 
problem.  Section  312  of  the  bill  provides  that  married  individual 
income  taxpayers  who  file  separate  returns  may  exercise  the  right  to 
change  their  election  and  file  joint  returns  at  a:ay  time  within  the 
period  of  the  statute  of  limitations.  This  provision  is  effective  with 
respect  to  taxable  years  beginning  after  December  31,  1950.  Section 
30S  of  the  bill  also  provides  that  individuals  who  have  used  the  stand¬ 
ard  deduction  when  filing  their  return  may  substitute  itemized  deduc¬ 
tions  at  any  time  within  the  period  of  the  statute  of  limitations.  More¬ 
over,  taxpayers  who  have  itemized  their  deductions  are  also  to  have 
the  option  to  amend  their  return  within  the  same  period  in  order  to 
take  advantage  of  the  standard  deduction.  This  provision  is  effective 
with  respect  to  taxable  years  beginning  after  December  31,  1949. 

It  is  anticipated  that  the  revenue  loss  from  these  amendments  will 
be  negligible. 

j.  Pensions 

Under  section  165  of  the  code,  payments  made  from  an  employees’ 
retirement  fund  are  taxable  to  the  recipient  as  received.  It  has  been 
reported  to  your  committee  that  life  insurance  agents  have  been 
denied  the  benefits  of  this  section  because  of  a  ruling  that  they  are 
not  technically  “employees”  for  the  purposes  of  the  provision.  As  a 
result  the  entire  lump-sum  value  of  the  pension  in  excess  of  any 
amount  contributed  to  the  fimd  by  the  employee  is  taxable  as  income 
of  the  agent  in  the  year  he  retires  when  his  right  to  his  share  of  the 
company’s  contributions  becomes  nonforfeitable.  Your  committee 
believes  this  treatment  to  be  inequitable,  particularly  inasmuch  as 
Congress  provided  specifically  that  full-time  life  insurance  agents  are 
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to  be  employees  for  social  security  purposes.  Therefore,  section  343 
of  the  hill  amends  section  3797  (a)  of  the  code  to  extend  the  benefits 
of  section  165  to  life  insurance  agents  who  are  employees  for  social 
security  purposes. 

This  amendment  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1948. 

The  revenue  loss  from  this  amendment  will  be  negligible. 

A  case  has  also  been  brought  to  the  attention  of  your  committee  in 
which  an  association  providing  retirement  benefits  desires  to  invest 
a  portion  of  its  funds  in  common  stocks,  thus  providing  for  a  hedge 
against  inflation.  A  question  has  arisen  as  to  whether  the  variable 
payments  which  will  be  made  from  this  fund  will  qualify  for  section 
165  treatment.  It  is  reported  that  in  the  past  such  treatment  has 
been  limited  to  those  retirement  plans  wherein  the  annuity  contracts 
provide  for  the  payment  of  fixed  amounts.  Your  committee  under¬ 
stands  that  treatment  as  annuities  of  payments  which  vary  in  amount 
is  to  be  provided  administratively  under  present  law,  thus  permitting 
the  recipients  of  these  annuities  to  be  taxed  on  the  amounts  as  received 
instead  of  being  taxed  on  the  lump-sum  value  of  the  annuity  at  the 
time  payments  begin.  The  revenue  effect  of  this  provision  is 
negligible. 

5.  Stock  distributions  of  profit-sharing  plans 

Section  165  (b)  of  the  code  provides  for  the  taxation  of  distributions 
to  employees  from  exempt  pension  and  profit-sharing  funds.  As  a 
rule  both  the  employee  and  the  employer  contribute  to  such  funds. 
The  amounts  so  contributed  are  then  invested,  usually  in  the  stock  of 
the  employer  company.  Such  amounts  may  or  may  not  be  credited 
to  the  accounts  of  individual  employees  at  the  time  the  purchases  of 
stock  are  made.  At  the  time  that  the  total  distributions  payable 
with  respect  to  any  employee  are  paid  to  him  within  one  taxable  year 
on  account  of  his  separation  from  service,  he  is  taxable  at  capital  gain 
rates  upon  the  entire  value  of  the  stock  which  was  contributed  by  his 
employer.  This  is  likewise  true  of  any  uninvested  cash  contributed 
to  his  account  by  the  ’employer.  The  value  of  the  withdrawal  for  tax 
purposes  under  present  law  is  the  sum  of  this  uninvested  cash  and  the 
market  price  of  the  stock  at  the  time  of  withdrawal.  It  is  frequently 
the  case  that  the  price  the  fund  paid  for  the  stock  was  substantially 
less  than  the  current  market  price  that  is  used  in  determining  the  tax¬ 
able  value  of  the  employee’s  withdrawal.  This  results  in  the  em¬ 
ployee’s  being  taxed  on  the  amount  of  company  contribution,  the  fund 
earnings,  and  any  increase  in  the  value  of  stock  which  was  purchased 
for  his  account.  Therefore,  where  companies  select  this  method  of 
providing  for  their  employees’  retirement  rather  than  through  the 
purchase  of  annuities,  this  accumulated  value  of  the  employer’s  con¬ 
tribution  in  the  fund  is  bunched  in  one  taxable  year,  thus  subjecting 
it  to  tax  in  higher  surtax  brackets. 

Your  committee  believes  that  the  present  tax  on  the  stock  apprecia¬ 
tion  in  such  cases  substantially  reduces  the  employees’  profit-sharing 
accumulation  and  thus  his  retirement  income.  Tins  is  a  discrimina¬ 
tion  against  those  employees  who  select  this  method  of  providing  for 
their  old  age. 

Therefore,  section  334  of  your  committee’s  bill  provides  that  in 
the  case  of  such  distributions  consisting  of  stock  in  the  employer  cor- 
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poration  the  appreciation  in  the  value  of  the  stock  contributed  by  the 
employer  which  has  arisen  since  being  deposited  in  the  fund  is  not  to 
he  subject  to  capital-gain  tax  until  the  employee  sells  the  stock,  rather 
than  at  the  time  it  is  distributed  to  him  as  under  present  law.  This 
amendment  makes  no  change  in  the  present  tax  treatment  of  that 
portion  of  the  value  of  such  stock  which  does  not  represent  apprecia¬ 
tion  in  value. 

This  amendment  applies  to  distributions  made  after  December  31, 
1950. 

The  revenue  loss  from  this  amendment  will  he  negligible. 

'6.  Death  benefits  to  employees 

Section  22  (b)  (1)  of  the  code  excludes  from  gross  income  amounts 
received  under  a  life-insurance  contract  paid  by  reason  of  the  death 
of  the  insured,  whether  in  a  single  sum  or  otherwise.  However,  by  its 
terms,  this  provision  is  limited  to  life-insurance  payments,  and  the  ex¬ 
clusion  does  not  extend  to  death  benefits  paid  by  an  employer  by  reason 
of  the  death  of  an  employee.  In  order  to  correct  this  hardship,  section 
302  of  your  committee’s  hill  excludes  from  gross  income  death  bene¬ 
fits  not  in  excess  of  $5,000  paid  by  any  one  employer  with  respect  to 
any  single  employee’s  beneficiary  or  beneficiaries  in  accordance  with  a 
preexisting  contract.  The  limitation  of  the  exclusion  to  payments  not 
in  excess  of  $5,000  will  prevent  abuses  under  this  new  provision. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

The  revenue  loss  from  this  amendment  will  be  negligible. 

7.  Termination  payments  to  employees 

Some  employment  contracts  provide  for  payments  to  the  employee 
after  the  employment  period,  based  on  a  share  of  future  profits  or 
a  percentage  of  future  gross  receipts.  Such  payments  when  received 
are  taxed  under  present  law  as  ordinary  income,  inasmuch  as  they  are 
in  the  nature  of  payments  of  additional  compensation.  However,  if 
the  employee  chooses  to  receive  a  lump-sum  payment  in  lieu  of  the 
contract  rights  upon  termination  of  his  employment,  the  entire  lump 
sum  is  included  in  one  year’s  income.  The  result  may  be  to  place  the 
employee  in  an  unusually  high  surtax  bracket.  Your  committee 
believes  this  present  treatment  of  such  lump-sum  settlements  to  be 
unduly  harsh  in  view  of  the  fact  that  the  employee  may  not  wish  to 
leave  his  retirement  income  dependent  upon  the  operation  of  the 
business  subsequent  to  the  severance  of  his  connection  with  it. 

As  a  result,  section  328  of  the  bill  provides,  with  certain  restrictions, 
for  capital-gain  treatment  of  amounts  received  by  an  employee,  upon 
termination  of  his  employment,  in  exchange  for  his  release  of  all  of  his 
rights  to  receive  a  percentage  of  future  profits  or  receipts.  This 
provision  is  limited  to  cases  where  the  taxpayer  has  been  employed  for 
more  than  20  years  and  has  held  such  rights  to  future  profits  or  receipts 
for  at  least  12  years. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

The  revenue  loss  from  this  amendment  will  be  negligible. 

8.  Restricted  stock  options 

The  Revenue  Act  of  1950  added  a  new  section  130A  to  the  code, 
which  provides  that  the  granting  to  employees  of  certain  types  of  stock 
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options  will  not  give  rise  to  taxable  income  to  the  recipient.  To  be 
excluded  under  this  provision  the  option  must  fall  within  a  defined 
category  of  “restricted  stock  options.” 

Section  130A  requires  that  to  qualify  as  a  “restricted  stock  option” 
the  option  price  at  the  time  of  the  granting  must  be  85  percent  or  more 
of  the  fair  market  value  of  the  stock.  Ordinarily,  when  an  option  is 
used  as  an  incentive  device,  the  option  price  approximates  the  fair 
market  value  of  the  stock  at  the  time  the  option  is  granted.  The  15- 
percent  leeway  is  allow'ed  because  many  stocks  are  not  listed  on  ex¬ 
changes  and  therefore,  the  fair  market  value  is  difficult  to  determine. 
It  has  come  to  the  committee’s  attention  that  the  operation  of  the  85- 
percent  limitation  has  resulted  in  a  hardship  in  one  respect.  In  many 
cases,  the  granting  of  stock  options  is  subject  to  ratification  by  the 
corporation’s  stockholders.  Thus,  at  the  time  of  the  action  by  a  cor¬ 
poration’s  board  of  directors  the  option  may  be  fully  qualified  as  to  the 
85-percent  limitation,  but  because  of  the  delays  typically  incident  to 
action  by  a  corporation’s  shareholders,  the  fair  market  price  may  have 
so  changed  by  the  time  of  their  ratification  that  the  option  no  longer 
qualifies  under  the  statute. 

In  order  to  correct  this  harsh  operation  of  the  present  provision, 
section  330  of  your  committee’s  bill  provides  that  the  date  of  the 
granting  of  a  restricted  stock  option  which  is  subject  to  stockholder 
ratification  shall  be  determined  as  if  the  option  had  not  been  subject 
to  such  approval. 

This  amendment  will  be  effective  as  if  it  had  been  enacted  as  part 
of  the  stock  option  provision  of  the  Revenue  Act  of  1950. 

9.  Medical  expenses 

Section  23  (x)  of  the  code  permits  the  deduction  of  a  taxpayer’s 
medical  expenses  only  to  the  extent  that  such  expenses  exceed  5  per¬ 
cent  of  the  taxpayer’s  adjusted  gross  income. 

Section  307  of  your  committee’s  bill  removes  this  5-percent  limita¬ 
tion  for  any  taxpayer,  if  either  the"  taxpayer  or  his  spouse  is  aged  65 
or  over,  but  only  with  respect  to  the  medical  expenses  of  such  tax¬ 
payer  and  his  spouse.  Persons  in  that  age  bracket  have  generally 
reached  a  period  of  lowered  earning  capacity.  These  same  individuals 
typically  are  confronted  with  increased  medical  expenses.  Dis¬ 
allowance  of  the  deduction  of  many  of  these  expenses  under  present 
law  merely  serves  to  accentuate  this  existing  hardship. 

This  bill  does  not  affect  the  maximum  limitations  of  present  law  on 
the  amount  of  the  deduction. 

This  provision  of  your  committee’s  bill  is  effective  with  respect  to 
taxable  years  beginning  after  December  31,  1950. 

It  is  estimated  that  the  provision  will  involve  a  loss  of  revenue  of 
about  $15  million  in  a  full  year  of  operation. 

10.  Redemption  of  stock  to  pay  death  taxes 

The  Revenue  Act  of  1950  amended  section  115  (g)  of  the  code  to 
provide  that  the  redemption  of  stock  in  a  decedent’s  estate  in  an 
amount  not  in  excess  of  the  estate,  inheritance  and  succession  taxes 
(including  interest)  on  the  estate  is,  in  certain  cases,  not  to  be  treated 
as  a  taxable  dividend.  Among  other  requirements,  this  provision  is 
limited  at  present  to  cases  where  the  value  of  the  stock  in  the  corpora¬ 
tion  comprises  more  than  50  percent  of  the  value  of  the  net  estate  of 
the  decedent. 


52 


REVENUE  ACT  OF  1951 


Your  committee  believes  that  the  latter  limitation  imposes  a  hard¬ 
ship  on  those  estates  where  the  stock  in  a  corporation  forms  a  sub¬ 
stantial  part  of  the  value  of  the  net  estate  but  falls  short  of  meeting 
the  restrictive  50  percent  requirement.  Therefore,  section  320  of 
the  bill  extends  the  benefits  of  section  115  (g)  to  cases  where  the  stock 
comprises  more  than  25  percent  of  the  value  of  the  decedent’s  net 
estate. 

This  amendment  will  be  applicable  only  to  amounts  distributed  on 
or  after  the  date  of  enactment  of  the  bill. 

The  revenue  loss  resulting  from  this  section  will  be  negligible. 

11.  Basis  of  joint  and  survivor  annuities  included  in  the  gross  estate. 

Section  113  (a)  (5)  of  the  code  provides  that  property  acquired  by 

bequest,  devise,  or  inheritance  shall  have  a  basis  for  determining 
gain  or  loss  equal  to  its  fair  market  value  at  the  date  of  the  decedent’s 
death  or,  if  the  decedent’s  executor  elects  the  optional  valuation  date, 
at  a  date  1  year  after  the  decedent’s  death.  However,  all  property 
which  is  included  in  the  decedent’s  gross  estate  for  estate-tax  purposes 
does  not  take  a  new  basis  upon  the  decedent’s  death. 

A  joint  and  survivor  annuity  is  includible  in  the  decedent’s  gross 
estate  but  is  treated  as  a  gift  for  basis  purposes  so  that,  for  purposes 
of  gain,  it  has  the  same  basis  as  in  the  hands  of  the  donor.  Section 
303  of  your  committee’s  bill  amends  sections  22  (b)  (2)  and  113  (a)  (5) 
of  the  code  to  provide  that  where  a  joint  and  survivor  annuity  is  in¬ 
cluded  in  the  decedent’s  gross  estate,  its  basis  shall  be  the  value  of  the 
property  included  in  the  estate. 

This  amendment  is  to  apply  only  where  the  decedent  dies  after 
December  31,  1950. 

No  appreciable  loss  of  revenue  is  anticipated  from  the  amendment. 

12.  Abatement  of  income  taxes  for  certain  members  of  the  Armed  Forces 

dying  in  combat  zones  or  as  a  result  of  injuries  received  in  such 
zones 

Individuals  dying  while  in  active  service  during  World  War  II  as 
members  of  the  military  or  naval  forces  of  the  United  States  or  other 
United  Nations  were  forgiven  their  income  tax  with  respect  to  the 
year  of  the  death  and  the  prior  year.  They  also  were  relieved  of 
unpaid  income  taxes  at  the  time  of  their  death. 

Section  333  of  your  committee’s  bill  provides  similar  treatment  for 
members  of  the  Armed  Forces  of  the  United  States  dying  while  serv¬ 
ing  in  combat  zones  or  while  hospitalized  as  a  result  of  wounds,  disease, 
or  injuries  incurred  while  serving  in  combat  zones. 

Your  committee’s  bill  provides  for  the  forgiving  of  income  tax  in 
the  year  of  death  of  such  individuals  and  in  prior  taxable  years  ending 
after  the  commencement  of  hostilities  in  Korea.  Also,  such  individuals 
are  relieved  of  any  income  taxes  for  any  year  unpaid  at  the  date  of 
their  death.  The  provision  is  effective  with  respect  to  individuals 
dying  after  the  commencement  of  hostilities  in  Korea  and  prior  to 
January  1,  1954. 

13.  Individuals  earning  income  abroad 

Section  116  (a)  of  the  code  exempts  from  income  tax  citizens  of  the 
United  States  who  are  bona  fide  residents  of  a  foreign  country  with 
respect  to  income  earned  outside  the  United  States,  and  disallows 
deductions  chargeable  against  this  income.  This  provision  is  intended 
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both  to  encourage  citizens  to  go  abroad  and  to  place  them  in  an  equal 
position  with  citizens  of  other  countries  going  abroad  who  are  not 
taxed  by  their  own  countries. 

However,  the  present  law  has  two  defects  which  section  321  of  your 
committee’s  hill  corrects.  First,  the  exclusion  is  allowed  only  with 
respect  to  an  “entire  taxable  year”  with  respect  to  which  the  indi¬ 
vidual  is  a  bona  fide  resident  of  the  foreign  country.  Thus,  exemp¬ 
tion  is  denied  an  individual  in  his  first  year  abroad  unless  he  becomes 
a  bona  fide  resident  of  the  foreign  country  as  of  January  1.  Section 
321  of  your  committee’s  bill  corrects  this  defect  of  present  law  by 
granting  the  exclusion  with  respect  to  “an  uninterrupted  period  which 
includes  an  entire  taxable  year”  with  respect  to  which  an  individual 
was  a  bona  fide  resident  of  a  foreign  country. 

In  addition,  the  term  “bona  fide”  residence  abroad  has  been  con¬ 
strued  quite  strictly  with  the  result  that  many  persons  who  have  gone 
abroad  to  work  even  for  a  relatively  long  period  of  time  have  been  un¬ 
able  to  meet  the  test  of  a  “bona  fide  resident”  of  a  foreign  country. 
Sometimes  this  has  occurred  because  the  nature  of  the  individual’s 
work  is  such  as  to  make  it  difficult  to  establish  a  “residence”  in  the 
more  widely  accepted  use  of  the  term.  On  other  occasions  it  has 
resulted  from  the  fact  that  individuals  have  gone  abroad  only  for  a 
stated  period  of  time.  Examples  of  this  are  managers,  technicians, 
and  skilled  workmen  who  are  induced  to  go  abroad  for  periods  of 
18  to  36  months  to  complete  specific  projects.  Your  committee 
believes,  in  accord  with  the  point  4  program,  that  it  is  particularly 
desirable  to  encourage  men  with  technical  knowledge  to  go  abroad. 
As  a  result  your  committee  has  added  a  paragraph  to  section  116  (a) 
of  the  code  providing  that  income  earned  abroad  by  a  citizen  of  the 
United  States  who  is  present  in  a  foreign  country  or  countries  for 
17  out  of  18  consecutive  months  is  to  be  excluded  from,  income,  and 
that  deductions  chargeable  to  such  income  will  be  disallowed  in  com¬ 
puting  his  Federal  income  tax. 

These  two  changes  made  by  your  committee’s  bill  are  effective  with 
respect  to  taxable  years  beginning  after  December  31,  1950. 

Your  committee’s  bill  also  amends  section  1621  (a)  (8)  (A)  of  the 
code  to  provide  that  there  is  to  be  no  withholding  by  the  United 
States  where  it  is  reasonable  to  believe  that  the  income  is  paid  to  a 
person  who  will  qualify  for  the  exclusion  on  the  basis  of  presence  in  a 
foreign  country  for  17  out  of  18  consecutive  months.  In  addition,  it 
provides  that  there  is  to  be  no  withholding  of  income  taxes  for  the 
United  States  upon  an  amount  earned  for  services  performed  in 
foreign  country  if  withholding  on  that  amount  is  required  for  a  foreign 
country.  These  changes  in  your  committee’s  bill  are  effective  as  of 
January  1,  1952,  with  respect  to  wages  paid  on  or  after  that  date. 

The  revenue  effect  of  these  provisions  is  negligible. 

14.  War  losses 

Section  127  of  the  code,  in  general,  authorizes  a  war  loss  deduction 
for  property  in  enemy  hands  when  the  United  States  entered  World 
War  II  in  1941,  for  property  which  later  came  under  enemy  control 
and  for  property  destroyed  or  seized  in  the  course  of  military  or  naval 
operations.  This  deduction  is  limited  to  the  taxpayer’s  depreciated 
cost  or  other  basis  of  the  property.  Section  127  also  provides  that  if 
any  of  the  property  was  recovered,  the  fair  market  value  of  the 
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recovered  property,  not  the  amount  deducted,  is  to  be  taxed  as  ordi¬ 
nary  income  to  the  extent  that  the  deduction  resulted  in  a  reduction 
of  tax. 

Where  only  one  property  was  involved,  there  has  been  no  difficulty 
with  this  rule,  since  in  those  cases  where  the  fair  market  value  of  the 
recovered  property  exceeded  the  amount  of  the  deduction,  the  value  of 
the  recovered  property  was  includible  in  income  only  to  the  extent  that 
the  deduction  resulted  in  a  reduction  in  tax.  The  full  fair  market  value 
was  not  included  in  income  in  such  cases  because  it  was  believed  appro¬ 
priate  to  treat  the  taxpayer  as  nearly  as  possible  as  if  he  had  held  the 
property  throughout  the  entire  period  and  received  no  deduction  for 
the  temporary  loss.  In  such  a  case  appreciation  in  the  value  of  the 
property  would  not,  of  course,  be  subject  to  tax.  However,  where  the 
war  loss  embraces  more  than  one  property,  the  present  rule  does  not 
always  achieve  this  result.  For  example,  where  war  loss  deductions 
have  been  taken  for  two  or-  more  properties,  and  only  one  of  these 
properties  is  recovered,  if  the  recovered  property  has  appreciated  in 
value,  the  deduction  previously  taken  not  only  with  respect  to  this 
property  but  also  with  respect  to  the  property  not  recovered  is  taken 
into  consideration  in  determining  how  much  of  the  fair  market  value 
of  the  property  recovered  represents  a  previous  reduction  in  tax.  In 
such  a  case  the  effect  of  the  present  provision  is  not  to  treat  the 
property  as  if  it  has  been  held  for  the  entire  period  since  part  or  all  of 
the  appreciation  in  value  of  the  property  is  subject  to  tax  in  the  year 
of  recovery  merely  because  a  deduction  had  also  been  taken  for  another 
property  which  has  not  been  recovered. 

To  correct  this  situation  section  340  of  your  committee’s  bill  amends 
section  127  of  the  code  to  provide  that,  at  the  election  of  the  taxpayer, 
ha  the  case  of  war  loss  recoveries  the  tax  for  the  year  in  which  the 
deduction  was  taken  is  to  be  recomputed  by  reducing  the  deduction 
by  the  amount  of  the  recovered  property,  taken  at  its  depreciated 
cost  on  the  date  of  the  loss  or  its  fair  market  value  on  the  date  of  the 
recovery,  whichever  is  lower,  and  by  adding  the  increase,  if  any,  in 
the  tax  so  resulting  to  the  tax  for  the  year  of  the  recovery. 

The  attention  of  your  committee  has  also  been  brought  to  cases 
where  war  losses  have  been  realized  but  no  deduction  was  claimed. 
In  such  cases,  if  other  war  losses  were  deducted  with  a  tax  benefit, 
section  127  of  the  code  operates  to  require  the  fair  market  value  of 
the  property  on  the  date  of  the  recovery  to  be  included  in  income  in 
the  year  of  the  recovery  to  the  extent  not  in  excess  of  the  beneficial 
deductions  for  other  war  losses.  Under  section  340  of  your  com¬ 
mittee’s  bill  there  would  be  no  tax  in  the  year  of  the  recovery  with 
respect  to  property  for  which  no  deduction  was  claimed  in  the  year 
of  the  loss. 

No  interest  is  to  be  paid  or  assessed  on  refunds  or  deficiencies 
arising  from  this  provision. 

These  amendments  will  have  no  permanent  revenue  effect. 

15.  Foreign  tax  credit  for  taxes  paid  by  a  foreign  subsidiary 

Existing  law  permits  a  domestic  corporation,  owning  the  majority 
of  the  voting  stock  of  a  foreign  corporation,  to  claim  a  foreign  tax 
credit  for  income  taxes  paid  by  the  foreign  corporation  to  a  foreign 
government  with  respect  to  the  profits  of  the  foreign  corporation 
which  are  paid  as  dividends  to  the  domestic  corporation.  Your  com- 
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mittee  believes  that  the  principle  established  by  present  law  is  correct 
but  does  not  believe  that  the  allowance  of  the  foreign  tax  credit  should 
be  limited  to  those  cases  where  the  domestic  corporation  owns  a 
majority  of  the  voting  stock  of  the  foreign  corporation.  Irrespective 
of  the  proportion  of  the  foreign  corporation  owned  by  the  domestic 
corporation,  the  dividends  received  by  the  domestic  corporation  are 
equally  likely  to  be  affected  by  the  taxes  paid  to  a  foreign  government. 
Moreover,  several  foreign  countries  prohibit  the  ownership  of  as  much 
as  50  percent  of  one  of  their  domestic  corporations  by  a  foreign 
corporation.  Thus,  it  is  impossible  for  American  corporations  to 
operate  a  foreign  subsidiary  in  these  countries  and  receive  the  foreign 
tax  credit  with  respect  to  dividends  paid  to  them  by  the  foreign  cor¬ 
poration  which  they  partially  own.  Also,  in  some  cases  a  foreign 
corporation  is  owned  jointly  by  two  or  more  domestic  corporations, 
and  in  such  cases  either  none  receive  the  foreign  tax  credit  or  one 
receives  it  while  the  others  do  not.  For  these  reasons  section  331  of 
your  committee’s  bill  amends  section  131  (f)  (1)  of  the  code  to  provide 
that  the  foreign  tax  credit  is  to  be  allowed  if  the  American  corporation 
owns  10  percent  or  more  of  the  voting  stock  of  the  foreign  corporation. 
The  10  percent  limitation  is  imposed  for  administrative  reasons. 

This  provision  is  effective  with  respect  to  dividends  received  during 
taxable  years  beginning  after  December  31,  1950. 

Under  present  law  if  a  foreign  subsidiary  of  an  American  corporation 
owns  all  of  the  voting  stock  of  another  foreign  corporation,  the  divi¬ 
dends  received  by  the  American  parent  with  respect  to  the  earnings  of 
the  second  subsidiary  are  eligible  for  a  foreign  tax  credit.  However, 
your  committee  sees  no  reason  why  it  is  necessary  for  the  first  foreign 
subsidiary  of  the  American  corporation  to  own  all  of  the  voting  stock 
of  the  second  foreign  subsidiary  in  order  for  the  American  parent 
corporation  to  receive  the  foreign  tax  credit  with  respect  to  dividends 
paid  from  the  profits  of  the  second  foreign  subsidiary.  On  adminis¬ 
trative  grounds  there  is  a  basis  for  requiring  majority  ownership,  but 
not  complete  ownership,  of  the  second  foreign  subsidiary  by  the  firts 
foreign  subsidairy.  Therefore,  section  331  of  your  committee’s  bill 
extends  the  foreign  tax  credit  to  apply  in  the  case  of  dividends  received 
by  American  corporations  in  such  cases  of  majority  ownership. 

These  amendments  are  expected  to  result  in  a  revenue  loss  of  $30 
million  in  a  full  year’s  operation. 

This  provision  is  effective  with  respect  to  dividends  received  by  a 
foreign  corporation  during  taxable  years  beginning  after  December 
31,  1950. 

16.  Postponement  of  due  date  for  returns  oj  China  Trade  Act  Corporations 

Under  present  law  China  Trade  Act  Corporations  are  allowed  a 
credit  against  their  income  for  the  net  income  derived  from  sources 
within  China  with  respect  to  the  portion  of  the  stock  of  the  corporation 
held  by  Chinese  or  American  shareholders.  Also,  the  corporation 
must  distribute  an  amount  at  least  equal  to  the  amount  of  the  income 
tax  which  ordinarily  would  be  imposed  in  such  cases  in  order  to  receive 
the  full  credit.  As  a  result  of  hostilities  and  unsettled  conditions  gen¬ 
erally  in  the  Far  East,  it  is  impossible  in  many  cases  for  corporations 
doing  business  in  China  to  make  a  distribution  of  any  earnings  derived 
from  China  or  even  to  know  the  size  of  such  earnings.  For  that 
reason  section  613  of  your  committee’s  bill  amends  present  law  to 
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provide  that  the  Secretary  of  the  Treasury  may  postpone  the  due  date 
up  to  the  end  of  1953  for  the  paying  of  any  income  tax  and  the  filing  of 
the  return  with  respect  to  years  beginning  and  ending  in  the  period 
January  1,  1949,  to  September  30,  1953,  if  he  deems  such  deferment 
reasonable  under  the  circumstances.  Since  the  requirement,  that  in 
order  to  receive  the  full  credit  the  distribution  of  earnings  derived  from 
China  must  at  least  equal  the  income  tax  which  otherwise  would  have 
been  paid,  neec  not  be  met  prior  to  the  time  the  taxes  are  due  and 
payable,  the  postponement  of  the  due  date  also  has  the  effect  of 
permitting  the  taxpayer  to  postpone  the  distribution  of  earnings. 

This  provision  will  have  no  permanent  effect  on  the  revenue. 

1 7.  Application  of  the  intercorporate  dividends-received  credit  in  the  case 

of  resident  foreign  corporations 

Under  present  law  foreign  corporations  engaged  in  trade  or  business 
within  the  United  States  are  subject  to  the  regular  corporate  income 
taxes  with  respect  to  that  portion  of  their  income  which  is  derived 
from  sources  within  the  United  States.  However,  where  such  cor¬ 
porations  pay  dividends  to  a  United  States  domestic  corporation,  no 
dividends-received  credit  is  allowed  the  latter,  although  such  credit 
would  be  allowed  if  the  domestic  corporation  were  receiving  dividends 
from  another  domestic  corporation.  Thus,  two  full  corporate  taxes 
are  paid  with  respect  to  dividend  income  received  from  foreign  corpo¬ 
rations  engaged  in  trade  or  business  within  the  United  States  (to  the 
extent  that  the  dividends  are  paid  out  of  income  derived  from  sources 
within  the  United  States),  while  as  a  result  of  the  intercorporate  divi¬ 
dends-received  credit,  dividends  paid  by  one  domestic  corporation  to 
another  are  subject  only  to  a  little  more  than  one  full  corporate  income 
tax. 

To  remove  this  discrimination,  section  311  of  your  committee’s  bill 
amends  section  26  (b)  of  the  code,  relating  to  the  dividends-received 
credit,  to  provide  that  under  certain  conditions  dividends  received 
from  foreign  corporations  engaged  in  trade  or  business  within  the 
United  States  are  to  be  eligible  for  the  85-percent  intercorporate 
dividends-received  credit.  However,  the  credit  is  to  be  extended 
only  with  respect  to  so  much  of  the  income  as  was  earned  in  the 
United  States.  Moreover,  the  credit  is  to  be  made  available  only 
with  respect  to  income  earned  in  the  United  States  during  an  unin¬ 
terrupted  period  in  which  the  corporation  was  engaged  in  a  trade 
or  business  within  the  United  States.  Also,  for  administrative  reasons 
the  credit  is  to  be  made  available  only  where  50  percent  or  more  of 
the  gross  income  of  the  foreign  corporation  was  derived  from  sources 
within  the  United  States. 

This  provision  of  your  committee’s  bill  is  effective  with  respect  to 
taxable  years  beginning  after  December  31,  1950. 

It  is  estimated  that  this  provision  will  result  in  an  annual  loss  of 
revenue  of  $1  million. 

18.  Net  operating  loss  deductions 

Section  329  of  the  bill  permits  net  operating  losses  of  1948  and  1949 
to  be  carried  forward  4  years  instead  of  2.  This  provision  is  necessary 
in  order  to  reduce  the  existing  disparities  in  the  treatment  of  different 
tax  years. 

The  Revenue  Act  of  1950  provided  that  the  net  operating  loss  for 
a  year  may  be  carried  back  to  offset  income  of  the  preceding  year  and 
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may  be  carried  forward  to  offset  income  of  the  5  succeeding  years. 
This  provision  was  made  effective  for  losses  in  1950  and  later  years. 
Losses  in  years  prior  to  1950  may  be  carried  back  2  years  and  carried 
forward  2  years.  The  effect  of  the  change  in  the  1950  act  was  to 
permit  losses  in  1950  and  subsequent  years  to  be  applied  to  offset 
possible  income  in  six  other  years,  whereas  losses  in  1949  and  earlier 
years  could  be  applied  to  offset  possible  income  in  only  four  other  years. 

So  far  as  a  taxpayer  with  income  in  1950,  1951,  or  1952  is  concerned, 
the  1950  act  had  the  effect  of  reducing  the  number  of  possible  loss 
years  whose  net  operating  losses  could  be  applied  to  offset  the  1950, 
1951,  or  1952  income.  This  is  because  a  loss  in  a  year  subsequent 
to  1949  may  be  carried  back  only  1  year  instead  of  2  years.  For 
example,  a  taxpayer  with  income  in  1947  had  four  potential  loss  years 
which  might  be  applied  against  the  1947  income — 1945,  1946,  \948, 
and  1949 — whereas  a  taxpayer  with  income  in  1950  has  only  three 
potential  loss  years  which  might  be  applied  against  the  1950  income 
— 1948,  1949,  and  1951.  Also,  a  taxpayer  with  income  in  1953  or 

1954  would  not  have  as  many  potential  loss  years  which  might  be 
applied  against  his  income  in  those  years  as  a  taxpayer  with  income  in 

1955  (when  the  provision  in  the  1950  act  becomes  fully  effective),  since 
1953  income  may  be  offset  only  by  1950,  1951,  1952,  and  1954  losses  (4 
years)  and  1954  income  may  be  offset  only  by  1950,  1951,  1952,  3  951, 
and  1955  losses  (5  years),  compared  with  an  offset  against  six  potential 
loss  years  in  the  case  of  income  in  1955  and  subsequent  years. 

Bv  permitting  1948  and  1949  losses  to  be  carried  forward  4  years, 
the  bill  increases  to  four  the  number  of  loss  years  which  may  be  applied 
to  1951  income  and  increases  to  five  the  number  of  loss  years  which 
may  be  applied  to  the  income  of  1952  and  1953.  No  comparable 
provision  appears  in.  the  House  bill. 

Under  present  law,  new  corporations  formed  during  the  period 
1946  to  1949  are  at  a  competitive  disadvantage  as  a  result  of  the 
existing  net  operating  loss  provisions.  For  example,  a  corporation 
formed  in  1947  with  losses  in  that  year  obviously  is  unable  to  carry 
back  its  losses  and  can  only  carry  them  forward  2  years.  A  com¬ 
petitor,  formed  in  1950,  can  carry  forward  its  losses  5  years  to  1955. 
In  order  to  correct  this  inequity,  the  bill  provides  that  new  corporations 
formed  in  a  taxable  year  beginning  after  December  31,  1945,  which 
sustain  a  net  operating  loss  for  any  taxable  year  beginning  after  that 
date  and  before  January  1,  1950,  may  carry  forward  such  loss  (to 
the  extent  not  absorbed  by  a  carry-back)  for  four  taxable  yeais, 
instead  of  two  taxable  years  as  under  present  law. 

These  provisions  are  applicable  in  computing  the  net  operating  loss 
deduction  in  taxable  years  beginning  after  December  31,  1948. 

There  will  be  no  permanent  revenue  loss  from  these  provisions. 

19.  Corporate  reorganizations  ( spin-ojfs ) 

Section  317  of  your  committee’s  bill  adds  a  new  section  112  (b) 
(11)  of  the  code  to  provide  for  the  nonrecognition  of  gain  from  the 
receipt  of  stock  in  corporate  exchanges  carrying  out  transactions 
known  as  spin-offs.  A  spin-off  occurs  when  a  part  of  the  assets  of  a 
corporation  is  transferred  to  a  new  corporation  and  the  stock  in  the 
latter  is  distributed  to  the  shareholders  of  the  original  corporation 
without  a  surrender  by  the  shareholders  of  stock  in  the  distributing 
corporations.  It  is  intended  that  section  317  shall  be  applicable  even 
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though  the  portion  of  the  business  which  is  spun  off  is  already  organ¬ 
ized  as  a  separate  corporation,  with  the  result  that  it  is  the  stock  of 
that  corporation,  rather  than  the  underlying  assets,  which  is  trans¬ 
ferred  to  the  new  corporation  whose  stock  is  distributed.  For 
example,  if  among  the  assets  of  corporation  A  is  the  stock  of  a  subsid¬ 
iary  corporation  B,  whether  or  not  wholly  or  even  majority  owned, 
and  business  reasons  exist,  unrelated  to  any  desire  to  make  a  distribu¬ 
tion  of  earnings  and  profits  to  its  shareholders,  for  the  separation  of 
the  assets  consisting  of  such  stock,  such  separation  may  be  effected 
without  recognition  of  gain  to  corporation  A  or  its  stockholders  by 
transferring  the  stock  of  B  to  a  newly  organized  corporation  C  in 
exchange  for  its  stock,  followed  by  the  distribution  of  C’s  stock  to  the 
stockholders  of  A  without  the  surrender  of  their  stock. 

This  section  has  been  included  in  the  bill  because  your  committee 
believes  that  it  is  economically  unsound  to  impede  spin-offs  which 
break-up  businesses  into  a  greater  number  of  enterprises,  wdren  under¬ 
taken  for  legitimate  business  purposes.  A  similar  provision  was  con- 
contained  in  the  revenue  revision  bill  of  1948  which  passed  the  House 
but  was  not  acted  upon  by  the  Senate,  and  a  similar  provision  was 
included  in  the  Senate  version  of  the  bill  which  became  the  Revenue 
Act  of  1950. 

Section  317  has  been  drafted  so  as  to  limit  its  benefits  to  reorgan¬ 
izations  in  which  all  of  the  new  corporations  as  well  as  the  parent 
are  intended  to  carry  on  a  business  after  the  reorganization  and  w'bere 
only  stock  (other  than  preferred)  is  distributed  by  the  corporation  or 
corporations.  Nonrecognition  of  gain  has  been  denied  also  in  cases 
where  the  reorganization  was  principally  a  device  for  the  distribution 
of  the  earnings  and  profits  of  the  corporations  which  are  parties  to 
the  reorganization. 

Section  317  of  the  bill  also  adds  a  new  section  113  (a)  (23)  to  the 
code  providing  that,  in  the  case  of  stock  distributed  in  a  spin-off,  the 
basis  of  the  new  stock,  and  the  old  stock,  respectively,  in  the  share¬ 
holder’s  hands,  is  to  be  determined  by  allocating  between  the  old 
stock  and  the  new  stock  the  adjusted  basis  of  the  old  stock. 

These  provisions  of  your  committee’s  bill  are  to  be  effective  with 
respect  to  taxable  years  ending  after  the  date  of  the  enactment  of  this 
bill,  but  are  to  apply  only  to  distributions  of  stock  made  after  that 
date. 

The  revenue  loss  resulting  from  this  provision  is  expected  to  be  small. 
20.  Back  mail  pay  of  railroads 

After  an  application  for  increased  mail  pay  made  by  the  railroads  in 
February  1947,  the  Interstate  Commerce  Commission  in  December 
1947,  ordered  an  interim  increase  of  25  percent  in  mail-pay  rates  effec¬ 
tive  after  February  19,  1947,  pending  further  investigation.  Amounts 
represented  by  this  increase  were  reported  for  tax  purposes  by  the 
railroads  in  the  years  in  which  the  services  were  rendered.  On 
December  4,  1950,  the  ICC  awarded  the  railroads  $312  million  in  back 
mail  pay  for  the  period  from  February  19,  1947,  through  December  31, 
1950.  Of  this  amount,  about  $160  represented  the  25-percent  increase 
previously  granted  on  a  temporary  basis  with  respect  to  the  services 
rendered  in  the  period  1947-50,  and  about  $158  million  represented 
an  additional  increase  with  respect  to  those  same  services. 
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Your  committee  believes  that  this  latter  amount  should  receive  the 
same  tax  treatment  as  the  amount  previously  granted,  inasmuch  as 
both  represent  compensation  for  the  same  services.  Therefore,  in 
order  to  avoid  any  uncertainty,  section  610  of  your  committee’s  bill 
provides  that  the  additional  payments  authorized  by  the  December 
4,  1950,  order  shall  be  included  in  income  for  the  years  in  which  the 
railroads  rendered  the  services  for  which  the  additional  payments  were 
made.  It  is  specifically  provided  that  no  interest  shall  be  due  with 
respect  to  any  period  prior  to  July  1,  1951,  for  deficiencies  resulting 
from  the  inclusion  of  the  additional  payments  in  the  back  years. 

It  is  estimated  that  inclusion  of  these  payments  in  the  back  years 
will  result  in  about  $10  million  less  revenue  than  if  they  were  taxed 
in  the  year  in  which  received. 

21.  Income  from  discharge  of  indebtedness 

Section  22  (b)  (9)  of  the  code  excludes  from  gross  income,  in  the 
case  of  a  corporation,  the  amount  of  income  attributable  to  the  dis¬ 
charge  of  indebtedness  evidenced  by  a  bond,  debenture,  note,  certifi¬ 
cate,  or  other  evidence  of  indebtedness.  The  provisions  of  this  sec¬ 
tion  are  temporary  under  existing  law  and  expire  automatically  on 
December  31,  1951.  Section  304  of  your  committee’s  bill  provides 
for  the  permanent  enactment  of  the  section. 

The  exclusion  provided  by  section  22  (b)  (9)  is  to  be  applicable 
only  if  the  corporation  consents  to  a  reduction  in  the  basis  of  its 
properties  under  section  113  (b)  (3)  in  accordance  with  the  regula¬ 
tions  then  in  effect.  The  reduction  of  basis  under  section  113  (b)  (3) 
is  in  an  amount  equal  to  the  income  excluded  under  section  22  (b) 
(9).  In  the  event  an  amount  is  excluded  from  gross  income  under 
these  provisions,  an  adjustment  is  made  for  unamortized  premium 
or  unamortized  discount  on  the  discharged  obligation. 

The  Secretary  of  the  Treasury  has  authority  under  section  113  (b) 
(3)  to  prescribe  regulations  which  will  set  forth  rules  under  which  the 
adjustment  to  basis  shall  be  made.  Existing  regulations  (sec.  29.113 
(b)  (3)— 1  of  Regulations  111)  provide  that  an  amount  equal  to  the 
excluded  income  is  first  to  be  applied  in  reduction  of  the  basis  of  the 
specific  property  (other  than  inventory,  notes,  or  accounts  receivable) 
in  the  acquisition  of  which  the  indebtedness  was  incurred.  The 
reduction  of  basis  in  such  case  merely  reflects  an  adjustment  in  the 
purchase  price  of  the  property.  The  reduction  of  basis  under  the 
regulations  is  then  successively  applied  to  the  following  classes  of 
property:  (1)  Property  securing  the  indebtedness,  (2)  other  property 
of  the  taxpayer,  and  finally  (3)  inventory  and  accounts  and  notes 
receivable.  Within  these  classes,  the  reduction  in  basis  is  applied 
proportionately  to  the  property  included  in  the  class  without  regard 
to  whether  the  property  is  depreciable  or  nondepreciable.  In  order 
to  assure  that  the  exclusion  of  income  by  operation  of  section  22  (b)  (9) 
may  result  only  in  a  temporary  postponement  of  the  tax  liability,  your 
committee  understands  that  the  Secretary  of  the  Treasury  will  require 
by  regulations  that,  after  adjustment  of  the  basis  of  certain  property 
acquired  with  the  purchase  money  indebtedness,  whatever  reduction 
in  basis  of  property  remains  to  be  taken  under  section  113  (b)  (3)  will 
be  taken,  in  general,  against  depreciable  property  or  property  subject 
to  cost  depletion  and  only  as  a  last  resort  against  nondepreciable 
property.  Thus,  in  general,  it  is  intended  that  a  reduction  in  the 
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basis  of  nondepreciable  property  will  be  made  only  after  the  exhaustion 
of  depreciable  property  or  property  subject  to  cost  depletion.  This 
provision  will  assure  the  collection  within  a  reasonable  time  of  the 
taxes  postponed  and  will,  therefore,  have  no  appreciable,  long-run 
effect  on  the  revenue. 

Section  304  of  your  committee’s  bill  makes  a  technical  amendment 
to  section  22  (b)  (9)  to  allow  for  greater  flexibility  as  to  the  time  for 
filing  the  required  consent  to  a  reduction  of  basis.  Under  the  present 
law,  the  taxpayer  must  file  its  consent  with  its  return  for  the  taxable 
year.  The  bill  amends  the  section  to  provide  that  the  consent  shall 
be  filed  at  such  time  as  the  Secretary  of  the  Treasury  may  prescribe. 
Under  this  amendment,  the  Department  could  continue  to  require 
that  the  consent  be  filed  with  the  return  in  the  ordinary  case,  but 
might  make  provision  for  filing  of  the  consent  at  a  later  date  in  appro¬ 
priate  hardship  cases. 

Your  committee  has  provided  that  this  amendment  shall  be 
effective  with  respect  to  taxable  years  ending  after  December  31,  1950. 

Section  304  of  your  committee’s  bill  extends  for  an  additional  3-year 
period  the  exclusion  provided  for  railroad  corporations  under  section 
22  (b)  (10)  of  the  code.  Section  22  (b)  (10)  provides  that  the  amount 
of  income  attributable  to  the  discharge  of  any  indebtedness  of  a  rail¬ 
road  corporation,  as  defined  in  section  77  (m)  of  the  National  Bank¬ 
ruptcy  Act,  shall  be  excluded  to  the  extent  that  such  income  is  deemed 
to  have  been  realized  by  a  modification  or  cancellation  of  indebtedness 
pursuant  to  an  order  of  the  court  in  a  receivership  proceeding  or  a 
proceeding  under  section  77  of  the  National  Bankruptcy  Act.  This 
section  also  expires  automatically  on  December  31,  1951.  Unlike 
section  22  (b)  (9),  section  22  (b)  (10)  does  not  require  ft  reduction 
in  the  basis  of  the  taxpayer’s  properties  as  a  condition  to  the  exclusion 
of  the  income.  The  extension  of  the  expiration  date  of  section  22 
(b)  (10)  made  by  this  section  of  your  committee’s  bill  is  to  December 
31,  1954. 

The  revenue  loss  from  these  amendments  is  expected  to  be  negligible. 
22.  Liquidation  of  corporations 

Under  the  Revenue  Act  of  1950,  domestic  corporations,  includ¬ 
ing  personal  holding  companies,  may  be  liquidated  under  section 
112  (b)  (7)  of  the  code  for  a  limited-  period  without  payment  of  capital 
gain  tax  by  the  stockholders  on  the  appreciation  in  value  of  assets 
held  by  the  companies.  In  general,  in  the  case  of  gain  on  stock  held 
by  individuals  only  that  portion  of  the  distribution  to  the  shareholders 
which  represents  accumulated  earnings  is  to  be  taxed,  to  the  extent  of 
the  gain,  as  ordinary  income.  So  much  of  the  remainder,  to  the  extent 
of  the  balance  of  the  gain  as  consists  of  money,  or  of  stock  or  of  securi¬ 
ties  acquired  by  the  corporation  after  a  basic  date  (August  15,  1950) 
is  to  be  treated  as  a  capital  gain. 

Under  section  112  (b)  (7)  in  its  pre-1950  form,  a  similar  election 
was  available  when  the  plan  of  liquidation  was  adopted  after  the  date 
of  enactment  of  the  Revenue  Act  of  1943  and  put  into  effect  during 
the  calendar  year  1944.  Under  the  amendment  made  by  the  Reve¬ 
nue  Act  of  1950,  this  election  was  restored  for  plans  of  liquidation 
adopted  after  December  31,  1950,  and  effected  during  any  one  calendar 
month  in  1951. 

Section  316  of  your  committee’s  bill  extends  the  application  of  sec¬ 
tion  112  (b)  (7)  so  that  taxpayers  may  exercise  a  similar  election  to 
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cover  liquidations  of  corporations  during  1952.  This  1-year  extension 
of  the  election  will  facilitate  the  liquidation  of  domestic  personal 
holding  companies.  The  committee  believes  it  desirable  to  expedite 
the  liquidation  of  such  companies. 

This  provision  of  your  committee’s  bill  is  effective  with  respect  to 
taxable  years  ending  after  December  31,  1951. 

It  is  anticipated  that  the  revenue  loss  resulting  from  this  amend¬ 
ment  will  be  negligible. 

23.  Capital  gains  oj  corporations  improperly  accumulating  surplus  (sec, 

102 ) 

Section  102  of  the  code  imposes  an  additional  tax  on  corporations 
improperly  accumulating  surplus  to  avoid  payment  of  surtax  by 
stockholders.  This  additional  tax  is  imposed  on  the  undistributed 
“section  102  net  income”,  which  is,  in  general,  net  income  minus  the 
normal  tax,  surtax,  and  excess  profits  tax  of  the  corporation.  Under 
present  law,  the  section  102  tax  applies  to  the  long-term  capital  gains 
of  the  corporation  as  well  as  to  its  ordinary  income.  Your  committee 
is  of  the  opinion,  however,  that  the  problem  of  avoidance  of  surtax  by 
stockholders  does  not  arise  in  the  case  of  net  long-term  capital  gains, 
since  these  gains  would  have  been  taxed  at  a  maximum  rate  of  25 
percent  if  they  had  been  realized  by  the  stockholder  directly.  Fur¬ 
thermore,  with  present  high  replacement  costs,  corporate  capital  gains 
must  be  reinvested  in  order  to  keep  the  corporation’s  business  activi¬ 
ties  at  their  current  level.  Therefore,  section  315  of  your  committee’s 
bill  amends  section  102  in  order  to  exclude  net  long  term  capital  gains 
from  the  undistributed  income  subject  to  the  section  102  tax.  How¬ 
ever,  this  amendment  further  provides  that  the  capital  gain  tax  is  not 
to  be  allowed  as  a  deduction  in  computing  income  subject  to  the  section 
102  tax. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

The  revenue  loss  from  this  amendment  is  expected  to  be  negligible. 

24.  LIFO  method  oj  accounting 

Under  the  present  law  taxpayers  using  the  LIFO  inventory  method 
have  until  the  end  of  1952  in  which  to  make  replacements  of  inven¬ 
tories  involuntarily  depleted  during  World  War  II.  They  have  until 
the  end  of  1955  to  make  replacements  of  inventories  involuntarily 
depleted  during  the  present  emergency.  However,  inventory  replace¬ 
ments  are  required  to  be  attributed  to  the  most  recent  liquidations 
not  already  replaced,  so  that  a  replacement  before  the  end  of  1952 
must  be  treated  as  a  replacement  of  inventory  liquidated  during  the 
present  emergency  before  any  inventory  increases  can  be  treated  as 
replacements  of  inventory  liquidated  during  World  War  II.  This 
makes  it  difficult  for  taxpayers  now  suffering  liquidations  to  replace 
World  War  II  inventory  liquidations  before  the  end  of  1952. 

Section  306  of  your  committee’s  bill  corrects  this  situation  by  pro¬ 
viding,  in  effect,  that  replacements  made  prior  to  1953  are  first  to  be 
deemed  to  be  replacements  of  liquidations  during  the  World  War  II 
period  rather  than  first  being  deemed  to  be  replacements  of  liquida¬ 
tions  during  the  present  emergency. 

This  provision  of  your  committee’s  bill  is  effective  with  respect  to 
taxable  years  ending  after  June  30,  1950. 

The  revenue  loss  from  this  amendment  is  expected  to  be  small. 


62 


REVENUE  ACT  OF  1951 


25.  Exchanges  and  distributions  under  SEC  orders 

Supplement  R  of  chapter  1  of  the  Code  provides,  in  general,  that 
gain  shall  not  be  recognized  to  a  corporation  transferring  property 
to  another  corporation  which  is  a  member  of  the  same  system  group 
if  the  transfer  is  under  order  of  the  Securities  and  Exchange  Com¬ 
mission.  A  "system  group”  is  there  defined  as  a  chain  of  corpora¬ 
tions  connected  with  a  common  parent  through  90-percent  ownership 
of  each  class  of  stock  other  than  stock  preferred  both  as  to  dividends 
and  assets. 

A  case  has  been  brought  to  the  attention  of  your  committee  in  which 
a  parent  corporation  owned  over  96  percent  of  a  $46  million  stock 
issue  but  owned  slightly  less  than  90  percent  of  a  $15,000  stock  issue 
which  was  preferred  as  to  dividends  but  not  as  to  assets.  Thus, 
under  the  present  provisions  of  Supplement  R  this  corporation’s 
failure  to  own  90  percent  of  the  $15,000  issue  results  in  the  non- 
recognition-of-gain  provision  being  inapplicable  in  this  case.  Your 
committee  believes  this  application  of  the  rule  to  be  unduly  harsh  in 
its  results. 

Therefore,  section  337  of  your  committee’s  bill  amends  Supplement 
R  to  provide  that,  in  addition  to  the  present  definition  of  a  system 
group,  corporations  be  permitted  to  qualify  as  a  system  group  if  the 
parent  owns  90  percent  of  each  class  of  stock  other  than  preferred 
stock  and  other  than  stock  which  is  preferred  as  to  dividends  but  not 
as  to  assets  if  the  value  of  such  stock  is  less  than  1  percent  of  the 
aggregate  value  of  all  classes  of  nonpreferred  stock. 

This  amendment  is  effective  with  respect  to  taxable  years  affected 
by  an  exchange  or  distribution  made  after  December  31,  1947. 

The  revenue  loss  under  this  amendment  will  be  negligible. 

26.  Preferred  stock  of  public  utilities 

Section  611  of  your  committee’s  bill  is  intended  to  correct  section 
15  (a)  of  the  code  which  permits  public  utilities  furnishing  telephqne 
service,  electrical  energy,  gas, "or  water  to  take  a  partial  credit  against 
net  income  for  dividends  paid  on  preferred  stock  originally  issued  be¬ 
fore  October  1,  1942.  The  existing  credit  is  designed  to  give  these 
public  utilities  a  tax  saving  equal  to  14  percent  of  the  amount  of  the 
preferred  stock  dividends.  The  provision  of  your  committee’s  bill 
amends  section  15  (a)  with  respect  to  taxable  years  beginning  before 
April  1,  1951,  to  make  the  intercorporate  dividends-received  credit 
available  in  the  case  of  dividends  on  preferred  stock  of  public  utilities 
if  the  special  dividends  paid  credit  for  public  utilities  provided  by 
section  26  (b)  has  not  been  received  by  the  utility. 

The  revenue  loss  resulting  from  this  amendment  will  be  negligible. 

27.  Earnings  of  dependents 

Section  25  (b)  (1)  (D)  of  the  code  allows  a  taxpayer,  as  a  credit 
against  net  income,  an  exemption  of  $600  for  each  dependent  whose 
gross  income  in  the  year  is  less  than  $500.  Prior  to  the  Revenue 
Act  of  1948,  the  exemption  for  dependents  amounted  to  $500.  Thus, 
before  the  amendment  made  by  that  act,  the  amount  of  the  exemp¬ 
tion  conformed  with  the  amount  of  earnings  which  a  dependent  was 
allowed  before  the  taxpayer  was  denied  an  exemption  on  his  account. 
However,  in  increasing  the  exemption  to  $600,  the  1948  act  failed  to 
make  an  equivalent  increase  in  the  amount  of  the  dependent’s  allow¬ 
able  earnings. 
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Your  committee  believes  that  these  provisions  of  present  law  should 
be  brought  into  conformity.  Not  only  is  the  present  treatment 
inconsistent,  but  it  leads  inevitably  to  confusion  on  the  part  of  tax¬ 
payers. 

For  this  reason,  section  310  of  your  committee’s  bill  amends  section 
25  (b)  (1)  (D)  in  order  to  permit  the  exemption  for  dependents  whose 
earnings  are  less  than  $600. 

This  amendment  applies  to  taxable  years  beginning  after  December 
31,  1950. 

The  revenue  loss  from  this  provision  is  expected  to  be  small. 

28.  Aline  exploration  expenditures 

It  is  generally  recognized  that  the  presently  available  mineral 
resources  of  this  country  are  in  many  respects  deficient  in  view  of  the 
ever-increasing  demands  of  our  economy,  especially  in  an  emergency 
period  such  as  the  present.  Not  only  is  this  true  with  many  common 
metals  such  as  copper,  zinc,  and  lead,  but  it  is  even  more  true  with 
respect  to  many  rare  metals  and  nonmetallic  minerals.  Intensified 
and  expanded  efforts  to  find  new  deposits  of  ores  and  other  minerals 
are  highly  desirable. 

Under  present  law,  expenditures  for  ascertaining  the  location, 
extent,  and  quality  of  mineral  deposits  cannot  be  deducted  (unless 
such  expenditures  produce  no  useful  results,  in  which  case  they  can 
be  deducted  as  with  any  other  loss) ,  but  must  be  capitalized.  Amounts 
so  capitalized  can  be  recovered  for  tax  purposes  only  through  depletion 
allowances.  Moreover,  if  the  depletion  allowance  is  based  upon  a 
percentage  of  gross  income  from  the  property,  this  deduction  is  the 
same  whether  a  large  or  a  small  sum  was  spent  for  exploration,  so  that 
there  is  no  special  tax  incentive  for  increased  exploration  expenditures. 

Your  committee  believes  that  a  special  incentive  for  increased 
exploration  for  mineral  deposits  is  desirable,  especially  in  the  case  of 
taxpayers  with  limited  financial  resources.  Therefore,  section  341 
of  your  committee’s  bill  provides  that  with  respect  to  expenditures 
made  to  ascertain  the  existence,  location,  extent,  or  quality  of  any 
deposit  of  ore  or  other  mineral  (other  than  oil  and  gas),  prior  to  the 
development  stage  of  a  mine,  the  taxpayer  may  elect  to  deduct  in 
any  taxable  year  any  amount  up  to  $75,000  paid  or  incurred  in  that 
year;  or  he  may  defer  any  amount  up  to  $75,000  not  deducted  in  the 
current  year,  and  deduct  that  amount  ratably  as  the  minerals  dis¬ 
covered  or  explored  as  the  result  of  the  expenditure  are  sold.  Any 
taxpayer  may  treat  such  expenditures  made  in  any  4  years,  up  to 
$75,000  per  year,  as  deductible  in  either  of  these  ways;  after  he  has 
done  this  for  4  years,  additional  expenditures  for  exploration  must  be 
capitalized  as  under  present  law.  Amounts  so  deducted  will  be  a 
substitute  for  cost  depletion  based  on  such  expenditures,  but  the 
allowances  for  depletion  based  upon  a  percentage  of  gross  profit  will 
not  be  affected. 

The  reduction  in  revenue  resulting  from  this  provision  is  expected 
to  be - in  a  full  year’s  operation. 

The  amendments  made  by  this  section  of  your  committee’s  bill 
will  apply  to  taxable  years  ending  after  December  30,  1950. 

29.  Corporate  liquidations  accompanied  by  reorganizations 

Section  112  (c)  (2)  of  the  code  provides,  in  effect,  that  if  a  distribu¬ 
tion  of  cash  or  other  property  together  with  stock  or  securities  is 
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“made  in  pursuance  of  a  plan  of  reorganization,”  but  “has  the  effect 
of  the  distribution  of  a  taxable  dividend,”  then  the  excess  of  the  value 
of  the  cash  or  other  property  and  stock  or  securities  received  by  the 
stockholder  over  the  cost  or  other  basis  of  his  stock,  which  would 
otherwise  be  taxable  as  a  capital  gain  to  the  extent  of  the  cash  or  other 
property  received,  shall,  to  the  same  extent  and  to  the  extent  of  the 
earnings  and  profits  so  distributed,  be  taxed  at  ordinary  rates  as  if  the 
cash  or  other  property  had  been  received  as  a  dividend. 

This  provision  was  intended  to  apply  to  a  situation  where  a  cor¬ 
poration  with  accumulated  earnings  and  profits  in  the  form  of  cash 
or  the  equivalent  transferred  its  operating  assets  to  a  newly  formed 
corporation  in  exchange  for  its  stock  and  then  distributed  the  cash 
and  the  stock  of  the  new  corporation  to  its  stockholders.  In  such 
cases  the  corporation  can  continue  its  industrial  or  commercial  opera¬ 
tions  under  the  new  corporation’s  charter  exactly  as  it  would  have 
done  had  there  been  no  reorganization  but  merely  the  distribution  of 
a  cash  dividend  to  its  shareholders.  In  such  cases  the  underlying 
realities  and  not  the  outward  forms  of  the  transaction  should  determine 
the  tax  consequences. 

However,  there  are  situations  which  involve  a  reorganization  which 
is  only  incidental  to  the  actual  discontinuance  and  liquidation  of  a 
business,  and  where  the  reorganization  is  expedient  to  carry  out  certain 
necessary  transactions.  Such  a  case  was  brought  to  the  attention  of 
your  committee.  In  that  case  a  corporation  which  had  been  engaged 
in  certain  industrial  operations  for  many  years  terminated  those  oper¬ 
ations,  sold  its  remaining  industrial  plant  and  equipment,  collected 
its  accounts  receivable,  and  prepared  to  completely  liquidate.  How¬ 
ever,  among  its  assets,  in  addition  to  a  substantial  amount  of  cash 
obtained  from  the  disposal  of  its  operating  assets,  were  several  tracts 
of  unimproved  land.  It  was  not  desirable  to  sell  the  land,  since 
valuable  leases  could  be  executed  with  respect  to  much  of  it.  Neither 
was  it  expedient  to  distribute  the  land  to  a  number  of  stockholders, 
living  in  different  parts  of  the  country,  since  joint  execution  of  leases, 
collection  of  rents,  etc.  would  be  impracticable.  So  the  land  was 
transferred  to  a  newly  organized  corporation  for  its  stock  and  that 
stock,  together  with  the  proceeds  of  the  sale  of  the  operating  assets, 
was  distributed  to  the  stockholders  in  complete  liquidation  and  the 
old  corporation  was  dissolved. 

It  appears  that  in  such  cases  we  have,  not  a  continuation  of  an 
existing  business  with  a  mere  change  in  corporate  identity  to  afford 
an  excuse  for  a  distribution  of  earnings  and  profits  in  the  guise  of  a 
liquidation,  but  a  bona  fide  liquidation  resulting  from  the  termination 
of  business  operations,  .and  the  formation  of  a  new  corporation  inci¬ 
dental  thereto  motivated  by  sound  business  reasons.  Nevertheless, 
it  seems  probable  that  the  Treasury  Department  will  hold  that  in 
such  taxes  a  taxable  dividend  was  distributed,  in  view  of  the  language 
of  a  decision  of  the  Supreme  Court  {Estate  of  Bedford,  325  U.  S.  283), 
which  appears  to  indicate  that  any  distribution  of  cash  or  the  equiva¬ 
lent,  where  the  corporation  has  undistributed  earnings  and  profits,  in 
connection  with  a  reorganization,  is  a  distribution  of  a  taxable  divi¬ 
dend. 

To  avoid  hardships  which  might  result  from  unduly  rigid  inter¬ 
pretations  of  section  112  (c)  (2)  of  the  code,  your  committee  provides, 
in  section  342  of  the  bill,  that  where  a  corporation,  as  part  of  a  plan 
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of  liquidation,  exchanges  unimproved  real  estate  which  is  only  part  of 
its  assets  for  stock  of  a  new  corporation  and  thereafter  distributes  such 
stock  and  its  remaining  assets  in  liquidation,  the  gains  to  the  share¬ 
holders  resulting  from  such  distribution  shall  be  treated  as  capital 
gains  and  not. as  taxable  dividends.  This  treatment  is  provided  only 
if  there  was  a  ‘‘sound  business  reason”  for  the  formation  of  the  new 
corporation,  if  the  corporation  ‘‘was  organized  and  is  operated  for  the 
sole,  purpose  of  holding  title  to  such  real  estate  and  collecting  income 
from  the  leasing  or  sale  thereof  and  if  the  business  of  the  old  corpora¬ 
tion  is  discontinued.”  The  provision  is  made  applicable  to  taxable 
years  beginning  after  December  31,  1947. 

It  is  expected  that  the  reduction  in  revenue  resulting  from  this 
provision  will  be  small. 

C.  Provisions  of  the  House  Bill  Not  Accepted  by  Your 

Committee 

1.  Withholding  on  dividends,  interest,  and  royalties 

Part  I  of  title  II  of  the  House  bill  provides  for  withholding  at  the 
rate  of  20  percent  in  the  case  of  dividends,  certain  interest  (principally 
corporate  bond  interest),  and  royalties.  Under  existing  law  recipi¬ 
ents  of  such  incomes  are  required  to  report  the  total  amount  received 
as  income  on  their  annual  income-tax  returns.  Withholding  is  re¬ 
quired  of  the  payor  only  in  the  case  of  nonresident  aliens. 

The  stated  purpose  of  the  House  bill  is  to  improve  compliance  on 
the  part  of  taxpayers  with  respect  to  these  types  of  investment  in¬ 
come.  Various  estimates  have  been  made  to  the  effect  that  for  cal¬ 
endar  year  1951  underreporting  in  this  area  may  reach  as  much  as 
$3  billion. 

While  your  committee  recognizes  that  there  may  well  be  substantial 
underreporting  of  such  income,  largely  through  carelessness  on  the 
part  of  taxpayers,  it  does  not  believe  that  sufficient  investigation  of 
the  problem  has  been  made  to  justify  such  a  drastic  solution  as 
the  House  bill  proposes.  Your  committee  believes  that  the  with¬ 
holding  provisions  of  the  House  bill  would  work  a  great  hai’dship 
upon  many  taxpayers  and  impose  expensive  administrative  burdens 
upon  the  withholding  agents. 

The  most  obvious  inequity  which  would  result  from  adoption  of 
the  House  provisions  would,  of  course,  be  that  withholding  would  be 
applied  to  many  taxpayers  who  in  fact  have  no  income-tax  liability. 
This  hardship  would  be  particularly  severe,  for  example,  with  respect 
to  an  elderly  retired  individual  living  on  a  small  investment  income. 
As  a  result  of  withholding  at  the  source,  such  a  person’s  income  would 
be  reduced  by  20  percent  at  the  time  he  receives  it.  The  taxpayer 
would  be  out-of-pocket  this  amount  until  such  time  as  he  could  file  a 
claim  for  refund  and  his  claim  could  be  acted  upon.  No  system  lias 
yet  been  devised  which,  in  your  committee’s  opinion,  would  provide 
refunds  speedily  enough  to  mitigate  this  hardship.  Your  committee 
also  fears  that  many  taxpayers,  especially  those  in  the  lower  income 
brackets,  would,  either  through  misunderstanding  or  carelessness,  fail 
to  apply  for  the  refunds  due  them,  thus,  being  deprived  permanently 
of  a  portion  of  their  income. 

This  type  of  inequity  can  also  be  acute  in  the  case  of  tax-exempt 
organizations  which  depend  for  their  support  largely  upon  investment 
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income.  While  the  House  bill  attempts  to  reduce  this  difficulty  by 
permitting  such  organizations  to  take  the  refunds  due  them  as  a 
credit  against  any  withholding  tax  liability  with  respect  to  their 
employees,  your  committee  believes  this  to  be  only  a  limited  solution, 
especially  with  respect  to  such  organizations  with  small  payrolls. 

It  has  been  argued  that  withholding  on  dividends,  interest,  and 
royalties  will  remove  an  existing  discrimination  against  wage  earners 
whose  earnings  are  generally  withheld  upon  today.  However,  it 
should  be  pointed  out  that  under  the  House  bill  the  proposed  20  per¬ 
cent  withholding  rate  woiild  be  applied  to  the  enumerated  types  of 
dividends,  interest,  and  royalty  payments  without  allowance  for  any 
personal  exemptions.  This  is  not  true  with  respect  to  wage  withhold¬ 
ing.  Thus  the  hardship  imposed  upon  recipients  of  investment  income, 
especially  those  with  large  family  responsibilities,  would  be  greater 
than  any  now  imposed  upon  wage  earners. 

In  addition  to  the  hardships  described  above  with  respect  to  the 
individuals  to  be  withheld  upon  under  the  House  bill,  your  committee 
foresees  the  imposition  of  greatly  increased  administrative  burdens 
upon  the  withholding  agents  if  the  plan  were  adopted.  Although  the 
proposal  contains  no  provision  which  would  require  payor  corporations 
to  notify  their  stockholders  of  amounts  withheld  from  dividends,  it  is 
obvious  that  good  stockholder  relations  will  in  practice  require  that 
this  be  done  in  many  cases.  It  is  likewise  probable  that  the  burden 
will  frequently  fall  upon  the  withholding  agent  to  explain  to  the  income 
recipient  why  his  payments  have  suddenly  been  reduced.  These  con¬ 
sequences,  in  addition  to  the  statutory  requirements  of  withholding  in 
the  case  of  each  of  many  recipients  and  transmittal  of  these  amounts  to 
the  Government,  will  clearly  impose  considerable  expense  upon  with¬ 
holding  agents. 

It  has  been  noted  that  the  House  provision  would  also  require 
withholding  with  respect  to  royalty  payments.  Your  committee  has 
not  been  shown  any  need  for  withholding  in  this  area.  Royalty  pay¬ 
ments  are  much  more  apt  to  represent  large  amounts  than  is  true  in 
the  case  of  dividends  and  interest  and  are  more  apt  to  be  received  at 
regular  intervals  over  a  long  period  of  time.  For  these  reasons  such 
payments  are  more  likely  to  be  included  in  the  payee’s  income.  Your 
committee  believes  it  unlikely  that  there  is  any  substantial  under¬ 
reporting  in  this  area.  It  should  be  pointed  out  that  royalty  payments 
with  respect  to  minerals  are  frequently  subject  to  depletion  and  various 
expense  deductions.  The  House  bill  makes  no  allowance  for  such 
deductions. 

While  the  House  bill  requires  withholding  only  on  limited  types  of 
interest,  principally  interest  on  corporate  bonds,  your  committee 
believes  there  are  still  many  unresolved  problems  with  respect  to  the 
interest  upon  which  withholding  has  been  proposed.  This  is  true, 
for  example,  with  respect  to  the  treatment  of  transfers  of  certain  types 
of  coupon  bonds. 

Examination  of  income  tax  returns  through  a  “sampling”  technique 
is  reported  to  indicate  substantial  underreporting  of  various  forms  of 
investment  income.  However,  no  effort  has  been  made  to  determine 
the  extent  to  which  dividends,  interest,  and  royalties  are  paid  to  per¬ 
sons  who  file  no  tax  returns.  Thus,  no  accurate  information  has  been 
developed  which  would  indicate  either  (1)  the  proportion  of  individuals 
not  now  required  to  file  returns  who  receive  income  from  dividends, 
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interest,  and  royalties  and  would,  therefore,  be  required  to  file  for 
refunds  if  withholding  were  imposed,  or  (2)  the  number  of  individuals 
who  receive  dividends,  interest,  and  royalties  who  do  not  file  returns 
but  who  should  do  so.  Information  of  this  type  is  essential  to  any 
appraisal  of  the  need  and  the  desirability  for  legislation  in  this  area. 
It  is  hoped  that  the  Bureau  of  Internal  Revenue  will  make  every 
attempt  to  secure  this  information. 

In  view  of  the  serious  objections  to  the  withholding  plan  of  the 
House  bill  described  above  and  the  lack  of  essential  information  just 
referred  to,  your  committee  has  not  included  the  withholding  provi¬ 
sions  in  its  bill. 

It  has  been  estimated  that  the  withholding  provisions  of  the  House 
bill  would  increase  the  revenues  by  $323  million  annually. 

The  House  bill  requires  the  furnishing  of  information  at  the  source 
as  to  all  payments  of  interest  subject  to  withholding  of  $300  or  over 
and  requires  similar  information  as  to  all  other  interest  payments  of 
over  $100.  Below  those  amounts  information  could  be  required  at 
the  discretion  of  the  Secretary  of  the  Treasury.  Under  present  law, 
interest  payments  of  $600  or  more  are  required  to  be  reported.  Section 
332  of  your  committee’s  bill  amends  this  provision  to  give  the  Secretary 
discretionary  authority  to  require  information  returns  as  to  interest 
payments  of  any  amount.  Moreover,  the  provisions  of  present  law 
which  authorize  that  payments  of  dividends  in  any  amount  be  reported 
at  the  discretion  of  the  Secretary  are  retained.  Your  committee  be¬ 
lieves  that  these  informational  requirements,  in  addition  to  the  wide¬ 
spread  publicity  which  has  been  given  recently  to  the  problem  of  under¬ 
reporting  of  these  types  of  investment  income,  should  substantially 
improve  taxpayer  compliance  in  this  entire  area. 

2.  Surtax  exemptions  and  minimum  excess  profits  tax  credits  o  f  related 
corporations 

Under  existing  law  the  $25,000  corporate  surtax  exemption  and  the 
$25,000  minimum  credit  under  the  excess  profits  tax  are  available  to 
each  member  of  a  group  or  chain  of  related  corporations.  It  has  been 
claimed  that  this  treatment  confers  an  unwarranted  tax  advantage  on 
businesses  carried  out  by  means  of  a  series  of  corporations,  rather  than 
a  single  corporation,  and  sets  up  an  incentive  for  the  artificial  splitting- 
up  of  corporations.  It  is  argued  that  this  effect  of  the  existing  law 
is  difficult  to  reconcile  with  the  fact  that  the  surtax  exemption  and 
the  minimum  credit  were  intended  to  confer  tax  advantages  on  small 
business.  In  an  attempt  to  correct  this  situation,  section  123  of  the 
House  bill  would  reduce  to  one  the  number  of  surtax  exemptions  which 
may  be  claimed  by  a  group  of  “related”  corporations  and  would  limit 
the  minimum  excess  profits  tax  credit  to  a  single  credit  of  $25,000  for 
the  entire  group. 

Under  the  House  bill  the  $25,000  surtax  exemption  and  the  $25,000 
minimum  excess  profits  credit  would  be  divided  equally  among  the 
related  corporations  unless  they  elect  another  method  of  apportion¬ 
ment.  Such  an  election  would  be  made  by  filing  with  the  Secretary 
of  the  Treasury  a  consent  indicating  the  portion  of  the  $25,000  which 
would  be  taken  by  each  of  the  related  corporations  as  its  surtax  ex¬ 
emption  for  the  taxable  year.  This  election  would  permit  the  related 
corporations  to  absorb  the  full  surtax  exemption  and  the  full  minimum 
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excess  profits  credit  so  long  as  the  group  has  a  combined  surtax  net 
income  of  $25,000. 

A  “related”  group  of  corporations  is  defined  in  the  House  bill  so 
as  to  include  one  or  more  chains  of  corporations  connected  through 
ownership  with  a  common  parent  corporation  when  at  least  95  per¬ 
cent  of  the  voting  power  of  all  classes  of  stock  of  each  of  the  corpora¬ 
tions  (except  the  common  parent  corporation)  is  owned  directly  by 
one  or  more  of  the  other  corporations,  and  the  common  parent  owns 
directly  stock  possessing  at  least  95  percent  of  the  voting  power  of 
all  classes  of  stock  of  at  least  one  of  the  other  corporations,  exclud¬ 
ing,  in  computing  such  voting  power,  stock  held  by  such  other  cor¬ 
porations.  A  “related”  group  would  also  exist  if  at  least  95  percent 
of  the  voting  power  of  all  classes  of  stock  of  each  of  two  or  more  cor¬ 
porations  were  owned,  directly  or  indirectly,  by  or  for  one  individual, 
or  if  at  least  95  percent  were  owned,  directly  or  indirectly,  by  or  for 
not  more  than  five  individuals  each  of  whom  owns  substantially  the 
same  proportion  of  the  voting  power  in  each  of  the  corporations. 

In  determining  the  extent  of  an  individual’s  holdings  of  the  stock 
of  a  corporation  for  this  purpose  under  the  House  bill,  he  would  be 
deemed  to  own  stock  held  directly  or  indirectly  by  or  for  his  spouse, 
and  also  that  portion  of  the  stock  owned  by  a  corporation,  partner¬ 
ship,  estate,  or  trust  in  which  he  holds  an  interest,  which  reflects  the 
extent  of  his  interest  in  such  corporation,  partnership,  estate,  or 
trust.  If  he  and  his  spouse  own  dircetly  or  indirectly  more  than  50 
percent  of  the  voting  power  of  a  corporation  he  would  be  considered 
to  own  also  the  stock  in  that  corporation  held  directly  or  indirectly 
by  his  ancestors  and  lineal  descendants. 

Your  committee  realizes  that  there  may  be  some  opportunities  for 
tax  avoidance  under  present  law  through  the  use  of  multiple  corpora¬ 
tions,  although  it  should  be  pointed  out  that  sections  45  and  129  of  the 
code  now  afford  the  Government  protection  in  cases  where  the  prin¬ 
cipal  purpose  of  the  formation  of  multiple  corporations  can  be  shown 
to  be  the  avoidance  of  taxes.  However,  the  House  hill  is  so  broad  in 
its  attack  on  this  problem  that,  if  enacted,  it  could  result  in  substantial 
injury  to  many  businesses  whose  present  corporate  organization  has 
not  been  motivated  by  tax  avoidance. 

Many  businesses  were  organized  in  the  form  of  multiple  corporations 
long  before  the  present  surtax  exemption  and  minimum  excess  profits 
tax  credit  were  introduced.  A  business  may  be  required  to  incorpo¬ 
rate  separately  in  each  State  in  which  it  carries  on  its  activities. 
Furthermore,  State  laws  sometimes  prohibit  the  chartering  of  a  cor¬ 
poration  for  more  than  one  business  purpose.  A  related  corporation 
frequently  will  be  formed  for  the  purpose  of  limiting  liability  with 
respect  to  the  development  of  a  new  and  risky  enterprise.  All  of 
these  are  traditional  and  legitimate  purposes  for  the  creation  of  new 
and  separate  corporations,  yet  the  House  bill  would  strike  at  these 
bona  fide  corporate  entities  in  the  same  manner  as  it  would  treat  cases 
of  true  tax  avoidance. 

Corporations  defined  as  “related”  under  the  House  bill  may,  in 
fact,  be  carrying  on  entirely  unrelated  types  of  business  with  few  or  no 
transactions  between  the  members  of  the  related  groups.  In  such 
cases,  failure  to  extend  the  full  surtax  exemption  and  the  full  excess 
profits  tax  credit  to  each  corporation  could  affect  seriously  its  com- 
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petitive  position  with  respect  to  other  corporations  of  similar  size 
carrying  on  the  same  type  of  business. 

The  provisions  of  the  House  bill  would  apply  to  corporations  with¬ 
out  regard  to  when  they  were  formed.  This  would  work  a  particular 
hardship  on  those  related  corporations  which  were  organized  in  the 
past  for  legitimate  business  reasons.  It  should  be  noted  that  the 
denial  of  the  full  surtax  exemption  and  the  fidl  minimum  excess 
profits  tax  credit  can  result  in  a  very  substantial  increase  in  tax  liabili¬ 
ties,  especially  in  the  case  of  small  corporations.  On  the  other  hand, 
to  limit  a  provision  such  as  that  of  the  House  bill  to  corporations 
created  in  the  future  would  give  rise  to  numerous  competitive  dis¬ 
criminations  between  new  and  old  corporations. 

For  these  reasons,  your  committee  has  eliminated  entirely  this 
provision  of  the  House  bill.  Any  future  study  undertaken  to  develop 
methods  of  limiting  avoidance  in  this  area  should  emphasize  the  im¬ 
portance  of  correcting  the  true  cases  of  avoidance  without  working  a 
hardship  on  legitimate  business  organizations. 

It  was  estimated  that  the  House  provision  would  have  increased 
the  revenues  by  about  $54  million  annually. 

3.  Sale  of  'property  to  controlled  corporations 

Section  310  of  the  House  hill  is  intended  to  forestall  a  reported 
practice  of  selling  depreciable  assets  to  a  corporation  controlled  by 
the  taxpayer  in  order  to  obtain  certain  benefits  available  under 
existing  law.  For  example,  if  the  taxpayer  owns  a  patent,  or  a 
building  which  has  materially  increased  in  value  and  which  he  sells 
to  a  corporation  which  he  likewise  controls,  the  capital  gains  tax 
must  ordinarily  be  paid  by  the  taxpayer,  but  the  building  then  has, 
in  the  hands  of  the  corporation,  an  adjusted  basis  which  is  greater 
than  the  basis  in  the  hands  of  the  taxpayer  by  the  amount  of  the 
gain  realized  on  the  sale  to  the  corporation.  The  property  being  de¬ 
preciable,  the  corporation  will  then  be  able  to  write  off  the  increase 
in  the  adjusted  basis  over  the  remaining  life  of  the  building.  These 
additional  depreciation  charges  are,  of  course,  an  offset  to  ordinary 
income.  Thus,  in  effect,  the  immediate  payment  of  the  capital  gains 
tax  has  been  substituted  for  the  elimination  over  a  period  of  years  of 
the  corporate  income  taxes  on  an  equivalent  amount. 

The  House  bill  attempted  to  eliminate  the  tax  advantage  from  such 
transactions  by  denying  capital  gain  treatment  to  the  transferor  with 
respect  to  sales  or  exchanges  of  depreciable  property  between  a  hus¬ 
band  and  wife  or  between  an  individual  and  a  corporation  more  than 
half  of  the  outstanding  stock  of  which  is  owned  by  or  for  him  directly 
or  indirectly.  For  the  purpose  of  determining  ownership  of  stock 
under  the  House  bill  an  individual  would  be  considered  as  owning  a 
portion  of  the  stock  held  by  a  corporation,  partnership,  state  or  trust 
which  reflects  his  interest  as  a  shareholder,  partner,  or  beneficiary. 
He  would  also  be  considered  as  owning  stock  owned  directly  or  in¬ 
directly  by  or  for  his  spouse,  and  if  he  and  his  spouse  owned  more  than 
10  percent  of  the  outstanding  stock  of  the  company,  he  would  also  be 
considered  as  owning  stock  held  directly  or  indirectly,  by  or  for  his 
brothers  and  sisters,  ancestors  and  lineal  descendants. 

Upon  consideration  of  this  problem  by  your  committee,  it  is  of  the 
opinion  that  a  closer  examination  into  the  reported  cases  should  be 
made  before  an  amendment  of  this  type  is  adopted.  It  appears  that 
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the  House  provision  would  deny  capital  gains  treatment  to  some  bona 
fide  transactions  while  failing  to  deny  such  treatment  in  cases  of  clear 
avoidance.  For  example,  under  the  provision  there  would  be  no  bar 
to  the  sale  of  property  to  a  third  person  who  then  could  sell  it  to  the 
corporation.  Your  committee  believes  that  action  on  this  problem 
should  be  deferred  until  actual  cases  involving  use  of  this  avoidance 
device  have  been  submitted  for  study.  For  this  reason  the  bill 
eliminates  the  House  provision. 

It  was  estimated  that  the  House  provision  would  have  increased  the 
revenue  by  $1  million  annually. 

VII.  STRUCTURAL  CHANGES  IN  THE  EXCESS  PROFITS 

TAX 

Your  committee’s  action  with  respect  to  the  over-all  ceiling  on  the 
excess  profits  tax  and  its  action  relating  to  the  House  amendment 
which  reduced  the  excess  profits  income  credit  from  85  to  75  percent 
of  average  base  period  net  income  have  been  discussed  in  part  IV  of 
this  report  pertaining  to  general  corporate  rate  changes. 

In  addition,  your  committee’s  bill  includes  several  new  provisions 
which  deal  with  various  other  excess  profits  tax  problems  of  a  relief 
nature.  A  great  number  of  these  problems  were  brought  to  the 
attention  of  the  committee  during  its  hearings  on  this  bill,  and  these 
problems  were  examined  by  the  staff.  Your  committee  has  confined 
its  action  to  those  cases  which  present  the  most  immediate  and 
pressing  need  for  statutory  change.  Of  necessity,  the  committee 
lias  deferred  action  upon  the  bulk  of  excess  profits  tax  proposals  even 
though  a  number  of  the  suggestions  undoubtedly  are  meritorious. 

It  is  believed  that  further  action  in  this  entire  area  should  be 
deferred  until  the  excess  profits  tax  returns  have  been  filed  and  there 
has  been  an  opportunity  to  evaluate  the  detailed  operation  of  the  law. 
It  is  anticipated  that  this  will  be  possible  early  in  1952.  In  the 
meantime,  the  staff  will  continue  its  study  of  the  problems  involved 
in  this  entire  field. 

In  general,  the  following  excess  profits  tax  amendments  made  by 
your  committee  are  effective  retroactively  to  the  time  the  excess 
profits  tax  became  effective. 

It  is  estimated  that  the  excess  profits  tax  amendments  discussed 
below  will  decrease  revenues  by  $120  million  in  a  full  year  of  operation. 

1.  Extension  of  growth  alternative  to  new  corporations 

Under  section  445  of  the  present  excess  profits  tax  law,  new  corpor¬ 
ations  (those  corporations  which  commenced  business  after  the  begin¬ 
ning  of  the  base  period)  are  entitled  to  compute  a  substitute  earnings 
credit  based  on  the  industry  rate  of  return  applied  to  their  total  assets. 
They  may  also  compute  their  earnings  credit  by  averaging  their  base 
period  earnings  over  3  years,  treating  loss  years  and  years  in  which 
they  were  not  in  business  as  zero.  They  are  also  entitled  to  the 
minimum  excess  profits  credit  of  $25,000.  They  may  also  use  the 
ordinary  invested  capital  credit. 

While  considerable  attention  was  given  to  the  problem  of  new  cor¬ 
porations  in  the  preparation  of  the  present  excess  profits  tax  law,  the 
primary  relief  provided  them,  namely,  the  use  of  an  alternative  average 
earnings  credit  based  upon  their  industry  rate  of  return,  often  proves 
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inadequate.  Many  new  corporations  have  only  limited  assets  to 
which  they  can  apply  the  industry  rate.  Furthermore,  the  industry 
rate  is  often  especially  unrealistic  in  the  case  of  new  corporations 
because  they  frequently  are  engaged  in  relatively  speculative  under¬ 
takings  and  in  various  specialized  activities  which  cannot  be  compared 
satisfactorily  with  the  operations  of  established  companies. 

The  major  failure  of  the  present  treatment  "of  new  corporations  is 
a  failure  to  give  adequate  recognition  to  the  growth  typical  of  their 
normal  development.  New  corporations  are  not  entitled  to  the  growth 
alternative  under  section  435  (e)  of  present  law  because  this  relief  is 
available  only  to  corporations  which  commenced  business  before  the 
beginning  of  their  base  period  (ordinarily  January  1,  1946,  and  in  no 
case  later  than  April  1,  1946).  The  growth  alternative  was  limited 
to  corporations  which  commenced  business  before  the  beginning  of 
the  base  period  because  the  eligibility  tests  are  based  on  comparisons 
of  1946  and  1947  with  1948  and  1949  or  the  first  half  of  1950,  and  it 
was  believed  that  the  extension  of  the  growth  formula  to  new  corpora¬ 
tions  would  prove  unnecessary  in  view  of  the  special  alternative 
provided  such  taxpayers. 

Your  committee  believes  that  equitable  treatment  of  new  corpora¬ 
tions  requires  adequate  recognition  of  the  growth  characteristic  of 
them.  Therefore,  section  504  of  your  committee’s  bill  removes  the 
limitation  now  found  in  section  435  (e)  (1)  which  prevents  corporations 
which  commenced  business  during  the  base  period  from  applying  the 
eligibility  tests  to  their  experience.  Your  committee’s  amendment  will 
not  apply  to  corporations  which  commenced  business  after  the  end  of 
the  base  period  since  the  eligibility  tests  under  the  growth  formula  are 
written  in  terms  of  base-period  experience.  However,  such  corpora¬ 
tions  formed  in  the  excess  profits  tax  period  will  have  the  benefits  of 
the  lower  over-all  tax  ceilings  provided  by  another  section  of  your 
committee’s  bill  for  new  corporations. 

Corporations  formed  after  2  years  of  the  base  period  had  elapsed, 
and  before  the  end  of  the  base  period,  ordinarily  will  automatically 
become  eligible  for  the  growth  alternative.  This  is  because  the 
eligibility  requirements  of  section  435  (e)  (1)  (A)  (other  than  the 
total  asset  limitation)  are  based  upon  a  comparison  of  the  taxpayer’s 
total  pay  roll,  or  gross  receipts,  in  1946  and  1947  with  its  total  pay 
roll,  or  gross  receipts,  in  1948  and  1949.  Therefore,  corporations 
formed  in  the  latter  half  of  the  base  period  must  automatically  meet 
the  tests  of  growth  in  those  respects  because  such  corporations  had 
no  pay  rolls  and  no  gross  receipts  in  the  first  half  of  the  base  period. 
For  corporations  which  commenced  business  prior  to  the  middle  of  the 
base  period  (ordinarily  January  1,  1948),  qualification  for  the  growth 
formula  will  not  be  automatic  as  in  the  case  of  the  corporations  de¬ 
scribed  above,  but  should  prove  relatively  easy  in  most  cases  since 
total  payroll  or  gross  receipts  for  2  full  years  of  the  business  in  the 
second  half  of  the  base  period  will  be  compared  with  payroll  or  gross 
receipts  for  something  less  than  2  full  years  of  business  in  the  first 
half  of  the  base  period.  This  ease  of  qualification  will  diminish  as  the 
corporation’s  starting  date  approaches  the  beginning  of  the  base  period 
until  for  a  corporation  commencing  business  on  the  first  day  of  the 
base  period  it  will  be  on  substantially  the  same  footing  as  those  old 
•corporations  now  entitled  to  the  growth  alternative. 
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New  corporations  formed  before  the  end  of  the  base  period  which 
meet  the  eligibility  requirements  of  section  435  (e)  (1)  (B)  will  also 
be  entitled  under  your  committee’s  bill  to  use  the  special  growth 
alternative  provided  in  section  435  (e)  (2)  (G).  However,  in  order  to 
qualify  under  that  provision  the  corporation  will  have  to  have  been 
in  existence  for  all  of  1949  and  at  least  part  of  1948  in  order  to  meet 
the  entrance  requirement  that  their  excess  profits  net  income  for  the 
calendar  year  1949  must  have  been  not  more  than  25  percent  of  their 
excess  profits  net  income  for  the  calendar  year  1948. 

2.  Special  ceiling  rate  for  new  corporations 

Although  section  504  of  your  committee’s  bill  extends  the  benefits 
of  the  growth  alternative  to  certain  new  corporations  commencing 
business  after  January  1,  1940,  a  number  of  new  corporations  will  not 
be  benefited  by  this.  No  new  corporation  formed  after  the  end  of 
the  base  period  (usually  December  31,  1949),  for  example,  can  be 
eligible  for  the  growth  alternative.  Moreover,  even  new  corpo¬ 
rations  commencing  business  during  the  base  period  may  find  the 
growth  alternative  of  little  benefit  to  them  if  their  primary  expansion 
in  earnings  came  after  1950.  In  addition,  jour  committee  believes 
that  despite  the  need  for  revenue  in  the  present  emergency  every 
possible  effort  must  be  made  to  assure  the  creation  and  development 
of  new  techniques,  new  processes,  and  new  corporations.  This  is 
desirable  if  the  ability  of  this  country  to  produce  is  to  continue  to 
expand. 

As  a  result  it  is  believed  necessary  to  give  assurance  to  new  corpora¬ 
tions  in  their  initial  period  of  development  that  the  excess  profits  tax 
will  not  work  undue  hardship  upon  them.  Section  501  of  your  com¬ 
mittee’s  bill  does  this  by  providing  a  series  of  special  ceiling  rates 
available  only  to  new  corporations.  As  indicated  on  page  —  of  this 
report  your  committee’s  bill  provides  a  new  type  of  ceiling  rate  of  17 
percent  with  respect  to  excess  profits  tax  liability.  For  ordinary 
corporations,  this  rate  is  to  apply  with  respect  to  years  beginning 
after  March  31,  1951.  On  a  similar  basis,  but  retroactive  to  1950, 
the  first  year  the  excess  profits  tax  was  in  effect,  your  committee’s 
bill  provides  the  following  series  of  ceiling  rates  applicable  to  excess 
profits  net  income  which  are  to  be  available  to  certain  new  corpora¬ 
tions  organized  after  the  beginning  of  their  base  period,  with  respect 
to  the  first  $400,000  of  their  excess  profits  tax  net  income: 

Percent 


In  the  first  year  of  a  new  corporation’s  business _  5 

In  the  second  year  of  a  new  corporation’s  business _  5 

In  the  third  year  of  a  new  corporation’s  business _  8 

In  the  fourth  year  of  a  new  corporation’s  business _  11 

In  the  fifth  year  of  a  new  corporation’s  business _  14 


For  that  part  of  the  excess  profits  net  income  in  excess  of  $400,000, 
new  corporations  less  than  6  years  old  are  to  be  subject  to  a  ceiling 
rate  of  15  percent  with  respect  to  1950,  16/2  percent  with  respect  to 
the  calendar  year  1951,  and  17  percent  with  respect  to  taxable  years 
beginning  after  March  31,  1951.  Other  corporations  are  also  subject 
to  the  16K  percent  rate  in  the  calendar  year  1951  and  the  17  percent 
rate  with  respect  to  taxable  years  beginning  after  March  31,  1951, 
but  in  their  cases  these  rates  are  applied  to  their  entire  excess  profits 
tax  net  income.  In  1950  these  other  corporations  in  effect  are  subject 
to  a  ceiling  rate  on  their  entire  excess  profits  tax  net  income  which 
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is  at  least  as  high  as  the  15  percent  rate  applicable  to  new  corpora¬ 
tions  with  respect  to  their  excess  profits  tax  net  income  in  excess  of 
$400,000. 

In  all  cases  the  ceiling  rates  for  small  corporations  will  apply  only 
to  liability  under  the  excess  profits  tax. 

Your  committee  decided  to  provide  a  series  of  ceiling  rates  grad¬ 
uated  according  to  the  number  of  years  a  new  corporation  has  been 
in  business  rather  than  providing  a  lower  ceiling  rate  for  one  or  two 
specific  years  for  new  corporations  because  it  believes  that  the  need  of 
new  businesses  for  this  type  of  special  relief  varies  in  accordance  with 
the  number  of  years  they  have  been  in  business.  Also,  a  provision 
applying  lower  ceiling  rates  to  specific  years  would  create  a  notch 
problem  leading  to  discrimination  between  companies  formed  before 
and  companies  formed  after  the  “cut-off’'  dates. 

These  special  ceiling  rates,  together  with  the  effective  income  tax 
rates,  will  have  the  effect  of  providing  for  1952  the  following  maximum 
effective  rates  of  income  and  excess  profits  taxes  for  the  excess  profits 
net  income  levels  shown: 


Excess  profits  net  income 

Normal 
tax  and 
surtax 
effective 
rates 
Senate 
Finance 
Commit¬ 
tee  action 
percent 

Maximum  effective  rate  of  income  and 
excess  profits  taxes 

First  and 
second  year 
5  percent 

Third  year 
8  percent 

Fourth  year 
11  percent 

Fifth  year 
14  percent 

Sixth  and 
subsequent 
years  17 
percent 

$60,000 _ 

41.58 

46.58 

49. 58 

52.  58 

55.58 

58. 58 

$75,000 _ 

43.67 

48.67 

•51.  67 

54. 67 

57. 67 

60.67 

$100,000 _ 

45.  75. 

50.  75 

53. 75 

56.  75 

59.  75 

62.  75 

$200,000 _ 

48.  88 

53.88 

56. 88 

59.88 

62.88 

65.88 

$300,000 _ _ _ 

49.  92 

54.  92 

57.92 

60.92 

63.92 

66.  92 

These  special  ceiling  rates  available  to  new  corporations  in  their 
period  of  development  are  not  to  be  available  to  new  corporations 
created  as  the  result  of  either  a  tax-free  reorganization  or  a  taxable 
transaction  of  the  type  where,  under  your  committee’s  action,  the 
purchasing  corporation  would  be  entitled  to  base  its  income  credit  on 
the  earnings  experience  of  the  predecessor.  Your  committee  believes 
that  such  corporations  do  not  truly  represent  “new  business.”  How¬ 
ever,  where  the  predecessor  corporation  in  a  reorganization  or  taxable 
transaction  was  itself  eligible  for  the  special  ceiling  rates,  the  new 
corporation  will  determine  its  eligibility  on  the  basis  of  when  its 
predecessor  commenced  business.  Also  these  ceiling  rates  are  not  to 
be  available  to  new  corporations  principally  engaged  in  Government 
business.  Such  a  corporation  is  defined  as  one  which  derives  more 
than  50  percent  of  its  gross  income  for  the  taxable  year  from  a  contract 
or  contracts  to  which  the  provisions  of  the  Renegotiation  Act  of  1951 
or  any  prior  renegotiation  law  are  applicable.  These  new  businesses 
are  deriving  their  principal  income  from  Government  contracts  pro¬ 
viding  predictable  and  secure  markets  for  their  products,  leaving  little 
need  for  special  relief.  The  special  ceiling  rates  are  denied  new  cor¬ 
porations  whose  assets  were  transferred  from  old  corporations  under 
the  same  control  in  order  to  prevent  assets  being  transferred  to  obtain 
the  benefit  of  the  special  ceiling  rates.  They  are  also  denied  new 
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corporations  which  are  controlled  by  persons  owning  an  old  corpora¬ 
tion  engaged  in  the  same  business  through  old  corporations. 

The  special  ceiling  rates  are  available  only  with  respect  to  the  first 
$400,000  of  a  new  corporation’s  excess  profits  net  income  because  it  is 
believed  that  relief  is  not  needed  for  new  corporations  which  have 
rapidly  become  large  corporations.  However,  making  these  ceiling 
rates  available  with  respect  to  the  first  $400,000  of  excess  profits  net 
income,  even  in  the  case  of  the  larger  corporations,  prevents  the 
development  of  a  notch  area  and  discriminatory  treatment  with 
respect  to  new  corporations  with  incomes  just  over  and  just  under 
$400,000. 

3.  Special  relief  provision  for  companies  engaged  in  television  broad¬ 
casting  during  the  base  period 

The  bulk  of  the  television  broadcasting  stations  have  been  de¬ 
veloped  and  are  owned  by  corporations  previously  engaged  in  radio 
broadcasting.  The  development  of  television  broadcasting  has 
resulted  in  large  losses  for  a  great  portion  of  the  combined  radio¬ 
television  broadcasting  industry  continuing  through  at  least  part  of 
1950.  The  result  of  this  has  been  to  doubly  penalize  the  industry, 
because  1947-A9  television  broadcasting  losses  have  decreased  the 
average  earnings  of  the  industry  during  the  base  period,  while  the 
profits  shown  for  television  broadcasting  commencing  in  1951  have 
further  increased  the  proportion  of  the  industry’s  profits  which  are 
subject  to  excess  profits  tax. 

Your  committee  believes  that  the  problem  presented  by  the  radio- 
television  broadcasting  business  represents  a  unique  situation  which 
deserves  special  relief.  It  is  an  example  on  an  industry-wide  basis  of 
new  business  superimposed  on  existing  business.  As  a  result,  the  gen¬ 
eral  relief  formulas,  where  available,  provide  little  relief  for  these  cases, 
since  the  earnings  of  the  entire  industry  were  depressed  during  most 
of  the  base  period  when  television  losses  were  incurred,  but  expanded 
substantially  after  the  end  of  the  base  period  after  the  new  portion  of 
the  industry  had  begun  to  reach  maturity. 

As  a  result,  section  519  of  your  committee’s  bill  grants  corporations 
which  derived,  during  the  base  period,  part  of  their  gross  income  from 
television  broadcasting  and  part  from  radio  broadcasting  an  alterna¬ 
tive  method  of  computing  their  average  earnings  base  period  net 
income  for  excess  profits  tax  purposes.  They  are  given  two  new 
alternative  methods  of  computing  a  rate  of  return  for  the  base  period 
and  are  permitted  to  apply  to  their  total  assets  at  the  end  of  their 
base  period  whichever  rate  of  return  results  in  the  lower  tax.  The 
first  alternative  rate  of  return  is  to  be  computed  by  eliminating  from 
the  corporation’s  own  income  in  the  period  1946  to  1949  its  television 
losses  and  by  eliminating  from  its  assets  in  the  same  period  those  used 
in  the  television  business.  The  rate  of  return  is  then  to  be  computed 
on  the  radio  business  by  the  division  of  the  income  (excluding  tele¬ 
vision  income  and  losses)  by  the  assets  used  otherwise  than  in  television 
business.  The  second  optional  method  permitted  such  businesses  in 
the  computation  of  their  rate  of  return  is  the  use  of  the  industry’s 
rate  of  return  for  the  period  1946  to  1949. 

The  above  method  of  determining  base  period  earnings,  where  the 
company’s  own  experience  is  used,  represents,  in  effect,  what  the  com¬ 
pany  would  have  earned  had  it  remained  in  the  radio  broadcasting 
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business  alone  during  the  base  period  but  had  had  the  use  of  the  assets 
held  as  of  1949  during  the  entire  base  period.  Due  to  the  lack  of  data 
on  tax  returns  for  the  base  period  years  as  to  television  losses  and 
assets  devoted  to  television  business,  it  is  not  possible  to  offer  a  similar 
alternative  for  those  using  the  industry  rate  of  return.  Thus,  in  this 
case,  it  was  only  possible  to  permit  the  use  of  the  unadjusted  rate  of 
return  for  the  entire  radio-television  broadcasting  industry. 

In  some  cases  corporations  which  are  in  the  radio  and  television 
broadcasting  business  also  derive  part  of  their  income  from  some  other 
business,  such  as  newspaper  publishing.  In  order  to  permit  such  busi¬ 
nesses  to  use  the  relief  provision  described  above,  section  519  of  your 
committee’s  bill  also  provides  that  such  other  business  may  be  treated, 
in  effect,  as  if  it  were  a  separate  corporation  with  respect  to  the  com¬ 
putation  of  average  base  period  net  income.  The  radio  and  television 
business  in  such  cases  would  then  be  eligible  for  the  relief  provision 
described  above.  To  the  average  base  period  net  income  of  the  other 
business  or  businesses  would  be  added  an  imputed  average  base  period 
net  income  for  the  radio-television  broadcasting  portion  of  the  cor¬ 
poration’s  operations,  derived,  in  the  way  described  in  the  preceding 
paragraph,  by  using  either  the  individual  corporation’s  rate  or  the 
industry  rate  as  a  return  on  the  radio-television  assets  at  the  end  of 
the  base  period. 

4-  Taxable  exchanges 

Part  II  of  the  Excess  Profits  Tax  Act  of  1950  provides  rules  under 
which  an  acquiring  corporation  may  utilize  the  earnings  experience 
of  a  predecessor  corporation  in  computing  its  own  average  earnings 
base.  However,  under  the  Excess  Profits  Tax  Act  of  1950,  the  acquiring 
corporation  may  use  this  earnings  experience  only  where  the  assets 
of  the  predecessor  corporation  were  acquired  in  certain  tax-free 
exchanges.  In  general,  these  tax-free  exchanges  occur  where  the 
assets  of  a  predecessor  corporation  are  acquired  by  the  acquiring 
corporation  in  exchange  for  its  stock.  Under  the  present  law  the 
earnings  experience  of  a  predecessor  corporation  may  not  be  used  by 
an  acquiring  corporation  where  the  assets  were  acquired  by  purchase 
for  cash  or  in  some  other  type  of  taxable  exchange.  This  was  also 
true  under  the  World  War  II  excess  profits  tax,  but  under  that  tax, 
the  section  722  relief  provisions,  under  certain  conditions,  provided 
for  the  reconstruction  of  an  earnings  record  and  the  earnings  experi¬ 
ence  of  a  corporation  whose  assets  were  purchased  by  a  taxpayer 
provided,  in  some  cases,  a  rough  measure  upon  which  to  base  such  a 
reconstruction. 

Your  committee  believes  that,  in  the  case  of  taxable  exchanges, 
subject  to  certain  limitations,  •where  purchasing  corporations  have 
obtained  substantially  all  of  the  assets  of  a  predecessor  corporation 
and  such  predecessor  is  liquidated,  the  earnings  experience  base  of  the 
predecessor  corporation  should  be  available  to  the  purchasing  cor¬ 
poration.  Therefore,  section  520  of  your  committee's  bill  provides 
that  in  the  case  of  taxable  exchanges  occurring  prior  to  December  1, 
1950,  where  the  predecessor  corporation  has  been  liquidated  and  a 
purchasing  corporation  has  obtained  substantially  all  of  the  predeces¬ 
sor  corporation’s  assets,  the  purchasing  corporation  may  use  the  pred¬ 
ecessor  corporation’s  base  period  experience  in  computing  its  average 
base  period  net  income  under  the  general  average  method.  How- 
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ever,  it  is  to  be  permitted  the  use  of  this  base  only  to  the  extent  that 
new  funds  were  used  for  the  purchase  of  these  assets.  These  provi¬ 
sions  are  also  to  apply  where  the  predecessor  was  a  partnership,  in 
which  case  the  base  period  income  of  the  predecessor  is  to  be  computed 
as  if  it  were  a  corporation.  A  similar  option  is  to  be  available  for 
each  of  two  or  more  corporations,  if  each  new  corporation  purchased 
all  the  assets  of  a  separate  business  of  the  predecessor,  and  the  new 
corporations  together  purchased  all  the  assets  of  the  predecessor. 
Where  the  purchasing  corporation  purchased  a  business  which  com¬ 
prises  only  a  part  of  the  assets  of  a  predecessor  which  was  liquidated, 
the  portion  of  the  base  period  experience  of  the  predecessor  which  is 
to  be  made  available  to  the  purchasing  corporation  is  to  be  determined 
under  regulations  providing  an  allocation  based  on  the  value  or  earn¬ 
ing  experience  of  the  assets  purchased  by  the  purchasing  corporation. 

Your  committee’s  bill  further  provides  that  in  the  case  of  taxable 
exchanges  a  purchasing  corporation  is  not  to  be  denied  the  use  of  the 
earnings  base  of  a  predecessor  merely  on  the  grounds  that  a  franchise 
or  license,  which  was  an  important  source  of  earnings  of  the  predeces¬ 
sor,  cannot  be  transferred  from  the  predecessor  to  the  acquiring 
corporation,  but  must  be  obtained  by  the  latter  from  the  same  source. 
An  example  of  this  would  be  an  automobile  dealer  agency.  In  such 
cases  the  franchise  to  act  as  the  representative  of  an  automobile 
manufacturer  generally  must  be  acquired  directly  from  the 
manufacturer. 

Your  committee’s  amendment  is  limited  to  taxable  exchanges 
occurring  before  December  1,  1950,  because  of  the  possibility  of  abuse 
through  purchase  of  corporate  assets  to  obtain  an  increased  excess 
profits  credit  if  the  provision  were  made  applicable  to  the  period  after 
the  excess  profits  tax  provisions  were  known.  Also  it  is  believed  that 
the  greatest  need  for  relief  in  the  area  is  in  the  case  of  purchases  which 
were  made  before  the  excess  profits  tax,  when  taxpayers  had  no  way  of 
knowing  the  future  excess  profits  tax  consequences  which  could 
result  from  a  decision  to  enter  into  a  taxable  rather  than  a  nontaxable 
exchange. 

5.  Base  period  abnormalities 

Under  present  law,  if  an  abnormality  exists  in  the  taxpayer’s  lowest 
year  of  earnings  during  the  base  period,  that  year  is  automatically 
eliminated  from  the  average  base  period  net  income  computation. 
However,  if  an  abnormality  occurred  in  one  of  the  remaining  periods 
of  12  months  or  less  in  the  base  period,  section  442  of  the  code  provides 
that  the  taxpayer  may,  if  it  was  in  business  at  the  beginning  of  its  base 
period,  substitute  for  its  actual  excess  profits  net  income  for  the  period 
of  the  abnormality  an  amount  determined  by  multiplying  its  total 
assets  for  the  last  day  of  the  year  of  the  abnormality  by  the  rate  of 
return  of  its  industry  for  that  period. 

The  alternative  average  base  period  net  income  provided  by 
section  442  is  available,  if  the  taxpayer  can  establish  for  any  taxable 
year  within  its  base  period  either  that  its  normal  production,  output, 
or  operation  was  interrupted  or  diminished  because  of  the  occur¬ 
rence,  either  immediately  prior  to,  or  during  the  taxable  year,  of 
events  “unusual  and  peculiar”  in  the  experience  of  the  taxpayer  or 
that  the  business  of  the  taxpayer  was  depressed  because  of  temporary 
economic  circumstances  unusual  in  its  case.  These  tests  frequently 
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may  involve  extremely  difficult  evidentiary  problems,  particularly 
with  respect  to  a  determination  of  the  extent  that  any  single  event 
lias  affected  the  taxpayer’s  normal  production,  output  or  operation. 

The  philosophy  upon  which  the  existing  relief  provisions,  including 
section  442,  were  developed  was  that  automatic  formulas,  both  as  to 
eligibility  requirements  and  as  to  the  extent  of  the  relief  granted,  are 
preferable  to  the  approach  of  the  World  War  II  law  with  its  require¬ 
ment  of  subjective  analysis  and  decision.  Your  committee  believes 
it  is  desirable  to  maintain  this  approach  of  present  law.  Therefore, 
your  committee  has  adopted  an  additional  alternative  eligibility 
requirement  under  section  442  which  would  eliminate,  in  many 
cases,  the  difficulties  of  proof  previously  referred  to.  Section  509 
of  the  bill  provides  that  where  the  earnings  of  the  taxpayer’s  third- 
best  base  period  year  were  less  than  35  percent  of  the  average  of  the 
earnings  of  his  two  best  base  period  years,  the  taxpayer  will  auto¬ 
matically  be  entitled  to  use  its  industry  rate  of  return  for  the  third 
best  year.  This  new  provision  is  limited,  however,  so  that  the  sub¬ 
stituted  earnings  may  not  in  any  case  exceed  the  average  of  the  tax¬ 
payer’s  two  best  years. 

The  requirement  of  present  law  that  the  substitute  excess  profits  net 
income  provided  by  section  442  may  be  utilized  for  a  single  abnormal 
year  only  if  it  exceeds  110  percent  of  the  taxpayer’s  excess  profits  net 
income  for  that  year  computed  without  the  substitution  will  not  apply 
to  taxpayers  who  are  eligible  under  your  committee’s  amendment. 
Such  a  limitation  is  not  necessary  in  view  of  the  fact  that  the  amend¬ 
ment  requires  no  showing  of  an  abnormality. 

6.  Change  in  products  committed  to  prior  to  close  oj  base  period 

Section  443  of  present  law  provides  that  where  a  corporation  made 
a  substantial  change  in  the  products  or  services  it  furnished  during 
the  last  3  years  of  its  base  period,  and,  within  3  years  after  the  change, 
the  new  product  accounted  for  more  than  40  percent  of  gross  income 
or  33  percent  of  net  income  and  net  income  increased  25  percent,  then 
the  corporation  is  entitled  to  determine  its  average  base  period  net 
income  by  multiplying  its  industry  rate  of  return  by  its  total  assets. 

As  the  above  description  indicates,  present  law  confines  this  type 
of  relief  to  corporations  which  actually  introduced  a  new  product 
before  the  end  of  the  base  period.  The  present  law  limited  this  relief 
to  products  introduced  in  the  base  period  primarily  to  avoid  the  possi¬ 
bility  of  giving  the  advantage  of  an  automatic  formula  to  corporations 
developing  new  products  during  the  present  emergency.  However, 
it  is  clear  that  the  danger  which  was  sought  to  be  avoided  does  not 
exist  when  the  change  in  product  was  definitely  committed  to  prior 
to  the  end  of  the  base  period  and  construction  of  the  facilities  to 
produce  the  new  product  had  actually  commenced  before  the  begin¬ 
ning  of  the  present  emergency.  In  such  cases,  negotiations  may  have 
started  early  in  the  base  period  with  respect  to  the  development  of  a 
new  product,  and  with  respect  to  the  construction  of  the  necessary 
additional  facilities.  In  cases  similar  to  this  your  committee  sees  no 
valid  reason  why  the  relief  intended  by  section  443  should  be  denied 
if  carefully  restricted  so  as  not  to  give  the  benefits  to  new  products 
developed  during  the  emergency  period. 

As  a  result,  section  511  of  your  committee’s  bill  provides  that  where 
a  substantial  change  in  the  products  produced  by  a  taxpayer  has  been 
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made  after  the  end  of  the  base  period,  such  a  change  shall  be  deemed 
to  have  been  made  in  the  base  period,  for  the  purpose  of  qualifying 
for  the  alternative  average  base  period  net  income  available  under 
section  443  of  the  code,  if  the  taxpayer,  prior  to  July  1,  1950,  com¬ 
menced  the  construction  of  the  facilities  necessary  to  the  production 
of  the  new  product,  and  if  such  construction  and  the  production  of  the 
new  product  were  in  furtherance  of  a  course  of  action  to  which  the 
taxpayer  (or  corporation  with  which  the  taxpayer  had  the  privilege 
of  filing  a  consolidated  return  for  its  first  excess  profits  tax  yeai)  was 
committed  prior  to  the  end  of  the  base  period.  This  commitment 
must  have  been  evidenced,  under  your  committee’s  amendment,  by 
a  contract  with  another  person  and  that  contract  must  have  granted 
a  license,  franchise,  or  similar  rights  essential  for  the  production  of 
the  new  product. 

7.  Lessor  railroad  corporations 

Section  448  of  the  code  provides  an  alternative  excess  profits  tax- 
credit  for  certain  regulated  public  utilities.  In  the  case  of  railroads 
tills  alternative  credit  is  equal  to  a  return  of  6  percent  upon  net  assets 
after  allowance  is  made  for  normal  tax  and  surtax.  To  establish  eligi¬ 
bility  for  this  alternative  credit  a  railroad  corporation  must  be  engaged 
“as  a  common  carrier  in  the  furnishing  or  sale  of  transportation  by 
railroad”  and  must  be  subject  to  the  jurisdiction  of  the  Interstate- 
Commerce  Commission.  Furthermore,  such  a  railroad  can  qualify- 
only  if  80  percent  or  more  of  its  gross  income  (computed  without 
regard  to  dividends  and  capital  gains  and  losses)  is  derived  from  the 
furnishing  or  sale  of  railroad  transportation. 

Although  section  141  of  the  code  permits  the  filing  of  consolidated 
returns  by  affiliated  corporations  which  are  regulated  public  utilities 
within  the  meaning  of  section  448,  doubt  has  been  raised  as  to  whether 
a  lessor  railroad  corporation  which  leases  substantially  all  of  its  prop¬ 
erty  to  an  operating  lessee  railroad  corporation  (which  itself  utilizes 
the  public  utility  credit)  may  be  joined  with  such  lessee  in  the  filing 
of  a  consolidated  return.  This  problem  has  arisen  because,  although 
the  lessor  company  is  subject  to  the  jurisdiction  of  the  Interstate 
Commerce  Commission,  and  although  its  properties  are  operated  by 
the  lessee  as  integral  parts  of  its  system  in  the  furnishing  or  sale  of 
transportation  by  railroad,  and  although  its  revenues,  in  the  form  of 
rental,  are  derived  from  such  operation,  the  lessor  does  not  itself 
operate  the  property  and  does  not  itself  directly  derive  its  revenues 
from  the  furnishing  or  sale  of  transportation. 

The  use  of  a  consolidated  return  is  desirable  in  the  case  of  the 
affiliated  corporations  described  above.  Subsequent  to  the  assump¬ 
tion  of  management  and  control  of  the  lessor  properties  by  the  lessee, 
the  facilities  of  the  two  corporations  become,  in  practice,  integrated 
parts  of  a  unified  transportation  system. 

As  a  result,  section  514  of  your  committee’s  bill  insures  that  certain 
lessor  railroad  corporations  will  be  permitted  to  qualify  for  the 
regulated  public  utility  credit  where  they  file  consolidated  returns  with 
their  lessee  railroad  corporations. 

8.  Exempt  excess  output  of  sulfur,  potash,  metallurgical  grade  limestone 

and,  chemical  grade  limestone 

Section  453  of  the  present  law  provides  a  partial  exemption  for  coal 
and  iron  mines,  timber  properties,  and  natural  gas  and  metal  mining 
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properties  not  in  operation  during  the  base  period.  One-tliird  of  the 
net  income  in  the  current  taxable  year  of  these  properties  is  exempt 
from  excess  profits  tax.  These  provisions  are  similar  to  those  in 
effect  during  World  War  II  and  were  adopted  in  order  to  provide  a 
greater  incentive  for  the  opening  up  of  new  properties. 

Coal  and  iron  mines,  timber  properties  and  natural  gas  properties 
which  were  in  existence  during  the  base  period  are  also  extended 
special  relief  under  this  provision  by  exempting  from  excess  profits 
tax  one-half  the  income  from  excess  output  during  the  taxable  year. 
The  excess  output  is  the  production  in  excess  of  average  annual  pro¬ 
duction  from  the  property  (whether  or  not  then  owned  by  the  tax¬ 
payer)  during  the  period  1946-June  30,  1950. 

Nonmetallic  minerals  are  not  provided  the  special  treatment  de¬ 
scribed  above,  either  in  the  case  of  new  or  old  properties.  Your 
committee  recognizes  that  critical  shortages  have  developed  in  certain 
limited  areas  which  would  justify  the  further  extension  of  these  pro¬ 
visions.  This  is  particularly  true  with  respect  to  sulfur  and  potash 
deposits  and  with  respect  to  metallurgical  grade  limestone  and  chemi¬ 
cal  grade  limestone  deposits.  Sulfur  and  potash  are  vital  to  many 
defense  industries  and  are  in  short  supply,  while  metallurgical  and 
chemical  grade  limestones  are  a  necessity  for  the  steel  and  chemical 
industries,  which  are  crucial  to  defense.  It  is  believed  that  every 
incentive  should  be  given  for  the  opening  up  of  new  deposits  and  for 
the  energetic  development  of  existing  properties.  Therefore,  section 
515  of  your  committee’s  bill  extends  the  special  treatment  available 
under  sections  453  (b)  (2)  and  (4)  to  sulfur,  potash,  and  metallurgical 
or  chemical  grade  limestone  deposits. 

3.  Reductions  in  inadmissible  assets  subsequent  to  the  base  period 

Under  the  1950  Excess  Profits  Tax  Act,  changes  in  inadmissible 
assets  subsequent  to  the  base  period  do  not  constitute  a  capital  addi¬ 
tion  or  reduction  (although  reductions  in  inadmissibles  are  subtracted 
from  capital  reductions  and  increases  in  inadmissibles  are  subtracted 
from  capital  additions). 

This  provision  of  the  present  act  adversely  affects  any  taxpayer 
computing  its  excess  profits  credit  under  the  income  method  (and  not 
having  a  capital  reduction  after  December  31,  1949)  if  it  had  substan¬ 
tial  investments  in  inadmissible  assets  in  1949  which  it  disposed  of  in 
1950  or  1951  in  order  to  obtain  funds  to  finance  expanding  manufac¬ 
turing  operations,  facilities  and  inventories.  Such  a  taxpayer’s  in¬ 
creased  earnings  resulting  from  the  additional  facilities  employed  in 
manufacturing  operations  may,  under  present  law,  be  treated  entirely 
as  excess  profits.  This  is  because  the  taxpayer  receives  no  additional 
excess  profits  credit  for  the  funds  transferred  from  inadmissible  assets, 
the  income  from  which  was  exempt  from  excess  profits  tax,  to  manu¬ 
facturing  facilities  and  inventories,  the  income  from  which  is  subject 
to  excess  profits  tax.  If  the  taxpayer  obtained  the  additional  capital 
for  manufacturing  operations  by  sale  of  its  own  securities  or  by  bor¬ 
rowings,  it  would  obtain  an  increase  in  excess  profits  credit.  For  such 
a  taxpayer  not  to  receive  an  additional  excess  profits  credit  on  addi¬ 
tional  working  capital  obtained  from  disposal  of  inadmissible  assets 
appears  inequitable. 

To  correct  this  situation,  section  507  of  your  committee’s  bill  pro¬ 
vides  that  in  computing  the  average  earnings  credit,  reductions  in  in- 
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aclmissibles  subsequent  to  the  base  period  are  to  be  allowed  a  credit 
as  capital  additions  provided  that  the  additional  capital  is  invested  in 
operating  assets.  Operating  assets  are  defined  as  tangible  inventory 
items  and  tangible  property  used  in  the  taxpayer’s  trade  or  business. 

10.  Inadmissible  assets  of  banks 

Under  present  law,  both  the  taxpayer  using  the  average  earnings 
credit  and  the  taxpayer  using  the  invested  capital  credit  are  allowed 
to  increase  their  credit  by  specified  percentages  of  the  net  additions 
to  their  capital  after  1949.  However,  except  in  the  case  of  taxpayers 
with  less  than  $5  million  of  capital  who  use  the  invested  capital  credit 
based  on  assets,  and,  except  in  the  case  of  taxpayers  who  use  the  credit 
based  on  the  historical  invested  capital,  an  increase  in  investment  in 
inadmissible  assets  will  offset  dollar  for  dollar  what  would  otherwise 
be  a  capital  addition,  even  though  the  increase  in  total  assets  available 
for  investment  is  greater  than  the  increase  in  capital.  For  example, 
if  a  corporation  increases  its  capital  by  $1  million  on  the  first  day  of 
an  excess  profits  tax  year  and  then  on  the  same  day  invests  $500,000 
of  the  new  capital  in  inadmissible  assets,  it  is  only  allowed  under  the 
present  law  to  increase  its  credit  for  that  year  with  respect  to  $500,000, 
because  the  $500,000  increase  in  inadmissibles  is  subtracted  from  the 
capital  addition  of  $1  million  in  arriving  at  the  net  addition  to  capital 
which  may  be  taken  into  account. 

The  treatment  described  above  works  a  considerable  hardship  upon 
banks,  since  they  invest  additional  funds  deposited  with  them  as  well 
as  their  additional  capital,  so  that,  for  example,  investment  of  10 
percent  of  their  additional  assets  in  inadmissible  municipal  bonds  may 
completely  offset  their  capital  additions.  An  increase  in  the  capital 
of  a  bank  makes  possible  an  increase  in  deposits  of  several  times  that 
amount,  total  assets  being  increased  by  the  sum  of  the  new  capital 
and  increased  deposits.  Yet,  even  though  its  taxable  income  is  thus 
increased,  under  present  law  the  bank  may  have  no  additional  credit 
based  upon  the  new  capital. 

Section  506  of  your  committee’s  bill  provides  that  while  a  bank’s 
increase  in  inadmissibles  in  an  excess  profits  tax  year  will  still  serve 
to  reduce  its  increase  in  capital  in  the  same  year,  the  capital  additions 
will  be  reduced  bv  an  amount  based  on  the  ratio  of  additional  inad¬ 
missible  assets  to  the  additional  total  assets  acquired  since  the  begin¬ 
ning  of  its  first  excess  profits  tax  year.  A  similar  proportion  is  to  be 
used  where  there  is  a  decrease  in  inadmissible  assets. 

This  section  of  the  bill  also  provides  an  adjustment  of  the  inad¬ 
missible  asset  factor  in  the  computation  of  base  period  capital  additions 
for  banks  which  is  based  on  the  same  ratio  principle. 

1 1 .  Dealers  in  municipal  bonds 

In  computing  the  invested  capital  credit  and  in  computing  capital 
additions,  certain  adjustments  are  made  to  exclude  from  the  invested 
capital  certain  assets  known  as  "inadmissible  assets.”  These  include 
stock  in  other  corporations,  State  and  local  government  obligations 
and  partially  tax-exempt  Federal  obligations.  The  reason  for  this 
exclusion  from  invested  capital  of  such  assets  is  that  the  income  from 
them  is  not  subject  to  the  excess  profits  tax. 

However,  dealers  in  municipal  bonds  are  subject  to  excess  profits 
tax  on  their  profits  from  the  sale  of  these  bonds.  This  is  because 
municipal  bonds  are  their  stock  in  trade  or  inventory  and  the  gain  on 


REVENUE  ACT  QF  1951 


81 


the  sale  of  the  bonds  is  treated,  therefore,  as  ordinary  income  rather 
than  as  a  capital  gain.  It  is  reported  that  municipal  bonds  frequently 
constitute  80  to  90  percent  of  the  total  assets  of  these  dealers. 

The  above  treatment  is  manifestly  inequitable.  Because  municipal 
bonds  are  required  to  be  excluded  from  the  taxpayer’s  invested  capital, 
he  is  in  practice  denied  an  invested  capital  credit  with  which  to  offset 
his  normal  earnings  from  the  sale  of  such  bonds.  This  inequity  did 
not  arise  under  the  World  War  II  excess  profits  tax  because,  under 
that  law,  taxpayers  were  permitted,  at  their  option,  to  treat  tax- 
exempt  or  partially  tax-exempt  bonds  as  admissible  assets  if  they 
elected  to  include  the  interest  received  from  such  bonds  in  excess 
profits  tax  net  income.  Your  committee  believes  that,  while  a  similar 
option  should  not  be  extended  to  all  taxpayers  under  the  present  law, 
because  the  invested  capital  credit  rates,  ranging  from  8  to  12  percent, 
are  completely  disproportionate  to  the  low-interest  rates  on  tax- 
exempt  bonds,  such  treatment  should  be  extended  to  municipal  bond 
dealers  since  most  of  their  income  with  respect  to  these  bonds  arises 
from  profit  on  their  sale  and  such  income  is  subject  to  excess  profits 
tax. 

As  a  result,  section  508  of  your  committee’s  bill  provides,  in  effect, 
that  where  tax-exempt  bonds  are  held  by  a  dealer  primarily  for  sale  to 
customers  in  the  ordinary  course  of  his  trade  or  business,  the  dealer 
may  elect  to  treat  such  bonds  as  admissible  assets,  provided  that  he 
also  elects  to  include  in  his  excess  profits  tax  net  income  the  interest 
on  such  bonds. 

12.  Regulated  public  utility  credit  for  intrastate  pipelines 

The  alternative  excess  profits  tax  credit  for  certain  regulated  public 
utilities  provided  by  section  448  of  the  code  extends,  under  present 
law,  to  corporations  engaged  as  common  carriers  in  the  furnishing  or 
sale  of  gas,  oil  or  other  petroleum  products  (including  shale  oil)  by 
pipeline,  if  subject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission.  The  alternative  credit  in  these  cases  is,  in  effect,  equal 
to  a  return  of  6  percent  upon  total  equity  and  borrowed  capital  after 
normal  tax  and  surtax. 

It  has  been  brought  to  the  attention  of  your  committee,  that,  since 
the  jurisdiction  of  the  Interstate  Commerce  Commission  extends  only 
to  interstate  pipelines,  the  special  credit  provided  by  section  448  is 
denied  those  pipelines  whose  operations  are  entirely  intrastate  in 
character.  This  distinction  appears  inequitable  with  respect  to  these 
latter  corporations  if  their  operations  are  subject  to  regulation  by 
State  regulatory  bodies.  The  necessity  for  guaranteeing  these  utilities 
a  minimum  return  after  normal  tax  and  surtax  before  application  of 
the  excess  profits  tax  would  appear  to  be  as  clear  in  this  area  as  with 
respect  to  interstate  pipelines. 

Section  513  of  your  committee’s  bill  amends  section  448  of  the  code  to 
provide  that  pipeline  common  carriers  subject  to  the  jurisdiction  of  the 
public  service  commissions  of  any  State  shall  be  eligible  for  the 
regulated  public-  utility  credit.  The  same  6  percent  credit  is  made 
applicable  as  in  the  case  of  interstate  pipelines. 

13.  Management  and  technical  service  fees 

Section  433  (a)  (1)  (A)  of  the  present  law  provides  the  same  100- 
percent  credit  against  excess  profits  net  income  for  dividends  received 
from  foreign  corporations  as  is  allowed  in  the  case  of  dividends  from 
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domestic  corporations.  Section  502  of  your  committee’s  bill  extends  a 
similar  exclusion  to  management  and  technical  service  fees  paid  to 
domestic  corporations  by,  certain  affiliated  foreign  corporations  in 
return  for  information  and  other  services  furnished  in  connection  with 
products  of  the  type  manufactured  by  the  domestic  corporation.  Your 
committee  believes  that  the  rendering  of  technical  assistance  to  foreign 
businesses  by  American  corporations  should  not  be  discouraged  by 
subjecting  fees  received  for  such  services  to  the  excess  profits  tax.  In 
general,  such  management  and  technical  service  fees  do  not  reflect 
profits  from  the  domestic  rearmament  program  and  are  usually  small 
in  amount.  The  exemption  is  limited  so  as  not  to  exclude  from  excess 
profits  tax  the  income  of  a  corporation  whose  principal  business  is 
furnishing  technical,  etc.,  services. 

The  bill  makes  a  conforming  amendment  in  that  it  excludes  these 
earnings  of  domestic  corporations  from  their  base  period  earnings, 
thus  equating  the  treatment  of  both  base  period  and  excess  profits 
tax  period  earnings.  Likewise  any  expenses  attributable  to  the  pro¬ 
duction  of  this  type  of  income  are  disallowed  as  deductions  under  your 
committee’s  amendment. 

14-  Technical  amendment  relating  to  new  corporations 

A  new  corporation  computing  its  income  credit  under  section  445 
for  any  of  its  first  3  years  which  are  excess  profits  tax  years  is,  under 
the  present  law,  entitled  to  apply  the  industry  rate  of  return  only  to 
its  total  assets  at  the  beginning  of  the  excess  profits  tax  period  plus 
its  net  capital  addition  less  its  net  capital  reduction  after  the  end  of 
the  base  period.  Thus,  the  industry  rate  can  be  applied  only  to 
increases  in  its  equity  capital  and  75  percent  of  increases  in  its  bor¬ 
rowed  capital,  to  the  extent  that  its  assets  are  acquired  after  the 
beginning  of  its  first  excess  profits  tax  year.  This  treatment  is  less 
favorable  than  that  provided  for  other  new  corporations  or  that  pro¬ 
vided  for  corporations  using  other  relief  sections  involving  the  industry 
rate  of  return  because  it  provides  for  the  inclusion  of  only  75  percent 
of  borrowed  capital. 

Your  committee’s  bill  corrects  this  technical  deficiency  of  present 
law.  Section  512  of  the  bill  provides  that  a  new  corporation  comput¬ 
ing  its  income  cre*dit  under  section  445  for  any  of  its  first  3  years 
which  are  excess  profits  tax  years  is  to  be  entitled  to  its  industry  rate 
of  return  applied  to  equity  capital  plus  100  percent  of  borrowed  capital, 
less  interest  on  borrowed  capital. 

15.  Technical  amendment  oj  growth  alternative 

Section  435  (e)  (2)  (G)  of  the  code  provides  a  special  alternative 
average  base  period  net  income  for  corporations  whose  excess  profits 
net  income  for  1949  is  not  more  than  25  percent  of  its  excess  profits  net 
income  for  1948.  In  effect,  such  a  taxpayer  is  granted  an  alternative 
average  base  period  net  income  equal  to  the  sum  of  one-half  its  excess 
profits  net  income  for  1948  and  40  percent  of  its  excess  profits  net 
income  for  1950. 

In  order  to  qualify  for  the  above  alternative,  present  law  requires 
that  the  taxpayer  qualify  for  the  growth  credit  “only”  under  the  pro¬ 
visions  of  section  435  (e)  (1)  (B).  The  latter  section  permits  the  use 
(without  limitation  as  to  the  amount  of  assets)  of  the  general  growth 
alternative  if  the  taxpayer  meets  certain  tests  of  increased  net  sales 
•of  new  products  in  the  base  period.  However,  section  435  (e)  (1)  (A) 
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lias  an  alternative  eligibility  requirement  for  taxpayers  whose  total 
assets  at  the  beginning  of  the  base  period  did  not  exceed  $20  million. 
This  alternative  eligibility  requirement  is  based  upon  certain  tests  of 
increased  payroll  and  gross  receipts. 

Your  committee  is  unaware  of  any  valid  reason  why  the  alternative 
average  base  period  net  income  provided  by  section  435  (e)  (2)  (G) 
should  be  denied  to  taxpayers  qualifying  for  the  growth  alternative 
both  under  section  435  (e)  (1)  (B)  and  435  (e)  (1)  (A). 

To  correct  this  anomaly  of  present  law,  section  505  of  your  com¬ 
mittee’s  bill  extends  the  benefits  of  section  435  (e)  (2)  (G)  to  tax¬ 
payers  qualifying  under  section  435  (e)  (1)  (B)  whether  or  not  they 
qualify  under  section  435  (e)  (1)  (A). 

16.  Base  period  of  fiscal-year  corporations 

The  present  law  provides  certain  variations  in  the  base  period  with 
respect  to  corporations  on  a  fiscal-year  basis.  Taxpayers  with  fiscal 
years  ending  after  December  31,  but  before  April  1,  use  as  their  base 
period  48  months  ending  with  their  last  taxable  year  ending  prior  to 
April  1,  1950.  For  example,  a  taxpayer  with  a  March  31  fiscal  year 
lias  as  its  base  period  the  48  months  from  April  1,  1946,  through 
March  31,  1950.  A  somewhat  different  procedure  is  followed  in  the 
case  of  taxpayers  whose  fiscal  years  end  after  March  31  and  before 
December  31.  Such  taxpayers  are  required  to  use  the  48-month 
period  beginning  on  January  1,  1946,  and  ending  on  December  31, 
1949.  Thus,  a  taxpayer  with  fiscal  years  ending  on  June  30,  for 
example,  must  compute  its  income  for  the  first  6  months  of  1946  by 
taking  half  its  actual  income  for  the  year  ended  June  30,  1946.  Such 
a  taxpayer  would  have  its  average  base  period  earnings  affected  by 
the  last  two  quarters  of  1945  and  the  first  quarter  of  1946.  Inasmuch 
as  those  quarters  were  typified  by  low  earnings  generally,  the  inclu¬ 
sion  of  that  period  usually  results  in  a  reduction  of  the  taxpayer’s 
average  earnings. 

In  order  to  correct  this  hardship,  section  503  of  your  committee’s  bill 
provides  that  the  base  period  of  any  taxpayer  with  a  fiscal  year  ending 
after  March  31,  1950,  may,  at  its  option,  for  purposes  of  the  general 
average  method  of  computing  the  excess  profits  credit,  be  the  48 
months  ending  with  March  31,  1950. 

17.  Consolidated  returns 

Section  612  of  your  committee’s  bill  amends  the  consolidated  return 
provisions  of  the  code  to  permit  a  corporation  exempt  from  excess 
profits  tax  under  section  454  (f)  of  the  code,  which  has  filed  a  con¬ 
sent  to  be  included  in  a  consolidated  return  for  a  taxable  year  ending 
after  June  30,  1950,  the  right  to  amend  its  election  within  90  days 
after  the  effective  date  of  this  act. 

Under  the  Excess  Profits  Tax  Act  of  1950,  an  affiliated  group  of 
corporations  entitled  to  file  a  consolidated  return  may  include  cor¬ 
porations  receiving  at  least  95  percent  of  their  income  from  foreign 
sources  if  these  corporations  file  consents  in  a  taxable  year  ending 
after  June  30,  1950.  Corporations  of  this  type  would  be  exempt  from 
excess  profits  tax  under  section  454  (f)  of  the  code  unless  they  file 
such  consents,  and  these  consents  are  irrevocable.  Many  of  these 
consents  were  filed  under  circumstances  where  there  was  inadequate 
time  for  the  taxpayers  to  adequately  assess  the  effects  of  such  action. 
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It  is  deemed  proper  to  allow  them  a  limited  period  of  time  to  recon¬ 
sider  their  action. 

18.  Capital  reduction  for  loans  made  by  parent  corporations  to  sub¬ 

sidiaries 

Section  510  of  your  committee’s  bill  provides  that  where  a  subsidiary 
corporation  computes  its  average  earnings  credit  on  the  basis  of  the 
industry  rate  of  return  applied  to  its  total  assets  and  where  such  sub¬ 
sidiary  has  borrowed  funds  from  its  parent  corporation  on  open 
account,  the  amount  so  borrowed  shall  be  eliminated  from  its  total 
assets. 

This  is  necessary  to  close  a  loophole  in  the  existing  excess  profits 
law.  Under  present  provisions,  a  parent  corporation  does  not  incur 
a  capital  reduction  by  reason  of  amounts  loaned  on  open  account  to 
subsidiaries.  The  subsidiary,  however,  would  obtain  an  increase  in 
the  amount  of  its  total  assets  to  which  the  industry  rate  of  return  is 
applied  under  several  of  the  relief  sections.  By  excluding  from  the 
total  assets  of  the  subsidiary  the  amount  represented  by  such  loans 
from  a  parent  corporation  or  from  a  member  of  a  controlled  group, 
the  amendment  made  by  your  committee  prevents  duplication  in 
computing  the  credits  of  the  respective  corporations. 

This  amendment  is  effective  with  respect  to  taxable  years  ending 
after  the  date  of  enactment  of  this  bill. 

19.  Transitions  from  World  War  II  production  and  increases  in  peace¬ 

time  capacity 

The  attention  of  your  committee  has  been  called  to  cases  where 
corporations  have  been  fully  engaged  in  war  business  during  World 
War  II  and  as  a  result  have  had  difficulties  during  1946  and  1947  in 
converting  to  peacetime  production.  As  a  result,  their  earnings  in 
these  years  have  been  relatively  low.  Nevertheless,  they  have  in¬ 
vested  large  amounts  in  plant  and  facilities  in  anticipation  of  securing 
a  broad-gauge  peacetime  market.  However,  to  a  substantial  degree 
many  such  corporations  were  not  successful  in  tooling  up  for  extensive 
production  until  1949  or  1950.  Thus,  although  they  are  not  engaged 
in  war  production,  such  corporations  find  themselves  subject  to  heavy 
excess  profits  taxes  although  the  war  economy  has  had  little  effect  on 
their  business.  To  the  extent  that  such  corporations  had  low  earn¬ 
ings  in  1949,  they  would  receive  little  benefit  from  the  growth  provi¬ 
sion  generally  available,  even  where  they  are  eligible  for  it. 

Your  committee  believes  that  corporations  of  this  type  whose 
profits  are  attributable  to  peacetime  production  should  be  able  to 
use  their  earnings  experience  late  in  the  base  period  and  early  in  1950 
as  the  basis  for  the  computation  of  their  average  earnings  base  for 
excess-profits-tax  purposes.  Therefore,  section  516  of  your  committee’s 
bill  extends  to  corporations  meeting  certain  requirements  the  benefits 
of  the  special  growth  formula  described  in  section  435  (e)  (2)  (G)  of 
the  code.  In  general,  this  permits  corporations  to  compute  an  alter¬ 
native  average  base  period  net  income  on  the  basis  of  the  sum  of  one- 
half  of  their  income  in  1948  and  40  percent  of  their  income  in  1950. 

The  requirements  provided  by  your  committee  for  the  benefits 
of  this  provision  are: 

1.  The  adjusted  basis  of  the  corporation’s  real  property  and 
tangible  depreciable  property  must  not  be  in  excess  of  $10  million 
on  the  first  day  of  its  base  period. 
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2.  Seventy  percent  of  the  corporation’s  income  for  the  years 
1942  through  1945  must  be  attributable  to  contracts  with  the 
United  States  or  related  subcontracts,  but  less  than  20  percent 
of  the  corporation’s  income  during  the  base  period  and  in  the 
calendar  year  1950  must  be  attributable  to  contracts  with  the 
United  States  or  related  subcontracts. 

3.  The  unadjusted  basis  of  the  corporation’s  real  property  and 
depreciable  tangible  property  at  the  end  of  its  base  period  must 
be  250  percent  or  more  of  the  basis  of  such  facilities  on  the  first 
day  of  its  base  period. 

4.  Both  the  corporation’s  profits  in  1945  and  the  average  of 
its  profits  in  1948  and  1949  must  be  at  least  300  percent  of  the 
average  of  its  profits  for  1946  and  1947. 

20.  Special  relief  provision  for  corporations  suffering  catastrophes 

Section  442  of  the  code  provides  that,  in  the  case  of  corporations 

having  abnormalities  in  one  of  their  three  highest  base-period  years, 
their  industry  rate  of  return  for  the  year  of  the  abnormality,  multi¬ 
plied  by  their  total  assets  in  such  year,  may  be  substituted  for  the 
earnings  in  their  year  of  abnormality.  In  the  case  of  abnormalities 
in  two  or  all  of  their  three  highest  years,  it  provides  that  the  average 
industry  rate  of  return  for  the  base  period,  multiplied  by  their  aver¬ 
age  total  assets  for  the  base  period,  may  be  substituted  for  their  base- 
period  earnings.  Although  your  committee  believes  that  this  is  satis¬ 
factory  in  the  case  of  most  abnormalities,  it  appears  that  where  a  fire 
or  explosion  or  other  similar  catastrophe  has  destroyed  an  important 
part  of  the  corporation’s  productive  facilities,  the  credit  computed 
under  section  442  may  be  inadequate.  The  corporation  may  have 
base-period  experience  prior  to  the  catastrophe  which  indicates  that 
in  the  absence  of  the  loss  it  would  have  had  earnings  substantially 
above  the  earnings  constructed  by  applying  its  industry’s  rate  of 
return  to  its  total  assets. 

Therefore,  section  517  of  your  committee’s  bill  provides  that  manu¬ 
facturing  corporations  suffering  from  a  catastrophe  in  the  last  36 
months  of  the  base  period  may  substitute  their  average  excess  profits 
net  income  in  their  base  period,  prior  to  the  year  in  which  the  catas¬ 
trophe  occurred,  for  their  earnings  during  the  year  in  which  the 
catastrophe  occurred. 

A  catastrophe  is  defined  as  a  fire,  storm,  explosion,  or  other  casualty 
which  rendered  inoperative  all  of  the  facilities  of  a  plant  or  plants 
accounting  for  at  least  15  percent  of  a  corporation’s  total  facilities, 
for  a  period  of  at  least  12  months  during  the  last  3  years  of  the  base 
period. 

21 .  Consolidation  of  newspapers 

Where  two  newspapers  have  consolidated  a  majority  of  their  opera¬ 
tional  facilities,  a  failure  to  recognize  the  increased  earnings  attribu¬ 
table  to  that  consolidation  as  normal  earnings  can  result  in  considerable 
hardship  to  the  taxpayers  involved.  This  is  because  credits  based 
on  the  earnings  experience  of  two  independent  newspapers  in  the  base 
period  may  not  fairly  represent  what  the  earnings  would  in  fact  have 
been  had  they  consolidated  their  operations  early  in  or  prior  to  the  base 
period.  The  fact  of  consolidation  may  increase  the  rate  of  profit 
through  a  smaller  overhead  force  and  through  the  joint  use  of  plant 
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and  equipment.  Profits  attributable  to  such  increased  efficiency 
should  not  be  assumed  to  be  excess  profits. 

In  order  to  correct  this  situation,  section  518  of  your  committee’s 
bill  extends  the  alternative  average  base  period  net  income  provided 
for  growth  companies  under  section  435  (e)  (2)  to  any  taxpayer  which 
was  engaged  primarily  in  the  newspaper  publishing  business  prior 
to  the  end  of  the  base  period  and  which,  after  the  middle  of  its  base 
period  and  prior  to  June  30,  1950,  consolidated  substantially  all  of 
its  mechanical,  circulation,  advertising,  and  accounting  operations 
in  connection  with  its  newspaper  publishing  business  with  the  similar 
operations  of  another  corporation  engaged  in  the  newspaper  publishing 
business  in  the  same  locality. 

In  order  to  be  eligible  for  this  alternative,  the  taxpayer  must 
establish  to  the  satisfaction  of  the  Secretary  that  the  consolidation 
resulted  in  substantial  reductions  in  the  expenses  which  would  have 
been  incurred  had  the  consolidation  not  taken  place.  Furthermore, 
the  deductions  of  the  taxpayer  for  the  taxable  year  following  that  of 
the  consolidation  must  not  have  been  in  excess  of  80  percent  of  the 
average  of  those  deductions  for  the  2  years  preceding  the  consolida¬ 
tion,  and  the  taxpayer’s  income  in  the  year  following  the  consolidation 
must  have  been  at  least  125  percent  of  its  average  base  period  income. 
These  eligibility  requirements  are  designed  to  furnish  automatic 
indications  that  an  increase  in  income  and  a  reduction  in  expenses 
have  in  fact  occurred  since  the  consolidation. 

VIII.  STRUCTURAL  CHANGES  IN  ESTATE  AND  GIFT 

TAXES 

A.  Provision  in  the  House  Bill  Also  in  Your  Committee’s  Bill 

1 .  United  States  bonds  held  by  nonresident  aliens 

Section  603  of  this  bill  and  section  503  of  the  House  bill  contain 
identical  provisions  dealing  with  the  status  under  the  estate  and  gift 
taxes  of  obligations  of  the  United  States  Government  owned  by 
nonresident  aliens  not  engaged  in  trade  or  business  in  the  United 
States.  Prior  to  March  1,  1941,  the  transfers  of  such  obligations  were 
exempt  by  regulation  even  though  the  transfer  of  similar  securities 
issued  by  domestic  corporations  was  taxable  when  the  evidence  of  the 
obligation  was  in  the  United  States.  This  exemption  was  based  on  the 
theory  that  an  exemption  from  “all  taxation”  of  such  bonds  when  held 
by  foreign  investors  included  exemption  under  the  estate  and  gift 
taxes. 

On  March  1,  1941,  a  new  regulation  was  issued  which  made  the  taxa¬ 
bility  of  transfers  of  such  securities  under  the  estate  and  gift  taxes 
depend  on  the  same  considerations  which  would  apply  in  the  case  of 
bonds  of  domestic  corporations.  The  new  ruling  was  based  on  the 
theory  that  the  exemption  of  such  Government  securities  from  “all 
taxation”  meant  exemption  from  direct  taxes  only  and  did  not  include 
exemption  from  the  transfer  taxes.  The  new  regulation  applied  only 
to  securities  issued  after  March  1,  1941. 

This  revised  regulation  was  held  to  be  invalid  in  Jandorfs  Estate  v. 
Commissioner  (171  F.  (2d)  464),  a  decision  of  the  Court  of  Appeals, 
Second  Circuit,  dated  December  21,  1948,  and  in  The  Pennsylvania 
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Company  v.  United  States,  a  decision  of  the  Court  of  Appeals,  Third 
Circuit,  in  November  1950. 

Both  your  committee’s  bill  and  the  House  bill  give  statutory  sanc¬ 
tion  to  the  policy  of  the  March  1,  1941,  regulation.  The  result  will 
be  that  for  estate  and  gift  tax  purposes  United  States  Government 
securities  will  receive  the  same  treatment  as  other  types  of  domestic 
bonds.  This  treatment  will  also  conform  with  the  policy  of  taxing 
the  interest  on  such  Government  bonds  under  the  income  tax  when 
received  by  nonresident  aliens. 

The  amendment  wTill  apply  only  to  obligations  issued  by  the  United 
States  on  or  after  March  1,  1941,  which  are  transferred  in  the  estates 
of  decedents  wdio  die  after  the  date  of  enactment  of  the  Revenue  Act 
of  1951  or  by  gifts  made  after  such  date. 

The  revenue  effects  of  this  provision  are  minor. 

B.  Provisions  Added  by  Your  Committee 

1 .  Estate  taxes  oj  servicemen  killed  in  Korea 

Your  committee’s  bill  provides  the  same  estate  tax  treatment  for 
members  of  the  Armed  Forces  dying  in  combat  zones  or  from  wounds 
received  in  combat  zones  as  was  previously  provided  during  World 
War  II. 

Section  605  provides  that  the  estate  tax  shall  not  apply  to  the 
estates  of  decedents  dying  while  in  active  service  as  a  member  of  the 
military  or  naval  forces  of  the  United  States  if  the  decedent  was 
either  killed  in  action  while  serving  in  a  combat  zone,  or  died  as  a 
result  of  wounds  or  other  injuries,  or  a  disease,  suffered  while  in  line 
of  duty  by  reason  of  a  hazard  to  which  he  was  subjected  as  an  inci¬ 
dent  of  such  military  or  naval  service. 

This  provision  is  effective  with  respect  to  deaths  occurring  after 
the  commencement  of  hostilities  in  Korea  (June  24,  1950)  and  before 
January  1,  1954. 

2.  Pre-1916  transfers  with  reversionary  interests  retained 

Under  the  present  law  a  transfer  in  trust  prior  to  1931  is  not  subject 
to  estate  tax  by  reason  of  the  retention  of  a  life  estate  and  a  transfer 
prior  to  October  8,  1949,  is  not  subject  to  estate  tax  by  reason  of  the 
retention  of  a  reversionary  interest  unless  the  reversionary  interest  is 
express,  rather  than  arising  by  operation  of  law,  and  exceeds  5  per¬ 
cent  of  the  value  of  the  property  immediately  before  the  decedent’s 
death.  The  present  law  makes  no  distinction  between  transfers 
made  before  the  enactment  of  the  estate  tax,  September  8,  1916,  and 
transfers  made  after  that  date.  However,  from  1927  to  1934  the 
regulations  provided  that  transfers  made  before  enactment  of  the 
estate  tax  would  not  be  taxable.  Also,  prior  to  the  decision  of  the 
Supreme  Court  in  the  Hallock  case  in  1940  it  was  felt  that  property 
would  not  be  taxed  in  a  decedent’s  estate  by  reason  of  his  retention 
of  a  reversionary  interest. 

A  case  has  been  brought  to  the  attention  of  your  committee  in  which 
the  decedent  made  a  transfer  in  trust  in  1903  retaining  a  reversionary 
interest  which  was  worth  about  14  percent  at  the  time  of  her  death  in 
December  1949.  As  a  result  of  the  retention  of  this  minor  interest, 
the  entire  estate  is  subject  to  tax. 
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In  order  to  avoid  this  severe  hardship,  section  608  of  your  commit¬ 
tee’s  bill  provides,  in  effect,  that  property  will  not  be  included  in  the 
estate  of  a  decedent  by  reason  of  the  retention  of  a  reversionary  interest 
in  a  transfer  made  prior  to  September  8,  1916,  where  the  decedent  died 
after  February  10,  1939,  the  date  of  enactment  of  the  Internal  Revenue 
Code. 

8.  Reversionary  interest  of  decedents  dying  prior  to  February  10,  1989 

The  provisions  of  the  Technical  Changes  Act  of  1949  apply  only 
with  respect  to  decedents  dying  after  February  10,  1939,  the  date  of 
enactment  of  the  Internal  Revenue  Code.  In  the  case  of  such  de¬ 
cedents,  property  is  included  in  the  gross  estate  by  reason  of  the 
retention  of  a  reversionary  interest  in  a  transfer  made  before  October  8, 
1949,  only  if  the  reversionary  interest  is  express  and  is  worth  more 
than  5  percent  immediately  before  the  decedent’s  death. 

On  March  18,  1937,  Treasury  Decision  4729  was  issued  by  the 
Treasury  Department,  providing  that  property  should  not  be  taxed 
by  reason  of  the  retention  of  a  reversionary  interest.  In  order  to 
treat  the  estates  of  decedents  dying  before  February  11,  1939,  and  after 
March  18,  1937,  in  accordance  with  the  law  then  in  effect,  section  606 
of  your  committee’s  bill  provides  that  property  transferred  by  a 
decedent  dying  in  such  period  is  not  to  be  included  in  the  estate  of 
the  decedent  because  of  a  possibility  of  reverter  if  the  regulations  in 
effect  at  the  time  of  the  death  of  the  decedent  did  not  provide  for  the 
inclusion  of  property  so  transferred. 

4-  Decedents  dying  in  1950  with  pre-1931  life  estates  retained 

The  Technical  Changes  Act  of  1949  provided  that,  in  the  case  of 
life  estates  retained  in  transfers  made  on  or  before  March  3,  1931 
(and  in  some  cases  before  June  7,  1932),  the  property  would  not  be 
included  in  the  decedent’s  gross  estate  by  reason  of  retention  of  the 
life  estate  if  the  decedent  died  before  January  1,  1950.  The  1949  act 
also  provided  that  these  life  estates  could  be  released  free  of  estate 
and  gift  tax  at  any  time  during  1949  or  1950.  The  1949  act  con¬ 
taining  this  tax-free  release  provision  became  law  on  October  25, 
1949.  There  have  been  several  cases  in  which  decedents  died  in  1950 
before  releasing  their  pre-1931  life  estates,  possibly  because  they  were 
not  aware  of  the  tax-free  release  provision  or  were  not  in  condition 
to  effect  a  release. 

Since  these  life  estates  could  have  been  released  at  any  time  during 
1950  without  estate  tax,  it  seems  equitable  to  your  committee  that  the 
January  1,  1950,  date  in  the  1949  act  be  changed  to  January  1,  1951, 
so  that  the  period  in  which  death  might  occur  without  estate  tax  will 
be  consistent  with  the  period  for  tax-free  release  of  these  life  estates. 

Therefore,  in  the  case  of  life  estates  retained  in  transfers  made  on 
or  before  March  3,  1931,  section  607  of  the  bill  provides  that  property 
will  not  be  included  in  the  decedent’s  gross  estate  by  reason  of  reten¬ 
tion  of  the  life  estate  if  the  decedent  died  before  January  1,  1951 
(instead  of  January  1,  1950,  as  provided  by  present  law). 

5.  Reversionary  interests  in  life  insurance — Decedents  dying  after  October 
21,  1942 

The  Revenue  Act  of  1942  provided  that,  in  determining  the  pro¬ 
portion  of  life-insurance  premiums  paid  by  the  decedent,  premiums 
paid  by  a  decedent  on  or  before  January  10,  1941,  shall  be  included  if 
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the  decedent  at  any  time  after  that  date  possessed  an  incident  of  owner¬ 
ship  in  the  policy.  Since  a  reversionary  interest  was  construed  to 
be  an  incident  of  ownership,  the  retention  of  any  reversionary  interest, 
regardless  of  its  size  and  regardless  of  whether  it  was  express  or  by 
operation  of  law,  had  the  effect  of  making  the  premiums  paid  by  the 
decedent  includible  for  purposes  of  the  premium  payment  test.  In 
order  to  make  the  treatment  of  life  insurance  consistent  with  the  treat¬ 
ment  of  other  property  under  the  Technical  Changes  Act  of  1949, 
the  Revenue  Act  of  1950  provided  that  a  reversionary  interest  should 
be  considered  an  incident  of  ownership  only  if  it  were  express  and, 
at  some  time  after  January  10,  1941,  exceeded  5  percent  of  the  value 
of  the  policy.  The  provision  in  the  1950  act  was  an  amendment  of 
the  Revenue  Act  of  1942,  so  that  it  was  effective  with  respect  to  the 
estates  of  decedents  dying  after  October  21 ,  1942.  However,  the  1950 
provision  did  not  provide  for  the  reopening  of  closed  cases.  In  this 
respect  it  was  different  from  the  1949  amendment  of  section  811  (c), 
which  provided  a  1-year  period  during  which  claims  for  refund  could 
be  filed  for  closed  cases. 

In  order  to  correct  that  deficiency,  section  609  of  your  committee’s 
bill  amends  section  503  of  the  Revenue  Act  of  1950  in  order  to  permit 
the  reopening  of  closed  cases  if  a  claim  is  filed  within  1  year  from  the 
date  of  the  enactment  of  this  bill. 

6.  Foreign  estate  tax  credit 

Under  present  law  the  United  States  asserts  estate  tax  liability 
with  respect  to  the  entire  estate,  wherever  situated  (except  real 
property  outside  the  United  States),  of  decedents  who  were  either 
domiciled  in  the  United  States  or  citizens  of  the  United  States.  Since 
many  other  countries,  like  the  United  States,  tax  property  situated 
within  their  boundaries,  estates  of  nonresident  citizens  of  the  United 
States  are  quite  likely  to  be  subjected  to  a  double  tax.  With  a  con¬ 
siderable  number  of  foreign  countries,  the  United  States  has  entered 
into  estate  tax  conventions  which  provide  relief  for  this  problem  and 
other  treaties  at  present  are  under  consideration.  However,  in  many 
other  cases  the  possibility  of  double  taxation  still  exists,  and  cases  have 
been  brought  to  the  attention  of  your  committee  where,  as  a  result  of 
this  double  taxation,  estates  with  foreign  investments  have  been  taxed 
much  more  heavily  than  similar  estates  subject  only  to  domestic  tax. 

Section  602  of  your  committee’s  bill  removes  this  double  taxation  by 
providing  a  foreign  estate  tax  credit  in  the  case  of  United  States  citizens 
and  residents  (subject  to  a  limitation  indicated  below)  where  the  double 
tax  arises  from  the  United  States  imposing  a  tax  on  the  entire  estate, 
and  a  foreign  country  imposing  an  estate  tax  on  property  situated 
within  that  country.  The  foreign  estate  tax  credit  is  allowed  both 
against  the  basic  estate  tax  and  the  additional  estate  tax.  As  in  the 
case  of  the  income  tax,  a  foreign  tax  credit  is  allowed  in  the  case  of 
those  who  were  residents  but  not  citizens  of  the  United  States  only  if 
the  foreign  country  in  which  the  decedent  was  a  citizen  allows  a  similar 
foreign  tax  credit  in  the  case  of  citizens  of  the  United  States  who  are 
residents  of  that  country.  As  in  the  case  of  the  foreign  tax  credit 
allowed  for  income  tax  purposes,  the  foreign  estate  tax  credit  is  limited 
in  a  manner  which  permits  the  offsetting  of  taxes  paid  the  foreign 
country  with  respect  to  property  situated  in  that  country  only  to  the 
extent  that  such  property  is  taxed  by  the  United  States.  Thus,  if  a 
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foreign  country  imposes  an  estate  tax  at  a  higher  effective  rate  than 
that  provided  by  the  United  States,  a  credit  is  to  be  allowed  only  to 
the  extent  of  the  effective  rate  of  tax  imposed  by  the  United  States. 

This  provision  is  effective  with  respect  to  estates  of  decedents  dying 
after  the  date  of  enactment  of  this  bill. 

7.  Works  of  art  loaned  by  nonresident  aliens 

Section  004  of  your  committee’s  bill  provides  that  works  of  art 
owned  by  a  nonresident  alien  which  are  loaned  to  public  galleries  or 
museums  in  the  United  States  for  exhibition  purposes  shall  be  exempt 
from  estate  tax  if  the  nonresident  alien  dies  while  the  works  of  art  are 
in  this  country. 

Present  law  (sec.  863  (c)  of  the  code)  limits  the  exemption  to  works 
of  art  loaned  to  the  National  Gallery  of  Art. 

This  provision  is  effective  with  respect  to  estates  of  decedents 
dying  after  the  date  of  enactment  of  this  bill. 

The  revenue  loss  from  all  of  the  changes  in  the  estate  and  gift  tax 
changes  made  by  this  bill  are  expected  to  decrease  revenues  by  $2 
million. 

IX.  EXCISE  TAX  CHANGES 

It  is  estimated  that  at  the  levels  of  production  anticipated  in  the  fis¬ 
cal  year  1952  excise  tax  changes  by  your  committee’s  bill,  when  fully 
effective,  will  raise  revenues  by  $1,275  million  as  compared  with  $1,252 
million  under  the  House  bill.  As  shown  in  table  11,  almost  all  of  the 
excise-tax  revenue  provided  by  both  your  committee’s  bill  and  the 
House  bill  is  raised  from  the  manufacturers’  excises,  the  new  taxes  on 
gambling  and  the  taxes  on  alcoholic  beverages  and  tobacco.  No  rate 
increases  are  provided  in  the  case  of  the  retail  excises,  the  excises  on 
transportation  and  communication  or  the  admissions  taxes,  because 
the  rates  of  these  taxes  generally  are  already  quite  high.  Not  only  are 
most  of  these  taxes  imposed  at  rates  around  20  percent,  but  also  they 
are  based  on  the  retail  price  or  the  amount  charged  the  consumer, 
which  may  range  up  to  twice  the  manufacturer’s  price.  As  a  result, 
these  rates  now  are  generally  three  to  four  times  as  high  as  most  of 
the  manufacturers’  excises,  usually  levied  at  a  10  percent  rate  on  the 
manufacturers’  prices. 

Table  11. — Excise-tax  revenue  raised  by  the  bill  by  major  sources 


[At.  estimated  fiscal  year  1952  levels  of  production  and  consumption  but  in  a  full  year  of  operation] 


Type  of  excise  tax 

Additional  revenue 

House  bill 

Committee 

bill 

Alcoholic  beverages _ 

Millions  of 
dollars 
$252 
177 
447 
-5 
-6 
-21 
407 

Millions  of 
dollars 

$252 

167 

488 

-7 

-14 

-18 

407 

Tobacco  products _ _ _ 

Manufacturer _ _ 

Retail _ _  _  _  _  _ 

Transportation  and  communication- _ .  _  ..  _  _ 

Gambling _  _ _ _ 

Total _  _  _ _ _ 

1,252 

1, 275 
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The  excise-tax  changes  made  by  your  committee’s  bill  become  effec¬ 
tive  on  the  first  day  of  the  first  month  which  begins  more  than  10 
days  after  the  date  of  enactment  of  the  bill.  Your  committee’s  bill 
also  provides  that  the  excise-rate  increases  are  to  expire  on  De¬ 
cember  31,  1953.  No  termination  date  was  provided  for  the  excise- 
tax  increases  made  by  the  House  bill,  but  the  same  provision  applied 
with  respect  to  the  time  when  the  excise-tax  changes  were  first 
to  become  effective.  Assuming  that  November  1  is  the  effective 
date  for  these  changes,  it  is  estimated  that  your  committee’s  bill  will 
increase  excise-tax  revenues  by  $823  million  in  the  fiscal  year  1952 
(this  includes  the  floor  stock  taxes),  raising  total  receipts  for  1952 
from  excises  to  $9,383  million.  With  this  same  assumption,  the  House 
bill  would  increase  excise  collections  in  1952  by  $811  million,  raising 
total  excise  receipts  in  1952  to  $9,371  million. 

A.  Alcoholic  Beverages 

The  additional  revenue  estimated  to  be  derived  from  the  taxes 
on  alcoholic  beverages  in  a  full  year  of  operation  is  distributed  among 
the  various  excises  under  both  the  House  bill  and  your  committee’s 
bill  as  follows: 

[In  millions] 


House  bill 

Commit¬ 
tee  bill 

Distilled  spirits  (including  increased  draw-back) _ 

$168 

$168 

Beer _ _ _ _ _ 

68 

68 

8 

8 

Occupational  taxes  on  dealers  in  liquor _ _  ... 

8 

8 

Total _ _ _ _ _ _ _ 

252 

252 

1.  Distilled  spirits 

Section  441  of  your  committee’s  bill  increases  the  tax  on  distilled 
spirits  imposed  by  sections  1650  and  2800  of  the  Internal  Revenue 
‘Code  from  $9  to  $10.50  per  proof  gallon.  This  is  the  same  increase  as 
is  made  by  the  House  bill.  The  increase  of  $1.50  per  proof  gallon 
amounts  to  about  26  cents  a  fifth  on  the  ordinary  type  of  wliisky 
bottled  at  about  85  proof.  Under  present  law  the  $9  per  gallon  tax 
on  distilled  spirits  averages  about  40  percent  of  the  retail  price  per 
bottle,  including  tax.  The  tax  imposed  by  both  your  committee’s  and 
the  House  bills  would  raise  this  figure  to  about  43  percent.  This  as¬ 
sumes  the  addition  in  full  of  the  tax  to  current  prices,  but  no  price 
mark-up  on  the  tax. 

During  World  War  II  and  the  immediate  postwar  years  consump¬ 
tion  of  distilled  spirits  climbed  almost  continuously  in  spite  of  higher 
liquor  taxes  and  prices,  reaching  a  peak  consumption  in  1946  when 
consumers  purchased  more  than  230  million  wine  gallons  of  distilled 
spirits  for  which  they  spent  $5  billion,  or  3  percent  of  their  total  dis¬ 
posable  income.  High  income  levels  and  the  inability  of  consumers  to 
purchase  scarce  durable  goods  probably  were  the  most  important  fac¬ 
tors  in  accounting  for  this  high  consumption  level.  Although  con¬ 
sumption  of  liquor  declined  during  the  postwar  years,  since  the  out¬ 
break  of  hostilities  in  Korea  it  has  again  been  increasing,  and  the  1950 
consumption  of  190  million  wine  gallons  was  higher  than  in  any  prior 
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years  except  1945  and  1946.  The  acceleration  of  the  defense  program 
presents  the  likelihood  that  income  levels  again  will  rise  and  that  con¬ 
sumers  again  will  have  to  cut  down  their  purchases  of  durable  goods. 
Your  committee  believes  that,  under  the  conditions  described  above, 
it  does  not  appear  the  increase  provided  by  the  bill  will  seriously 
affect  the  consumption  level  of  liquor.  Thus,  it  is  not  believed  that 
the  tax  increase  provided  here  will  have  much  effect  on  the  industry. 

From  the  standpoint  of  the  consumer  it  is  not  believed  that  this  tax 
increase  will  prove  to  be  particularly  burdensome,  since  the  limited 
data  available  suggest  that  up  to  income  levels  of  $5,000  this  tax  bears 
about  equally  on  the  various  income  levels. 

Your  committee  carefully  reviewed  the  increase  in  the  tax  on  distilled 
spirits  with  reference  to  the  problem  of  bootlegging.  It  found  that 
even  under  present  tax  rates  there  is  a  substantial  financial  incentive 
to  engage  in  illicit  operations  of  this  type,  which  had  been  held  at  a 
relatively  low  level  only  as  a  result  of  enforcement  measures.  How¬ 
ever,  any  increased  financial  incentive  for  illicit  operations  resulting 
from  the  tax  increase  provided  by  your  committee’s  bill  is  likely  to  be 
more  than  offset  by  a  tightening  of  the  labor  supply  available  for  these 
operations  and  by  higher  incomes  on  the  part  of  consumers,  which  will 
decrease  the  importance  of  the  price  differential  between  tax-paid  and 
non-tax-paid  liquor.  Nevertheless,  it  was  recognized  that  too  large  an 
increase  in  the  tax  on  distilled  spirits  might  well  result  in  a  sizable 
increase  in  illicit  operations. 

At  the  present  time,  although  the  general  tax  rate  on  distilled  spirits 
is  $9  a  proof  gallon,  a  draw-back  of  $6  per  proof  gallon  is  provided  for 
distilled  spirits  used  for  medicines,  medicinal  preparations,  food  prod¬ 
ucts,  flavors,  leaving  a  net  tax  of  $3  per  proof  gallon  in  such  cases. 
Draw-backs  are  used  rather  than  reducing  the  rate  of  tax,  because  a 
lower  rate  might  result  in  distilled  spirits  being  diverted  to  beverage 
purposes  on  wdiich  the  higher  rate  of  tax  should  be  paid.  Using  these 
medicines  and  nonbeverage  food  products  as  a  source  of  revenue, 
however,  appears  to  be  in  contradicition  to  the  policy  generally  fol¬ 
lowed  of  not  imposing  excise  taxes  on  medicines  or  food.  In  park 
this  principle  is  recognized  under  present  law  by  providing  a  draw-back 
of  all  but  $3  of  the  tax  per  proof  gallon.  Both  your  committee’s  and 
the  House  bills  recognize  this  principle  in  full  by  increasing  these 
drawT-backs  so  that  a  net  tax  of  only  $1  per  proof  gallon,  sufficient  to 
cover  administrative  costs,  is  finally  paid.  With  the  tax  rate  of 
$10.50  per  proof  gallon  this  is  accomplished  in  section  452  of  the  bill 
providing  in  section  3250  of  the  code  a  draw-back  of  $9.50  per  proof 
gallon. 

It  is  estimated  that  in  a  full  year  of  operation  the  changes  made  in 
the  tax  on  distilled  spirits  by  both  your  committee’s  and  the  House  bill 
wall  increase  revenues  by  $168  million. 

2.  Beer 

Section  443  of  the  bill  increases  the  tax  imposed  on  fermented  malt 
liquor,  or  beer,  by  sections  3150  and  1650  of  the  code  by  $1  per  barrel, 
or  from  the  $8  per  barrel  provided  by  present  law  to  $9  per  barrel. 
This  represents  the  same  increase  as  is  made  by  the  House  bill.  This 
is  an  increase  in  tax  of  12%  percent  as  contrasted  to  an  increase  of  16% 
percent  provided  in  the  case  of  distilled  spirits.  Under  present  law 
the  tax  on  beer  represents  about  15  percent  of  the  average  retail 
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price  and  under  both  your  committee’s  and  the  House  bills  this  is. 
increased  to  between  16  and  17  percent.  In  the  case  of  a  12-ounce 
bottle  of  beer  the  tax  increase  represents  an  increase  of  about  one- 
third  of  1  cent. 

The  increase  provided  for  beer  is  smaller  than  that  provided  for 
distilled  spirits  because  your  committee  believes  that  beer  to  a  greater 
extent  is  consumed  by  the  lower  income  groups  and,  therefore,  that 
an  increase  in  this  tax  generally  is  more  burdensome  than  the  tax  on 
distilled  spirits. 

With  the  present  high  income  and  consumption  levels  it  appears 
probable  that  much,  if  not  all,  of  the  tax  increase  provided  for  beer 
can  be  shifted  by  the  industry  to  the  consumer  without  seriously 
affecting  the  current  level  of  consumption.  Thus  it  is  not  anticipated 
that  this  tax  increase  will  have  any  important  effect  on  the  industry. 

In  a  full  year  of  operations  it  is  estimated  that  the  $1  per  barrel 
increase  in  the  tax  on  beer  will  raise  revenues  by  about  $68  million. 

8.  Wines 

Section  442  of  the  bill  amends  sections  3030  and  1650  of  the  code 
to  provide  for  the  same  increase  in  the  tax  on  wines  as  in  the  case  of 
beer,  namely,  an  increase  of  approximately  12}i  percent.  Thus,  in 
the  case  of  still  wines,  including  vermouth,  the  tax  per  gallon  would 
be — 

(a)  increased  from  15  to  17  cents  where  the  alcoholic  content 
of  the  vane  is  not  more  than  14  percent, 

(b)  increased  from  60  to  67  cents  where  the  alcoholic  content 
of  the  wine  is  over  14  percent  but  not  over  21  percent;  and 

(c)  increased  from  $2  to  $2.25  where  the  alcoholic  content  of 
the  wine  is  over  21  percent  but  not  over  24  percent.14 

In  the  case  of  sparkling  wines,  liqueurs,  and  cordials  the  tax  per  half 
pint  would  be: 

(а)  increased  from  15  to  17  cents  in  the  case  of  champagne  or 
sparkling  wines;  and 

(б)  increased  from  10  to  12  cents  in  the  case  of  liqueurs,  cordials, 
and  artificially  carbonated  wines. 

These  are  the  same  increases  as  are  pi'ovided  by  the  House  bill. 

Most  of  the  wine  consumption  in  the  United  States  today  is  repre¬ 
sented  by  the  first  two  categories  of  still  wines.  Natural,  or  table, 
wines  with  an  alcoholic  content  not  over  14  percent  and  including  such 
wines  as  sauterne,  claret,  and  burgundy  represent  about  one-quarter 
of  the  total  consumption.  Sweet  or  dessert  wines  with  an  alcoholic 
content  between  14  and  21  percent  and  including  such  wines  as  port, 
sherry,  tokay,  and  muscatel  represent  approximately  three-fourths 
of  the  total  consumption  in  the  United  States  today.  These  wines 
are  fortified  with  brandy  or  alcohol  before  the  natural  fermentation  is 
completed.  Spariding  wines  account  for  most  of  the  small  remaining 
consumption  in  the  United  States  today  and  in  large  part  represent 
imports. 

In  terms  of  retail  price  the  tax  under  present  law  represents  about 
4  percent  of  the  retail  price,  including  tax,  in  the  case  of  table  wines, 
and  would  be  increased  by  about  one-half  of  1  percent  under  both  your 
committee’s  and  the  House  bills.  The  tax  on  sweet  wines  under  pres¬ 
ent  law  represents  about  15  percent  of  the  retail  price  and  under  both 
bills  this  percentage  would  be  increased  by  slightly  more  than  1  per- 


n  Wines  with  alcoholic  content  in  excess  of  24  percent  are  subject  to  the  tax  on  distilled  spirits. 
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cent  age  point.  The  tax  on  spariding  wines  represents  about  25 
percent  of  the  retail  price  under  present  law  and  under  both  bills 
this  would  be  increased  to  about  26^  percent.  Thus  the  rate  of  tax 
under  the  bills  will  continue  to  be  graduated  in  accordance  with 
alcoholic  content. 

Your  committee  deemed  it  appropriate  to  make  only  a  moderate 
increase  in  the  case  of  the  taxes  on  wines  because  of  the  importance 
of  wines  to  the  grape-growing  industry.  Between  one-third  and  one- 
half  of  the  total  grape  crop  is  customarily  absorbed  by  wine.  The 
demand  for  wine,  therefore,  also  has  an  important  effect  on  the  prices 
which  can  be  obtained  by  producers  for  raisins  and  fresh  grapes,  the 
two  other  important  uses  of  grapes.  Moreover,  in  view  of  the  fact 
that  it  has  been  necessary  for  the  Department  of  Agriculture  at  times 
since  the  end  of  World  War  II  to  support  the  price  of  raisins,  it  would 
appear  inappropriate  for  your  committee  to  make  a  substantial  in¬ 
crease  in  the  tax  on  wine  which  might  have  the  effect  of  requiring 
further  price  supports.  In  addition  it  should  be  pointed  out  that 
wine  consumption  in  the  United  States  relative  to  consumption  of 
other  forms  of  alcoholic  beverages  is  relatively  low  when  compared 
to  relationships  generally  established  abroad.  Moreover,  the  wine 
industry  is  one  of  the  few  industries  which  has  been  classified  under 
the  excess-profits  tax  as  a  depressed  industry. 

The  effect  of  both  your  committee’s  bill  and  the  House  bill  in  the 
case  of  the  taxes  on  wines  is  to  raise  revenues  by  an  estimated  $8  mil¬ 
lion  in  a  year  in  which  the  increase  is  fully  effective. 

4-  Occupational  taxes  on  dealers  in  liquor 

Retail  dealers  in  liquor  other  than  those  dealing  exclusively  in  wine 
and  beer  are  required  under  section  3250  of  the  code  to  pay  a  special 
annual  occupational  tax  of  $27.50.  Section  451  of  the  bill  raises  this 
occupational  tax  to  $50  a  year.  This  is  the  same  increase  as  is  made 
by  the  House  bill.  Under  present  law  the  low  tax  has  made  it  im¬ 
practical  from  an  administrative  standpoint  for  the  Bureau  of  Internal 
Revenue  to  verify  the  names  and  addresses  of  persons  paying  this 
special  occupational  tax.  Attention  has  been  called  to  many  cases 
where  incorrect  names  and  addresses  have  been  given  with  the  probable 
intention  of  avoiding  detection  by  State  and  local  liquor  authorities. 
Your  committee  believes  it  feasible  for  the  Bureau  of  Internal  Revenue 
to  establish  a  verification  system  for  all  payees  of  this  tax  and  it  is 
the  intention  of  your  committee  that  the  Bureau  of  Internal  Revenue 
do  so.  Severe  penalties  for  fraudulent  returns  are  already  provided 
under  existing  law.  It  is  estimated  that  this  provision  will  increase 
collections  by  $7  million  in  a  full  year  of  operation. 

Section  451  of  your  committee’s  bill  also  increases  the  occupational 
taxes  on  wholesale  dealers  in  liquors  and  wholesale  dealers  in  malt 
liquors.  Section  3250  (a)  (1)  of  the  code  imposes  a  special  occupa¬ 
tional  tax  of  $110  on  wholesale  dealers  in  liquors.  This  includes 
wholesale  dealers  in  wines,  as  well  as  wholesale  dealers  in  distilled 
spirits.  Both  your  committee’s  bill  and  the  House  bill  raises  this 
tax  to  $200.  Section  3250  (d)  of  the  code  provides  an  occupational 
tax  of  $55  for  wholesale  dealers  in  malt  liquor.  This  tax  is  raised  to 
$100  by  both  bills.  It  is  estimated  that  in  a  full  year  of  operation 
the  increase  in  these  occupational  taxes  on  wholesale  dealers  in 
liquors  and  malt  liquors  will  raise  revenues  by  $1  million  annually. 
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B.  Tobacco  Products 

The  changes  made  in  the  excise  taxes  on  tobacco  are  distributed 
between  small  (“standard”  and  “king”  sized)  cigarettes  and  snuff, 
fine-cut,  scrap,  plug  and  twist  chewing  tobacco  as  follows: 


[In  millions] 


House 

bill 

Committee 

bill 

Small  cigarettes  (“standard”  and  “king”  sized) .  . . . . . . . 

$177 

$177 

—10 

Snuff  and  fine-cut,  scrap,  plug,  and  twist  chewing  tobacco. . . 

0 

Total . . . . . . . . . 

177 

167 

No  changes  are  made  in  the  present  taxes  on  cigars  and  smoking 
tobacco. 

1.  Small  cigarettes 

In  the  case  of  small  cigarettes,  section  421  of  your  committee’s 
bill  increases  the  tax  provided  by  section  2000  of  the  code  from 
$3.50  per  thousand  to  $4  per  thousand.  This  is  the  same  increase 
as  is  made  by  the  House  bill.  In  effect,  this  raises  the  tax  on  the 
ordinary  package  of  20  cigarettes  from  7  cents  to  8  cents.  The 
present  tax  on  cigarettes  represents  about  34  percent  of  the  retail 
price  including  tax.  The  increase  would  raise  this  to  about  37  percent. 

The  increase  provided  by  both  bills  is  as  large  as  the  combined 
increases  made  in  this  tax  during  and  just  before  World  War  II.  In 
view  of  the  importance  of  the  sales  of  tobacco  to  a  large  number  of 
farmers  in  the  country,  this  is  as  large  an  increase  in  this  tax  as  your 
committee  believes  it  is  appropriate  to  make. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  will  increase 
revenues  by  $177  million  a  year. 

2.  Snuff  and  fine-cut,  scrap,  plug,  and  twist  chewing  tobacco 

In  the  case  of  snuff  and  fine-cut,  scrap,  plug,  and  twist  chewing 
tobacco,  section  423  of  your  committee’s  bill  reduces  the  tax  from  18 
cents  per  pound  to  10  cents  per  pound.  In  the  case  of  smoking 
tobacco  the  tax  remains  at  18  cents  per  pound.  No  such  reduction 
was  provided  in  the  House  bill.  Your  committee  believes  that  this 
reduction  is  desirable  because  the  declining  demand  for  snuff  and 
chewing  tobacco  has  worked  hardships  on  the  manufacturers,  and 
also  on  the  farmers  raising  these  particular  types  of  tobacco.  More¬ 
over,  these  tobacco  products  are  used  primarily  by  the  lower  income 
groups  and,  therefore,  the  present  tax  is  believed  to  be  highly 
regressive. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee  will  decrease  revenues  by  about  $10  million  a  year. 
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C.  Manufacturers'  Excises 

The  additional  revenue  it  is  estimated  will  be  derived  from  manu¬ 
facturers’  excises  is  distributed  among  the  various  excises  as  follows: 


[In  millions] 


House 

bill 

Committee 

bill 

Gasoline,  and  diesel  fuel  used  by  highway  vehicles _ _ _ 

$220 

$210 

190 

189 

61 

61 

56 

56 

-1 

-1 

Electric,  gas, and  oil  appliances _  _  _ _ 

18 

69 

Navigation  receivers  sold  to  the  U.  S.  Government _ _ 

None 

None 

0 

Negligible 

Negligible 

-23 

Negligible 

-5 

Photographic  apparatus  and  film.  _  _  ..  _  ... 

-104 

-104 

Fountain  pens,  ball-point  pens,  and  mechanical  pencils. . _ _  _ 

24 

12 

0 

1 

447 

488 

1 .  Gasoline  and  diesel  fuel 

Section  479  of  the  bill  provides  for  a  one-half  cent  increase  in  the 
gasoline  tax,  raising  the  Federal  gasoline  tax,  provided  by  section  3412 
of  the  code,  from  1J4  to  2  cents  per  gallon.  This  is  the  same  increase 
as  is  provided  by  the  House  bill.  Since  the  tax  on  gasoline  is  a  specific 
and  not  an  ad  valorem  tax,  the  percentage  relationship  of  the  tax 
to  the  retail  price  will  vary  with  the  variation  in  the  price  of  gasoline. 
Thus,  although  in  1950  the  tax  was  6  percent  of  the  retail  price,  includ¬ 
ing  tax,  in  1940  it  was  8 %  percent  of  the  retail  price.  This  is  accounted 
for  by  the  rise  in  the  average  price  of  gasoline  in  the  past  10  years. 
The  average  price  in  1939,  for  example,  was  13.3  cents  per  gallon 
before  the  State  tax,  while  in  1950  the  average  price  was  20  cents  per 
gallon.  The  action  by  your  committee,  which  would  result  in  a  tax 
equal  to  about  8  percent  of  the  retail  price  of  gasoline  including  tax, 
does  not  quite  restore  the  relationship  existing  in  1940. 

The  consumption  of  gasoline  has  shown  one  of  the  most  consistent 
patterns  of  increase  over  the  last  few  decades.  The  production  of 
gasoline  in  1940,  for  example,  amounted  to  615  million  barrels  and  in 
1950  this  had  increased  to  1,024  million  barrels.  The  domestic 
demand  for  gasoline  has  grown  at  an  average  annual  rate  of  7  percent 
since  the  end  of  War  War  II  and  appears  to  be  increasing  somewhat 
more  rapidly  now.  The  1950  demand  for  gasoline  was  9  percent  in 
excess  of  the  demand  for  1949  and  the  Bureau  of  Mines  has  estimated 
that  the  demand  in  1951  will  be  9/2  percent  in  excess  of  the  demand  in 
1950.  This  substantial  increase  can,  of  course,  in  large  part  be 
accounted  for  by  the  increased  numbers  of  passenger  automobiles 
and  trucks  on  the  road.  For  example,  registration  of  automobiles 
and  trucks  in  the  period  1945  to  1950  increased  over  50  percent. 
Under  these  conditions  it  appears  probable  that  an  increase  in  the 
gasoline  tax  of  the  size  provided  by  this  bill  can  readily  be  passed  on 
to  the  consumers  of  gasoline.  This  appears  especially  likely  in  view 
of  the  fact  that,  in  the  case  of  gasoline,  demand  does  not  change 
much  with  variations  in  price. 
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Despite  this  strong  demand,  the  increase  in  the  gasoline  tax  is  limited 
to  a  half  cent  per  gallon.  Payments  for  gasoline  represent  costs  of 
doing  business  in  the  case  of  gasoline  consumed  by  trucks  and  in  the 
ease  of  an  important  segment  of  the  gasoline  used  in  passenger  cars. 
In  addition  to  this,  your  committee  recognizes  that  the  gasoline  tax 
represents  an  important  source  of  revenue  to  the  States.  The  usual 
State  tax  ranges  from  4  to  5  cents  per  gallon  but  eight  States  have  a 
7  cents  per  gallon  tax  and  one  has  a  tax  of  9  cents  per  gallon.  Too 
substantial  an  increase  in  the  gasoline  tax  by  the  Federal  Government 
might  affect  the  use  of  this  revenue  source  by  the  States. 

The  House  bill  adds  a  new  section  2450  to  the  code  imposing  a  tax 
of  2  cents  per  gallon  on  diesel  fuel  for  diesel-powered  highway  vehicles. 
The  tax  is  imposed  on  the  retailer  selling  the  diesel  fuel  for  highway 
use  and  also  on  persons  using  the  diesel  fuel  in  highway  vehicles  if  no 
tax  was  collected  from  the  retailer. 

Your  committee,  although  recognizing  that  the  failure  to  tax 
■diesel  fuel  used  on  highways  on  the  same  basis  as  gasoline  is  dis¬ 
criminatory  against  vehicles  power  by  gasoline,  does  not  include  this 
provision  in  its  bill.  As  provided  by  the  House  bill,  the  tax  would 
be  very  difficult  to  collect.  The  retailer  selling  diesel  fuel  for  highway 
use  also  sells  the  same  fuel  for  fuel-oil  furnaces  in  homes.  Moreover, 
experience  with  this  tax  at  the  State  level  has  also  indicated  a  con¬ 
siderable  amount  of  evasion  where  the  tax  is  collected  from  the 
persons  using  the  fuel  oil  in  the  highway  vehicles,  the  second  alterna¬ 
tive  collection  method  provided  by  the  House  bill.  Because  of  these 
difficulties  in  the  administration  of  this  tax,  your  committee  believes 
that  it  is  desirable  to  postpone  the  consideration  of  this  problem 
until  it  is  possible  to  give  it  further  study. 

As  a  result  of  not  imposing  this  tax  on  diesel  fuel,  the  estimated 
revenue  which  it  is  anticipated  will  be  collected  in  a  full  year  of 
operation  from  the  gasoline  tax  is  $210  million  instead  of  the  $220 
million  estimated  for  the  House  bill. 

£.  Passenger  cars  and  motorcycles 

Section  471  of  the  bill  increases  the  tax,  provided  by  section  3403  of 
the  code,  on  passenger  cars  and  motorcycles  from  7  to  10  percent  of 
the  manufacturers’  price.  However,  your  committee’s  bill  removes 
the  tax  on  house  trailers.  The  increase  provided  for  passenger  auto¬ 
mobiles  and  motorcycles  is  the  same  as  that  provided  by  the  House 
bill,  but  the  House  bill  left  the  tax  at  7  percent  in  the  case  of  house 
trailers  instead  of  removing  it.  The  present  tax  on  passenger  cars  on 
the  average  represents  5  percent  of  the  retail  price,  including  tax. 
The  increase  provided  by  this  bill  will  raise  tins  to  somewhat  over  7 
percent. 

The  demand  for  new  passenger  cars  has  continued  at  a  very  high 
level  since  the  end  of  World  War  II  not  only  because  of  the  backlog 
of  demand  from  the  war  period  when  new  cars  were  not  available,  but 
also  because  high  income  levels  have  made  the  purchase  of  cars 
possible  to  many  persons  not  formerly  able  to  buy  them.  The  unit 
output  in  1950,  for  example,  represented  232  percent  of  the  output  in 
1939.  Moreover,  the  value  of  the  1950  output  was  $8.8  billion,  or 
about  five  times  the  value  of  the  output  m  1939. 

Despite  the  recent  temporary  decline  in  the  sales  of  passenger  cirs, 
it  appears  that  the  demand  for  them  in  the  year  1951  as  a  whole  will  be 
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at  a  very  high  level.  However,  it  appears  probable  that  the  supply  of 
automobiles  available  will  be  eut  because  of  their  substantial  use  of 
critical  materials.  Twenty  percent  of  the  total  steel  output,  for 
example,  has  been  going  to  the  production  of  automobiles.  Steel 
allocations  for  automobiles  were  reduced  in  the  second  and  third 
quarters  of  1951  and  at  the  present  time  shortages  of  copper  and 
stainless  steel  are  affecting  automobile  production.  The  output  of 
passenger  cars  in  calendar  1951  will  probably  be  approximately  the 
1949  level  which  was  slightly  over  5  million,  and  is  expected  to  be 
substantially  above  the  annual  production  in  the  10  years  prior  to 
World  War  II. 

Under  these  conditions  it  appears  probable  that  an  increase  in  tax 
of  the  size  proposed  by  your  committee  can  readily  be  passed  forward 
to  the  consumer  without  any  cut  in  the  effective  demand  for  new 
passenger  cars.  Since  the  tax  is  not  imposed  on  second-hand  cars, 
which  in  large  measure  represent  the  purchases  made  by  the  lower- 
income  groups,  it  appears  probable  that  the  tax  increase  made  by  the 
bill  will  not  bear  heavily  on  these  groups. 

However,  your  committee  recognizes  that  cars  represent  a  necessity 
to  a  large  segment  of  the  population  under  present  conditions  and, 
therefore,  deemed  it  inappropriate  to  increase  the  rate  above  10 
percent  on  the  manufacturer’s  price,  the  rate  applying  in  the  case  of 
most  manufacturers’  excises.  Moreover,  the  purchase  of  a  car  repre¬ 
sents  a  larger  outlay  on  the  part  of  the  consumer  than  is  true  in  the 
case  of  most  other  durable  consumption  items,  with  the  result  that 
the  amount  of  the  tax  payment  in  these  cases  is  larger  than  in  the 
purchase  of  other  durable  goods  and,  therefore,  likely  to  be  con¬ 
sidered  more  burdensome. 

Your  committee’s  bill  removes  the  tax  on  house  trailers  because  it 
recognizes  that,  during  periods  of  erne rgency  such  as  the  present,  the 
bulk  of  these  house  trailers  are  used  for  housing  by  defense  workers, 
military  personnel  and  others  rather  than  as  a  means  of  transportation. 

It  is  estimated  that  in  a  full  year  of  operation  this  provision  of  the 
bill  will  increase  revenues  by  $189  million. 

S.  Automobile  trucks,  busses,  and  truck  trailers 

Section  471  of  the  bill  also  increases  the  tax  on  automobile  trucks, 
busses,  and  truck  trailers,  provided  by  section  3403  of  the  code,  from 
5  to  8  percent  of  the  manufacturer’s  price.  This  increase  is  the  same 
as  that  provided  by  the  House  bill. 

Since,  as  previously  noted,  the  tax  on  passenger  cars  is  increased  to 
10  percent,  this  maintains  the  traditionally  lower  tax  for  the  types 
of  automotive  transportation  especially  designed  for  business.  Your 
committee  believes  that  it  is  desirable  to  retain  a  lower  tax  on  trucks 
and  related  types  of  automotive  transportation  because  it  recognizes 
that  these  represent  operating  costs  to  businesses.  A  high  rate  of  tax 
in  such  cases  would  be  likely  to  be  passed  on  in  the  price  of  commodi¬ 
ties  generally.  However,  it  is  believed  that  the  moderate  increase  pro¬ 
vided  by  the  bill  is  desirable  on  much  the  same  grounds  as  the  increase 
provided  in  the  case  of  passenger  automobiles:  namely,  the  anticipated 
high  demand  for  this  type  of  automotive  transportation  coupled  with 
the  likelihood  of  a  curtailment  in  the  supply  available. 

It  is  estimated  that  in  a  full  year  of  operation  this  provision  will 
increase  revenues  by  $61  million. 
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Automotive  parts  and  accessories 

Section  471  of  the  bill  also  increases  the  tax  on  automotive  parts  and 
accessories,  provided  by  section  3408  of  the  code,  from  5  to  8  percent 
of  the  manufacturer’s  price.  This  increase  is  the  same  as  that  pro¬ 
vided  by  the  House  bill.  Since  the  tax  on  automotive  trucks,  busses, 
and  truck  trailers  likewise  is  raised  to  8  percent,  this  will  retain  a  uni¬ 
form  rate  of  tax  for  these  two  types  of  items,  as  is  provided  by  present 
law.  Even  though  new  cars  are  taxed  at  10  percent,  the  parts  and 
accessories  for  them,  when  not  purchased  with  the  car,  are  included 
in  the  base  of  this  8-percent  tax,  because  in  many  cases  the  parts  for 
passenger  cars  and  trucks  are  interchangeable.  Morevoer,  it  is  also 
believed  desirable  to  impose  a  lower  rate  of  tax  on  parts  and  acces¬ 
sories  for  passenger  cars  than  on  the  new  cars  themselves,  because  the 
bulk  of  the  parts  and  accessories  are  purchased  by  owners  of  old  or 
second-hand  cars  who  are  largely  in  the  lower-income  groups. 

With  respect  to  reconditioned  or  rebuilt  parts,  where  such  sales  are 
subject  to  the  parts  and  accessories  tax  under  present  law,  section  471 
of  both  your  committee’s  bill  and  section  481  of  the  House  bill  pro¬ 
vide  an  amendment  which  excludes  from  the  tax  base  the  fair  market 
value  of  any  like  part  traded  in  for  a  reconditioned  or  rebuilt  part. 
Where  an  automotive  part  is  not  performing  satisfactorily  and  the  car 
owner  cannot  afford  a  new  one,  he  has  the  choice  of  either  having  the 
old  one  reconditioned,  usually  in  a  local  shop,  or  of  trading  in  the  old 
part  on  a  similar  one  which  already  has  been  reconditioned.  The 
first  of  these  alternatives,  having  the  old  part  reconditioned,  is 
not  subject  to  the  tax  on  automotive  parts  and  accessories  s  nee 
there  is  no  transfer  of  title.  However,  this  alternative  is  not  widely 
availed  of  because  the  car  owner  is  not  able  to  use  his  car  during 
the  reconditioning  period.  Under  the  second  alternative,  trading  in 
the  old  part  on  a  similar  one  which  already  has  been  reconditioned, 
there  is  a  transfer  of  title  and  therefore  such  sales  are  subject  to  tax. 
The  amount  subject  to  tax  in  these  cases  is  the  charge  to  the  car 
owner,  plus  the  fair  market  value  of  the  part  he  trades  in.  This  not 
only  presents  the  difficult  administrative  problem  of  determining  the 
fair  market  value  of  the  old  part,  but  also  is  inequitable  since  trading 
in  the  old  part  is  a  substitute  for  repairing  the  car  owner’s  old  part. 
Only  the  value  added  in  this  case  could  be  considered  as  new  manu¬ 
facturing,  since  in  effect  the  car  owner  already  oymed  the  portion  of 
the  reconditioned  part  representing  the  value  of  the  old  part.  To  tax 
him  on  the  fair  market  value  of  the  part  he  turns  in  is  to  tax  him  on 
something  he  already  owns.  The  exclusion  of  the  value  of  the  trade- 
in,  as  provided  by  your  committee’s  amendment,  removes  this  in¬ 
equity.  This  also  removes  the  difficult  administrative  px*oblem  of 
determining  the  fair  market  value  of  the  old  part,  since  the  tax  base 
will  be  limited  to  the  cash  payment  required. 

Section  471  of  your  committee’s  bill,  like  the  House  bill,  also 
amends  section  3443  of  the  code  to  provide  for  a  credit  or  refund  of  the 
tax  on  automotive  parts  and  accessories  where  the  parts  or  accessories 
are  used  or  resold  for  the  repair  or  replacement  of  farm  equipment 
parts.  However,  this  crediting  or  refunding  device  is  not  made 
available  in  the  case  of  spark  plugs,  storage  batteries,  leaf  springs,  coils, 
timers,  and  tire  chains. 

An  exemption  is  already  provided  by  existing  regulations  for  auto¬ 
motive  parts  and  accessories  sold  to  manufacturers  for  use  on  new 
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farm  equipment  with  the  exception  of  the  items  specifically  listed 
above.  The  provision,  therefore,  merely  applies  the  same  policy  to 
sales  of  repair  or  replacement  parts,  making  use,  in  this  case,  of  a 
crediting  or  refunding  procedure.  This  appears  desirable  because  it 
is  not  believed  that  Congress  ever  intended  to  subject  farm  tractors 
and  equipment  generally  to  this  tax.  With  the  exception  of  the  specific 
items  noted  above  on  which  the  tax  will  still  apply,  it  is  believed  that 
these  credits  or  refunds  will  present  no  serious  administrative 
problems. 

It  is  estimated  that  the  rate  increase  in  the  tax  on  automotive  parts, 
and  accessories,  taken  together  with  the  changes  in  the  base  of  the 
tax,  will  increase  revenues  in  a  full  year  of  operation  by  $56  million. 

5.  Tires  on  toys,  etc. 

Section  471  of  the  bill  also  makes  a  minor  revision  in  the  5-cent-per- 
pound  manufacturers’  tax  on  tires.  Section  3400  of  the  code  is 
amended  to  exclude  from  this  tax  tires  which  are  not  more  than  20 
inches  in  diameter  and  one  and  three-fourths  of  an  inch  in  cross 
section  if  the  tires  are  of  all-rubber  construction.  The  bill  also 
excludes  tires  with  internal  wire  fasteners,  irrespective  of  size.  This 
exemption  is  the  same  as  that  provided  by  the  House  bill. 

Under  present  law,  the  tax  on  tires  is  applicable  to  all  tires  regardless 
of  the  use  for  which  they  are  intended.  Consequently,  it  applies  in 
the  case  of  tires  for  baby  buggies,  lawn  mowers,  children’s  tricycles, 
scooters,  coaster  wagons,  etc.  Since  the  manufacturer’s  price  on 
tires  of  these  types  is  generally  low,  the  5-cent-per-pound  tire  tax 
may  account  for  as  much  as  25  to  50  percent  of  the  price  of  the  tires. 
Thus,  the  tax  on  the  tires  of  these  toys,  etc.,  appears  unreasonably 
high  in  terms  of  ad  valorem  rates.  Moreover,  it  is  not  believed  that 
it  is  a  primary  purpose  of  the  tax  on  tires  to  collect  revenue  with 
respect  to  articles  of  these  types. 

It  is  estimated  that  in  a  full  year  of  operation  this  change  will  result 
in  a  revenue  loss  of  approximately  $1  million  a  year. 


6.  Electric ,  gas,  and  oil  appliances 

Section  475  of  the  bill  expands  the  base  of  the  10  percent  manu¬ 
facturers’  tax  on  electric,  gas,  and  oil  appliances  provided  by  section 
3406  of  the  code  to  include  the  following  household  types  of  items  not 
subject  to  tax  under  present  law: 


1.  Electric  vacuum  cleaners. 

2.  Electric  washing  machines. 

3.  Electric  garbage  disposal  units. 

4.  Exhaust  blowers. 

5.  Electric  belt-driven  fans. 

6.  Electric  or  gas  clothes  driers. 

6.  Electric  door-chimes. 

8.  Electric  dehumidifiers. 

9.  Electric  dishwashers. 


10.  Electric  floor  polishers  and  waxers. 

11.  Electric  food  choppers  and  grinders. 

12.  Electric  hedge  trimmers. 

13.  Electric  ice  cream  freezers. 

14.  Electric  mangles. 

15.  Electric  motion-  or  still-picture  pro¬ 

jectors. 

16.  Electric  pants  pressers. 

17.  Power  lawn  mowers. 

18.  Electric  sheets  and  spreads. 


It  also  deletes  electric  heating  pads,  industrial-type  direct  motor- 
driven  fans  and  electric  heaters  of  the  blower  type  from  the  items 
presently  subject  to  ta^.  The  House  bill  did  not  impose  a  tax  on 
electric  vacuum  cleaners,  electric  washing  machines,  or  electric  gar¬ 
bage  disposal  units,  but  did  impose  a  tax  on  electric  shavers.  The 
House  bill  also  did  not  delete  industrial-type  direct  motor-driven 
fans  from  the  base  of  the  present  tax. 
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Of  the  items  added  to  the  base  of  the  tax,  by  far  the  most  important 
in  terms  of  revenue  are  the  electric  washing  machines  and  vacuum 
cleaners.  Of  the  remaining  items,  power  lawnmowers,  electric  dish¬ 
washers,  and  electric  and  gas  clothes  driers  are  the  most  important 
revenue  producers. 

The  tax  under  present  law  applies  to — 

1.  Electric,  gas,  and  oil  water  heaters. 

2.  Electric,  gas,  and  oil  appliances  for  cooking  or  warming  food  or  bever¬ 

ages  for  consumption  on  the  premises. 

3.  Electric  direct  motor-driven  fans  and  air  circulators. 

4.  Electric  flatirons. 

5.  Electric  air  heaters  (but  not  furnaces). 

6.  Electric  immersion  heaters. 

7.  Electric  heating  pads  and  blankets. 

8.  Electric  mixers,  whippers,  and  juicers. 

The  items  added  to  the  base  of  this  tax  by  your  committee  are 
directly  or  indirectly  competitive  with  many  of  the  items  now  in  the 
base  of  the  tax.  An  example  of  direct  competition  exists  in  the  case 
of  the  household-type  direct  motor-driven  fans  subject  to  tax  under 
present  law  and  the  household-type  belt-driven  fans  which  are  pres¬ 
ently  free  of  tax.  Vacuum  cleaners,  washing  machines,  and  garbage 
disposal  units  were  added  by  your  committee  because  these  are  electri¬ 
cal  appliances  of  wide  usage  which  are  at  least  indirectly  competitive 
with  a  large  number  of  the  items  already  subject  to  the  appliance  tax 
or  made  so  by  the  House  bill.  However,  your  committee  did  not 
deem  it  appropriate  to  raise  the  rate  of  this  tax  in  view  of  the  fact 
that  a  number  of  items  in  its  base  are  generally  considered  to  be 
necessities. 

As  in  the  case  of  passenger  cars,  it  is  anticipated  that  with  the  cur¬ 
rent  high  income  levels  the  demand  for  electric  appliances  will  remain 
strong,  while  the  supply  available  is  likely  to  decline  somewhat  as  a 
result  of  the  shift  of  critical  materials  from  civilian  products  to  prod¬ 
ucts  needed  for  the  defense  effort.  The  steel  used  in  electric  appli¬ 
ances,  for  example,  has  been  cut  back  by  30  percent  for  the  third 
quarter  of  1951.  In  view  of  these  factors,  it  appears  unlikely  that 
expanding  the  base  of  this  tax  to  include  the  new  items  listed  above 
will  have  any  appreciable  effect  upon  the  sales  of  the  electric  appliances 
industry. 

From  the  standpoint  of  the  consumer  also,  this  tax  does  not  appear 
to  be  very  burdensome.  The  data  available  indicate  that  this  tax 
tends  to  bear  less  heavily  on  the  lower-income  groups  than  most  other 
excise  taxes  now  imposed.  Moreover,  this  10-percent  manufacturers’ 
tax,  when  expressed  as  a  percentage  of  the  retail  price  of  the  electric, 
gas,  and  oil  appliances,  including  tax,  represents  only  about  a  6-percent 
tax. 

Electric  heating  pads  were  removed  from  the  base  of  the  taxon 
electric,  gas,  and  oil  appliances  because  these  pads  are  extensively  used 
for  medical  purposes,  and  your  committee  does  not  believe  that  such 
items  are  proper  subjects  for  excise  taxes.  Electric  shavers,  although 
included  in  the  House  bill,  are  excluded  from  your  committee’s  bill 
because  they  are  competitive  with  safety  razors  and  blades  and  straight 
razors  which  are  not  subject  to  excise  tax.  Industrial-type  direct 
motor-driven  fans  are  excluded  from  the  base  of  the  tax  both  because 
the}7  are  business  cost  items  and  because  they  are  competitive  with 
industrial-type  belt-driven  fans  which  are  not  subject  to  excise  tax. 


102 


REVENUE  ACT  OF  1951 


Under  present  law  where  the  manufacturer  sells  an  electric,  gas, 
or  oil  appliance  at  retail,  on  consignment,  or  at  less  than  the  fair 
market  price,  the  Commissioner  is  required  to  determine  the  com¬ 
petitive  fair  market  price.  In  the  case  of  one  of  the  new  items  added 
to  the  base  of  this  tax,  vacuum  cleaners,  another  type  of  selling 
arrangement  is  followed  whereby  the  manufacturer  negotiates  the 
sale  on  behalf  of  the  retailer.  Since  the  price  charged  in  such  cases 
does  not  represent  a  fair  price  for  purposes  of  a  tax  base,  the  Com¬ 
missioner,  under  your  committee’s  bill,  is  required  to  determine  such 
a  price  where  these  selling  arrangements  are  used  in  the  same  manner 
as  where  the  manufacturer  sells  at  retail  or  on  a  consignment  basis. 

It  is  estimated  that  in  a  full  year  of  operation  the  new  items  added 
to  the  base  of  the  electric-,  gas-,  and  oil-appliances  tax  will  increase 
revenues  by  about  $71  million  a  year,  while  the  exclusion  of  electric 
heating  pads,  industrial-type  direct  motor-driven  fans  and  electric 
heaters  of  the  blower  type  will  reduce  revenues  by  $2  million  annually. 

7.  Navigation  receivers  sold  to  the  United  States  Government 

Section  472  of  the  bill  makes  a  minor  revision  in  the  base  of  the  10- 
percent  manufacturers’  excise  tax  on  radio  receiving  sets,  television 
receiving  sets,  etc.,  imposed  by  section  3404  of  the  code.  “A  com¬ 
munication,  detection,  or  navigation  receiver  of  the  type  used  in  com¬ 
mercial,  military,  or  marine  installations,”  is  exempted  from  this  tax 
under  your  committee’s  bill  if  sold  to  the  United  States  for  its  exclusive 
use.  This  change  is  the  same  as  that  provided  by  the  House  bill. 
This  exemption  is  granted  to  remove  compliance  problems.  No 
revenue  is,  of  course,  involved,  since  the  tax  in  these  cases  today  is 
ultimately  paid  by  the  United  States  Government. 

8.  Eefrigeration  equipment 

Under  present  law,  a  10-percent  manufacturers’  tax  is  imposed  on 
household  type  mechanical  refrigerators,  quick-freeze  units,  and  re¬ 
frigerating  and  freezing  apparatus.  In  the  case  of  refrigerating  and 
freezing  apparatus,  present  law  provides  that  the  tax  does  not  apply 
in  the  case  of  sales  of  refrigerator  components  to  manufacturers  of 
refrigerators,  quick-freeze  units  or  refrigerating  or  cooling  apparatus. 
This  latter  provision  prevents  the  double  imposition  of  the  refrigerator 
tax  whore  sales  are  made  from  one  manufacturer  to  another.  How¬ 
ever,  in  many  cases  refrigerating  apparatus  is  sold  first  to  a  wholesaler 
or  jobber,  who  in  turn  sells  the  apparatus  to  a  manufacturer.  Under 
present  law,  a  double  imposition  of  the  refrigerator  tax  occurs  in  such 
cases  unless  the  wholesaler  is  specifically  registered  with  the  Bureau 
of  Internal  Revenue  as  a  vendee  of  articles  for  resale  to  manufacturers. 
Moreover,  registration  is  limited  to  wholesalers  who  resell  to  manu¬ 
facturers  of  taxable  end  products.  Your  committee  believes  that  the 
present  tax  treatment  discriminates  against  wholesalers  and  that  this 
tax  interferes  with  the  normal  chanirels  of  distribution.  For  these 
reasons,  your  committee  provides  in  section  473  of  the  bill  that,  under 
regulations  prescribed  by  the  Secretary,  the  tax  on  refrigerating  and 
freezing  apparatus  is  not  to  apply  to  sales  of  refrigerator  components 
to  wholesalers  or  jobbers  where  the  components  are  intended  for  resale 
to  manufacturers  or  producers  of  refrigeration  and  freezing  equipment, 
if  the  components  are  actually  resold  in  this  manner.  This  is  accom¬ 
plished  by  amending  section  3405  (b)  of  the  code.  No  similar  pro¬ 
vision  is  contained  in  the  House  bill. 
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It  is  estimated  that  the  revenue  effect  of  this  provision  of  your  com¬ 
mittee’s  bill  will  be  negligible. 

9.  Sporting  goods 

Section  474  of  the  bill  makes  two  changes  in  the  10-percent  manu¬ 
facturers’  tax  imposed  on  sporting  goods  by  section  3406  of  the  code. 

Under  present  law  this  tax  covers  virtually  all  types  of  sporting 
equipment  although  toy  or  children-sized  items  are  exempted  from  this 
tax  in  the  case  of  certain  types  of  sporting  equipment.  Also,  a  num¬ 
ber  of  articles  subject  to  the  sporting  goods  tax  are  used  largely  as  a 
part  of  school  and  college  athletic  programs.  Sale  for  use  in  the  public 
schools  are  exempt  (as  purchases  by  subdivisions  of  State  govern¬ 
ments)  so  that  the  net  revenue  from  taxing  these  articles  is  quite 
small,  although  the  administration  of  the  exemption  imposes  a  con¬ 
siderable  burden  on  the  sporting  goods  dealers.  Moreover,  the 
nonexempt  sales  of  many  of  the  taxed  articles  are  made  largely  to 
private  schools,  which  has  been  objected  to  on  the  grounds  that  it  is 
discriminatory  treatment.  For  these  reasons,  the  first  action  of  your 
committee  with  respect  to  the  sporting  goods  tax  is  to  remove  from  the 
application  of  the  tax  specific  types  of  articles  which  are  used  pre¬ 
dominantly  for  school  sports  and  by  children.  This  is  the  same  as 
was  provided  in  the  case  of  the  House  bill  with  the  following  excep¬ 
tions:  your  committee’s  bill  exempts  baseballs  and  baseball  equipment 
while  the  House  bill  taxed  them,  and  your  committee’s  bill  taxes  cricket 
balls  and  bats,  lacrosse  equipment,  skates,  and  snow  toboggans  and 
sleds  while  the  House  bill  exempts  these  items. 

The  second  action  of  your  committee  is  to  raise  the  rate  of  tax  from 
10  percent  to  15  percent  of  the  manufacturer’s  price  with  respect  to 
the  items  remaining  in  the  tax  base,  except  fishing  equipment.  In  this 
case  your  committee  left  the  rate  at  10  percent  since  the  receipts  from 
this  source  are  not  available  for  general  expenditures.  The  rate  in¬ 
crease  from  10  to  15  percent  provided  by  your  committee  is  the  same 
as  that  provided  by  the  House  bill  with  the  exception  that  the  House 
bill  also  raised  the  tax  on  fishing  equipment  to  15  percent.  Under 
present  law  the  tax  is  about  6  percent  of  the  retail  price  including  tax 
and  under  both  bills  will  be  between  10  percent  and  11  percent  of  the 
retail  price. 

It  is  estimated  that  these  two  actions  taken  together  will  not  have 
any  effect  on  revenue  collections,  since  it  is  believed  that  the  addi¬ 
tional  revenue  which  will  be  derived  from  the  higher  rate  of  tax  on 
the  items  remaining  in  the  base  will  be  approximately  equal  to  the 
revenue  lost  with  respect  to  the  items  which  are  excluded  from  the 
base. 

10.  Photographic  apparatus  and  film 

Section  3406  of  the  code  imposes  a  25-percent  tax  on  sales  at  the 
manufacturers’  level  of  photographic  apparatus,  which  is  defined  as 
including  cameras  weighing  4  pounds  or  less,  lenses,  photographic 
apparatus  and  equipment,  and  any  apparatus  or  equipment  designed 
especially  for  photographic  purposes.  A  15-percent  manufacturers’ 
tax  is  also  imposed  on  photographic  films  (except  X-ray  films),  photo¬ 
graphic  plates,  and  sensitized  paper.  Under  present  law,  the  tax  on 
film  is  about  9  percent,  and  tax  on  equipment  is  about  13  percent,  of 
the  retail  price. 
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Section  476  of  your  committee’s  bill  reduces  the  tax  on  photographic 
apparatus  from  25  to  15  percent  of  the  manufacturer’s  price.  No 
change  is  made  in  the  15-percent  tax  how  applying  to  film  or  in  the 
items  included  in  the  bases  of  either  of  these  taxes.  Thus,  under 
your  committee’s  bill,  the  tax  on  film  and  equipment  will  be  between 
about  8  and  9  percent  of  the  retail  price  of  these  items. 

The  House  bill  decreases  the  25-percent  tax  on  photographic  appa¬ 
ratus  to  20  percent  and  increases  the  15-percent  tax  on  film  to  20 
percent.  The  House  bill  also  revises  the  bases  of  these  taxes  so  that 
they  are  imposed  only  on  film,  cameras,  a,nd  lenses  which,  insofar  as 
is  administratively  possible,  do  not  represent  a  cost  of  doing  business. 
In  the  case  of  the  House  bill,  the  tax  on  both  film  and  equipment 
would  represent  a  tax  of  between  11  and  12  percent  of  the  retail  price. 

Although  your  committee’s  bill  provides  a  15  percent  rate  of  tax 
for  film  and  photographic  equipment  rather  than  the  20  percent 
provided  by  the  House  bill,  the  revenue  loss  under  your  committee’s 
bill  is  much  smaller  because  the  business  cost  items  are  not  deleted 
from  the  bases  of  these  taxes.  Your  committee  believes  that  in  view 
of  present  revenue  requirements  it  is  not  desirable  to  reduce  the 
revenue  obtained  from  the  photographic  taxes  by  as  much  as  would 
be  necessary  in  order  to  remove  all  of  these  business  cost  items  from 
tax. 

It  is  estimated  that  the  combined  effect  of  your  committee’s  action 
with  respect  to  these  taxes  is  to  reduce  revenues  in  a  full  year  of 
operation  by  $5  million.  The  changes  provided  by  the  House  bill 
would  reduce  revenues  by  $23  million  annually. 

Your  committee’s  bill  also  makes  an  additional  minor  amendment 
to  the  photographic  tax  providing  that  the  tax  on  color  positive  print 
film  is  not  to  be  in  excess  of  the  tax  on  black  and  white  positive  print 
film.  This  change  is  made  to  eliminate  a  discriminatory  competitive 
problem.  In  some  cases  under  present  law  colored  film  is  subject 
to  the  photographic  tax  because  the  coloring  is  added  to  the  film  by 
the  photographic  manufacturer.  This  results  in  a  relatively  large 
tax  base.  In  other  cases  the  coloring  is  added  to  the  film  after  it 
leaves  the  hands  of  the  photographic  manufacturer  with  the  residt 
that  the  tax  base  in  this  case  is  relatively  small.  Your  committee’s 
bill  removes  this  discrimination  by  placing  no  higher  tax  on  color 
film  than  on  black  and  white  film. 

In  the  case  of  photoflash  bulbs,  the  House  bill  provides  floor  stock 
refunds.  That  is,  wholesalers,  retailers  and  others  having  inventories 
of  photoflash  bulbs  intended  for  sale  on  the  date  the  revision  in  the 
tax  becomes  effective  would  be  credited,  or  would  receive  a  refund, 
with  respect  to  the  tax  paid  on  their  inventories  of  pliotoflash  bulbs. 
No  such  floor  stock  refund  is  provided  in  the  case  of  your  committee’s 
bill.  Under  the  House  bill,  the  tax  on  these  photoflash  bulbs  was 
decreased  from  25  percent  to  zero.  Under  your  committee’s  bill,  the 
tax  is  decreased  from  25  to  15  percent.  Your  committee  believes  that 
this  smaller  decrease  in  tax  substantially  decreases  the  hardship 
which  would  arise  in  the  absence  of  a  floor  stock  refund  on  these 
photo  flash  bulbs.  This,  combined  with  the  administrative  problems 
involved  hi  making  floor  stock  refunds,  accounts  for  the  absence  of 
this  provision  in  your  committee’s  bill. 
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11.  Electrical  energy 

Section  3411  of  the  code  imposes  upon  vendors  of  electrical  energy 
sold  to  domestic  or  commercial  consumers  a.  tax  equal  to  3%  percent 
of  the  price  charged.  Section  478  of  the  bill  repeals  this  tax.  This 
tax  is  also  repealed  by  the  House  bill. 

A  tax  on  electrical  energy  is  not  believed  to  be  a  desirable  part  of 
the  excise-tax  revenue  system  for  several  reasons.  First,  the  tax  is 
believed  to  be  one  of  the  more  burdensome  of  the  excise  taxes  with 
respect  to  the  lower-income  groups,  since  amounts  paid  by  consumers 
for  electrical  energy  tend  to  vary  relatively  little  with  variations  in 
income.  Thus,  the  electrical-energy  tax  paid  by  the  higher-income 
groups  does  not  generally  represent  as  large  a  percentage  of  their 
income  as  is  true  of  the  lower-income  groups.  Second,  power  com¬ 
panies  have  found  it  difficult  and  burdensome  to  determine  which 
customers  are  domestic  or  commercial  consumers,  and  therefore  tax¬ 
able,  and  which  are  industrial  consumers,  and  therefore  exempt.  This 
has  presented  a  particularly  difficult  problem  in  the  case  of  businesses 
engaged  in  both  commercial  and  industrial  activities.  Third,  the 
tax  under  existing  law  does  not  apply  to  publicly  owned  electric 
power  plants  or  to  systems  owned  and  operated  by  cooperative  or 
nonprofit  corporations  engaged  in  rural  electrification.  Thus,  since 
there  is  general  agreement  that  this  tax  is  passed  on  to  the  consumers, 
the  present  tax  treatment  has  the  effect  of  imposing  a  tax  on  persons 
purchasing  electrical  energy  from  private  utilities,  while  imposing  no 
tax  on  persons  purchasing  electrical  energy  from  municipalities,  the 
Federal  Government,  or  REA  cooperatives.  To  impose  the  tax  on 
some  consumers  and  not  on  others  is  believed  discriminatory,  and 
since  your  committee  believed  that  it  was  not  desirable  to  extend  this 
tax  to  municipalities,  the  Federal  Government,  or  REA  cooperatives, 
the  bill  repeals  this  tax. 

It  is  estimated  that  in  a  full  year  of  operation  the  repeal  of  this  3%- 
percent  electrical-energy  tax  will  reduce  revenues  by  $104  million 
annually. 

12.  Fountain  pens,  ball-point  pens,  and  mechanical  pencils 

Section  477  of  your  committee’s  bill  adds  a  new  section  3408  to  the 
code  imposing  a  10-percent  manufacturers’  tax  on  fountain  pens,  ball¬ 
point  pens,  and  mechanical  pencils.  The  House  bill  also  added  this 
tax  but  provided  a  20-percent  rate.  At  the  present  time  some  pens 
and  pencils  are  subject  to  the  20-percent  retail  tax  on  jewelry  and 
related  items  where  they  have  nonessential  parts  which  are  orna¬ 
mented  with  precious  metals.  To  prevent  double  taxation,  these  pens 
and  pencils  are  not  included  in  the  base  of  the  new  manufacturers’  tax. 

Consideration  was  given  to  extending  the  tax  on  jewelry  and  related 
items  to  all  fountain  pens,  ball-point  pens,  and  mechanical  pencils, 
but  this  was  discarded  because  the  inexpensive  types  of  such  items  are 
frequently  sold  in  stores  which  are  not  accustomed  to  the  collection 
of  the  jewelry  tax.  Moreover,  your  committee  lowered  the  rate  of 
tax  provided  by  the  House  bill  to  10  percent  since  an  important  seg¬ 
ment  of  the  cheaper  pens  and  pencils  are  purchased  by  school  children. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee  will  increase  revenues  by  $12  million  annually  The  House 
provision  would  have  increased  revenues  by  $24  million  a  year. 
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18.  Cigarettes,  cigars,  and  pipe  lighters 

Section  477  of  your  committee’s  bill  imposes  a  manufacturer’s  tax 
on  all  mechanical  lighters  for  cigarettes,  cigars,  and  pipes  which  are 
not  now  taxed  as  jewelry.  The  manufacturer’s  tax  on  mechanical 
lighters  is  imposed  at  a  10-percent  rate,  the  general  rate  at  which  most 
manufacturers’  taxes  are  imposed.  The  House  bill  provided  a 
20-percent  tax  at  the  retail  level  for  these  mechanical  lighters.  In  view 
of  the  large  number  of  retail  outlets  selling  mechanical  lighters,  your 
committee  believes  that  it  is  more  desirable  to  impose  this  tax  at  the 
manufacturer’s  level. 

It  is  estimated  that  in  a  full  year  of  operation  this  action  by  your 
committee’s  bill  will  increase  revenues  by  nearly  $1  million  a  year. 
It  is  estimated  that  the  provision  in  the  House  bill  would  increase 
revenues  by  about  $2  million  in  a  full  year  of  operation. 

D.  Retail  Excises 


The  revenue  effect  of  the  bill  in  a  full  year  of  operation  with  respect 
to  retail  taxes  is  as  follows: 

[In  millions] 


House 

bill 

Committee 

bill 

Cigarette,  cigar,  and  pipe  lighters _ _ _ _ 

$2 

-7 

$0 

-7 

Total _ _ _  _ 

-5 

-7 

1 .  Cigarette,  cigar,  and  pipe  lighters 

The  House  bill  extends  the  20-percent  tax  on  jewelry  and  related 
items  to  cover  all  mechanical  lighters  for  cigarettes,  cigars,  and  pipes. 
Your  committee’s  bill  applies  a  manufacturers’  tax  to  all  mechanical 
lighters  for  cigarettes,  cigars,  and  pipes  not  now  taxed  as  jewelry  and 
for  that  reason  the  discussion  of  the  tax  is  included  above  with  the 
manufacturers’  excises. 

2.  Toilet  preparations 

Section  431  of  your  committee’s  bill  makes  two  changes  in  the  20 
percent  retail  tax  on  toilet  preparations  imposed  by  section  2402  of  the 
code.  These  are  the  same  changes  as  are  made  by  the  House  bill. 

The  first  of  these  changes  exempts  from  this  tax  baby  oils,  powders, 
lotions,  and  other  toilet  articles  unless  they  are  advertised  or  sold  as 
being  usable  by  adults.  Your  committee  believes  that  these  items 
fall  within  the  category  of  necessities  and  should  not  be  subject  to  tax. 

The  second  change  exempts  toilet  preparations  purchased  by  barber 
shops  and  beauty  parlors  for  use  in  these  establishments.  Under 
present  law  these  items  are  subject  to  tax  at  the  time  they  are  pur¬ 
chased  by  the  barber  shop  or  beauty  parlor.  However,  toilet  prepara¬ 
tions  purchased  by  a  barber  shop  or  beauty  parlor  for  resale  to  cus¬ 
tomers  are  not  taxable  until  sold  to  the  ultimate  user.  To  distinguish 
the  purchases  for  resale  made  by  the  barber  shop  or  beauty  parlor 
from  the  purchases  for  their  own  use,  the  establishment  is  required  to 
file  a  certificate,  if  no  tax  is  paid  at  the  time  of  purchase,  indicating 
that  the  items  will  not  be  used  in  the  establishment.  Such  certificates 
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are  not  presently  required  in  the  case  of  tax-paid  purchases  for  use 
in  the  establishment.  This  difference  in  treatment  has  resulted  in 
considerable  confusion  among  the  barber  shop  and  beauty  parlor 
operators.  Moreover,  the  taxing  of  the  items  used  in  the  establish¬ 
ment  itself  represents  the  taxing  of  business  cost  items.  The  bill 
eliminates  these  problems  by  repealing  the  tax  on  toilet  preparations 
purchased  by  barber  shops,  beauty  parlors,  and  similar  establishments 
if  intended  for  use  in  such  establishments.  It  is  also  intended  by 
the  adoption  of  this  amendment  to  eliminate  the  requirement  of 
exemption  certificates  in  connection  with  sales  of  cosmetics  to  barber¬ 
shops  and  beauty  parlors  either  for  professional  use  therein  or  for 
resale  once  the  businesses  have  established  their  nontaxable  status 
as  barber  shops  or  beauty  parlors. 

It  is  estimated  that  in  a  full  year  of  operation  the  exclusions  from 
the  base  of  the  tax  on  toilet  preparations  made  by  this  bill  will  reduce 
revenues  by  $7  million  annually. 

E.  Transportation  and  Communication  Excises 

The  revenue  effect  of  the  House  bdl  and  your  committee’s  bill  in 
a  full  year  of  operation  on  the  transportation  and  communication  ex¬ 
cises  is  distributed  among  the  various  taxes  as  follows : 


[In  millions] 


House  bill 

Committee 

bill 

Domestic  telegraph,  cable,  and  radio  messages . __  _  . . _ 

— $8 

0 

Negligible 

3 

— $14 
Negligible 
Negligible 
Negligible 

Long-distance  telephone  charges _ _ _ _ 

Transportation  of  persons _  _ 

Total . . .  . . . . . 

-5 

-14 

1 .  Domestic  telegraph,  cable,  and  radio  messages 

Sections  1650  and  3465  of  the  code  impose  a  25-percent  tax  on 
amounts  paid  for  domestic  telegraph,  cable,  or  radio  dispatches  of 
messages.  Section  481  of  your  committee’s  bill  reduces  the  tax  on 
domestic  telegraph,  cable,  or  radio  messages  to  15  percent,  instead 
of  to  the  20  percent  provided  by  the  House  bill. 

Since  World  War  II,  telegraph  service  in  the  United  States  generally 
has  been  carried  on  at  a  deficit.  In  the  forepart  of  this  year,  the 
service  was  operated  at  a  profit,  but  wage  adjustments  which  have 
recently  been  made  have  again  placed  telegraph  service  in  a  deficit 
position.  By  reducing  this  tax  on  telegraph  service,  your  committee 
anticipates  that  it  will  be  possible  to  decrease  the  amount  paid  for 
telegraph  messages,  and  that  as  a  result  the  volume  of  business  done 
will  be  increased  and  the  profit  position  of  the  industry  improved. 
Telegraph  service  not  only  is  essential  to  the  civilian  economy  but 
also  is  essential  to  national  security.  The  15-percent  rate  of  tax 
provided  by  your  committee’s  bill  for  domestic  telegraph,  cable,  and 
radio  dispatches  is  the  same  rate  of  tax  as  now  applies  to  the  major 
portion  of  the  business  done  by  those  corporations  which  were  the 
chief  competitors  of  corporations  rendering  telegraph  service. 

In  a  full  year  of  operation  it  is  anticipated  that  reducing  the 
tax  on  domestic  telegraph,  cable,  and  radio  messages  from  25  to 
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15  percent  of  the  charge  will  reduce  revenues  by  $14  million,  as  con¬ 
trasted  to  a  loss  of  $8  million  if  the  rate  were  reduced  to  only  20  percent 
as  provided  by  the  House  bill.  In  the  long  run,  however,  it  is  believed 
that  much  of  the  loss  may  be  offset  by  an  increased  volume  of  tele¬ 
graph  business. 

2.  Long-distance  telephone  calls  to  or  from  members  of  the  Armed  Forces 
in  combat  areas 

Section  482  of  your  committee’s  bill  provides  that  the  25-percent 
tax  on  long-distance  telephone  calls  is  not  to  apply  to  calls  from 
combat  zones  initiated  by  members  of  the  Armed  Forces.  It  has 
been  brought  to  your  committee’s  attention  that  the  tax  in  these 
cases  frequently  comprises  a  very  sizable  amoimt.  It  believes  that 
this  tax  should  be  removed  in  view  of  the  morale  significance  of  such 
communications.  The  House  bill  contains  no  similar  provision. 

The  revenue  loss  from  this  amendment  will  be  negligible. 

2.  Transportation  of  persons 

Your  committee’s  bill  makes  two  changes  in  the  15-percent  tax  on 
amounts  paid  for  the  transportation  of  persons  provided  by  sections 
1650  and  3469  of  the  code.  One  of  these  exempts  certain  fishing  trips 
from  the  tax  on  the  transportation  of  persons.  This  provision  is  the 
same  as  that  contained  in  the  House  bill.  Under  present  law  amounts 
paid  for  transportation  in  boats  where  the  transportation  takes  place 
for  the  sole  purpose  of  fishing  from  the  boat  have  been  held  to  be  tax¬ 
able  under  these  sections.  In  the  case  of  fishing-boat  activities,  it  is 
customary  for  the  operators  of  such  boats  to  make  a  lump-sum  charge 
for  a  fishing  trip,  including  not  only  the  charge  for  the  transportation, 
but  also  charges  for  such  services  as  the  use  of  fishing  tackle,  a  supply 
of  bait,  food  served  on  the  boat,  etc.  The  necessity  of  breaking  down 
this  lump-sum  charge  to  determine  the  proportion  of  the  total  wliich 
represents  the  taxable  charge  for  transportation  has  been  a  difficult 
problem  both  for  the  fishing-boat,  operators  and  the  Bureau  of  Internal 
Revenue.  Moreover,  although  fishing  trips  are  technically  defined 
as  transportation,  they  are  not  generally  considered  so  by  laymen. 
As  a  result  the  tax  on  fishing  trips  has  brought  numerous  complaints 
from  sportsmen  and  has  also  created  troublesome  collection  and 
compliance  problems  for  the  Government.  Section  483  of  the  bill 
exempts  from  the  tax  on  the  transportation  of  persons  amounts  paid 
for  transportation  by  boat  for  the  purpose  of  fishing  from  such  boat. 

The  second  change  made  by  your  committee  hi  the  tax  on  the  trans¬ 
portation  of  persons  excludes  from  the  application  of  the  tax  amounts 
paid  in  the  case  of  certain  types  of  transportation  by  vessels.  This 
provision  is  not  contained  hi  the  House  bill.  In  1947  the  tax  on  the 
transportation  of  persons  was  amended  to  exclude,  from  the  applica¬ 
tion  of  the  tax,  amounts  paid  for  transportation  outside  of  the  north¬ 
ern  portion  of  the  Western  Hemisphere.  However,  amounts  paid 
for  transportation  partially  withhi  United  States,  Canada  or  Mexico, 
and  partially  outside  of  the  northern  portion  of  the  Western  Hemi¬ 
sphere,  were  continued  under  the  tax  with  respect  to  that  part  of  the 
transportation  “which  is  from  any  port  or  station  within  the  United 
States,  Canada,  or  Mexico  to  any  other  port  or  station  within  the 
United  States,  Canada,  or  Mexico.”  This  has  tended  to  discriminate 
against  certain  American,  Canadian,  and  Mexican  ports  where  vessels, 
if  it  were  not  for  this  tax,  would  make  intermediate  stops  for  servicing 
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and  refueling,  hut  presently  do  not  do  so  because  this  would  increase 
the  portion  of  the  travel  charge  on  which  their  passengers  would 
have  to  pay  tax.  For  example,  under  present  law  a  vessel  leaving 
New  York  for  London  is  unlikely  to  stop  at  Boston  for  servicing  or 
refueling,  since  to  do  so  would  subject  a  part  of  the  tickets  purchased 
by  their  passengers  to  the  transportation  tax.  For  that  reason 
section  484  of  your  committee’s  bill  provides  that  in  the  case  of  trans¬ 
portation  by  vessels  making  intermediate  stops  at  ports  in  United 
States,  Canada,  or  Mexico  on  voyages  between  United  States  and  a 
port  outside  of  the  northern  portion  of  the  Western  Hemisphere,  the 
charge  for  the  transportation  between  the  intermediate  stop  and  the 
port  in  the  United  States,  where  the  transportation  begins  or  ends, 
will  not  be  subject  to  the  transportation  tax,  if  the  vessels  are  not 
authorized  to  discharge  or  take  on  passengers  at  the  intermediate 
stops. 

It  is  believed  that  the  revenue  loss  from  these  changes  in  the  tax 
on  the  transportation  of  persons  will  be  negligible. 

Jf..  Transportation  of  property 

Under  present  law  section  3475  of  the  code  imposes  a  3-percent  tax 
on  amounts  paid  for  the  transportation  of  property  (in  the  case  of 
coal  the  tax  is  4  cents  per  short  ton).  In  the  case  of  building  con¬ 
tractors,  hauling  dirt,  rocks  and  other  excavation  material  to  some 
designated  place  the  Bureau  of  Internal  Revenue  has  held  that  a 
charge  is  being  made  for  the  transportation  of  property  and,  there¬ 
fore,  that  such  hauls  are  subject  to  tax.  (Where  excavation  material 
has  been  removed  without  designating  the  place  it  is  to  be  taken,  no 
tax  has  been  applied,  since  the  Bureau  has  considered  this  to  be 
merely  the  payment  for  removal  of  waste  rather  than  a  charge  for  the 
transportation  of  property.)  However,  since  March  13,  1951,  the 
Bureau  of  Internal  Revenue  has  followed  the  rule  laid  down  by  the 
Third  Circuit  Court  of  Appeals  in  Edward,  H.  Ellis  <&  Sons,  Inc.,  v. 
United  States  that  where  excavation  material  has  been  hauled  from 
one  point  on  a  construction  project  to  another  point  on  the  same 
project,  no  transportation  tax  is  due.  However,  tax  still  is  imposed 
where  the  excavation  material  is  taken  off  the  construction  project 
to  some  designated  place,  even  though  such  place  is  adjacent  to,  or 
near  the  construction  project.  Your  committee  believes  that  the 
imposition  of  the  tax  in  such  cases,  while  no  tax  is  imposed  if  the 
excavation  material  is  not  removed  from  the  site  of  the  construction 
project,  represents  too  fine  a  line  of  distinction  to  be  drawn.  For 
that  reason  section  485  of  your  committee’s  bill  exempts  from  this 
tax  charges  made  for  the  use  of  motor  vehicles  by  contractors  for  the 
movement  of  earth,  rock,  or  other  excavated  material  from  a  con¬ 
struction  project  to  an  adjacent  area.  No  such  exemption  is  pro¬ 
vided  by  the  House  bill. 

Your  committee  did  not,  however,  accept  the  change  made  in  the 
tax  on  the  transportation  of  property  by  the  House  bill.  The  House 
bill  extends  the  3-percent  tax  on  the  transportation  of  property  to  the 
“fair  charge”  where  shippers  are  transporting  their  own  oil  and  in  other 
cases  where  the  amount  paid  for  the  transportation  of  oil  is  less  than  a 
fair  charge.  The  tax  on  the  transportation  of  property  at  present 
applies  solely  where  property  is  transported  for  a  charge.  The  House 
amendment  would  represent  an  exception  to  this  rule,  and  your 
committee  sees  no  more  reason  why  a  tax  should  be  imposed  where 
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shippers  are  transporting  tlieir  own  oil  than  where  an  individual  is 
transporting  his  own  property  by  truck.  Since  such  a  general 
extension  of  the  tax  on  the  transportation  of  property  is  not  adminis¬ 
tratively  feasible,  your  committee  believes  that  it  would  be  unde¬ 
sirable  to  select  the  isolated  case  of  the  transportation  of  oil  by  owners 
for  the  imposition  of  a  tax. 

It  is  believed  that  your  committee’s  amendment  with  respect  to  the 
hauling  of  excavation  material  will  have  a  negligible  effect  on  revenues. 
However,  since  your  committee’s  bill  does  not  contain  the  provision  of 
the  House  bill  imposing  the  transportation  tax  where  shippers  are 
transporting  their  own  oil,  it  is  estimated  that  revenue  from  the  tax 
on  the  transportation  of  property  will  be  about  $3  million  less  per  year 
than  under  the  House  bill,  although  there  is  no  loss  under  your  com¬ 
mittee’s  bill  as  compared  with  present  law. 

F.  Excises  on  Amusements-  or  Recreation 

It  is  estimated  that  the  changes  made  in  the  excises  on  amusements 
and  recreation  under  the  House  bill  and  under  your  committee’s  bill 
will  result  in  a  net  loss  in  revenue  in  a  full  year  of  operation  as 
follows: 

[In  millions] 


House 

bill 

Committee 

bill 

General  admissions. . . . . . . . . 

—  $22 
Negligible 

1 

— $18 
Negligible 

0 

Cabaret . . . . . .  .  .  _ 

Occupational  tax  on  bowling  alleys  and  billiard  and  pool  tables _ 

Total _ _ _ _ _ _ _ 

-21 

-18 

1 .  General  admissions 

Sections  1650  and  1700  of  the  code  impose  a  tax  of  1  cent  for  each 
5  cents  or  major  fraction  thereof  charged  for  admission.  Both  the 
House  bill  and  your  committee’s  bill  make  two  changes  in  the  applica¬ 
tion  of  this  tax. 

Both  your  committee’s  bill  and  the  House  bill  provide  exemptions 
from  the  admissions  tax  where  the  proceeds  inure  to  certain  types  of 
organizations.  The  exemptions  provided  by  your  committee’s  bill 
are,  however,  more  restrictive.  Section  402  of  your  committee’s  bill 
exempts  from  this  tax  admissions  where  all  the  proceeds  inure  to — 

1.  Churches  or  conventions  of  churches. 

2.  Educational  organizations  if  such  organizations  normally 
maintain  regular  faculties  and  curricula  and  normally  have  regu¬ 
larly  organized  bodies  of  pupils  or  students  in  attendance  at  the 
places  where  their  educational  activities  are  regularly  carried  on. 

3.  Charitable  organizations  if  such  organizations  are  supported 
in  whole  or  in  part  by  funds  contributed  by  the  United  States 
or  any  State  or  political  subdivision  thereof,  or  are  primarily 
supported  by  contributions  of  the  general  public. 

4.  Societies  or  organizations  conducted  for  the  sole  purpose  of 
maintaining  symphony  orchestras  or  operas  and  receiving  sub¬ 
stantial  support  from  voluntary  contributions. 

5.  National  Guard  organizations. 

6.  Reserve  officers’  organizations. 
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7.  Veterans’  organizations. 

8.  Police  or  fire  departments,  pension  or  retirement  funds  set 
up  for  the  benefit  of  their  members  and  funds  set  up  for  the 
benefit  of  the  heirs  of  members. 

However,  in  the  case  of  any  of  the  above  types  of  organizations,  admis¬ 
sions  are  not  exempt  if  they'  are  to — 

1.  Motion-picture  exhibitions. 

2.  Wrestling  and  boxing  matches. 

3.  Carnivals,  rodeos,  or  circuses  where  professionals  participate 
for  compensation. 

4.  Athletic  contests  unless  the  proceeds  inure  exclusively  to  the 
benefit  of  elementary  or  secondary'  schools. 

Your  committee’s  bill  also  exempts  general  admissions  to  nonprofit 
agriculture  fairs,  admissions  to  concerts  conducted  by  monprofit  civic 
associations,  admissions  to  swimming  pools  and  other  places  providing 
facilities  for  physical  exercise  operated  by  a  governmental  unit, 
admissions  to  a  home  or  garden  which  is  temporarily  opened  to  the 
general  public  as  a  part  of  a  program  conducted  by  a  society  or 
organization  to  permit  the  inspection  of  historical  homes  and  gardens 
if  no  part  of  the  proceeds  inures  to  the  benefit  of  any  private  person, 
and  admissions  to  historical  sites,  houses,  and  shrines,  and  associated 
museums  if  operated  by  an  organization  for  the  preservation  of  such 
place  and  if  no  proceeds  inure  to  any  private  person. 

The  exemptions  as  described  above  are  similar  to  the  exemptions 
provided  in  the  House  bill  and  the  exemptions  provided  prior  to  the 
passage  of  the  "Revenue  Act  of  1941.  However,  they  are  more  re¬ 
strictive  than  either  of  these  other  two  sets  of  exemptions  in  order  to  re¬ 
move  administrative  problems,  and  also  in  an  attempt  to  limit  the 
benefit  of  the  exemption  to  activities  which  it  appears  appropriate 
for  the  Government  to  encourage.  Most  of  the  activities  to  which 
these  exemptions  are  applicable  are  a  part  of  the  legitimate  functions 
of  organizations  or  institutions  which  frequently  are  Government- 
supported  or  have  been  accorded  tax  exemption  on  their  own  income. 
Because  it  appears  inconsistent  to  tax  admissions  to  activities  which 
are  directly  related  to  the  legitimate  functions  of  these  organizations 
or  institutions,  your  committee  reinstates  these  exemptions,  limited 
as  provided  above.  However,  your  committee  has  attempted  to  con¬ 
tinue  the  tax  in  those  cases  where  the  organizations  are  carrying  on 
activities  which  are  in  direct  competition  with  ordinary  taxable  busi¬ 
nesses  as  is  true,  for  example,  in  the  case  of  motion  picture  exhibitions 
and  certain  types  of  carnivals,  rodeos  or  circuses.  It  is  estimated  that 
these  exemptions  will  result  in  a  revenue  loss  of  approximately  $12 
million  in  a  full  year  of  operation.  It  is  estimated  that  the  exemptions 
provided  by  the  House  bill  would  decrease  revenues  by  $16  million. 

The  second  change  in  the  admissions  tax,  made  by  section  401  of 
this  bill,  deals  with  the  amount  paid  for  admission.  This  change  is 
the  same  as  that  made  by  the  House  bill.  Under  present  law  a  per¬ 
son  admitted  free  or  at  reduced  rates  is  required  to  pay  the  same 
amount  of  tax  as  a  person  who  is  charged  the  regular  admission  price, 
unless  he  is  an  employee,  a  municipal  officer  on  official  business,  a 
child  under  12,  or  (if  admission  is  free)  a  hospitalized  serviceman  or 
veteran  Your  committee  believes  that  requiring  a  person  to  pay  a 
tax  based  on  a  larger  admission  price  than  the  amount  actually  charged 
him  is  contrary  to  the  general  principal  of  an  ad  valorem  tax.  More- 
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over,  it  does  not  appear  that  the  administration  of  the  tax  is  facilitated 
by  taxing  free  admissions  at  the  established  price,  and  it  represents  a 
source  of  irritation  to  the  public.  Section  401  of  your  committee’s 
bill,  therefore,  exempts  free  admissions  from  tax  and  bases  the  tax  on 
amounts  actually  paid  where  persons  are  admitted  at  reduced  rates. 

It  is  estimated  that  the  revenue  loss  from  this  change  in  the  base  on 
which  the  admissions  tax  is  paid  will  amount  to  $6  million  in  a  full 
year  of  operation. 

2.  Cabarets 

Section  404  of  your  committee’s  bill  relates  to  the  application  of 
the  20-percent  tax  on  cabarets  to  ballrooms  and  dancing  halls.  Some 
courts  have  construed  the  cabaret  tax  to  apply  in  the  case  of  ballrooms 
and  dancing  halls  merely  because  it  was  possible  to  purchase  inciden¬ 
tal  refreshments,  services  or  merchandise  in  such  places.  Both  your 
committee’s  bill  and  the  House  bill  amend  section  1700  (e)  of  the 
code  to  provide  that  the  cabaret  tax  shall  not  apply  in  such  cases.  It 
is  estimated  that  the  revenue  effect  of  this  provision  will  be  negligible. 

8.  Bowling  alleys  and  billiard  and,  pool  tables 

Seotion  3268  of  the  Internal  Revenue  Code  imposes  a  special 
occupational  tax  on  bowling  alleys,  billiard  or  pool  tables  of  $20  per 
year  per  alley  or  table.  The  House  bill  raises  this  tax  from  $20  to  $25, 
but  your  committee’s  bill  retains  the  tax  of  $20  provided  by  existing 
law. 

It  is  estimated  that  the  House  provision  would  have  increased 
revenues  by  $1  million  annually.  Your  committee’s  action  will  not 
change  the  revenues  derived  from  this  source  under  existing  law. 

G.  Excises  on  Gambling 

The  additional  revenue  estimated  to  be  derived  from  the  taxes  on 
gambling  in  a  full  year  of  operation  is  distributed  among  the  various 
excises  as  follows: 

[In  millions] 


House  bill 

Commit¬ 
tee  bill 

Occupational  tax  on  coin-operated  gaming  devices. . . . . 

$7 

]•  400 

*7 

400 

Tax  on  wagers _  _  _  _ _ 

Occupational  tax  on  the  business  of  accepting  wagers . . . . . . 

Total _ 

407 

407 

With  respect  to  the  estimate  of  $400  million  from  the  two  wagering 
taxes,  since  this  is  a  field  of  taxation  with  which  the  Federal  Govern¬ 
ment  has  had  no  previous  experience  and  because  there  is  uncertainty 
as  to  the  actual  amount  of  the  tax  base,  the  committee  recognizes  that 
it  is  difficult  to  estimate  too  closely  the  actual  revenue  which  those 
new  taxes  will  yield. 

Section  461  of  your  committee’s  bill  adds  a  new  chapter  27 A  to 
the  code  which  imposes  a  10-percent  excise  tax  upon  wagers  of  certain 
types,  principally  those  placed  with  bookmakers  and  lottery  operators, 
and  a  $50  per  year  occupational  tax  both  upon  persons  engaged  in 
accepting  such  wagers  and  upon  persons  who  receive  wagers  for  the 
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persons  so  engaged.  This  is  the  same  as  the  provision  contained  in 
the  House  bill. 

Commercialized  gambling  holds  the  unique  position  of  being  a  multi- 
billion-dollar,  Nation-wide  business  that  has  remained  comparatively 
free  from  taxation  by  either  State  or  Federal  Governments.  This 
relative  immunity  from  taxation  has  persisted  in  spite  of  the  fact  that 
wagering  has  many  characteristics  which  make  it  particularly  suitable 
as  a  subject  for  taxation.  Your  committee  is  convinced  that  the  con¬ 
tinuance  of  this  immunity  is  inconsistent  with  the  present  need  for 
increased  revenue,  especially  at  a  time  when  many  consumer  items  of 
a  seminecessity  nature  are  being  called  upon  to  bear  new  or  additional 
tax  burdens. 

The  committee  recognizes  that,  while  Federal  law  imposes  no  gen¬ 
eral  prohibition  upon  gambling,  various  forms  of  wagering  are  illegal 
under  the  laws  of  most  States.  As  a  result,  proposals  for  a  Federal 
tax  on  wagering  are  sometimes  criticized  as  in  effect  sanctioning  the 
carrying  on  of  gambling  activities  in  violation  of  such  laws.  The 
committee  does  not  share  this  view.  Since  its  inception,  the  Federal 
income  tax  has  applied  without  distinction  to  income  from  illegal  as 
well  as  legal  sources,  and  it  has  never  been  generally  supposed  that 
such  application  carried  with  it  any  implied  authorization  to  carry 
on  illegal  activities.  Moreover,  in  the  field  of  excise  taxes  the  tax 
on  coin-operated  gambling  devices  has  been  applied  without  regard 
to  whether  or  not  the  operation  of  a  particular  machine  is  in  violation 
of  State  or  local  law.  The  present  bill  conforms  to  this  pattern  and 
imposes  tax  without  regard  to  the  legality  or  illegality  of  the  particular 
wager. 

The  bill  specifically  provides  that  payment  of  either  the  tax  on 
wagers  or  the  occupational  tax  shall  not  serve  to  exempt  any  person 
from  any  penalties  provided  under  either  State  or  Federal  law  with 
respect  to  engaging  in  the  taxed  activities. 

1 .  Tax  on  wagers 

The  wagering  tax  which  both  your  committee’s  bill  and  the  House 
bill  imposes  is  placed  upon  wagers,  without  regard  to  the  outcome  of 
individual  bets.  This  method  of  taxation  is  comparable  to  State 
taxation  of  pari-mutuel  pools  and  is  particularly  appropriate  with 
respect  to  wagering  with  bookmakers  and  in  lotteries,  especially  of 
the  type  commonly  known  as  the  numbers  game.  The  tax  is  limited 
(1)  to  wagers  on  sports  events  or  contests  placed  with  a  person  engaged 
in  the  business  of  accepting  such  wagers,  (2)  to  wagers  placed  in  a 
wagering  pool  which  involves  a  sports  event  or  contest,  if  the  pool  is 
conducted  for  profit,  and  (3)  to  wagers  placed  in  a  lottery  conducted 
for  profit.  It  is  believed  that  wagering  transactions  of  these  types 
make  up  by  far  the  largest  proportion  of  the  total  gambling  business. 

While  betting  on  horse  races  probably  represents  the  largest  single 
category  of  gambling  activity,  other  than  in  lotteries,  the  tax  will 
extend  to  wagers  on  any  other  sport,  such  as  prizefights,  basketball, 
baseball,  or  football,  including  sports  exhibitions  and  trials.  More¬ 
over,  the  event  wagered  upon  need  not  be  a  sports  activity  but  can 
be  any  type  of  contest,  such  as  an  election  or  the  outcome  of  primaries 
and  nominating  conventions. 

Wagers  on  sports  events  or  contests,  to  be  taxable,  must  be  placed 
with  a  person  engaged  in  the  business  of  accepting  such  wagers.  The 
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purpose  of  this  requirement  is  to  exclude  from  tax  the  purely  "social” 
or  "friendly”  type  of  bet.  A  person  is  considered  to  be  in  the  busi¬ 
ness  of  accepting  wagers  if  he  is  engaged  as  a  principal  who,  in  accept¬ 
ing  wagers,  does  so  on  his  own  account.  •  The  principals  in  such  trans¬ 
actions  are  commonly  referred  to  as  "bookmakers,”  although  it  is  not 
intended  that  any  technical  definition  of  "bookmaker,”  such  as  the 
maintenance  of  a  handbook  or  other  device  for  the  recording  of  wagers, 
be  required.  It  is  intended  that  a  wager  be  considered  as  "placed” 
with  a  principal  when  it  has  been  placed  with  another  person  acting 
for  him.  Persons  who  receive  bets  for  principals  are  sometimes 
known  as  "bookmakers’  agents”  or  as  "runners.”  It  is  not  intended 
that  to  be  “engaged  in  the  business  of  accepting  such  wagers”  a  per¬ 
son  must  be  either  so  engaged  to  the  exclusion  of  all  other  activities 
or  even  primarily  so  engaged.  Thus,  for  example,  an  individual  may 
be  primarily  engaged  as  a  salesman,  and  also,  for  the  purposes  of  this 
tax,  be  engaged  in  the  business  of  accepting  wagers. 

As  previously  stated,  wagers  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest  are  taxable  if  the  pool  is  conducted  for 
profit.  The  requirement  that  the  pool  be  operated  for  profit  is  designed 
to  eliminate  from  the  tax  base  those  pools  which  are  occasionally 
organized  among  friends  or  other  associates,  all  of  the  contributions 
being  distributed  to  the  winner  or  winners.  A  pool  would  be  considered 
as  being  operated  for  profit,  if,  for  example,  a  person  appropriated  to 
himself  a  percentage  of  the  amount  contributed  to  the  pool  or  required 
a  fee  for  the  privilege  of  contributing  to  the  pool. 

As  in  the  case  of  bookmaking  transactions,  a  wager  will  be  con¬ 
sidered  as  "placed”  in  a  pool  or  in  a  lottery  whether  placed  directly 
with  the  person  who  conducts  the  pool  or  lottery  or  with  another 
person  acting  for  such  a  person. 

A  contribution  to  a  lottery  will  be  considered  a  taxable  wager  only 
if  the  lottery  is  conducted  for  profit,  as  is  the  case  with  respect  to 
wagering  pools.  Although  the  bill  does  not  contain  an  all-inclusive 
definition  of  the  term  "lottery,”  in  general  the  term  is  intended  to 
mean  any  scheme  for  the  distribution  of  property  by  chance  among 
persons  who  have  paid  or  have  agreed  to  pay  a  valuable  consideration 
for  the  chance,  whether  called  a  lottery,  raffle,  gift  enterprise,  or  some 
other  name.  The  bill  specifically  provides  that  the  term  includes 
"policy”  or  the  so-called  numbers  game  and  similar  types  of  wagering. 
Policy,  or  its  various  derivatives,  is  usually  a  scheme  wherein  a  player 
selects  a  number,  several  numbers,  or  a  series  of  numbers  and  pays  or 
agrees  to  pay  a  certain  amount  in  consideration  of  which  the  person  to 
whom  the  money  is  paid  engages  to  pay  a  prize  if  the  number  or 
numbers  selected  by  the  player  appear  or  are  published  in  combinations 
which  constitute  a  winning  combination.  (Conceivably  the  use  of 
letters  or  other  symbols  could  be  substituted  for  numbers,  but  this 
would  not  alter  the  fundamental  nature  of  the  game  as  a  lottery.) 
The  winning  numbers  in  policy  are  usually  based  upon  some  regularly 
published  series  of  numbers  such  as  weekly  sales  reports  of  a  stock 
exchange  or  commodity  exchange,  United  States  Treasury  balance 
reports,  or  the  winning  horses  of  a  series  of  previously  numbered  horse 
races.  The  above  description  is  not  intended  to  be  restrictive  as  your 
committee  is  well  aware  of  the  possibility  that  existing  methods  of 
play  may  be  changed  in  an  effort  to  escape  the  tax  which  the  bill 
imposes. 
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Because  the  term  “lottery”  is  intended  to  be  broadly  construed  in 
order  to  limit  the  opportunities  for  avoidance,  your  committee  has 
specifically  excluded  from  the  term  certain  types  of  gambling  games 
which  might  otherwise  come  within  its  technical  meaning  although 
perhaps  not  commonly  so  considered.  Thus,  both  bills  exclude  from 
the  term  “lottery”  any  game  of  a  type  in  which  the  wagers  are  usually 
placed,  the  winner  or  winners  are  usually  determined,  and  the  dis¬ 
tribution  of  prizes  or  other  property  is  usually  made,  in  the  presence 
of  all  persons  placing  wagers  in  the  game.  Among  those  games  which 
are  within  the  scope  of  the  exclusion  would  be  card  games  such  as 
draw  poker,  stud  poker,  and  blackjack,  roulette  games,  dice  games 
such  as  craps,  bingo,  and  keno  games,  and  the  gambling  wheels  fre¬ 
quently  encountered  at  country  fairs  and  charity  bazaars.  On  the 
other  hand,  punchboards  would  not  normally  be  excluded  under  this 
definition. 

Your  committee  has  excluded  the  above  types  of  gambling  not  be¬ 
cause  of  any  belief  that  they  are  not  suitable  subjects  for  taxation. 
However,  the  method  of  taxation  provided,  while  particularly  ap¬ 
propriate  to  bookmaking  and  to  policy  operation,  does  not  appear 
readily  adaptable  to  these  other  forms  of  gambling.  For  example, 
there  are  obvious  practical  difficulties  in  ascertaining  the  gross 
amount  of  wagers  made  in  the  course  of  a  dice  game  and  other  games 
in  which  there  is  direct  and  continuous  player  participation.  More¬ 
over,  with  respect  to  card  games  it  is  frequently  difficult  to  ascertain 
who,  if  anybody,  is  the  person  operating  the  game  and  what  his  tax 
liability  should  be.  In  some  cases,  a  person  may  operate  the  bank 
directly.  In  other  cases,  he  may  take  a  percentage  of,  or  impose  a 
flat  charge  on,  each  pot  or  may  simply  levy  a  charge  for  the  use  of 
facilities  such  as  a  room.  Moreover,  many  of  these  types  of  game's 
are  frequently  engaged  in  on  a  friendly  or  social  basis  rather  than  pro¬ 
fessionally.  A  differentiation  for  tax  purposes  between  friendly  and 
professional  games  woidd  create  serious  statutory  and  administrative 
problems.  It  is  not  expected  that  this  problem  will  exist  to  any  seri¬ 
ous  extent  in  the  areas  within  which  the  bill  does  impose  tax.  Fox- 
example,  nonpi-ofessional  betting  on  horse  races  is  probably  insignifi¬ 
cant  in  amount.  Furthei’more,  while  wagering  games  of  the  type 
excluded  from  the  tax  may  repi-esent  important  aspects  of  commercial¬ 
ized  gambling  in  certain  localities,  they  constitute  a  relatively  small 
proportion  of  the  total  wagering  transactions  in  the  United  States. 
Moreover,  only  a  portion  of  such  professional  games  are  in  fact  cai-ried 
on  in  gambling  casinos  or  other  pennanent  establishments  which  might 
conceivably  be  indentifiable  for  tax  pux-poses.  It  appears  that  a  sub¬ 
stantial  and  pei*haps  predominant  part  of  such  activities  are  in  the 
nature  of  “floating”  games.  That  is,  the  operatoi-s  of  a  game  will 
establish  themselves  in  a  locality,  often  in  a  hotel  room,  for  a  period 
of  time  as  short  as  1  or  2  days,  and  then  move  on  to  another  locality. 
The  transiency  of  such  activities  is  not  characteristic  of  the  wagering 
operations  upon  which  the  bill  does  impose  tax.  Bookmakex-s  and 
policy  opex-ators  both  depend  upon  an  established  clientele,  which 
requires  a  certain  permanency  of  location.  In  any  event,  your  com¬ 
mittee  believes  that  the  tax  provided  will  cover  at  least  90  percent 
of  total  commercial  wagering. 

Both  bills  provide  specifically  that  the  tax  shall  not  apply  with 
respect  to  wagers  placed  in  pari-mutuel  wagering  enterprises  licensed 
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under  State  law.  Such  wagering  is  presently  subject  to  substantial 
State  and,  in  some  instances,  local  taxation,  and  to  superimpose  a 
Federal  tax  upon  these  transactions  would  only  serve  to  maintain  the 
existing  advantage  which  bookmakers  enjoy  over  pari-mutuel  betting 
by  reason  of  their  immunity  from  pari-mutuel  taxes. 

Also  excluded  from  the  tax  are  wagers  placed  in  coin-operated 
devices  with  respect  to  which  an  occupational  tax  is  imposed  by 
section  3267  of  the  code.  Your  committee  believes  that,  for  adminis¬ 
trative  reasons,  the  method  of  taxation  which  is  presently  applied 
with  respect  to  such  machines  is  preferable  to  an  extension  of  the 
wagering  tax  into  this  area. 

The  bills  provide  that,  for  the  purposes  of  the  tax,  the  term  “lottery” 
does  not  include  any  drawing  conducted  by  organizations  exempt 
from  tax  under  section  101  of  the  code  where  no  part  of  the  net  pro¬ 
ceeds  derived  from  such  drawing  inures  to  the  benefit  of  any  private 
shareholder  or  individual.  It  is,  of  course,  contemplated  that  the 
regulations  will  require  the  expenses  of  such  a  drawing,  such  as  salaries 
paid  to  the  actual  operators,  to  be  reasonable  in  amount  if  the  ex¬ 
emption  is  to  be  allowed.  Furthermore,  any  agreement  to  pay  as 
compensation  a  percentage  of  the  amounts  contributed  would  be  a 
clear  indication  that  the  drawing  is  not  within  the  exempt  category. 

Liability  for  the  wagering  tax  is  placed  upon  the  person  who  is 
engaged  in  the  business  of  accepting  wagers  or  who  conducts  the  pool 
or  lottery.  Thus,  the  tax  is  to  be  collected  from  the  bookmaker 
proper  or  from  the  person  who  conducts  the  pool  or  lottery  as  the 
principal.  Monthly  returns  of  tax  are  required. 

A  credit  is  provided  in  the  case  of  so-called  lay-off  money.  Book¬ 
makers  and  policy  operators  generally  attempt  to  balance  one  bet 
against  another.  A  perfect  mathematical  booking  of  any  race  would 
insure  a  profit  regardless  of  the  ultimate  outcome.  However,  horse¬ 
race  bookmakers  today  seldom  set  their  own  odds  but  pay  off  winning 
bets  upon  the  basis  of  the  actual  pari-mutuel  pay-off  at  the  track 
concerned.  Furthermore,  policy  operators  normally  pay  off  on  the 
basis  of  fixed  odds,  such  as  700  to  1,  which  remain  constant  from  day 
to  day,  although  lower  odds  may  be  maintained  with  respect  to 
certain  heavily  played  numbers.  Because  they  are  unable  to  vary 
the  odds  in  accordance  with  amounts  wagered,  bookmakers  and 
policy  operators  sometimes  find  that  they  have  accepted  a  greater 
amount  of  wagers  upon  a  certain  horse  or  number  than  they  are 
willing  to  carry  on  their  own  account.  In  order  to  avoid  the  risk 
inherent  in  accepting  such  disproportionate  amounts  of  wagers,  the 
bookmaker  or  policy  operator  “lays  off”  a  portion  of  his  bets  with 
another  bookmaker  or  policy  operator.  In  such  cases  it  is  the  person 
with  whom  the  bet  is  laid  off  who  bears  the  actual  risk  of  the  wager 
even  though  it  is  the  person  with  whom  the  bet  was  originally  placed 
that  the  bettor  looks  to  for  his  winnings  or  to  whom  he  pays  his  losses. 
It  is  provided  with  respect  to  such  laid-off  wagers  that  the  book¬ 
maker  or  policy  operator  who  originally  accepts  the  wager  shall  be 
liable  for  the  10-percent  tax  upon  it  but  may  claim  a  credit  or  refund 
for  the  amount  of  the  tax  if  the  bet  is  laid  off  with  another  person  who 
also  is  liable  to  the  wagering  tax.  Thus,  if  a  bookmaker  accepts  a 
$100  wager  and  lays  off  $60  of  the  wager  with  another  bookmaker, 
he  is  taxable  upon  the  $100  wager  but  may  claim  a  credit  or  refund 
of  tax  with  respect  to  the  $60  laid  off.  In  this  manner,  multiple 
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taxation  of  the  same  wager  is  avoided.  While  certain  “tracing” 
difficulties  may  be  anticipated  as  a  result  of  this  provision,  it  is 
believed  that  the  credit  procedure  will  facilitate  tax  enforcement  by 
making  available  to  the  collection  agencies  information  of  large  book¬ 
making  operations  which  might  not  otherwise  be  readily  obtainable. 
It  is  contemplated  that  the  regulations  will  require  the  maintenance  of 
records  which  will  insure  that  the  person  with  whom  the  wager  is 
laid  off  is  identifiable  as  a  person  also  subject  to  the  wagering  tax. 

The  credit  will  be  allowable  only  with  respect  to  amounts  laid  off 
with  persons  also  liable  to  the  tax  on  wagers.  As  a  result  of  this 
limitation,  no  credit  will  be  allowable  with  respect  to  amounts  known 
in  betting  parlance  as  “come-back”  money.  Come-back  money  is  es¬ 
sentially  a  wager  which  a  bookmaker  lays  off  at  a  track  rather  than 
with  another  bookmaker,  and,  as  previously  noted,  wagers  placed  in 
State-licensed  pari-mutuel  enterprises  will  not  be  taxable.  Come-back 
money  serves  the  same  purpose  as  a  lay-off  proper  (that  is,  it  provides 
the  bookmaker  with  a  “hedge”)  and,  if  made  in  large  amounts,  may 
have  the  additional  effect  of  depressing  the  odds  on  the  particular 
horse  or  horses  wagered  upon.  The  tax  consequences  of  a  combined 
lay-off  and  come-back  transaction  are  illustrated  by  the  following  ex¬ 
ample:  A  bettor  places  a  $1,000  wager  with  bookmaker  A  on  horse  X; 
A  holds  $100  of  the  wager  and  lays  off  $900  with  bookmaker  B;  B  holds 
$200  of  the  $900  and  bets  the  remaining  $700  at  the  track  on  the  horse 
X.  Bookmaker  A  is  taxable  with  respect  to  the  entire  $1,000  wager 
but  is  allowed  a  credit  with  respect  to  the  tax  on  the  $900  laid  off ;  B  is 
taxable  on  the  entire  $900  and  is  allowed  no  credit  for  the  $700  he  bets 
at  the  track.  Thus,  cumulative  tax  liabilities  arise  of  $190  (10  percent 
of  $1,900,  the  aggregate  amount  of  wagers  and  lay-offs)  but  a  credit  is 
allowable  in  the  amount  of  $90  (10  percent  of  $900,  the  amount  laid 
off),  leaving  a  net  tax  of  $100,  or  10  percent  of  the  original  $1,000 
wager. 

A  wager  is  intended,  of  course,  to  be  the  amount  risked  by  the 
person  placing  the  bet  rather  than  the  amount  which  ho  stands  to  win. 
Thus,  if  a  person  bets  $5  against  a  bookmaker’s  $7  with  respect  to  the 
outcome  of  a  prize  fight,  the  wager,  for  the  purpose  of  the  tax,  is  $5. 

It  is  provided  that  the  amount  subject  to  tax  will  include  not  only 
the  wager  proper  but  also  any  charge  incident  to  the  placing  of  the 
wager.  An  example  of  such  an  additional  charge  which  is  to  be 
included  in  the  taxable  amount  would  be  so-called  “insurance”  money 
paid  bookmakers.  Horse-race  bookmakers  normally  place  an  arbi¬ 
trary  ceiling  on  the  odds  upon  which  they  are  willing  to  base  their  pay¬ 
offs,  such  as,  for  example,  20  to  1  for  win  bets,  8  to  1  for  place  bets, 
and  4  to  1  for  show  bets.  These  ceilings  are  maintained  irrespective 
of  the  actual  pari-mutuel  odds.  Bookmakers  may  sometimes  be  will¬ 
ing  to  guarantee  the  bettor  a  pay-off  based  on  the  actual  track  odds, 
no  matter  how  great,  in  consideration  of  a  small  additional  charge 
paid  by  the  bettor,  usually  10  percent  of  the  bet.  This  additional 
charge  is  known  as  insurance.  Another  example  of  an  amount  which 
would  be  included  as  part  of  a  taxable  wager  would  be  a  charge  made 
by  a  lottery  operator  for  the  privilege  of  contributing  to  the  pool  or 
bank.  On  the  other  hand,  the  Hills  specifically  provide  that  the  taxable 
amount  shall  not  include  an  amount  equal  to  the  tax  if  it  has  been 
collected  as  a  separate  charge  from  the  bettor.  This  exclusion  con¬ 
forms  to  the  pattern  of  the  other  excises  and  will  avoid  the  difficult 
administrative  problems  involved  in  collecting  a  tax  on  a  tax. 
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The  bills  contain  provisions  designed  to  prevent  avoidance  of  the 
tax  through  transfer  of  wagering  activities  to  points  outside  of  the 
United  States. 

Any  person  who  willfully  fails  to  pay  the  tax  provided  or  to  make 
a  return  or  to  keep  required  records  (including  a  daily  record  of  the 
gross  amount  of  wagers  received)  is  made  liable  to  criminal  penalties 
(in  addition  to  the  civil  penalties)  of  up  to  1  year’s  imprisonment  and 
a  fine  up  to  $10,000.  Furthermore,  a  willful  attempt  to  evade  or 
defeat  the  tax  will  be  a  felony  punishable  by  up  to  5  years’  imprison¬ 
ment  and  up  to  $10,000  fine. 

2.  Occupational  tax 

In  addition  to  the  tax  on  wagers  described  above,  both  your  com¬ 
mittee’s  bill  and  the  House  bill  impose  an  occupational  tax  of  $50  per 
year  upon  any  person  liable  to  the  tax  on  wagers  and  upon  any  person 
engaged  in  receiving  wagers  for  or  on  behalf  of  such  a  person. 

The  committee  conceives  of  the  occupational  tax  as  an  integral  part 
of  any  plan  for  the  taxation  of  wagers  and  as  essential  to  the  collec¬ 
tion  and  enforcement  of  such  a  tax.  Enforcement  of  a  tax  on  wagers 
frequently  will  necessitate  the  tracing  of  transactions  through  com¬ 
plex  business  relationships,  thus  requiring  the  identification  of  the 
various  steps  involved.  For  this  reason,  the  bills  provide  that  a  per¬ 
son  who  pays  the  occupational  tax  must,  as  part  of  his  registration, 
identify  those  persons  who  are  engaged  in  receiving  wagers  for  or  on 
his  behalf,  and,  in  addition,  identify  the  persons  on  whose  behalf  he 
is  engaged  in  receiving  wagers. 

In  general,  the  provisions  of  the  occupational  tax  follow  the  pattern 
of  the  other  occupational  taxes  imposed  under  the  code  and  require 
registration,  posting  of  special  tax  stamp  by  the  taxpayers,  the  mainte¬ 
nance  by  the  collector  of  a  list  of  taxpayers  for  public  inspection,  etc. 

Special  penalties  are  imposed  for  failure  to  pay  the  tax  or  to  post 
or  exhibit  the  stamp.  Furthermore,  the  penalties  already  described 
with  respect  to  the  tax  on  wagers  will  also  apply  to  willful  failures  to 
pay  the  occupational  tax.  It  should  also  be  pointed  out  that,  under 
the  general  provisions  of  section  1001  of  Title  18  of  the  United  States 
Code,  any  false  or  fictitious  statement  made  knowingly  with  respect 
to  the  payment  of  the  occupational  tax,  such  as  the  giving  of  a  false 
name  or  address,  is  subject  to  a  fine  of  not  more  than  $10,000  or 
imprisonment  of  not  more  than  5  years,  or  both. 

Past  experience  indicates  that  the  size  of  tax  collections  is  directly 
related  to  adequacy  of  enforcement.  Your  committee  believes,  with 
respect  to  the  wagering  tax  and  the  occupational  tax  on  the  acceptance 
of  wagers,  energetic  enforcement  measures  during  the  period  immedi¬ 
ately  following  the  introduction  of  these  taxes  to  be  particularly  im¬ 
portant.  Your  committee  realizes,  of  course,  that  the  introduction 
of  any  new  taxes,  such  as  those  just  described,  which  depend  upon 
hitherto  untapped  sources  of  revenue,  inevitably  add  to  the  adminis¬ 
trative  burden  of  the  Bureau  of  Internal  Revenue.  Therefore,  the 
Bureau  should  review  the  need  for  any  additional  administrative 
requirements  in  the  light  of  actual  experience  with  the  enforcement 
of  these  taxes. 

3.  Coin-operated  gaming  devices 

Section  3267  (a)  of  the  code  provides  an  occupational  tax  of  $150 
per  year  in  the  case  of  coin-operated  gaming  devices.  Section  453  of 
the  bill  raises  this  to  $250  per  year.  This  is  the  same  change  as  is 
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provided  by  the  House  bill.  It  is  believed  that  the  imposition  of  a 
tax  on  wagering  generally,  from  which  coin-operated  gaming  devices 
are  specifically  exempted,  requires  an  increase  in  this  tax  to  provide 
equality  of  treatment.  It  is  estimated  that  in  a  full  year  of  operation 
this  will  increase  revenues  by  $7  million  annually. 

H.  Floor  Stock  Taxes  and  Refunds 

Both  floor  stock  taxes  and  floor  stock  refunds  are  imposed  or  granted 
one  time  only:  a  tax  when  an  increase  in  rates  occurs  and  a  refund 
when  a  decrease  in  rates  occurs.  They  are  imposed  or  granted  with 
respect  to  inventories  of  items  which  are  beyond  the  point  at  which  an 
excise  tax  ordinarily  is  imposed  at  the  time  the  increase  or  decrease  in 
rates  occurs.  They  are  used  only  in  the  case  of  taxes  imposed  at  the 
manufacturers’  level,  since  only  in  these  cases  are  there  any  inventories 
of  items  held  by  persons  other  than  consumers  which  have  not  been 
affected  by  recent  changes  in  the  excise  rates.  Floor  stock  taxes 
and  refunds  have  traditionally  been  imposed  in  the  case  of  alcoholic 
beverages  and  occasionally  with  respect  to  other  products. 

Floor  stock  taxes  have  been  imposed  for  three  primary  reasons: 
(1)  To  prevent  wholesalers  and  retailers  from  avoiding  a  tax  increase 
by  stocking  up  on  items  before  a  tax  increase  or  new  tax  becomes 
effective,  (2)  to  make  the  increase  or  new  tax  effective  on  items  pro¬ 
duced  at  an  earlier  date  and  thus  increase  revenues  in  the  initial  year 
of  imposition,  and  (3)  to  prevent  competitive  discrimination  in  cases 
where  some  wholesalers  and  retailers  have  large  stocks  of  items  where 
the  new  or  additional  tax  has  not  been  imposed  and  others  do  not. 
In  the  case  of  floor  stock  refunds  the  primary  reason  for  their  provision 
is  to  prevent  discrimination  which  would  exist  where  some  retailers 
and  wholesalers  have  large  tax-paid  inventories,  while  their  competi¬ 
tors  do  not.  This  is  particularly  important  where  the  tax  rate  de¬ 
creases  are  large  and  where,  through  various  business  arrangements, 
manufacturers  are  selling  directly  to  consumers.  However,  in  im¬ 
posing  floor  stock  taxes  or  granting  floor  stock  refunds  it  is  also  neces¬ 
sary  to  consider  the  large  amount  of  work  which  these  taxes  or  refunds 
entail  both  for  the  taxpayer  and  the  Government.  The  processing 
of  floor  stock  returns  is  an  extensive  task  and  their  application  at 
both  the  wholesale  and  the  retail  levels  affects  hundreds  of  thousands 
of  dealers.  Because  of  these  administrative  considerations  your  com¬ 
mittee’s  bill  limits  floor  stock  taxes  refunds  to  those  cases  where  there 
appears  to  be  a  strong  need  for  them. 

Under  both  the  House  bill  and  your  committee’s  bill  floor  stock 
taxes  are  imposed  with  respect  to  the  increases  in  the  tax  on  distilled 
spirits,  beer,  wine,  and  cigarettes.  In  the  case  of  gasoline  a  floor  stock 
tax  is  also  imposed  but  only  with  respect  to  stocks  of  gasoline  held  by 
retailers  other  than  at  their  retail  establishments  and  with  respect  to 
wholesalers.  The  rates  of  tax  under  these  floor  stock  taxes  are  the 
same  as  the  increases  in  tax  provided  for  these  items.  It  is  anticipated 
that  in  the  fiscal  year  1952  these  floor  stock  taxes  will  increase  collec¬ 
tions  in  that  year,  but  only  that  year,  by  $120  million.  Of  this  total, 
$98  million  is  accounted  for  by  the  floor  stock  taxes  on  alcoholic  bev¬ 
erages,  and  the  bulk  of  this  is  expected  to  be  collected  from  distilled 
spirits  since  inventories  are  largest  in  this  case.  About  $22  million  is 
expected  to  be  collected  from  the  floor  stock  tax  on  cigarettes,  but 
only  a  nominal  amount  from  the  floor  stock  tax  on  gasoline.  In  the 
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latter  case  the  floor  stock  tax  is  imposed,  not  with  the  expectation  of 
receiving  large  revenues  from  it,  but  to  give  assurance  that  substantial 
revenues  will  not  be  lost  by  an  unusually  large  transfer  of  title  to 
gasoline  prior  to  the  effective  date  of  the  tax  increase. 

Consideration  was  also  given  to  the  imposition  of  floor  stock  taxes 
in  the  case  of  other  manufacturers’  excises.  However,  no  action  wras 
taken  with  respect  to  them  largely  because  the  items  are  likely  to  be  in 
relatively  short  supply  when  the  excise  taxes  become  effective,  making 
it  difficult  for  dealers  to  avoid  tax  by  increasing  their  inventories  prior 
to  the  effective  date  of  the  tax  increase.  Also,  the  large  number  of 
retailers  and  items  involved  in  many  cases  make  the  imposition  of  the 
tax  impractical  in  view  of  the  size  of  the  rate  increases  or  the  rates  of 
the  new  taxes. 

Your  committee’s  bill  also  provides  for  floor  stock  refunds  at  the 
time  of  the  termination,  January  1,  1954,  of  the  excise  increases  made 
by  this  bill.  The  refunds  are  to  be  limited  to  the  items  on  which  floor 
stock  taxes  are  imposed  at  the  effective  date  of  the  increase;  that  is, 
they  are  limited  to  distilled  spirits,  beer,  wine,  and  cigarettes  and  to 
stocks  of  gasoline  held  by  retailers  at  other  than  their  retail  establish¬ 
ments.  The  refunds  are  to  be  granted  only  with  respect  to  the  increases 
imposed  by  this  bill,  and  only  if  the  owner  of  the  inventories  can  show' 
that  for  3  months  after  the  reduction  date  the  prices  charged  for  the 
items  reflect  the  tax  decreases  made. 

X.  TAX  TREATMENT  OF  ILLEGAL  ACTIVITIES 

Several  amendments  have  been  proposed  to  the  committee  which 
would  affect  the  tax  treatment  of  gamblers  and  other  persons  who 
receive  income  from  illegal  sources.  In  summary,  these  amendments 
would — 

(a)  Disallow  as  a  deduction  from  gross  income  any  expenses 
incurred  in  illegal  wagering  and  any  losses  resulting  from  illegal 
wagering ; 

(b)  Require  the  keeping  of  more  detailed  records  by  wagering 
houses ; 

(c)  Require  the  keeping  of  taxpayers’  records  for  7  years;  and 

(d)  Require  all  individuals  with  a  gross  income  during  the 
current  or  five  preceding  taxable  years  in  excess  of  $2,500  from 
illegal  activities  to  file  a  net  worth  statement. 

Your  committee  believes  that  additional  time  is  necessary  for 
detailed  study  of  these  suggestions  and  therefore  believes  that  action 
on  them  should  not  be  taken  at  this  time.  The  committee  is  fully 
aware  of  the  importance  of  a  strict  enforcement  of  the  income  tax 
laws  in  this  area. 

(The  detailed  discussion  of  the  technical  provisions  of  the  bill  will 
be  printed  separately  and  will  appear  as  a  supplemental  report.) 

CHANGES  IN  EXISTING  LAW 

In  the  opinion  of  the  committee,  it  is  necessary,  in  order  to  expedite 
the  business  of  the  Senate,  to  dispense  with  the  requirements  of  sub¬ 
section  (4)  of  rule  XXIX  of  the  Standing  Rules  of  the  Senate  (relating 
to  the  showing  of  changes  in  existing  lawr  made  by  the  bill,  as  reported) . 
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Mr.  George,  from  the  Committee  on  Finance,  submitted  the  following 

SUPPLEMENTAL  REPORT 

[To  accompany  H.  R.  4473] 

DETAILED  DISCUSSION  OF  THE  TECHNICAL 
PROVISIONS  OF  THE  BILL 

TITLE  I— INCREASE  IN  INCOME  TAX  RATES 

Part  I — Individual  Income  Taxes 

SECTION  101.  INCREASE  IN  SURTAX  FOR  1951,  1952, 

AND  1953 

Subsection  (a)  of  section  101  of  the  bill  amends  section  12  (b)  of  the 
code,  relating  to  rates  of  surtax,  to  impose  a  tax  increase  with  respect 
to  individuals  having  as  a  taxable  year  the  calendar  year  1951,  and  to 
impose  a  further  increase  with  respect  to  taxable  years  beginning  after 
October  31,  1951,  and  before  January  1,  1954.  In  the  case  of  taxable 
years  beginning  after  October  31,  1951,  and  before  January  1,  1954, 
the  increase  provided  is  approximately  11  percent  of  tax  liability 
under  present  rates  or  8  percent  of  surtax  net  income  after  present 
taxes,  whichever  is  lesser.  In  the  case  of  the  calendar  year  1951, 
since  the  increase  in  rates  is  not  to  be  effective  until  November  1, 
1951,  the  increase  provided  is  in  the  same  proportion  to  the  increase 
for  a  full  taxable  year  as  the  number  of  calendar  months  after  Octo¬ 
ber  31,  1951,  bears  to  the  12  calendar  months  in  1951,  that  is,  an 
increase  of  approximately  one-sixth  of  1 1  percent  of  present  tax  lia¬ 
bility,  or  one-sixth  of  8  percent  of  surtax  net  income  after  present 
taxes,  whichever  is  lesser.  The  amendment  of  section  12  (b)  with 
respect  to  taxable  years  beginning  after  October  31,  1951,  is  not 
applicable  to  an  individual  who  qualifies  as  the  head  of  a  household, 
who  will  be  taxed  as  provided  by  subsection  (c)  of  section  12  as 
amended  by  section  301  of  the  bill. 
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Paragraph  (1)  of  subsection  (b),  as  amended,  contains  a  table 
which  sets  forth  the  increased  tax  for  the  calendar  year  1951  for  each 
level  of  surtax  net  income  and  paragraph  (2)  contains  a  similar  table 
which  is  applicable  to  taxable  years  beginning  after  October  31, 
1951,  and  before  January  1,  1954,  including  the  calendar  years  1952 
and  1953.  Paragraph  (3)  has  a  table  which  sets  forth  the  rates 
applicable  under  present  law  and  which  will  be  applicable  for  taxable 
years  beginning  after  December  31,  1953.  The  bill  provides  no 
increase  in  the  rates  of  tax  applicable  to  individuals  in  the  case  of  a 
taxable  year  ending  before  October  31,  1951,  except  in  the  case 
covered  by  section  104  of  the  bill  of  a  joint  return  of  husband  and 
wife  with  different  taxable  years  because  of  the  death  of  either  within 
■the  taxable  year  when  the  taxable  year  of  the  surviving  spouse  began 
before  November  1,  1951,  and  ended  after  October  31,  1951. 

Subsection  (c)  of  section  101  amends  section  12  (f)  of  the  code 
relating  to  limitation  on  tax.  Under  paragraph  (1)  of  subsection  (f), 
as  amended,  it  is  provided  that  in  the  case  of  the  calendar  year  1951, 
the  combined  normal  tax  and  surtax  shall  in  no  event  exceed  87.2 
percent  of  the  net  income  for  such  taxable  year.  Paragraph  (2) 
relates  to  taxable  years  beginning  after  October  31,  1951,  and  before 
January  1,  1954,  and  limits  the  amount  of  the  combined  normal  tax 
and  surtax  for  such  taxable  years  to  88  percent  of  the  net  income. 
Under  paragraph  (3),  applicable  to  taxable  years  beginning  after 
December  31,  1953,  the  corresponding  limitation  is  87  percent  of  net 
income. 

SECTION  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS 
INCOME  OF  LESS  THAN  $5,000 

Section  102  of  the  bill,  which  corresponds  to  the  like-designated 
section  of  the  House  bill,  amends  section  400  of  the  code  to  provide 
three  new  tax  tables  for  the  use  of  taxpayers  with  adjusted  gross 
income  of  less  than  $5,000.  Table  I  is  applicable  to  the  calendar  year 
1951  and  is  for  the  use  of  single  persons,  married  persons  filing  separate 
returns  and  married  persons  filing  joint  returns.  Since  the  provisions 
of  title  III  of  the  bill,  relating  to  tax  treatment  in  the  case  of  a  head  of 
a  household,  do  not  apply  to  the  calendar  year  1951,  a  single  person 
with  adjusted  gross  income  of  less  than  $5,000  who  might  for  subse¬ 
quent  years  qualify  for  such  treatment  may  use  this  table  in  computing 
income  liability  for  the  calendar  year  1951.  Table  II  applies  to  tax¬ 
able  }7ears  beginning  after  October  31,  1951,  and  before  January  1, 
1954,  and  is  for  the  use  of  single  persons,  married  persons  filing  separate 
returns,  married  persons  filing  joint  returns,  and  any  single  person  who 
qualifies  as  the  head  of  a  household  under  title  III  of  this  bill.  The 
increases  in  tax  imposed  by  this  bill  are  reflected  in  tables  I  and  II  for 
each  level  of  adjusted  gross  income.  Table  III  is  for  the  use  of  the 
same  persons  as  may  use  table  II  and  is  applicable  to  taxable  years 
beginning  after  December  31,  1953.  Except  for  the  computations 
applicable  to  a  taxpayer  who  qualifies  as  the  head  of  a  household,  the 
income  tax  liability  reflected  in  table  III  for  each  level  of  adjusted 
gross  income  is  the  same  as  under  the  tax  rates  which  are  presently 
applicable; 
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SECTION  103.  INAPPLICABILITY  OF  CERTAIN  PENALTIES 
AND  ADDITIONS  TO  TAX 

This  section  of  the  bill,  which  has  no  corresponding  provision  in  the 
bill  as  passed  by  the  House,  amends  sections  145  and  294  (d)  (2) 
of  the  code.  Subsection  (a)  amends  section  145  by  redesignating  the 
present  subsection  (f)  as  subsection  (g)  and  by  inserting  a  new  sub¬ 
section  (f).  The  new  subsection  (f)  makes  certain  penalties  prescribed 
by  section  145  inapplicable  to  a  failure  to  take  into  account  the  in¬ 
creases  in  rates  of  tax  imposed  on  individuals  by  this  bill.  Similarly, 
the  sentence  added  by  subsection  (b)  of  this  section  to  paragraph  (2) 
of  section  294  (d)  makes  the  provisions  of  such  paragraph  relating  to 
additions  to  tax  for  substantial  underestimate  of  tax  inapplicable  to 
cases  where  the  failure  to  meet  the  prescribed  requirements  with 
respect  to  estimated  tax  is  by  reason  of  the  increases  in  rates  of  tax 
imposed  on  individuals  by  this  bill. 

SECTION  104.  COMPUTATION  OF  TAX  IN  CASE 
OF  CERTAIN  JOINT  RETURNS 

Section  104,  which  corresponds  to  section  103  of  the  Plouse  bill 
and  is  identical  except  for  references  to  applicable  effective  dates, 
applies  to  the  situation  where  a  joint  return  of  a  husband  and  wife 
is  filed  under  the  provisions  of  section  51  (b)  (3)  of  the  Internal  Reve¬ 
nue  Code,  the  husband  and  the  wife  having  different  taxable  years 
because  of  the  death  of  either,  and  the  taxable  year  of  the  surviving 
spouse  covered  by  such  joint  return  began  before  November  1,  1951, 
and  ended  after  October  31,  1951.  In  respect  of  such  a  case,  section 
104  provides  that  the  amendments  made  by  part  I  of  title  I  of  this 
bill,  relating  to  income-tax  rates,  shall  be  applicable  to  the  joint  return 
as  if  the  taxable  years  of  both  spouses  covered  by  the  joint  return 
ended  on  the  date  of  the  closing  of  the  surviving  spouse’s  taxable  years 

Section  51  (b)  (3)  and  (4)  of  the  code  permit  the  filing  of  a  joint 
return  by  a  surviving  spouse  if  the  taxable  years  of  each  spouse  began 
on  the  same  day  but  ended  on  different  days  because  of  the  death  of 
either  spouse,  or  both.  Under  the  provisions  of  section  104,  if  one 
spouse  dies  during  1951  and  the  surviving  spouse  elects  to  file  a  joint 
return  under  section  51  (b)  (3)  of  the  code  covering  both  his  calendar 
year  1951  and  the  taxable  year  of  the  deceased  spouse,  the  tax  lia¬ 
bility  on  the  joint  return  will  be  computed  at  the  rates  applicable 
under  this  bill  to  a  return  for  the  calendar  year  1951.  It  is  immaterial, 
in  such  a  case,  whether  the  taxable  year  of  the  deceased  spouse  ended 
before  or  after  November  1,  1951.  If  the  taxable  year  of  the  surviving 
spouse  which  began  before  November  1,  1951,  and  ended  after  October 
31,  1951,  is  not  a  calendar  year,  the  tax  liability  on  a  joint  return  by 
the  surviving  spouse  will  be  computed  under  the  provisions  of  section 
108  (h)  of  the  code  (as  added  by  sec.  131  of  this  bill),  and  the  com¬ 
putations  required  therein  with  respect  to  calendar  months  in  the 
taxable  year  will  be  made  by  reference  to  the  calendar  months  of  the 
taxable  year  of  the  surviving  spouse. 
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SECTION  105.  EFFECTIVE  DATE  OF  PART  I 

This  section,  which  corresponds  to  section  104  of  the  House  bill, 
provides  that  the  amendments  made  by  part  I  of  the  bill  shall  be 
applicable  only  with  respect  to  taxable  years  beginning  after  October 
31,  1951,  and  to  the  calendar  year  1951,  except  as  provided  in  section 
104  of  the  bill.  It  also  provides  a  cross  reference  to  section  131  of 
the  bill  for  treatment  of  taxable  years  (other  than  the  calendar  year 
1951)  beginning  before  November  1,  1951,  and  ending  after  October 
31,  1951.  The  bill  as  passed  by  the  House  made  the  increases  in 
individual  rates  provided  therein  applicable  to  taxable  year  beginning 
after  August  31,  1951. 

Part  II — Corporation  Income  Taxes 

SECTION  121.  INCREASE  IN  RATE  OF  CORPORATION 
NORMAL  TAX  AND  SURTAX 

This  section,  which  corresponds  to  section  121  of  the  bill  as  passed 
by  the  House,  amends  the  corporate  tax  provisions  to  impose,  in 
general,  increases  in  tax  on  corporate  income  applicable  to  the  calendar 
year  1951  and  to  taxable  years  beginning  after  March  31,  1951, 
and  before  January  1,  1954. 

Subsection  (a)  of  section  121  amends  subsections  (a)  and  (b)  of 
section  13  of  the  code,  relating  to  normal  tax  on  corporations.  As  in 
the  bill  passed  by  the  House,  the  amendment  to  subsection  (a)  of 
section  13  eliminates  from  the  code  provisions  which  are  applicable  to 
prior  taxable  years,  and  retains  the  definitions  of  “adjusted  gross 
income”  and  “normal  tax  net  income”  added  by  the  Revenue  Act  of 
1950.  The  amendment  to  subsection  (b)  of  section  13  increases  the 
present  25-percent  normal  tax  on  corporation  normal  tax  net  income 
to  26 %  percent  for  the  calendar  year  1951,  and  to  27  percent  for  taxable 
years  beginning  after  March  31,  1951,  and  before  January  1,  1954. 
For  taxable  years  beginning  after  December  31,  1953,  it  is  provided 
that  a  25-percent  rate  shall  be  effective. 

Subsection  (b)  of  section  121  amends  subsection  (a)  of  section  15 
to  eliminate  from  the  code  provisions  applicable  only  to  prior  taxable 
years  and  retains  the  definition  of  “corporation  surtax  net  income” 
added  by  the  Revenue  Act  of  1950.  This  part  of  the  amendment  made 
by  subsection  (b)  corresponds  to  subsection  (f)  (2)  of  section  121  of  the 
bill  as  passed  by  the  House.  Subsection  (b)  also  amends  subsection 
(b)  of  section  15  to  impose  increases  in  the  surtax  rate  on  corporation 
surtax  net  income.  For  the  calendar  year  1951  the  surtax  rate  is 
increased  from  the  present  22  percent  to  24)i  percent  of  the  corporation 
surtax  net  income  in  excess  of  $25,000,  and  for  taxable  years  beginning 
after  March  31,  1951,  and  before  January  1,  1954,  the  increased  rate 
provided  is  25  percent  of  the  corporation  surtax  net  income  in  excess 
of  $25,000.  For  taxable  years  beginning  after  December  31,  1953, 
it  is  provided  that  the  surtax  rate  shall  be  22  percent  of  corporation 
surtax  net  income  in  excess  of  $25,000,  which  is  the  rate  presently 
applicable  to  taxable  years  beginning  after  June  30,  1950. 

Subsection  (c)  of  section  121,  which  corresponds  to  subsection  (b) 
of  section  121  of  the  House  bill,  amends  section  430  (a)  of  the  code, 
as  added  by  section  101  of  the  Excess  Profits  Tax  Act  of  1950.  Section 
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430  (a)  presently  imposes  an  excess  profits  tax  of  whichever  is  the 
lesser  of  (1)  30  percent  of  “adjusted  excess  profits  net  income”  (as 
defined  by  sec.  431),  or  (2)  an  amount  equal  to  the  excess  of  62  per¬ 
cent  of  the  “excess  profits  net  income”  (as  defined  by  sec.  433)  over 
the  tax  which  would  be  imposed  for  such  taxable  year  if  the  normal 
tax  rate  and  the  surtax  rate  applicable  for  the  taxable  year  were 
applied  to  the  corporation’s  “excess  profits  net  income”  for  the  taxable 
year.  The  amendment  made  by  this  subsection  makes  the  62  percent 
ceiling  rate  provision  of  paragraph  (2)  of  section  430  (a)  (2)  applicable 
only  to  taxable  years  ending  before  April  1,  1951,  and  designates  such 
provision  as  subparagraph  (A)  under  paragraph  (2).  It  also  adds  to 
paragraph  (2)  new  subparagraphs  (B)  and  (C)  which  provide  a 
different  method  for  computing  an  alternative  amount  of  tax  which 
will  be  the  maximum  tax  if  less  than  the  30  percent  tax  provided  by 
section  430  (a)  (1).  Subparagraph  (B),  which  is  applicable  to  the 
calendar  year  1951,  provides  that  the  alternative  shall  be  an  amount 
equal  to  16%  percent  of  the  excess  profits  net  income  for  the  taxable 
year,  except  that  such  amount  shall  in  the  case  of  a  consolidated 
return  under  section  141  be  reduced  by  an  amount  which  bears  the 
same  ratio  (but  not  in  excess  of  100  percent)  to  the  increase  of  2  per¬ 
cent  in  the  surtax  imposed  by  reason  of  section  141  (c)  as  the  amount 
of  the  consolidated  excess  profits  net  income  bears  to  the  amount  of 
the  consolidated  corporation  surtax  net  income.  Subparagraph  (C), 
which  is  applicable  to  taxable  years  beginning  after  March  31,  1951, 
provides  that  the  alternative  shall  be  an  amount  equal  to  17  percent 
of  excess  profits  net  income  and  has  the  same  provision  as  subpara¬ 
graph  (B)  in  respect  of  the  reduction  of  such  amount  in  the  case  of  a 
•consolidated  return. 

Subsection  (d)  of  section  121,  which  corresponds  to  subsection  (c) 
of  section  121  of  the  bill  as  passed  by  the  House,  amends  section  207 
(a)  (1),  relating  to  normal  tax  and  surtax  on  mutual  insurance  com¬ 
panies  other  than  life  or  marine,  and  section  207  (a)  (3),  relating  to  the 
normal  tax  and  surtax  on  interinsurers  and  reciprocal  underwriters. 
Subsection  (e)  of  section  121,  which  corresponds  to  subsection  (d)  of 
section  121  of  the  House  bill,  amends  section  362  (b),  relating  to  tax 
on  regulated  investment  companies;  and  subsection  (f),  which  cor¬ 
responds  to  subsection  (e)  of  section  121  of  the  bill  as  it  passed  the 
House,  amends  section  421  (a)  (1),  relating  to  imposition  of  tax  on  busi¬ 
ness  income  of  certain  section  101  organizations.  The  amendments 
made  by  these  subsections  reflect  for  each  of  these  specialized  types  of 
corporations  the  increased  normal  tax  and  surtax  rates  which  will  be 
applicable  to  corporations  in  general  under  the  amendments  made  to 
sections  13  (b)  and  15  (b)  by  subsections  (a)  and  (b)  of  this  section 
of  the  bill.  They  also  make  provision  for  the  rates  of  normal  tax 
and  surtax  which  will  be  applicable  to  such  corporations  for  taxable 
years  beginning  after  December  31,  1953,  when  the  rates  presently  ap¬ 
plicable  will  again  be  in  effect.  It  is  to  be  noted  that,  in  the  amended 
provisions  relating  to  mutual  insurance  companies  other  than  life  or 
marine,  to  interinsurers  or  reciprocal  underwriters,  and  to  regulated 
investment  companies,  a  normal  tax  rate  and  a  surtax  rate  is  pro¬ 
vided  in  each  instance  which  will  be  applicable  generally  in  computing 
the  tax  for  taxable  years  which  began  after  December  31,  1950,  and 
before  April  1,  1951,  and  which  end  after  March  31,  1951.  Thus, 
fiscal  year  taxpayers  with  a  taxable  year  beginning  on  either  the  first 
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day  of  February  or  the  first  day  of  March  1951,  will  be  taxed  on  their 
income  for  such  taxable  year  on  the  same  basis  as  will  a  calendar  year 
taxpayer  for  its  taxable  year  January  1  to  December  31,  1951.  In 
this  connection,  the  effective  dates  for  the  amendments  made  by  part 
II  of  title  I  of  the  bill,  as  provided  in  section  124  of  this  bill,  should 
also  be  noted. 

Subsection  (g)  of  this  section,  which  corresponds  to  subsection  (f) 
of  the  bill  as  it  passed  the  House,  is  a  technical  amendment  which 
eliminates  from  the  code,  by  repeal  of  section  14,  the  provisions  re¬ 
lating  to  normal  tax  on  special  classes  of  corporations  with  normal 
tax  net  income  of  less  than  $25,000.  The  various  alternative  rates 
provided  in  such  section  were  applicable  only  in  the  case  of  a  taxable 
year  beginning  before  July  1,  1950. 

SECTION  122.  CREDITS  OF  CORPORATIONS 

Subsection  (a)  of  this  section,  which  corresponds  to  the  like  desig¬ 
nated  provision  of  the  bill  as  passed  by  the  House,  amends  section 
26  (b),  relating  to  the  credit  for  dividends  received.  The  only  change 
in  paragraph  (1)  of  subsection  (b)  is  technical.  Paragraph  (2) 
presently  provides  for  a  credit  of  59  percent  of  the  amount  received 
as  dividends  on  the  preferred  stock  of  a  public  utility  subject  to  income 
tax,  in  the  case  of  taxable  years  beginning  after  June  30,  1950,  and 
for  a  credit  of  57  percent  of  such  amount  in  the  case  of  the  calendar 
year  1950.  As  amended  by  subsection  (a)  of  this  section,  the  credit 
provided  in  paragraph  (2)  is  (A)  61  percent  of  such  amount  in  the  case 
of  the  calendar  year  1951,  (B)  62  percent  of  such  amount  in  the  case 
of  taxable  years  beginning  after  March  31,  1951,  and  before  January 
1,  1954,  and  (C)  59  percent  of  such  amount  for  taxable  years  beginning 
after  December  31,  1953.  The  present  provisions  of  paragraph  (2) 
which  are  applicable  to  prior  taxable  years  are  eliminated. 

Under  section  26  (b)  (2)  of  the  code,  as  amended  by  the  bill,  the 
credit  for  dividends  received  on  the  preferred  stock  of  a  public  utility 
is  limited  to  dividends  with  respect  to  which  the  credit  provided  in 
section  26  (l1)  (relating  to  credit  for  dividends  paid  on  the  preferred 
stock  of  a  public  utility)  is  allowable.  Thus,  the  full  85  percent 
dividends-received  credit  provided  in  section  26  (b)  (1)  of  the  code 
will  apply  to  dividends  received  with  respect  to  which  the  dividends 
paid  credit  provided  in  section  26  (h)  is  not  allowable. 

Subsection  (b)  of  this  section,  which  corresponds  to  subsection  (b) 
of  section  121  of  the  House  bill,  amends  the  first  sentence  of  para¬ 
graph  (1)  of  section  26  (h),  relating  to  the  credit  for  dividends  paid 
on  certain  preferred  stock  of  a  public  utility.  In  its  present  form 
paragraph  (1)  provides  for  the  credit  in  the  case  of  the  calendar  year 
1950  and  in  the  case  of  taxable  years  beginning  after  June  30,  1950. 
The  amendment  made  by  this  subsection  eliminates  these  provisions 
and  makes  provision  in  clauses  designated  (A),  (B)  and  (C)  for  the 
credit  for  the  calendar  year  1951,  for  taxable  years  beginning  after 
March  31,  1951,  and  before  January  1,  1954,  and  for  taxable  years 
beginning  after  December  31,  1953.  Respectively,  the  credits  provided 
for  such  taxable  years  are  an  amount  equal  to  28  percent,  27  percent, 
.and  30  percent  of  whichever  is  the  lower  of  (1)  the  entire  amount  of 
dividends  paid  by  the  public  utility  during  'the  taxable  year  on  its 
preferred  stock  or  (2)  the  excess  of  the  public  utility  company’s 
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adjusted  net  income  for  the  taxable  year  over  the  amount  of  the 
credit  for  dividends  received  determined  under  section  26  (b)  for 
such  year. 

Subsection  (c)  of  this  section,  which  corresponds  to  subsection  (c)  of 
section  121  of  the  House  bill,  amends  section  26  (i)  with  respect  to 
the  credit  allowed  Western  Hemisphere  trade  corporations  in  the 
determination  of  normal-tax  net  income  and  surtax  net  income.  As 
amended,  section  26  (i)  provides,  in  the  case  of  the  calendar  year 
1951,  that  the  credit  shall  he  27%  percent  of  the  normal-tax  net  income 
computed  without  regard  to  this  credit.  The  percentage  provided  is 
27  percent  in  the  case  of  taxable  years  beginning  after  March  31,  1951, 
and  before  January  1,  1954,  and  30  percent  in  the  case  of  taxable  years 
beginning  after  December  31,  1953.  Under  the  present  section  26  (i) , 
the  credit  is  30  percent  of  normal  tax  net  income  in  the  case  of  taxable 
years  beginning  after  June  30,  1950,  and  33  percent  in  the  case  of  the 
calendar  year  1950.  The  corresponding  provision  in  the  House  bill 
provided  for  a  27  percent  credit  applicable  to  all  taxable  years  be¬ 
ginning  after  December  31,  1950. 

SECTION  123.  FILING  OF  CORPORATION  RETURNS  FOR 
TAXABLE  YEARS  ENDING  AFTER  MARCH  31,  1951,  AND 

BEFORE  OCTOBER  1,  1951 

This  section,  which  has  no  corresponding  section  in  the  bill  as 
passed  by  the  House  and  which  is  not  amendatory  of  the  Internal 
Revenue  Code,  makes  provision  for  the  case  in  which  the  return  filed 
by  a  corporation  prior  to  the  enactment  of  the  Revenue  Act  of  1951 
will  be  affected  by  the  amendments  made  to  the  code  by  such  act  with 
respect  to  computation  of  tax  liability.  It  provides,  in  effect,  that  for 
taxable  years  which  ended  after  March  31,  1951,  but  before  October  1, 
1951,  corporations  subject  to  income  or  excess  profits  tax  shall,  after 
the  date  of  enactment  of  the  Revenue  Act  of  1951,  and  on  or  before 
January  15,  1952,  make  and  file  returns  for  such  taxable  years  with 
respect  to  the  tax  imposed  by  chapter  1  of  the  Internal  Revenue  Code 
(as  amended  by  this  bill)  for  such  taxable  years.  It  is  further  pro 
vicled  that  such  return,  so  made  and  filed,  shall  constitute  the  return 
for  such  taxable  year  for  all  purposes  of  the  code,  and  that  any  return 
for  any  of  the  specified  taxable  years  that  may  have  been  filed  on  or 
before  the  date  of  enactment  of  the  Revenue  Act  of  1951  shall  not  be 
considered  a  return  for  such  year  for  any  of  the  purposes  of  the  code. 

The  income  or  excess  profits  taxes  imposed  for  any  such  taxable 
year  (determined  with  the  amendments  made  by  the  Revenue  Act  of 
1951)  are  required  by  the  section  to  be  paid  on  January  15,  1952,  in 
lieu  of  being  paid  on  the  date  prescribed  by  section  56  (a)  of  the  code. 
The  provisions  of  section  56  (b)  of  the  code  (relating  to  installment 
payments)  are,  however,  not  affected  and  the  taxes  for  the  taxable 
year  required  by  this  section  of  the  bill  to  be  paid  on  January  15,  1952, 
can,  at  the  electron  of  the  taxpayer,  be  paid  in  four  installments  (first 
two  installments,  30  percent  of  the  tax,  and  last  two  installments,  20 
percent  of  the  tax).  Payments  in  respect  of  any  income  or  excess 
profits  tax  for  any  of  the  specified  taxable  years  made  prior  to  the 
date  of  enactment  of  the  Revenue  Act  of  1951,  to  the  extent  not 
credited  or  refunded,  will,  under  the  provisions  of  this  section,  be  deemed 
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to  have  been  made  at  the  time  of  the  filing  of  the  return  required  by  the- 
section  on  accoimt  of  the  tax  for  such  taxable  year  determined  under 
chapter  1  of  the  code  as  amended  by  the  Revenue  Act  of  1951. 

In  treating  such  taxes  as  paid  at  the  time  of  the  filing  of  the  return 
required  by  this  section,  such  payment  (in  the  event  the  return  is 
filed  before  the  due  date  prescribed  by  this  section)  will  be  subject 
to  the  provisions  of  section  322  (b)  (4)  of  the  code,  which  section 
provides  special  rules  applicable  for  certain  purposes  where  a  tax 
payment  is  made  at  the  time  of  filing  a  return  which  is  filed  before 
its  due  date. 

SECTION  124.  EFFECTIVE  DATE 

This  section,  which  corresponds  to  section  125  of  the  bill  as  it  passed 
the  House,  provides  in  general  that  the  amendments  made  by  part 
II  of  title  I  of  the  bill,  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  March  31,  1951,  and  to  taxable  years  beginning 
on  January  1,  1951,  and  ending  on  December  31,  1951.  Exceptions 
are  provided  in  the  cases  of  the  amendments  made  to  section  207 
(relating  to  certain  insurance  companies),  to  section  362  (relating  to 
regulated  investment  companies)  and  to  section  421  (relating  to 
taxation  of  business  income  of  certain  section  101  organizations),  it 
being  provided  that  such  amendments  shall  be  applicable  to  taxable 
years  beginning  after  December  31,  1950,  and  ending  after  March  31, 
1951,  that  is,  the  calendar  year  1951,  fiscal  years  beginning  on  the 
first  day  of  February  or  the  first  day  of  March  1951,  and  later  taxable 
years.  Accordingly,  in  the  case  of  such  taxpayers  the  amendments 
made  by  this  part  are  not  applicable  to  taxable  years  which  ended 
before  January  1,  1951,  and  fiscal  taxable  years  which  began  in  1950 
and  ended  on  the  last  days  of  January,  February,  or  March  of  1951. 
Another  special  provision  made  by  the  section  is  to  the  effect  that  in 
the  case  of  an  insurance  company  subject  to  the  tax  imposed  by 
section  207,  the  provisions  of  section  26  (b)  of  the  code  (relating  to- 
the  credit  for  dividends  received)  applicable  to  the  calendar  year  1951 
shall  also  be  applicable  to  taxable  years  of  such  an  insurance  company 
beginning  after  December  31,  1950,  and  before  April  1,  1951,  and 
ending  after  March  31,  1951. 

The  sections  also  provides  a  cross  reference  to  section  131  of  the 
bill  for  provisions  with  respect  to  taxable  years  beginning  before 
April  1,  1951,  and  ending  after  March  31,  1951. 

Part  III — Fiscal  Year  Taxpayers 
SECTION  131.  FISCAL  YEAR  TAXPAYERS 

This  section,  which  corresponds  to  the  like-designated  section  of 
the  bill  as  it  passed  the  House,  amends  section  108  of  the  code, 
relating  to  both  corporate  and  individual  fiscal  year  taxpayers,  to 
provide  rules  for  the  computation  of  tax  in  the  cases  of  fiscal  years 
which  cut  cross  one  or  more  of  the  effective  dates  of  changes  in  the 
provisions  affecting  computation  of  tax  made  by  the  Revenue  Act 
of  1950  and  the  Excess  Profits  Tax  Act  of  1950,  and  by  the  provisions 
of  this  bill. 
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Subsection  (a)  of  this  section,  which  corresponds  to  subsection  (a) 
of  section  121  of  the  bill  as  it  passed  the  House  amends  section  108  (f) 
of  the  code  to  provide  rules  for  the  computation  of  the  income  tax  of 
corporations  in  the  case  of  fiscal  years  beginning  before  July  1,  1950, 
and  ending  after  June  30,  1950.  In  the  case  of  such  a  fiscal  year 
which  ends  before  April  1,  1951,  the  amendment  made  by  the  bill  does 
not  change  the  computation  of  the  tax  provided  under  existing  law 
for  such  a  year.  If  the  fiscal  year  (beginning  before  July  1,  1950) 
ends  after  March  31,  1951,  the  amendment  does  affect  a  change  in  the 
existing  law  with  regard  to  the  computation  of  the  tax  for  such  a  year 
under  section  108  (f).  In  such  a  case  the  amendment  provides  for  the 
computation  and  proration  of  three  tentative  taxes. 

In  computing  the  tentative  taxes  under  paragraphs  (1),  (2),  and 
(3)  of  section  108  (f),  the  net  income,  and  the  adjusted  net  income, 
of  the  corporation  are  not  recomputed.  However,  in  the  case  of  a 
Western  Hemisphere  trade  corporation,  or  a  public  utility  which  has 
paid  dividends  on  its  preferred  stock,  or  any  corporation  which  has 
received  dividends  on  the  preferred  stock  of  a  public  utility  with 
respect  to  which  the  credit  provided  in  section  26  (h)  is  allowed,  the 
amount  of  the  normal-tax  net  income,  and  the  amount  of  the  corpo¬ 
ration  surtax  net  income,  will  be  different  for  each  of  the  three  com¬ 
putations.  A  Western  Hemisphere  trade  corporation,  for  example, 
will  compute  its  tentative  tax  under  paragraph  (1)  of  section  108  (f) 
without  computing  a  surtax,  and  its  normal-tax  net  income  will  be 
computed  without  regard  to  the  credit  provided  in  section  26  (i)  of 
the  code;  its  tentative  normal  tax  and  tentative  surtax  under  para¬ 
graph  (2)  of  section  108  (f)  will  be  computed  on  a  normal-tax  net 
income  and  a  corporation  surtax  net  income  determined  with  the 
allowance  of  the  31 -percent  credit  provided  in  section  26  (i)  applicable 
to  taxable  years  beginning  on  July  1,  1950  (determined  without  regard 
to  the  amendment  of  section  26  (i)  made  by  the  Excess  Profits  Tax 
Act  of  1950) ;  and  its  tentative  normal  tax  and  tentative  surtax  under 
paragraph  (3)  of  section  108  (f)  will  be  computed  on  a  normal-tax 
net  income  and  a  corporation  surtax  net  income  determined  with  the 
allowance  of  the  27-percent  credit  provided  in  section  26  (i)  applicable 
to  taxable  years  beginning  on  April  1,  1951. 

Subsection  (a)  of  this  section  also  amends  section  108  (g)  of  the  code 
to  provide  for  the  computation  of  the  tax  of  a  fiscal-year  corporation 
for  a  taxable  year  beginning  after  June  30,  1951,  and  before  April  1, 
1951,  and  ending  after  March  31,  1951.  In  the  case  of  such  a  fiscal 
year  it  is  provided  that  the  tax  imposed  by  sections  13  and  15  shall  be 
an  amount  equal  to  the  sum  of — 

(1)  that  portion  of  a  tentative  tax,  computed  under  the  tax 
rates,  and  the  credits  provided  in  section  26,  applicable  to  taxable 
years  beginning  on  July  1,  1950,  which  the  number  of  days  in  the 
fiscal  year  prior  to  April  1,  1951,  bears  to  the  total  number  of  days 
in  the  taxable  year,  plus 

(2)  that  portion  of  a  tentative  tax,  computed  under  the  tax 
rates,  and  the  credits  provided  in  section  26,  applicable  to  taxable 
years  beginning  on  April  1,  1951,  which  the  number  of  days  in  the 
taxable  year  after  March  31,  1951,  bears  to  the  total  number  of 
days  in  the  taxable  year. 
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The  tentative  tax  under  clause  (1)  will  consist  of  a  tentative  normal 
tax  at  the  rate  of  25  percent  of  the  normal-tax  net  income,  and  a 
tentative  surtax  of  22  percent  of  the  corporation  surtax  net  income 
in  excess  of  $25,000.  The  tentative  tax  under  clause  (2)  will  consist 
of  a  tentative  normal  tax  at  the  rate  of  27  percent  of  the  normal-tax 
net  income  and  a  tentative  surtax  of  25  percent  of  the  corporation 
surtax  net  income  in  excess  of  $25,000.  The  net  income  of  the 
corporation  for  the  taxable  year  is  not  recomputed  in  determining  the 
tentative  tax  under  either  clause  (1)  or  (2).  If  the  taxpayer  paid  or 
received  dividends  on  preferred  stock  described  in  section  26  (h)  of 
the  code,  or  if  the  taxpayer  is  a  western  hemisphere  trade  corporation, 
the  amount  of  the  normal-tax  net  income,  and  the  amount  of  the 
corporation  surtax  net  income,  applicable  in  the  computation  under 
clause  (1),  will  differ  from  the  amount  used  for  the  purpose  of  clause 
(2). 

A  new  subsection  (h)  is  also  added  to  section  1 08  by  this  subsection 
of  section  131  of  the  bill.  This  new  subsection  provides  for  the 
computation  of  the  tax  of  a  taxpayer,  other  than  a  corporation,  for  a 
fiscal  year  beginning  before  November  1,  1951,  and  ending  after 
October  31,  1951.  In  the  case  of  such  a  fiscal  year,  the  tax  imposed 
b}r  sections  11  and  12,  section  400,  or  section  421  (a)  (2),  shall  be  an 
amount  equal  to  the  sum  of — - 

(1)  that  portion  of  a  tentative  tax,  computed  under  the  pro¬ 
visions  of  sections  11  and  12,  or  section  400,  applicable  to  taxable 
years  beginning  on  October  1,  1950,  which  the  number  of  months 
in  such  taxable  year  prior  to  November  1,  1951,  bears  to  the 
total  number  of  calendar  months  in  such  taxable  year,  plus 

(2)  that  portion  of  a  tentative  tax,  computed  under  the  pro¬ 
visions'  of  sections  11  and  12,  or  section  400,  applicable  to  years 
beginning  on  November  1,  1951,  as  if  such  provisions  (other  than 
the  provisions  relating  to  the  head  of  a  household)  were  appli¬ 
cable  to  such  taxable  year,  which  the  number  of  calendar  months 
in  such  taxable  year  after  October  31,  1951,  bears  to  the  total 
number  of  calendar  months  in  such  taxable  year. 

The  net  income  of  the  taxpayer  for  the  fiscal  year  is  not  recomputed 
in  determining  the  tentative  tax  under  either  clause  (1)  or  clause  (2). 
It  is  further  provided  that  subsection  (h)  shall  not  apply  in  the  case  of 
a  trust  described  in  section  421  (b)  (2)  if  the  taxable  year  of  such 
trust  began  before  January  1,  1951. 

A  new  subsection  (i)  is  also  added  to  section  108  by  subsection  (a) 
of  section  131.  For  the  purposes  of  section  108,  it  provides  that  a 
calendar  month  shall  be  disregarded  if  less  than  15  days  of  such  month 
fall  within  the  taxable  year,  and  that  a  calendar  month  shall  be  in¬ 
cluded  as  a  full  calendar  month  within  the  taxable  year  if  more  than 
14  days  of  such  month  fall  within  the  taxable  year. 

A  new  subsection  (j)  is  added  to  section  108  by  this  subsection  of 
section  131.  This  provides  for  the  computation  of  tax  in  the  case  of 
taxable  years  of  individuals  beginning  in  1953  and  ending  in  1954. 
Again  the  method  of  computation  provided  involves  the  computation 
and  proration  of  two  tentative  taxes,  the  first  computed  upon  the 
basis  of  the  provisions  of  sections  11  and  12,  section  400,  or  section 
421  (a)  (2),  applicable  to  years  beginning  on  January  1,  1953,  and  the 
second  computed  upon  the  basis  of  the  provisions  of  such  sections 
applicable  to  years  beginning  on  January  1,  1954. 
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Provision  for  the  computation  of  the  tax  of  corporations  in  the  case 
of  taxable  years  beginning  in  1953  and  ending  in  1954  is  made  in  a 
new  subsection  (k)  which  is  added  to  section  108  by  this  subsection 
of  section  131  of  the  bill.  The  method  of  computation  provided  is 
again  the  computation  and  proration  of  two  tentative  surtaxes, 
the  first  computed  upon  the  basis  of  the  provisions  of  sections  13  and 
15,  or  section  421  (a)  (1),  applicable  to  years  beginning  on  January  1, 
1953,  the  second  computed  upon  the  basis  of  the  provisions  of  such 
sections  applicable  to  years  beginning  on  January  1,  1954. 

Subsection  (b)  of  section  131,  which  corresponds  to  a  similar  pro¬ 
vision  in  the  House  bill,  amends  section  430  (b)  of  the  code,  relating 
to  computation  of  the  excess-profits  tax  for  taxable  years  beginning 
before  July  1,  1950,  and  ending  after  June  30,  1950.  The  amendment 
does  not  change  the  computation  under  existing  law  of  the  excess- 
profits  tax  for  a  taxable  year  which  ends  before  April  1,  1951.  In  the 
case  of  a  taxable  year  beginning  before  April  1,  1951,  whether  begin¬ 
ning  before,  on,  or  after  July  1,  1950),  and  ending  after  March  31, 
1951  (other  than  the  calendar  year  1951),  the  amendment  will  not 
affect  the  amount  of  the  excess-profits  tax  for  the  fiscal  year  if  the 
excess-profits  tax  is  the  tax  computed  under  section  430  (a)  (1),  that 
is,  if  the  excess-profits  tax  is  30  percent  of  the  adjusted  excess-profits 
net  income.  However,  if  the  taxpayer’s  excess-profits  tax  for  such 
fiscal  year  is  the  excess-profits  tax  computed  with  reference  to  the  ceil¬ 
ing  rate  provided  in  section  430  (a)  (2),  the  amendment  will  result  in 
reflecting  in  the  excess-profits  tax  for  the  taxable  year  the  effect  of 
the  amendment  made  by  section  121  (c)  of  the  bill,  changing  the 
method  of  computing  the  ceiling  rate  for  taxable  years  beginning  after 
March  31,  1951. 

Under  the  amendment,  in  the  case  of  a  taxable  year  beginning 
before  April  1,  1951,  and  ending  after  March  31,  1951  (other  than  the 
calendar  year  1951),  a  tentative  excess-profits  tax  will  first  be  com¬ 
puted  (as  provided  in  sec.  430  (b)  (2)  (A))  under  the  provisions  of 
section  430  (a)  of  the  code  applicable  to  taxable  years  ending  prior 
to  April  1,  1951;  that  is,  a  ceiling  rate  of  62  percent  is  to  be  applied 
in  the  computation.  In  determining  under  section  430  (a)  (2)  the 
excess  of  62  percent  of  the  excess-profits  net  income  over  the  income 
tax  which  would  be  imposed  under  sections  13,  14,  and  15  of  the  code 
upon  a  normal-tax  net  income  and  corporation-surtax  net  income  in 
an  amount  equal  to  the  excess-profits  net  income  for  the  taxable 
year,  such  tax  must  be  computed  under  the  provisions  of  section 
108  (f)  or  (g),  whichever  is  applicable.  Such  excess  will  be  the 
tentative  tax  referred  to  in  section  430  (b)  (2)  (A)  unless  30  percent 
of  the  adjusted  excess-profits  net  income  results  in  a  smaller  tentative 
tax,  in  which  case  it  will  be  such  smaller  tentative  tax. 

The  computation  of  a  tentative  tax  under  section  430  (b)  (2)  (B) 
will  be  made  under  the  provisions  of  section  430  (a)  applicable  to 
taxable  years  beginning  on  April  1,  1951.  In  computing  such  a 
tentative  tax  the  new  method  of  determining  the  maximum  excess- 
profits  tax  provided  under  section  430  (a)  (2)  (C),  described  above, 
will  be  used.  The  tentative  taxes  computed  under  subparagraphs 
(A)  and  (B)  of  section  430  (b)  (2)  will  then  be  prorated  as  provided 
in  such  section,  and  the  excess-profits  tax  for  the  taxable  year  will  be 
the  sum  of  such  prorated  taxes. 
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If  the  corporation  is  a  new  corporation  to  which  the  special  ceiling 
rates  provided  in  section  430  (a)  (3)  and  430  (e)  are  applicable  (see 
sec.  501  of  the  bill  which  amends  sec.  430  of  the  code),  then  the  com¬ 
putation  of  the  tentative  taxes  for  the  fiscal  year,  in  the  manner 
described  above,  will  take  into  account  the  special  rates  provided  in 
subsection  (e)  of  section  430  of  the  code. 

Subsection  (c)  of  section  131  provides  a  necessary  technical  amend¬ 
ment  to  paragraph  (2)  of  section  108  (e)  of  the  code  and  changes  the 
designation  of  the  present  subsection  (g)  of  section  108  to  subsection 
“(1).” 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 

SECTION  201.  PERCENTAGE  METHOD  OF  WITHHOLDING 

Section  201,  which  corresponds  to  section  221  of  the  bill  as  it  passed 
the  House,  amends  section  1622  (a)  of  the  code  by  changing  the  per¬ 
centage  rate  of  withholding  from  18  percent  to  20  percent  in  the  case 
of  wages  paid  on  or  after  November  1,  1951,  and  before  January  1, 
1954. 

SECTION  202.  WAGE  BRACKET  WITHHOLDING 

This  section,  which  corresponds  to  section  222  of  the  bill  as  passed 
by  the  House,  amends  section  1622  (c)  (1),  relating  to  wage-bracket 
withholding,  to  provide  new  tables  which  reflect  the  increased  tax 
rates. 

SECTION  203.  ADDITIONAL  WITHHOLDING  OF  TAX  ON 
WAGES  UPON  AGREEMENT  BY.  EMPLOYER  AND  EM¬ 
PLOYEE 

This  section  of  the  bill,  which  is  identical  with  that  of  the  House 
bill,  adds  to  section  1622  of  the  code  (relating  to  income  tax  collected 
at  source  on  wages)  a  new  subsection  numbered  (k)  and  entitled 
“Additional  Withholding.”  This  new  subsection  authorizes  the  Secre¬ 
tary  to  provide,  by  regulations,  for  withholding  in  addition  to  that 
otherwise  required  under  section  1622  in  cases  in  which  the  employer 
and  the  employee  agree  to  such  additional  withholding.  The  Secre¬ 
tary  is  authorized  to  prescribe  by  regulations  the  form  of  such  agree¬ 
ment  and  the  conditions  under  which  and  the  extent  to  which  such 
an  agreement  shall  be  deemed  proper.  It  is  further  provided  by  this 
new  subsection  that  any  amount  actually  withheld  pursuant  to  such 
an  additional  withholding  agreement  entered  into  by  and  between  an 
employer  and  an  employee  shall,  for  all  purposes,  be  considered  tax 
required  to  be  deducted  and  withheld  under  applicable  withholding 
provisions. 

SECTION  204.  EFFECTIVE  DATE 

This  section,  which  corresponds  to  section  224  of  the  House  bill, 
provides  that  the  amendments  made  by  title  II  shall  be  applicable 
only  with  respect  to  wages  paid  on  or  after  November  1,  1951.  It 
is  immaterial  whether  the  wages  were  earned  before  or  after  Novem¬ 
ber  1,  1951.  If  they  are  paid  on  or  after  November  1,  1951,  the  new 
withholding  rates  will  apply. 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 
AMENDMENTS 

SECTION  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF 

HOUSEHOLD 

This  section,  which  corresponds  to  section  301  of  the  House  bill, 
amends  section  12  (c)  of  the  code  to  provide  a  special  computation  of 
surtax  for  a  taxpaj^er  who  qualifies  as  the  head  of  a  household.  The 
effect  of  the  amendment  is  that  the  combined  normal  tax  and  surtax 
of  such  a  taxpayer  will  be  an  amount  approximately  equal  to  the 
combined  normal  tax  and  surtax  as  computed  under  sections  1 1  and 
12  (b)  reduced  by  one-quarter  (instead  of  one-half  as  provided  in  the 
House  bill)  of  the  amount  by  which  such  combined  tax  exceeds  the 
combined  normal  tax  and  surtax  that  would  be  determined  if  the 
return  of  the  taxpayer  were  a  joint  return  to  which  section  12  (d) 
was  applicable.  Section  12  (c)  is  applicable  only  with  respect  to 
taxable  years  beginning  after  October  31,  1951,  instead  of  after 
August  31,  1951,  as  in  the  House  bill. 

Paragraph  (1)  of  section  12  (c)  contains  a  special  surtax  table 
prescribing  the  rates  of  surtax  to  be  used  in  computing  the  tax  of  a* 
head  of  a  household  for  taxable  years  beginning  after  October  31,  1951, 
and  before  January  1,  1954,  and  paragraph  (2)  contains  a  similar  table 
prescribing  the  rates  applicable  to  taxable  years  beginning  after 
December  31,  1953. 

Paragraph  (3)  defines  a  head  of  a  household  as  an  individual  who  is 
not  married  at  the  close  of  his  taxable  year  and  who  maintains  as  his 
home  a  household  which  constitutes  for  such  taxable  year  the  principal 
place  of  abode,  as  a  member  of  such  household,  of  one  or  more  of  certain 
classes  of  persons  related  to  the  taxpayer  and  described  in  subpara¬ 
graphs  (A)  and  (B)  of  paragraph  (3).  In  no  event,  however,  shall  an 
individual  be  considered  as  maintaining  a  household  unless  he  furnishes 
over  half  of  the  cost  of  maintaining  such  household  during  the  taxable 
year.  Thus,  for  purposes  of  section  12  (c),  only  one  person  can  be 
considered  as  head  of  a  particular  household  during  a  particular 
taxable  year. 

The  persons  described  in  subparagraph  (A)  include  only  a  son  or 
daughter  of  the  taxpayer,  or  a  descendant  of  either  and  a  stepson  or 
stepdaughter  of  the  taxpayer.  The  persons  described  in  subparagraph 
(B)  are  those  persons  (other  than  those  described  in  subparagraph 
(A))  who  are  dependents  of  the  taxpayer  and  for  whom  the  taxpayer 
is  entitled  to  an  exemption  for  the  taxable  year  under  section  25  (b). 
Subparagraph  (A)  in  the  bill  as  passed  by  the  House  also  included  a 
descendant  of  a  stepson  or  stepdaughter  of  the  taxpayer.  However, 
since  such  descendants  do  not  constitute  dependents  of  the  taxpayer 
under  section  25  (b)  your  committee  has  eliminated  them  from  the 
class  of  persons  through  whom  the  taxpayer  may  qualify  as  head  of 
household. 

If  the  person,  whose  principal  place  of  abode  is  the  home  of  the 
taxpayer,  is  an  unmarried  person,  as  described  in  subparagraph  (A), 
that  is,  a  child  or  descendant  of  a  child  of  the  taxpayer,  the  taxpayer 
may  (if  the  other  requirements  of  sec.  12  (c)  are  met)  qualify  as  a 
head  of  a  household  even  though  the  taxpayer  would  not  be  entitled 
to  an  exemption  for  such  person  as  a  dependent  under  section  25  (b). 
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Thus,  an  unmarried  taxpayer  who  maintains  as  his  home  a  household 
which  includes  only  himself  and  his  unmarried  son,  may  be  the  head 
of  the  household  even  though  the  taxpayer  does  not  furnish  more  than 
half  the  support  of  the  son  and  even  though  the  son  has  gross  income 
of  $600  or  more.  If,  however,  the  son  is  married  at  the  close  of  the 
taxable  year  of  the  taxpayer,  the  taxpayer  may  not  qualify  as  the 
head  of  the  household  by  reason  of  the  fact  that  the  principal  place 
of  abode  of  the  son  is  such  household  unless  the  taxpayer  is  entitled 
to  an  exemption  for  the  son  under  section  25  (b),  that  is,  unless  the 
son  receives  more  than  half  his  support  from  the  taxpayer,  has  gross 
income  of  less  than  $600  ($500  under  the  House  bill)  in  the  calendar 
year  in  which  the  taxable  year  of  the  taxpayer  begins,  and  does  not 
make  a  joint  return  with  his  spouse  for  his  taxable  year  beginning  in 
such  calendar  year. 

A  taxpayer  whose  status  as  head  of  a  household  depends  upon  the 
fact  that  such  a  household  is  the  principal  place  of  abode  of  a  person 
described  in  subparagraph  (B)  cannot  qualify  as  the  head  of  a  house¬ 
hold  unless  such  person,  for  the  calendar  year  in  which  the  taxable 
year  of  the  taxpayer  begins,  received  more  than  half  of  his  support 
from  the  taxpayer,  had  gross  income  of  less  than  $600  in  such  calendar 
,year,  and,  if  married,  has  not  made  a  joint  return  with  his  spouse  for 
liis  taxable  year  beginning  in  such  calendar  year.  Thus,  a  taxpayer 
who  maintains  a  home  for  himself  and  his  mother  does  not  qualify 
as  head  of  a  household  even  though  his  home  constitutes  the  principal 
place  of  abode  of  his  mother  unless  he  is  entitled  to  claim  his  mother 
as  a  dependent  under  section  25  (b). 

A  taxpayer  will  not  be  considered  as  the  head  of  a  household  unless 
such  household  actually  constitutes  his  home  for  the  taxable  year  and 
also  constitutes  the  principal  place  of  abode  for  such  taxable  year  of 
another  member  of  the  household  who  meets  the  requirements  of  sec¬ 
tion  12  (c)  (3)  (A)  or  (B).  If  such  other  member  of  the  household  dies 
during  the  taxable  year,  the.  taxpayer  will  not  be  denied  the  benefits 
of  this  subsection  if  the  taxpayer’s  household  constituted  the  member’s 
principal  place  of  abode  during  the  taxable  year  up  to  the  date  of  his 
death.  Section  12  (c)  is  intended  to  apply  only  where  the  taxpayer 
and  such  other  members  of  the  household  live  together  in  such  house¬ 
hold  during  the  entire  taxable  year  (except  for  temporary  absences 
due  to  special  circumstances).  The  fact  that  a  child  may  be  at  college 
during  the  college  term  does  not  prevent  the  home  of  the  taxpayer 
from  also  constituting  the  principal  place  of  abode  of  the  child.  How¬ 
ever,  such  home  will  not  be  considered  as  the  principal  place  of  abode 
where  the  child  establishes  a  separate  habitation  and  only  returns  for 
periodic  visits.  Similarly,  such  home  will  not  be  considered  as  con¬ 
stituting  the  principal  place  of  abode  of  a  dependent  of  the  taxpayer 
who  is  supported  by  the  taxpayer  for  a  substantial  part  of  the  year  in 
lodgings  other  than  those  occupied  by  the  taxpayer  even  though  such 
person  may  at  various  periods  live  in  the  household,  unless  the  resi¬ 
dence  of  the  dependent  in  other  lodgings  is  not  permanent  and  is  due 
to  necessity  such  as  illness.  It  is  also  intended  that  the  household 
constitute  the  actual  place  of  abode  of  the  taxpayer  and  it  is  not 
sufficient  that  the  taxpayer  maintain  the  household  without  being  an 
occupant  thereof. 

Paragraph  (4)  contains  rules  for  ascertaining  the  status  of  the 
taxpayer  and  other  persons  for  the  purpose  of  determining  whether 
the  taxpayer  is  the  head  of  a  household. 
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Paragraph  (4)  (A)  provides  that  a  legally  adopted  child  of  a  person 
shall  be  considered  a  child  of  such  person  by  blood. 

Paragraph  (4)  (B)  provides  that  an  individual  who  is  legally  sepa¬ 
rated  from  his  spouse  under  a  decree  of  divorce  or  separate  mainte¬ 
nance  shall  not  be  considered  as  married. 

Paragraph  (4)  (C)  provides  that  a  taxpayer  whose  spouse  is  a  non¬ 
resident  alien  shall  be  considered  as  not  married  at  the  close  of  the 
taxable  year  for  the  purposes  of  considering  whether  the  taxpayer  is 
the  head  of  a  household.  Thus,  a  taxpayer  whose  spouse  is  a  non¬ 
resident  alien  (so  that  such  taxpayer  may  not  compute  his  tax  under 
the  income-splitting  provisions  of  sec.  12  (d))  and  who,  if  unmarried, 
would  qualify  as  a  head  of  a  household  may  be  considered  as  unmarried 
despite  the  fact  that  he  has  a  spouse. 

Paragraph  (4)  (D)  provides  that  a  taxpayer  whose  spouse  (other 
than  a  spouse  who  was  a  nonresident  alien)  dies  during  the  taxable  year 
shall  be  considered  as  married  at  the  close  of  his  taxable  year  for  the 
purposes  of  section  12  (c).  Such  taxpayer,  accordingly,  may  not  be 
considered  as  a  head  of  a  household  for  such  taxable  year. 

A  taxpayer  who  at  any  time  during  the  taxable  year  is  a  nonresident 
alien  shall  in  no  case  be  considered  as  a  head  of  a  household. 

Subsection  (b)  of  this  section  of  the  bill  (relating  to  computation  of 
tax  by  collector)  is  added  by  your  committee  and  does  not  appear  in 
the  bill  as  passed  by  the  House. 

Subsection  (b)  (1)  of  this  section  amends  section  51  (f)  (1)  of  the 
code,  which  provides  that  an  individual  entitled  to  elect,  to  pay  the 
tax  imposed  by  supplement  T  whose  gross  income  is  less  than  $5,000, 
and  is  entirely  from  wages,  dividends,  and  interest  (with  not  more  than 
$100  from  sources  other  than  wages)  may  elect  to  have  his  tax  computed 
by  the  collector  in  lieu  of  making  his  own  computation  on  the  return. 
Your  committee’s  amendment  adds  a  sentence  to  provide  that  the 
collector’s  computation  shall  be  made  without  regard  to  the  taxpayer’s 
status  as  head  of  a  household. 

Subsection  (b)  (2)  of  this  section  of  the  bill  makes  a  corresponding 
amendment  to  section  402  of  the  code  (relating  to  the  manner  and 
effect  of  an  election  to  pay  the  tax  imposed  by  supplement  T)  to  pro¬ 
vide  that  if  a  head  of  a  household  elects  to  have  his  tax  computed  by 
the  collector  pursuant  to  the  provisions  of  section  51  (f),  and  thereby 
elects  under  section  51  (f)  (4)  to  pay  the  tax  imposed  by  supplement 
T,  the  tax  imposed  by  section  400  is  to  be  computed  without  regard  to 
the  status  of  the  taxpayer  as  the  head  of  a  household. 

Under  these  amendments  if  a  person  otherwise  entitled  to  have  his 
tax  computed  at  the  rates  provided  for  a  head  of  household  elects 
to  have  his  tax  computed  by  the  collector  under  section  51  (f)  (1)  the 
collector  will  use  for  purposes  of  computing  the  tax  the  tables  pro¬ 
vided  under  section  400  for  a  single  person.  Such  election  is  made 
under  present  practice  by  taxpayers  filing  Form  1040A.  Such  a 
person  filing  Form  1040A  and  electing  to  have  his  tax  computed  by 
the  collector  will  not,  of  course,  be  required  to  submit  any  information 
respecting  his  status  as  head  of  a  household  as  that  status  will  have 
no  significance  in  the  collector’s  computation  of  his  tax  as  a  single 
person. 
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SECTION  302.  PAYMENTS  TO  BENEFICIARIES  OF 
DECEASED  EMPLOYEES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  22  (b)  (1)  of  the  code  (relating  to  exclusion 
of  insurance  proceeds  from  gross  income)  to  provide  for  a  limited  ex¬ 
clusion  for  amounts  paid  by  an  employer  to  the  beneficiaries  of  an 
employee  by  reason  of  the  employee’s  death.  The  amendment, 
which  is  contained  in  a  new  subparagraph  (B)  added  to  section 
22  (b)  (1),  would  restrict  the  application  of  the  provision  to  cases 
where  the  payments  are  made  pursuant  to  an  express  contract  under 
which  the  employer  is  legally  obligated  to  pay  the  amounts  to  the 
designated  beneficiaries  of  the  employee.  In  addition,  the  aggregate 
of  the  amounts  to  be  excluded  by  all  the  beneficiaries  of  the  employee 
with  respect  to  amounts  paid  by  an  employer  of  such  employee  may 
not  exceed  $5,000.  In  cases  where  payments  of  the  type  described  in 
section  22  (b)  (2)  (B)  exceed  $5,000  and  are  made  to  more  than  one 
beneficiary  of  an  employee,  the  exclusion  shall  be  allocated  among 
the  beneficiaries  in  accordance  with  such  regulations  as  the  Secretary 
may  prescribe. 

Where  the  amounts  are  held  by  the  employer  under  an  agreement 
to  pay  interest  thereon,  the  interest  payments  (as  in  the  case  of  interest 
payments  where  insurance  proceeds  are  held  by  the  insurer)  are  in¬ 
cludible  in  gross  income. 

The  amendment  made  by  this  section  is  applicable  with  respect  to 
taxable  years  beginning  after  1950. 

SECTION  303.  JOINT  AND  SURVIVOR  ANNUITIES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  sections  113  (a)  (5)  and  22  (b)  (2)  of  the  code  to 
provide  that  the  basis  of  a  survivor’s  interest  in  a  joint  and  survivor 
annuity,  the  value  of  which  is  required  to  be  included  in  the  estate  of 
a  decedent  annuitant  dying  after  December  31,  1950,  shall  be  con¬ 
sidered  to  be  acquired  by  “bequest,  devise,  or  inheritance”  and  that 
such  basis  (that  is,  the  value  of  such  survivor’s  interest  at  the  time 
of  the  decedent’s  death)  shall  be  considered,  for  purposes  of  determin¬ 
ing  the  amount  to  be  included  in  the  income  of  the  survivor,  to  be  the 
consideration  paid  for  the  survivor’s  annuity. 

Under  existing  law,  amounts  received  as  an  annuity  purchased  by 
the  annuitant  are  in  general  taxed  to  the  extent  of  3  percent  of  the 
aggregate  consideration  paid  for  the  annuity  until  the  full  considera¬ 
tion  has  been  recovered  tax-free,  after  which  the  entire  amounts 
received  are  taxable.  Section  22  (b)  (2)  (A).  In  the  case  of  an 
annuity  purchased  by  an  employer  for  an  employee  under  a  qualified 
pension  or  profit-sharing  plan  for  which  the  employer’s  contribution 
is  deductible  under  section  23  (p)  (1)  (B),  the  consideration  for  the 
annuity  is  considered  to  be  the  amount  contributed  by  the  employee 
so  that  the  employee  on  receipt  of  the  annuity  payments  is  taxed  to 
the  extent  of  3  percent  of  liis  contributions  until  he  has  recovered 
tax-free  the  amount  of  his  contributions  after  which  the  full  amount 
of  the  annuity  payments  constitute  taxable  income.  (Where  the 
employer’s  contributions  are  included  in  the  income  of  the  employee 
in  the  year  when  made,  that  is,  where  the  pension  or  profit-sharing 
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plan  does  not  meet  the  requirements  of  sections  165  (a)  (3),  (4),  (5), 
and  (6)  and  the  employee’s  rights  under  the  contract  are  nonforfeit¬ 
able,  the  amount  of  the  employer’s  contributions  is  also  considered  to 
constitute  part  of  the  consideration  paid.)  Section  22  (b)  (2)  (B). 
In  the  case  of  a  joint  and  survivor  annuity,  the  aggregate  consideration 
paid  under  the  foregoing  rules  is  considered  to  be  the  full  amount  paid 
for  the  entire  annuity  with  the  effect  of  taxing  to  the  survivor  annui¬ 
tant  3  percent  of  such  consideration  (the  amount  paid  for  the  annuity 
in  cases  under  section  22  (b)  (2)  (A)  and  the  contributions  by  the 
employee,  or  the  employee  and  employer,  in  the  case  described  in 
section  22  (b)  (2)  (B))  and  with  the  further  effect  that  where  the 
consideration  has  been  excluded  from  the  income  of  the  primary 
annuitant,  the  survivor  is  taxed  on  the  full  amount  of  payments  re¬ 
ceived  by  him. 

Under  your  committee’s  amendment  to  section  113  (a)  (5),  if  the 
value  of  the  survivor’s  interest  is  required  to  be  included  under 
applicable  principles  of  law  in  the  gross  estate  of  the  decedent  annui¬ 
tant  (whether  or  not  such  estate  exceeds  $60,000  so  as  to  require  the 
filing  of  an  estate-tax  return  under  sec.  821  (a)  (1)),  the  basis  of  such 
interest,  to  the  survivor  annuitant  is  considered  (except  to  the  extent 
to  which  sec.  811  (j),  relating  to  optional  valuation,  is  applicable)  to 
be  the  value  at  the  time  of  the  decedent’s  death  and,  under  your  com¬ 
mittee’s  amendment  to  section  22  (b)  (2),  such  basis  is  considered  to 
constitute  the  consideration  paid  for  the  survivor’s  annuity  for  pur¬ 
poses  of  determining  the  taxable  amounts  of  the  annuity  payments 
received  by  her.  Thus,  if  a  survivor  annuitant  is  to  receive  an 
annuity  of  x  dollars  annually,  and  if  the  value  of  such  annuity  would 
be  required  to  be  included  in  the  gross  estate  of  the  decedent  annui¬ 
tant  and  if  the  basis  of  such  annuity  under  section  113  (a)  (5)  would 
he  $5,000,  the  survivor  is  to  include  in  his  income  each  year  an 
amount  not  in  excess  of  $150  (3  percent  of  $5,000)  and  may  exclude 
the  balance  of  the  amounts  received  until  the  amount  of  $5,000  has 
been  recovered  tax-free. 

SECTION  304.  INCOME  FROM  DISCHARGE  OF 
INDEBTEDNESS 

Section  304  corresponds  to  sections  1  and  2  of  H.  R.  2416  as  recently 
passed  by  the  House  of  Representatives  and  provides  for  the  permanent 
enactment  of  section  22  (b)  (9)  of  the  Internal  Revenue  Code  and 
for  the  extension  of  section  22  (b)  (10)  of  the  code  for  a  3-year  period. 
A  discussion  of  these  provisions  is  contained  in  part  I  of  this  report, 
pages  59  and  60. 

SECTION  305.  COMPENSATION  OF  CERTAIN  MEMBERS 
OF  THE  ARMED  FORCES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  22  (b)  (13)  of  the  Internal  Revenue  Code, 
relating  to  the  additional  allowance  for  certain  members  of  the 
Armed  Forces. 

Section  22  (b)  (13)  of  existing  law  excludes  from  gross  income 
certain  compensation  received  for  active  service  in  the  Armed  Forces 
of  the  United  States  for  any  month  during  any  part  of  which  the 
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recipient  served  in  a  combat  zone  after  June  24,  1950,  and  prior  to 
January  1,  1952.  Subsection  (a)  of  this  section  extends  this  latter 
date  from  January  1,  1952,  to  January  1,  1954. 

Subsection  (a)  of  this  section  also  extends  the  exclusion  to  certain 
compensation  received  for  active  service  in  the  Armed  Forces  of  the 
United  States  for  any  month  during  any  part  of  which  the  recipient 
was  hospitalized  at  any  place  as  a  result  of  wounds,  disease,  or  injury 
incurred  while  serving  in  a  combat  zone  after  June  24,  1950,  and  prior 
to  January  1,  1954,  provided  that  during  all  of  such  month  there  are 
combatant  activities  in  some  combat  zone. 

Subsection  (b)  of  this  section  amends  section  22  (b)  (13)  (C)  (iii) 
(relating  to  when  service  is  performed  in  a  combat  zone)  to  provide 
that  June  25,  1950,  shall  be  considered  the  date  of  the  commencing 
of  combatant  activities  in  the  combat  zone  (Korea)  designated  in 
Executive  Order  10195.  The  date  June  25,  1950,  used  in  this  amend¬ 
ment  refers  to  the  date  June  25,  1950,  in  the  combat  zone. 

Subsection  (c)  of  this  section  makes  conforming  amendments  to 
section  1621  (a)  (1)  of  the  Internal  Revenue  Code,  relating  to  the 
definition  of  the  term  “wages.” 

Subsection  (d)  of  this  section  provides  that  the  amendments  made 
by  subsections  (a)  and  (b)  shall  be  applicable  to  taxable  years  ending 
after  June  24,  1950,  and  that  the  amendment  made  by  subsection  (c) 
shall  be  applicable  with  respect  to  wages  paid  after  the  tenth  day 
following  the  date  of  enactment  of  the  Act. 

SECTION  306.  INVOLUNTARY  LIQUIDATION  AND 
REPLACEMENT  OF  INVENTORIES 

This  section  of  the  bill,  for  which  there  is  no  corresponding  provision 
in  the  House  bill,  amends  section  22  (d)  (6)  (F)  (iii)  (relating  to  the 
application  of  the  rule  with  respect  to  replacements  to  liquidations  of 
inventories  occurring  in  taxable  years  ending  after  June  30,  1950,  and 
prior  to  January  1,  1954)  so  as  to  vary  the  application  of  that  rule  in 
certain  cases  insofar  as  replacements  made  within  taxable  years  end¬ 
ing  prior  to  January  1,  1953,  are  concerned.  In  general,  section  22  (d) 
(6)  (C)  provides  that,  for  the  purpose  of  section  22  (d)  (6),  goods 
reflecting  an  increase  in  inventory  for  a  taxable  year  are  considered, 
in  the  order  of  their  acquisition,  as  having  been  acquired  in  replace¬ 
ment  of  the  goods  most  recently  liquidated  and  not  previously  replaced, 
whether  or  not  the  liquidation  of  such  goods  was  involuntary.  To  the 
extent  that  the  liquidation  was  involuntary,  the  benefits  of  the  sub¬ 
section  are  applicable.  Under  subparagraph  (A)  of  section  22  (d)  (6), 
tax  benefits  are  granted  with  respect  to  the  replacement  of  goods  which 
were  involuntarily  liquidated  in  taxable  years  beginning  after  Decem¬ 
ber  31,  1940,  and  prior  to  January  1,  1948,  where  such  goods  are 
replaced  in  a  taxable  year  ending  prior  to  January  1,  1953.  Under 
subparagraph  (F),  similar  benefits  are  provided  with  respect  to  goods 
which  were  involuntarily  liquidated  in  taxable  years  ending  after 
June  30,  1950,  and  prior  to  January  1,  1954,  where  replacement  of 
such  goods  is  made  in  a  taxable  year  ending  prior  to  January  1,  1956. 

The  operation  under  present  law  of  the  provisions  of  subparagraph 
(C),  dealing  with  replacements,  insofar  as  involuntary  liquidations  of 
goods  of  the  same  class  subject  to  the  provisions  of  both  subparagraphs 
(A)  and  (F)  are  concerned,  is  that  the  involuntary  liquidations  subject 
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to  the  provisions  of  subparagraph  (F)  must  be  replaced  before  the 
involuntary  liquidations  subject  to  the  provisions  of  subparagraph 
(A).  To  the  extent,  therefore,  that  goods  of  the  same  class  as  those 
which  were  liquidated  in  the  earlier  period  are  involuntarily  liquidated 
in  the  later  period,  it  is  apparent  that  the  operation  of  the  present 
replacement  rule  requires  that  the  replacement  of  all  such  liquidations 
must  be  made  in  taxable  years  ending  prior  to  January  1,  1953,  in 
order  that  the  tax  benefits  of  subparagraph  (A)  may  be  available 
with  respect  to  the  earlier  liquidations. 

Under  the  amendment  made  by  this  section  of  the  bill,  the  applica¬ 
tion  of  the  general  replacement  rule  provided  in  subparagraph  (C) 
is  modified  in  such  a  way  that,  in  any  case  involving  involuntary 
liquidations  of  goods  of  the  same  class  subject  to  the  provisions  of  both 
subparagraphs  (A)  and  (F),  the  involuntary  liquidations  of  such  goods 
subject  to  the  provisions  of  subparagraph  (F)  shall,  for  the  purpose 
of  replacements  made  in  taxable  years  ending  prior  to  January  1, 
1953,  be  considered  as  having  occurred  prior  to  the  involifntary 
liquidations  of  such  goods  subject  to  the  provisions  of  subparagraph 

(A). 

The  amendment  made  by  this  section  is  not  applicable  to  voluntary 
liquidations  occurring  in  the  period  to  which  subparagraph  (F)  is 
applicable. 

The  amendment  of  section  22  (d)  (6)  (F)  (iii)  made  by  this  section 
also  corrects  an  error  in  cross-reference  which  was  previously  con¬ 
tained  in  that  clause. 

Subsection  (b)  of  the  section  provides  that  the  amendment  made 
by  the  section  shall  be  applicable  with  respect  to  taxable  years  ending 
after  June  30,  1950. 

SECTION  307.  MEDICAL  EXPENSES 

This  section  of  the  bill,  for  which  there  is  no  corresponding  pro¬ 
vision  in  the  House  bill,  amends  section  23  (x),  relating  to  the  deduc¬ 
tion  of  medical,  dental,  etc.,  expenses.  The  effect  of  the  amendment 
is  to  remove  the  5-percent  limitation  with  respect  to  medical  expenses 
paid  during  the  taxable  year,  not  compensated  for  by  insurance  or 
otherwise,  for  the  care  of  a  taxpayer  or  his  spouse  if  either  the  tax¬ 
payer  or  his  spouse  has  attained  the  age  of  65  before  the  close  of  the 
taxable  year.  The  limitation  with  respect  to  the  maximum  deduc¬ 
tion  allowable  under  section  23  (x)  remains  unchanged. 

The  determination  of  whether  an  individual  is  married  at  any 
time  during  t'he  taxable  year  shall  be  made  in  accordance  with  the 
provisions  of  section  51  (b)  (5). 

Application  of  section  23  (x)  as  amended  to  the  following  examples 
illustrates  the  effect  of  the  amendment. 

Example  1. — A,  who  is  70  years  of  age  on  February  22,  1951,  files  his 
income-tax  return  on  March  15,  1952  (calendar-year  basis).  During 
the  calendar  year  1951,  A  pays  the  following  percentages  of  his 
adjusted  gross  income  as  specified:  (a)  3  percent  for  the  medical 
care  of  himself  and  his  spouse,  and  ( b )  2  percent  for  the  medical  care 
of  his  dependent  son.  A  would  be  allowed  to  deduct  an  amount 
equal  to  3  percent  of  his  adjusted  gross  income,  subject,  however,  to 
the  maximum  allowable  under  section  23  (x).  Under  existing  law, 
A  would  not  be  allowed  any  deduction  in  this  case. 
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Example  2. — Assuming  the  percentages  for  medical  care  specified 
in  (1)  are,  respectively,  5  and  5,  A  would  be  allowed  to  deduct  an 
amount  equal  to  5  percent  of  his  adjusted  gross  income,  subject, 
however,  to  the  maximum  allowable  under  section  23  (x).  Under 
existing  law,  A  would  be  allowed  to  deduct  an  amount  equal  to  5> 
percent  of  his  adjusted  gross  income,  subject  to  the  same  maximum. 

In  determining  the  amount  of  medical  expenses  deductible  under 
section  23  (x)  (2)  (B),  the  amount  deductible  under  section  23  (x)  (2) 
(A)  shall  not  be  included  for  the  purpose  of  meeting  the  5-percent 
limitation. 

This  amendment  is  applicable  to  taxable  years  beginning  after- 
December  31,  1950. 

SECTION  308.  STANDARD  DEDUCTION 

This  section,  for  which  there  is  no  corresponding  provision  in  the- 
House  bill,  amends  section  23  (aa)  of  the  Internal  Revenue  Code, 
relating  to  the  optional  standard  deduction  for  individuals. 

Under  existing  law,  an  election  to  take  or  not  to  take  the  stand¬ 
ard  deduction  for  any  taxable  year  is  irrevocable  after  the  time  pre¬ 
scribed  for  filing  the  return  for  such  year.  Subsection  (b)  of  this 
section  adds  paragraph  (7)  to  section  23  (aa)  to  expressly  provide 
that,  under  regulations  prescribed  by  the  Secretary,  an  election  to  take 
or  not  to  take  the  standard  deduction  for  any  taxable  year  may  be 
changed  after  the  time  prescribed  for  filing  the  return  for  such  year; 

If,  however,  the  spouse  of  the  taxpayer  filed  a  separate  return  for 
any  taxable  year  that  corresponds,  for  the  purpose  of  paragraph  (4) 
of  section  23  (aa),  to  the  taxable  year  of  the  taxpayer,  the  change 
may  not  be  made  unless,  under  regulations  prescribed  by  the  Secre¬ 
tary,  (1)  the  spouse  makes  a  change  of  election  in  such  separate  return 
with  respect  to  the  standard  deduction  consistent  with  the  change  of 
election  sought  by  the  taxpayer,  and  (2)  the  taxpayer  and  his  spouse 
file  with  the  Secretary  a  consent  in  writing  to  the  assessment,  within 
such  period  as  may  be  agreed  upon  with  the  Secretary,  of  any  de¬ 
ficiency  of  either,  to  the  extent  attributable  to  such  change  of  election 
even  though  at  the  time  of  the  filing  of  such  consent  the  assessment 
of  such  deficiency  would  otherwise  be  prevented  by  the  operation 
of  any  law  or  rule  of  law. 

A  change  of  election  for  any  taxable  year  shall  not  be  permitted, 
however,  if  the  tax  liability  of  the  taxpayer  for  the  taxable  year,  or 
of  the  taxpayer’s  spouse  for  the  taxable  year  corresponding,  for  the 
purposes  of  section  23  (aa)  (4),  to  the  taxable  year  of  the  taxpayer, 
has  been  compromised  under  the  provisions  of  section  3761. 

Although  it  is  not  expressly  so  stated,  the  change  for  any  taxable 
year  must  be  made  within  the  period  of  time  when  a  claim  for  credit 
or  refund  must  be  filed  for  such  year  in  order  for  the  taxpayer  to 
receive  a  credit  or  refund  attributable  to  such  change  since  such  period 
is  not  extended  by  this  section. 

Subsection  (a)  of  this  section  amends  paragraph  (3)  of  section  23 
(aa)  to  conform  that  paragraph  to  paragraph  (7)  of  such  section  as 
added  by  subsection  (b)  of  this  section  of  the  bill. 

Subsection  (c)  of  this  section  provides  that  the  amendments  made 
by  this  section  shall  be  applicable  only  with  respect  to  taxable  years, 
beginning  after  December  31,  1949. 
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SECTION  309.  EXPENDITURES  IN  THE  DEVELOPMENT 

OF  MINES 

This  section  corresponds  to  section  302  of  the  bill  as  passed  by  the 
House.  Your  committee  has  added  a  provision  allowing  the  taxpayer 
an  election  to  deduct  certain  expenditures  for  the  development  of  a 
mine  or  other  natural  deposit  (other  than  an  oil  or  gas  well)  either  in 
the  taxable  year  paid  or  incurred  or  ratably  during  the  taxable  years 
in  which  the  produced  ores  or  minerals  are  sold.  Your  committee  has 
also  made  technical  changes  in  the  section. 

Under  existing  law  all  expenditures  in  excess  of  net  receipts  from 
ores  or  minerals  sold  are  required  to  be  charged  to  capital  account 
while  a  mine  is  in  the  development  stage  and  are  to  be  recovered 
through  depletion.  However,  after  a  mine  has  reached  the  producing 
status,  development  costs,  whether  or  not  in  excess  of  net  receipts 
from  ores  or  minerals  sold,  are  not  treated  as  capital  charges  recover¬ 
able  through  depletion  but  as  operating  expenses  deductible  in  the 
year  in  which  the  produced  ores  or  minerals  benefited  thereby  are 
sold. 

Section  309  of  the  bill  amends  section  23  of  the  code  by  adding 
a  new  subsection  (cc).  The  corresponding  provisions  of  the  House 
bill  would  have  inserted  a  new  subparagraph  (D)  to  section  23  (a)  (1). 

Paragraph  (1)  of  subsection  (cc)  provides  that  all  expenditures  for 
the  development  of  a  mine  or  other  natural  deposit  (other  than  an 
oil  or  gas  well)  paid  or  incurred  after  December  31,  1950,  and  after 
the  existence  of  ores  or  minerals  in  commercially  marketable  quan¬ 
tities  has  been  disclosed  shall  be  deductible,  except  as  otherwise  pro¬ 
vided  in  paragraph  (2)  of  this  subsection.  These  expenditures  shall 
be  deducted  whether  paid  or  incurred  by  the  taxpayer  while  the  mine 
or  deposit  is  in  the  development  or  while  in  the  producing  status. 
Paragraph  (1)  further  provides  that  this  new  subsection  shall  have 
no  application  to  expenditures  for  the  acquisition  or  improvement  of 
property  of  a  character  which  is  subject  to  the  allowance  for  deprecia¬ 
tion  provided  in  section  23  (1).  However,  allowances  for  depreciation 
shall  be  considered  for  the  purpose  of  this  new  subsection  as  expendi¬ 
tures. 

During  the  development  stage,  this  new  subsection  is  applicable  to 
all  expenditures  of  the  taxpayer,  unless  otherwise  excluded  herein. 
However,  after  the  producing  status  is  reached,  it  is  only  those  extra¬ 
ordinary  expenditures  which  under  existing  law  must  be  deferred  and 
deducted  ratably  as  the  produced  ores  or  minerals  benefited  thereby 
are  sold  which  are  affected  by  this  subsection.  The  determination 
of  when  a  mine  or  deposit  passes  from  one  stage  into  another  shall 
be  made  under  existing  lawr. 

Paragraph  (2)  of  subsection  (cc)  allows  the  taxpayer  to  elect,  in 
accordance  with  regulations,  to  treat  such  expenditures,  whether  paid 
or  incurred  during  or  after  the  development  stage,  in  the  same  manner 
as  such  expenditures  are  now  treated  after  the  mine  or  deposit  has 
reached  the  producing  status.  That  is,  such  expenditures  may  be 
treated  as  deferred  expenses  and  shall  be  deductible  on  a  ratable 
basis  as  the  units  of  produced  ores  or  minerals  benefited  by  such 
expenditures  are  sold.  While  the  mine  or  deposit  is  in  the  develop¬ 
ment  stage  the  election  under  paragraph  (2)  applies  only  to  expendi¬ 
tures  which  are  in  excess  of  the  net  receipts  during  the  taxable  year 
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from  the  ores  or  minerals  produced  from  the  mine  or  deposit.  Accord¬ 
ingly,  the  amount  of  such  expenditures  which  is  not  in  excess  of  such 
net  receipts  for  the  taxable  year  while  the  mine  or  deposit  is  in  the 
development  stage  shall  be  deductible  in  full.  The  election  under  this 
paragraph  shall  be  applicable  to  the  total  amount  of  such  expendi¬ 
tures,  or  of  such  excess,  as  the  case  may  be,  with  respect  to  each  mine 
or  deposit  and  shall  be  irrevocable  for  the  taxable  year  for  which  it  is 
made. 

This  amendment  is  applicable  to  a  taxpayer  who  has  paid  or  in¬ 
curred  expenditures  of  the  type  described  therein  and  accordingly  has 
no  application  to  that  part  of  the  cost  of  a  mine  or  deposit  attributable 
to  such  expenditures  when  acquired  by  purchase.  Where  a  taxpayer 
has  paid  or  incurred  expenditures  described  in  subsection  (cc),  lias 
made  an  election  under  paragraph  (2),  and  has  thereafter  leased  the 
developed  property  retaining  a  royalty  interest  therein,  such  a  tax¬ 
payer  shall  be  allowed  the  ratable  deduction  provided  in  paragraph  (2). 

In  order  to  determine  the  amount  of  the  annual  deduction  allowable 
under  paragraph  (2),  it  will  be  necessary  to  estimate  the  number  of 
units,  benefited  by  such  expenditures,  in  the  reserve  of  the  mine  or 
deposit  at  the  close  of  the  taxable  year  for  which  an  election  is  made. 
This  estimate  is,  of  course,  subject  to  revision  in  the  event  it  is  ascer¬ 
tained  as  the  result  of  operation  or  development  work  that  the  remain¬ 
ing  recoverable  units  are  materially  greater  or  less  than  the  number 
remaining  from  a  prior  estimate.  As  these  units  are  produced  and 
sold,  the  amount  of  the  development  costs  to  be  deducted  will  be  an 
amount  which  is  in  the  same  proportion  to  the  total  of  such  costs 
which  are  treated  as  deferred  expenses  as  the  number  of  units  sold  is 
to  the  number  of  units  in  the  reserve. 

In  computing  the  amount  of  percentage  depletion  allowable  for  any 
taxable  year,  the  deductions  allowable  for  such  year  under  paragraph 
(1)  or  (2)  of  subsection  (cc)  shall  be  taken  into  account  in  determining 
the  taxpayer’s  net  income  for  the  purpose  of  the  50  percent  limitation 
provided  in  section  114  (b)  (4)  (A)  of  the  code. 

Paragraph  (3)  provides  that  the  amount  of  the  expenditures  which 
are  to  be  deferred  and  deducted  ratably  under  the  election  provided 
in  paragraph  (2)  shall  be  taken  into  account  in  determining  the  cost 
of  the  mine  or  deposit  for  the  purpose  of  sections  111,  112,  and  113. 
However,  no  amount  of  such  deferred  expense  shall  be  included  in  the 
adjusted  basis  of  the  property  for  the  purpose  of  computing  a  deduc¬ 
tion  for  cost  depletion  under  section  114. 

Subsection  (b)  of  section  309  of  the  bill  adds  a  new  subparagraph  (J) 
to  section  113  (b)  (1)  (relating  to  adjusted  basis  of  property)  which 
provides  that  the  basis  of  mines  or  natural  deposits  shall  be  adjusted 
for  amounts  allowed  as  deductions  under  section  23  (cc)  (2)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer’s  taxes  under  chapter  1  of  the  code, 
but  not  less  than  the  amounts  allowable  under  such  section  for  the 
taxable  year  and  prior  years.  Accordingly,  if  a  taxpayer  purchases 
undeveloped  mining  property  for  $1,000,000  and  at  the  close  of  the 
development  stage  has  incurred  development  costs  in  excess  of  net 
receipts  of  $9,000,000,  and  has  made  the  election  with  respect  to  such 
costs  under  section  23  (cc)  (2)  the  basis  of  such  property  at  such  time 
for  computing  gain  or  loss  will  be  $10,000,000.  Assuming  that  the 
taxpayer  in  this  example  has  operated  the  mine  for  several  years  and 
has  deducted  allowable  percentage  depletion  in  the  amount  of 
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$2,000,000  and  lias  deducted,  pursuant  to  an  election  under  section  23 
(cc)  (2),  allowable  deferred  development  expenditures  of  $2,000,000, 
the  basis  of  the  property  in  the  taxpayer’s  hands  for  purposes  of 
determining  gain  or  loss  if  sold  will  be  $6,000,000. 

Subsection  (c)  of  section  309  makes  a  technical  amendment  to 
section  24  (a)  (2)  of  the  code  (relating  to  items  not  deductible)  in 
order  to  remove  any  doubt  as  to  the  deductibility  under  section  23  (cc) 
of  the  expenditures  incurred  in  the  development  of  a  mine  or  deposit. 

The  amendments  made  by  this  section  of  the  bill  shall  be  applicable 
to  taxable  years  ending  after  December  31,  1950. 

SECTION  310.  GROSS  INCOME  OF  DEPENDENTS  OF 

TAXPAYER 

Under  present  law  the  $600  exemption  for  a  dependent  of  the  tax¬ 
payer  may  not  be  allowed  if  the  gross  income  of  the  dependent  for  the 
calendar  year  in  which  the  taxable  year  of  the  taxpayer  begins  is 
$500  or  more.  Section  310  (a)  of  the  bill,  for  which  there  is  no  corre¬ 
sponding  provision  in  the  House  bill,  amends  section  25  (b)  (1)  (D) 
of  the  Internal  Revenue  Code  to  provide  that  the  exemption  may  be 
allowed  if  the  gross  income  of  the  dependent  is  less  than  $600,  instead 
of  $500,  as  under  present  law.  The  amendment  made  by  section  310 
(a)  is  to  be  applicable  with  respect  to  taxable  years  beginning  after 
December  31,  1950. 

SECTION  311.  CREDIT  FOR  DIVIDENDS  RECEIVED 

This  sectioii,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  26  (b)  and  section  119  (a)  (2)  (B)  of  the 
Internal  Revenue  Code. 

Under  existing  law  the  credit  allowed  corporations  for  dividends 
received  is  not  permitted  with  respect  to  dividends  received  from  a 
foreign  corporation,  whether  or  not  such  foreign  corporation  has  been 
subjected  to  United  States  income  tax  on  its  earnings  or  profits. 

This  section  amends  section  26  (b)  of  the  code  so  as  to  provide  for 
a  dividends  received  credit  in  the  case  of  dividends  received  from  a 
foreign  corporation  which  is  subject  to  income  tax  under  chapter  1  of 
the  code  if,  for  an  uninterrupted  period  of  not  less  than  36  months 
ending  with  the  close  of  the  foreign  corporation’s  taxable  year  pre¬ 
ceding  the  declaration  of  the  dividends,  the  foreign  corporation  has 
been  engaged  in  trade  or  business  within  the  United  States  and  if, 
during  such  period,  50  percent  or  more  of  the  gross  income  of  the 
foreign  corporation  has  been  derived  from  sources  within  the  United 
States.  If  the  foreign  corporation  has  been  in  existence  less  than  36 
months  at  the  close  of  the  taxable  year  preceding  the  declaration  of 
the  dividends,  then  the  applicable  period  to  be  taken  into  considera¬ 
tion  in  lieu  of  the  uninterrupted  period  of  36  or  more  months  is  the 
entire  period  the  foreign  corporation  has  been  in  existence.  The 
dividends  received  credit  here  provided  will  not  be  allowed  in  the  case 
of  dividends  received  from  a  foreign  personal  holding  company 
amounts  included  in  gross  income  under  section  337  as  dividends 
from  a  foreign  personal  holding  company  (as  defined  in  section  331 
of  the  code). 

An  uninterrupted  period  which  meets  the  two  tests  (gross  income 
and  carrying  on  trade  or  business)  may  start  at  a  date  later  than  the 
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date  on  which  the  company  first  commenced  an  uninterrupted  period 
of  doing  business  in  the  United  States.  If  a  corporation  has  carried 
on  business  in  the  United  States  for  an  uninterrupted  period  of  20 
years  prior  to  the  close  of  the  taxable  year  preceding  the  declaration 
of  the  dividend,  and  its  gross  income  from  United  States  sources  dur¬ 
ing  such  period  was  only  40  percent  of  its  total  gross  income  during 
the  20-year  period,  but  during  the  last  15  years  of  the  20-year  period 
the  gross  income  from  United  States  sources  constituted  50  percent  of 
its  total  gross  income  during  such  last  15  years,  the  uninterrupted 
period  which  meets  both  tests  would  begin  at  the  beginning  of  the 
15-year  period. 

The  amount  of  the  credit  to  be  allowed  is  85  percent  of  the  amount 
received  as  dividends  from  earnings  or  profits  accumulated  by  the 
foreign  corporation  during  the  applicable  period,  that  is,  the  uninter¬ 
rupted  period  of  36  or  more  months  (or  the  period  permitted  in  lieu 
thereof  when  such  corporation  has  been  in  existence  less  than  36 
months)  throughout  which  it  has  met  the  prescribed  trade  or  business 
and  percentage  of  gross  income  tests.  In  no  case,  however,  will  the 
amount  of  credit  allowed  be  in  excess  of  an  amount  which  bears  the 
same  ratio  to  85  percent  of  the  amount  received  as  dividends  from 
earnings  or  profits  accumulated  by  the  foreign  corporations  during 
the  applicable  period  as  the  normal-tax  net  income  of  the  foreign 
corporation  for  such  applicable  period  from  sources  within  the 
United  States  bears  to  its  entire  normal-tax  net  income  for  such 
applicable  period. 

Since  section  119  (a)  (2)  (B)  of  the  code  now  provides  that,  for  the 
purpose  of  section  131,  dividends  from  a  foreign  corporation  shall  be 
treated  as  income  from  sources  without  the  United  States,  a  double 
benefit  would  (in  the  absence  of  an  appropriate  amendment  to  section 
119)  be  available  in  some  instances  to  a  domestic  corporation  receiving 
dividends  from  a  foreign  corporation,  in  that  the  substantive  amend¬ 
ment  made  by  this  section  to  section  26  (b)  of  the  code  would  permit  a 
dividends  received  credit  to  the  domestic  corporation  with  respect  to 
the  same  dividends  through  the  receipt  of  which  under  section  131  of 
the  code  the  domestic  corporation  is  entitled  to  a  foreign  tax  credit. 

In  order  to  restrict  the  amount  of  foreign  tax  credit  allowable  with 
respect  to  dividends  of  foreign  corporations  allocable  to  income  from 
sources  outside  the  United  States,  this  section  amends  section  119  (a) 
(2)  (B)  of  the  code  so  as  to  provide  that,  for  the  purpose  of  section 
131,  dividends  from  a  foreign  corporation  shall  be  treated  as  income 
from  sources  without  the  United  States  only  to  the  extent  such 
dividends  exceed  the  amount  which  is  one  hundred  eighty-fifths  of  the 
amount  of  the  credit  allowable  under  section  26  (b)  (3)  in  respect  of 
such  dividends.  Under  this  formula,  therefore,  the  portion  of  the 
dividends  paid  from  earnings  or  profits  derived  from  sources  within 
the  United  States  cannot  be  used  as  the  basis  of  a  foreign  tax  credit 
if  such  portion  is  subject  to  the  dividends  received  credit  rule  of 
section  26  (b)  (3). 

The  closing  provisions  of  section  26  (b)  of  the  code,  which  now  follow 
immediately  after  paragraph  (2)  thereof,  will  be  equally  applicable 
to  the  provisions  of  paragraph  (3),  as  added  by  this  section.  The 
amendments  made  by  tbis  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after  December  31,  1950. 
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SECTION  312.  JOINT  RETURN  AFTER  FILING 
SEPARATE  RETURN 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  adds  new  subsection  (g)  to  section  51  of  the  code  to  permit 
the  filing  of  a  joint  return  by  a  husband  and  wife  in  certain  cases  even 
though  separate  returns  have  already  been  filed  for  the  taxable  year. 

Paragraph  (1)  of  section  51  (g)  provides  that  an  individual  who 
has  filed  a  separate  return  for  a  taxable  year  for  which  a  joint  return 
could  have  been  made  by  him  and  his  spouse  under  section  51  (b)  may 
make  a  joint  return  with  his  spouse  for  such  taxable  year  even  though 
the  time  prescribed  by  law  for  filing  the  return  for  the  taxable  year 
has  expired.  The  joint  return  filed  pursuant  to  section  51  (g)  shall 
constitute  the  return  of  the  husband  and  wife  for  such  year,  and  all 
payments,  credits,  refunds,  or  other  repayments,  made  or  allowed  with 
respect  to  the  separate  return  of  either  spouse  previously  filed,  are  to  be 
taken  into  account  in  determining  the  extent  to  which  the  tax  on  the 
joint  return  has  been  paid. 

For  the  purpose  of  section  51  (g),  the  determination  of  whether 
an  individual  is  married  at  any  time  during  a  taxable  year  shall  be 
made  in  accordance  with  the  provisions  of  section  51  (b)  (5).  The 
fact  that  the  taxpayer  and  his  spouse  are  legally  separated  after  the 
filing  of  separate  returns  for  the  taxable  year  shall  not  deprive  them 
of  their  right  to  file  a  joint  return  for  the  taxable  year  pursuant  to 
section  51  (g). 

Paragraph  (2)  of  section  51  (g)  provides  that  the  following  payments 
must  be  made  at  or  before  the  time  of  the  filing  of  the  joint  return  if  a 
joint  return  is  to  be  filed  pursuant  to  such  subsection: 

(A)  All  amounts  previously  assessed  with  respect  to  either 
spouse  for  such  taxable  year; 

(B)  All  amounts  shown  as  the  tax  by  either  spouse  upon  his 
separate  return  for  such  taxable  year;  and 

(C)  Any  amount  determined  by  the  Commissioner,  at  the 
time  of  the  filing  of  the  joint  return,  as  a  deficiency  with  respect 
to  either  spouse  for  such  taxable  year  if,  prior  to  the  filing  of  the 
joint  return,  a  notice  under  section  272  (a)  of  such  deficiency  has 
been  mailed. 

Paragraph  (3)  of  section  51  (g)  provides  that  a  joint  return  cannot 
foe  made  pursuant  to  such  subsection — 

(A)  After  the  expiration  of  3  years  from  the  last  day  prescribed 
by  law  for  filing  the  return  for  such  taxable  year  determined 
without  regard  to  any  extension  of  time  granted  to  either  spouse; 

(B)  After  a  notice  of  deficiency  under  section  272  (a),  with 
respect  to  the  taxable  year,  has  been  mailed  to  either  spouse  if  the 
spouse  files  a  petition  with  respect  to  such  notice  with  the  Tax 
Court  within  the  time  prescribed  in  section  272  (a),  that  is,  within 
the  90-day  period  after  the  mailing  of  the  notice; 

(C)  After  either  spouse  has  commenced  a  suit  in  any  court  for 
the  recovery  of  any  part  of  the  tax  for  such  taxable  year;  or 

(D)  After  either  spouse  has  entered  into  a  closing  agreement 
under  section  3760  with  respect  to  such  taxable  year,  or  after 
any  civil  or  ciminal  case  arising  against  either  spouse  with  respect 
.to  such  taxable  year  has  been  compromised  under  section  3761. 
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Paragraph  (4)  of  section  51  (g)  provides  that  if  a  joint  return  is 
made  under  such  section,  any  election  (other  than  the  election  to 
file  a  separate  return)  madv  by  either  spouse  in  his  separate  return 
for  the  taxable  year  with  respect  to  the  treatment  of  any  income, 
deduction,  or  credit  of  such  spouse  shall  not  be  changed  in  the  making 
of  the  joint  return  where  such  election  would  have  been  irrevocable 
if  the  joint  return  had  not  been  made.  Thus,  if  one  spouse  has  made 
an  irrevocable  election  to  adopt  and  use  the  elective  inventory  method 
under  section  22  (d),  this  election  may  not  be  changed  upon  making 
the  joint  return  under  section  51  (g). 

Paragraph  (5)  of  section  51  (g)  provides  that,  if  a  joint  return  is 
made  under  such  section  after  the  death  of  either  spouse,  such  return 
with  respect  to  the  decedent  can  be  made  only  by  his  executor  or 
administrator.  Thus,  in  the  case  where  no  executor  or  administrator 
is  appointed  no  joint  return  can  be  made  under  section  51  (g). 

Paragraph  (6)  of  section  51  (g)  provides  for  additions  to  the  tax 
in  certain  cases  where  the  amount  shown  as  the  tax  by  the  taxpayer 
and  his  spouse  on  the  joint  return  made  under  such  subsection  exceeds 
the  aggregate  of  the  amounts  shown  as  tax  on  the  separate  returns  of 
the  spouses.  If  any  part  of  such  excess  is  attributable  to  negligence, 
or  intentional  disregard  of  rules  and  regulations,  at  the  time  of  the 
making  of  such  separate  return,  but  without  any  intent  to  defraud, 
5  percent  of  such  excess  is  to  be  assessed,  collected,  and  paid  in  the 
same  manner  as  if  it  were  a  deficiency.  If  any  part  of  such  excess  is 
attributable  to  fraud  at  the  time  of  the  making  of  such  separate  return 
with  intent  to  evade  tax,  50  percent  of  such  excess  shall  be  assessed, 
collected,  and  paid  in  the  same  manner  as  if  it  were  a  deficiency. 
This  addition  is  i:i  lieu  of  the  50  percent  addition  to  the  tax  provided 
in  section  3612  (d)  (2). 

Paragraph  (7)  of  section  51  (g)  provides  the  rules  for  the  application 
of  sections  275  and  291,  relating,  respectively,  to  the  period  of  limita¬ 
tions  upon  assessment  and  collection,  and  to  delinquent  returns. 
Under  such  rules,  a  joint  return  made  under  such  section  shall  be 
deemed  to  have  been  filed— 

(A)  On  the  date  the  last  separate  return  of  either  spouse  was 
filed  for  the  taxable  year,  but  not  earlier  than  the  last  date 
prescribed  by  law  for  filing  the  return  of  either  spouse,  where 
both  spouses  filed  separate  returns  prior  to  making  the  joint 
return  under  section  51  (g); 

(B)  On  the  date  of  the  filing  of  the  separate  return,  but  not 
earlier  than  the  last  day  prescribed  by  law  for  the  filing  of  such 
return,  where  only  one  spouse  is  required  to  file  a  return  prior  to 
the  making  of  the  joint  return  under  section  51  (g);  or 

(C)  On  the  date  of  the  filing  of  the  joint  return  under  section 
51  (g),  where  only  one  spouse  filed  a  separate  return  prior  to  the 
making  of  the  joint  return  under  such  subsection  and  the  other 
spouse  had  gross  income  of  $600  or  more  for  the  taxable  year. 

For  the  purpose  of  section  51  (g)  (7),  the  last  date  prescribed  by  law 
for  filing  the  return  for  the  taxable  year  shall  include  any  extension 
of  time  granted  to  either  spouse. 

Paragraph  (8)  of  section  51  (g)  provides  that,  for  the  purpose  of 
section  322,  relating  to  refunds  and  credits,  a  joint  return  made  under 
section  51  (g)  shall  be  deemed  to  have  been  filed  on  the  last  date 
prescribed  by  law  for  filing  the  return  for  such  taxable  year  and  that 
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such  date  is  to  be  determined  without  regard  to  any  extension  of  time 
granted  to  either  spouse. 

Paragraph  (9)  of  section  51  (g)  provides  that,  in  the  case  of  a  joint 
return  made  under  such  section,  the  period  of  limitations  provided 
in  sections  275  and  276  shall  include  1  year  immediately  after  the  * 
date  of  the  filing  of  such  joint  return.  The  expiration  of  the  1  year 
is  to  be  determined  without  regard  to  the  rules  provided  in  section 
51  (g)  (7),  relating  to  the  application  of  section  275  and  291  with 
respect  to  a  joint  return  made  under  section  51  (g). 

Paragraph  (10)  of  section  51  (g)  provides  that,  for  the  purposes  of 
section  3809  (a),  relating  to  criminal  penalties  in  the  case  of  a  fraudu¬ 
lent  return,  the  term  “return”  includes  a  separate  return  filed  by  a 
spouse  for  the  taxable  year  for  which  a  joint  return  is  subsequently 
made  under  section  51  (g). 

Subsection  (b)  of  section  312  of  the  bill  provides  that  section  51  (g), 
as  added  by  subsection  (a)  of  section  312,  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after  December  31,  1950. 

SECTION  313.  MUTUAL  SAVINGS  BANKS,  BUILDING  AND 
LOAN  ASSOCIATIONS,  AND  COOPERATIVE  BANKS 

Section  313,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  relates  to  income-tax  treatment  of  mutual  savings  banks, 
building  and  loan  associations,  and  cooperative  banks,  and  is  applicable 
only  with  respect  to  taxable  years  beginning  after  December  31,  1951. 

Subsection  (a)  repeals  section  101  (2)  of  the  code  (relating  to 
exemption  from  tax  of  mutual  savings  banks). 

Subsection  (b)  amends  section  101  (4)  of  the  code  to  repeal  the 
exemption  from  tax  of  building  and  loan  associations  and  cooperative 
banks.  Credit  unions  without  capital  stock  organized  and  operated 
for  mutual  purposes  and  without  profit  will  remain  tax-exempt  under 
section  101  (4)  of  the  code. 

Subsection  (c)  amends  section  5  (h)  of  the  Home  Owners  Loan  Act 
of  1933  (48  Stat.  132;  12  U.  S.  C.,  sec.  1464  (li)),  to  repeal  the  exemp¬ 
tion  of  Federal  savings  and  loan  associations  from  Federal  income  tax 
in  the  case  of  taxable  years  beginning  after  December  31,  1951. 

Subsection  (d)  amends  section  23  (k)  (1)  (relating  to  deduction  from 
gross  income  of  bad  debts)  to  provide  in  the  case  of  certain  organiza¬ 
tions  heretofore  tax-exempt  that  the  reasonable  addition  to  a  reserve 
for  bad  debts  provided  for  under  such  paragraph  shall  be  determined 
with  due  regard  to  the  amount  of  the  taxpayer’s  surplus  or  bad  debt 
reserve  existing  at  the  close  of  December  31,  1951.  This  provision 
applies  only  to  those  organizations  heretofore  tax-exempt  under  sec¬ 
tion  101  (2),  (4),  and  (15)  who  are  denied  exemption  by  the  amend¬ 
ments  made  by  this  section  of  the  bill ;  that  is,  it  applies  to  a  mutual 
savings  bank  not  having  capital  stock  represented  by  shares,  a  domes¬ 
tic  building  and  loan  association  (see  subsection  (h)  for  definition),  and 
a  cooperative  bank  without  capital  stock  organized  and  operated  for 
mutual  purposes  and  without  profit.  These  organizations  will  all  be 
included  in  the  definition  of  the  term  “bank”  under  section  104  (a) 
of  the  code  after  its  amendment  by  subsection  (g).  Each  of  these 
organizations  may,  subject  to  approval  by  the  Secretary,  select  either 
the  deduction  method  or  the  reserve  method  for  bad  debts  on  its  first 
return  of  income.  If  the  method  selected  is  approved,  it  must  be 
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followed  in  returns  for  subsequent  years,  except  as  permission  may  be 
granted  by  the  Secretary  to  change  to  another  method.  It  is  con¬ 
templated  that  in  fixing  rules  for  the  determination  of  reasonable 
additions  to  a  reserve  for  bad  debts,  all  appropriate  factors  will  be 
taken  into  account  including  the  amount  of  the  taxpayer’s  surplus 
and  bad  debt  reserves  at  the  close  of  December  31,  1951,  reserve 
requirements  of  the  Federal  Deposit  Insurance  Corporation,  and,  if  a 
moving  average  experience  factor  is  used  in  determining  the  ratio  of 
losses  to  outstanding  loans,  an  appropriate  period  of  experience.  In 
the  latter  connection  this  will  be  an  extended  period  of  experience 
similar  to  that  used  in  the  case  of  commercial  banks.  Your  committee 
believes  a  25-year  period  should  be  used,  in  lieu  of  the  20-year  period 
used  for  commercial  banks,  if  such  a  period  shows  that  larger  bad 
debt  reserves  are  required. 

Subsection  (e)  amends  section  23  (r)  (relating  to  the  deduction  from 
gross  income  of  certain  dividends  paid  by  banking  corporations)  to 
provide  that  in  the  case  of  mutual  savings  banks,  cooperative  banks, 
and  domestic  building  and  loan  associations  (for  definition  of  domestic 
building  and  loan  associations  see  section  3797  (a)  (19)  as  added  by 
section  313  (h)  of  the  bill),  there  shall  be  allowed  as  deductions  in 
computing  net  income  any  amounts  paid  to  depositors  or  credited  to 
the  accounts  of  depositors  as  dividends  on  their  deposits  or  with¬ 
drawable  accounts. 

Subsection  (f)  amends  section  23  of  the  code  (relating  to  deductions 
from  gross  income)  to  provide  a  deduction  for  repayment  to  the 
United  States  of  certain  loans  made  by  the  United  States  prior  to 
September  1,  1951,  by  a  mutual  savings  bank  not  having  capital  stock 
represented  by  shares.  It  provides  that  amounts  paid  by  the  taxpayer 
during  the  taxable  year  in  repayment  of  loans  made  prior  to  September 
1,  1951,  by  the  United  States  or  any  agency  or  instrumentality  thereof 
which  is  wholly  owned  by  the  United  States  shall  be  allowed  as  a  de¬ 
duction  in  computing  net  income  of  the  taxpayer.  An  example  for 
this  purpose  of  an  agency  or  instrumentality  wholly  owned  by  the 
United  States  would  be  the  Reconstruction  Finance  Corporation. 

Subsection  (g)  amends  section  104  (a)  of  the  code  (defining  the  term 
bank)  to  include,  within  the  definition  of  bank,  a  domestic  building 
and  loan  association. 

Subsection  (h)  amends  section  3797  (a)  of  the  code  (relating  to  defini¬ 
tions  for  the  purpose  of  the  Internal  Revenue  Code)  to  define  the  term 
“domestic  building  and  loan  association”  to  mean  a  domestic  building 
and  loan  association,  a  domestic  savings  and  loan  association,  and  a 
Federal  savings  and  loan  association,  substantially  all  the  business  of 
which  is  confined  to  making  loans  to  members.  This  amendment  is  of 
a  clarifying  nature  and  is  not  intended  to  change  the  existing  meaning 
of  a  domestic  building  and  loan  association. 

SECTION  314.  INCOME-TAX  TREATMENT  OF  EXEMPT 

COOPERATIVES 

Subsection  (a)  of  section  314,  for  which  there  is  no  corresponding 
provision  in  the  House  bill,  relates  to  the  income-tax  treatment  of 
cooperatives.  Subsection  (a)  of  section  314  deals  only  with  tax- 
exempt  cooperatives  and  is  applicable  only  with  respect  to  taxable 
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years  beginning  after  December  31,  1951.  Subsection  (a)  amends 
section  101  (12)  of  the  code  to  bring  the  provisions  presently  con¬ 
tained  therein  under  a  subparagraph  numbered  (A)  and  to  add  after 
such  subparagraph  a  new  subparagraph  numbered  (B).  Subpara¬ 
graph  (B)  of  section  101  (12)  provides  that  an  organization  exempt 
from  taxation  under  the  provisions  of  subparagraph  (A)  shall  be  sub¬ 
ject  to  the  normal  tax  imposed  on  corporations  by  section  13  and  to 
the  surtax  imposed  on  corporations  by  section  15  of  the  code,  or  to 
the  alternative  tax  provided  by  section  117  (c)  (1).  However,  in 
computing  the  net  income  of  such  an  exempt  cooperative  for  the  pur¬ 
pose  of  such  taxes  there  is  allowed  (in  addition  to  the  other  deductions 
allowable  under  sec.  23  of  the  code)  as  deductions  from  gross  income 
(i)  amounts  paid  as  dividends  during  the  taxable  year  upon  capital 
stock,  and  (ii)  amounts  allocated  during  the  taxable  year  to  patrons 
with  respect  to  income  not  derived  from  patronage  (whether  or  not 
such  income  was  derived  during  such  taxable  year)  whether  paid  in 
cash,  merchandise,  capital  stock,  revolving  fund  certificates,  retain  cer¬ 
tificates,  certificates  of  indebtedness,  letters  of  advice,  or  in  some  other 
manner  that  discloses  to  each  patron  the  dollar  amount  allocated  to 
him.  By  the  terms  of  section  101  (12)  (A),  the  amounts  which  may 
be  paid  on  capital  stock  is  limited  to  the  legal  rate  of  interest  in  the 
State  of  incorporation  of  the  cooperative  or  8  percent  per  annum, 
whichever  is  greater,  on  the  value  of  the  consideration  for  which  the 
stock  was  issued.  The  amounts  covered  in  (ii),  above,  refer  to  items 
of  incidental  income  which  a  cooperative  may  realize  and  still  retain 
its  exemption,  such  as  rental  income  from  lease  of  premises  to  the 
United  States  Government.  Since  such  income  is  not  derived  from 
patronage,  allocation  thereof  to  members,  though  based  on  patronage, 
are  not  true  patronage  dividends.  However,  a  deduction  is  allowed 
for  amounts  of  such  nonpatronage  income,  if  allocated  and  paid  to 
patrons  on  the  basis  of  patronage.  Such  payments  do  not  have  to 
be  made  in  cash  but  may  be  made  in  any  manner  that  discloses  to 
each  patron  the  dollar  amount  allocated  to  him.  If  nonpatronage 
income  is  not  allocated  and  paid  to  patrons  according  to  patronage, 
the  allocation  or  payment  of  such  income  to  members  or  patrons 
would  not  be  deductible  under  (ii). 

The  amounts  for  which  deductions  are  allowed  under  section  101 
(12)  (B)  (i)  and  (ii),  as  already  indicated,  are  not  patronage  dividends 
as  such  term  is  commonly  understood.  Patronage  dividends,  rebates, 
or  refunds  are  taken  into  account  in  computing  the  net  income  of  a 
cooperative  subject  to  101  (12)  (B)  in  the  same  manner  as  in  the 
case  of  a  cooperative  organization  not  exempt  under  section  101  (12) 
(A).  Patronage  dividends,  rebates,  or  refunds  made  after  the  close 
of  the  taxable  year  and  on  or  before  the  15th  day  of  the  third  month 
following  the  close  of  such  year  are  to  be  considered  as  made  on  the 
last  day  of  taxable  year  to  the  extent  they  are  attributable  to  patronage 
occurring  before  the  close  of  such  year. 

It  is  to  be  noted  that  in  computing  (under  sec.  122  of  the  code)  the 
net  operating  loss  deduction  provided  by  section  23  (s)  of  the  code, 
not  only  will  the  amounts  allowable  as  deductions  under  section  101 
(12)  (B)  (i)  and  (ii)  of  the  code  as  amended  by  the  bill  be  taken  into 
account  but  such  computation  will  also  reflect  the  patronage  divi¬ 
dends,  refunds,  and  rebates  made  by  the  cooperative  which  are  taken 
into  account  in  computing  net  income. 
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Subsection  (b)  of  section  314  amends  section  101  of  the  Internal 
Revenue  Code  to  provide  that  organizations  described  therein  are 
exempt  from  tax  except  to  the  extent  provided  in  paragraph  (12)  (B) 
of  such  section,  and  that,  notwithstanding  the  fact  that  such  organi¬ 
zations  are  subject  to  tax  under  paragraph  (12)  (B)  of  such  section, 
they  are  still  to  be  considered  exempt  from  income  tax  for  the  purpose 
of  any  laws  which  refer  to  an  organization  exempt  from  income  tax. 
Accordingly,  such  code  provisions  as  section  26  (b)  (credits  for  divi¬ 
dends  received  from  a  domestic  corporation  which  is  subject  to  tax)  and 
section  141  (dealing  with  consolidated  returns)  do  not  apply  to  co¬ 
operatives  taxable  under  section  101  (12)  (B). 

Subsection  (c)  of  section  314  amends  section  148  of  the  code  (relating 
to  return  of  information  by  corporations)  to  add  at  the  end  thereof  a 
new  subsection  (f)  entitled  “Patronage  Dividends.”  Such  subsection 
provides  that  any  corporation  (whether  or  not  exempt  from  tax) 
allocating  amounts  as  patronage  dividends,  rebates,  or  refunds 
(whether  in  cash,  merchandise,  capital  stock,  revolving-fund  certifi¬ 
cates,  retain  certificates,  certificates  of  indebtedness,  letters  of  advice, 
or  in  some  other  manner  that  discloses  to  each  patron  the  amount  of 
such  dividend,  refund,  or  rebate)  shall  render  a  correct  return  stating 

(1)  the  name  and  address  of  each  patron  to  whom  it  has  made  such 
allocations  amounting  to  $100  or  more  during  the  calendar  year,  and 

(2)  the  amount  of  such  allocations  to  each  patron.  If  required  by 
the  Secretary,  any  such  corporation  (whether  or  not  tax-exempt)  shall 
render  a  correct  return  of  all  patronage  dividends,  rebates,  or  refunds 
made  during  the  calendar  year  to  its  patrons,  regardless  of  the  amount 
or  form  thereof.  The  amendments  made  by  subsection  (c)  of  section 
314  apply  with  respect  to  the  calendar  year  1951  and  subsequent 
calendar  years. 

Subsection  (d)  of  section  314  provides  that  in  the  event  any  law 
(other  than  secs.  143  and  144  of  the  Internal  Revenue  Code)  enacted 
bv  Congress  requires  the  withholding  at  source  of  tax  on  corporate 
dividends  paid  in  cash,  the  requirement  of  withholding  and  the  pro¬ 
visions  of  such  law  shall  extend  to  patronage  dividends,  rebates,  and 
refunds  (whether  paid  in  cash,  merchandise,  capital  stock,  revolving- 
fund  certificates,  retain  certificates,  or  otherwise)  in  the  same  manner 
and  to  the  same  extent  as  is  provided  in  such  law  with  respect  to 
corporate  dividends  paid  in  cash. 

SEC.  315.  SURTAX  ON  CORPORATIONS  IMPROPERLY 
ACCUMULATING  SURPLUS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  102  (d)  (1),  which  defines  the  term 
‘section  102  net  income.”  The  amendment  adds  a  new  subparagraph 
(D)  which  provides  that  the  excess  of  the  net  long-term  capital  gain 
for  the  taxable  year  over  the  net  short-term  capital  loss  for  such  year, 
minus  the  taxes  imposed  by  chapter  1  of  the  code  attributable  to 
such  excess,  shall  be  deducted  from  net  income  in  computing  section 
102  net  income.  The  taxes  attributable  to  the  excess  of  the  net  long¬ 
term  capital  gain  over  the  net  short-term  capital  loss  shall  be  an 
amount  equal  to  the  difference  between  (1)  the  taxes  imposed  by 
chapter  1  of  the  code,  except  section  102,  and  (2)  such  taxes  computed 
without  including  such  excess  in  net  income.  The  amendment  made 
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by  this  section  is  applicable  only  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1950. 

SECTION  316.  ELECTION  AS  TO  RECOGNITION  OF  GAIN 
IN  CERTAIN  CORPORATE  LIQUIDATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  112  (b)  (7)  of  the  code  (relating  to  election 
as  to  recognition  of  gain  in  certain  corporate  liquidations),  which 
section  is  applicable  under  existing  law  only  in  cases  in  which  the 
liquidation  was  pursuant  to  a  plan  adopted  after  December  31,  1950, 
and  the  transfer  of  all  the  property  under  the  liquidation  occurred 
within  one  calendar  month  in  1951.  The  amendment  made  by  this 
section  extends  section  112  (b)  (7)  for  an  additional  3rear  and  makes  it 
applicable  to  cases  in  which  the  liquidation  is  pursuant  to  a  plan 
adopted  after  December  31,  1950,  and  the  transfer  of  all  the  property 
under  the  liquidation  occurs  within  one  calendar  month  in  1951  or 
1952.  The  effect  of  the  section  is,  in  general,  to  postpone  the  recogni¬ 
tion  of  that  portion  of  a  qualified  electing  shareholder’s  gain  on  the 
liquidation  which  would  otherwise  be  recognized  and  which  is  attrib¬ 
utable  to  appreciation  in  the  value  of  certain  corporate  assets  unreal¬ 
ized  by  the  corporation  at  the  time  such  assets  are  distributed  in 
complete  liquidation. 

Since  the  only  amendment  made  by  your  committee  to  section  112 
(b)  (7)  is  the  insertion  of  the  date  1952  after  the  date  1951  where  it  now 
appears  in  subparagraph  (A)  (ii),  the  date  August  15,  1950,  is  still 
applicable  in  subparagraphs  (B),  (E),  and  (F)  of  that  section  (relating 
to  the-  definition  of  excluded  corporations  and  relating  to  the  recogni¬ 
tion  of  gain  to  the  shareholders  from  the  receipt  of  money  or  of  stock 
or  securities  acquired  by  the  liquidating  corporation  after  such  date). 

This  section  also  makes  a  technical  amendment  to  section  113  (a) 
(18)  of  the  code,  in  order  to  make  that  section  applicable  to  property 
acquired  by  an  electing  shareholder  in  a  liquidation  carried  out  under 
the  provisions  of  section  112  (b)  (7),  whether  before  or  after  its 
amendment  by  this  section. 

The  amendments  made  by  this  section  are  applicable  to  taxable 
years  ending  after  December  31,  1951. 

SECTION  317.  CERTAIN  DISTRIBUTIONS  OF  STOCK  ON 

REORGANIZATION 

This  section  amends  sections  112  (b)  and  113  (a)  of  the  code  to 
provide  for  the  tax  treatment  of  certain  distributions  of  stock  on 
reorganization.  For  discussion  of  these  provisions,  see  page  57  in 
part  I  of  this  report. 

SECTION  318.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAX¬ 
PAYER’S  RESIDENCE 

This  section,  which  corresponds  to  section  303  of  the  bill  as  passed 
by  the  House,  adds  a  new  subsection  (n)  to  section  112  of  the  code, 
which  relates  to  the  recognition  of  gain  or  loss.  Paragraph  (1)  of  the 
new  subsection  provides,  in  general,  that  any  gain  from  a  sale  of 
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property  used  by  the  taxpayer  as  his  principal  residence  (referred  to 
hereinafter  as  the  “old  residence”)  will  not  be  recognized  if  the  tax¬ 
payer  within  a  period  beginning  1  year  prior  to  the  date  of  such  sale 
and  ending  1  year  after  such  date  purchases  property  and  uses  it 
as  his  principal  residence  (referred  to  hereinafter  as  the  “new  resi¬ 
dence”)  except  to  the  extent  that  the  taxpayer’s  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchasing  the  new  resi¬ 
dence.  Such  nonrecognition  of  gain  is  mandatory.  The  new  sub¬ 
section  does  not  change  the  treatment  under  existing  law  of  loss  from 
the  sale  or  exchange  of  the  taxpayer’s  residence. 

Whether  or  not  property  is  used  by  the  taxpayer  as  his  residence, 
and  whether  or  not  property  is  used  by  the  taxpayer  as  his  principal 
residence  (in  the  case  of  a  taxpayer  using  more  than  one  place  of 
residence),  depends  upon  all  of  the  facts  and  circumstances  in  each 
individual  case,  including  the  bona  fides  of  the  taxpayer.  The  term 
“residence”  is  used  in  contradistinction  to  property  used  in  trade  or 
business  and  property  held  for  the  production  of  income.  Neverthe¬ 
less,  the  mere  fact  that  the  taxpayer  temporarily  rents  out  either  the 
old  or  the  new  residence  may  not,  in  the  light  of  all  of  the  facts  and 
circumstances  in  the  case,  prevent  the  gain  from  being  not  recognized. 
For  example,  if  the  taxpayer  purchases  his  new  residence  before  he 
sells  his  old  residence,  the  fact  that  he  rents  out  the  new  residence 
during  the  period  before  he  vacates  the  old  residence  will  not  prevent 
the  application  of  this  subsection. 

Where  part  of  a  property  is  used  by  the  taxpayer  as  his  principal 
residence  and  part  is  used  for  business  purposes  or  in  the  production 
of  income  (as  in  the  case  where  a  part  of  the  building  in  which  the 
taxpayer  resides  is  used  as  a  store  or  office  or  is  rented  or  in  the  case 
of  a  farm  property)  allocation  must  be  made  to  determine  the  extent 
to  which  the  new  subsection  applies.  If  the  old  residence  is  used 
only  partially  for  residential  purposes,  a  proper  allocation  of  the  gain 
and  of  the  selling  price  is  necessary;  only  that  part  of  the  gain  allo¬ 
cable  to  the  residential  portion  may  be  not  recognized  under  the  new 
subsection  and  only  so  much  of  the  selling  price  as  is  allocable  to 
such  part  of  the  property  need  be  reinvested  in  the  new  residence. 
If  the  new  residence  is  used  only  partially  for  residential  purposes, 
then  only  so  much  of  its  cost  as  is  allocable  to  the  residential  portion 
is  counted  as  reinvestment  for  the  purpose  of  the  new  subsection. 

Property  used  by  the  taxpayer  as  his  principal  residence  may  include 
a  houseboat  or  a  house  trailer.  Paragraph  (5)  provides  that  the 
taxpayer’s  principal  residence  may  also  include  stock  held  by  a 
tenant-stockholder  in  a  cooperative  apartment  corporation  as  those 
terms  are  defined  in  section  23  (z)  (2)  of  the  code,  if  the  apartment 
which  the  taxpayer  is  entitled  to  occupy  as  such  stockholder  is  used 
by  him  as  his  principal  residence.  Property  used  by  the  taxpayer 
as  his  principal  residence  does  not  include  personal  property  such  as  a 
piece  of  furniture,  a  radio,  etc.,  which,  in  accordance  with  the  appli¬ 
cable  local  law,  is  not  a  fixture. 

Paragraph  (2)  (A)  provides  that  an  exchange  by  the  taxpayer  of  his 
residence  for  other  property  shall  be  considered,  for  the  purposes  of  the 
new  subsection,  to  be  a  sale.  Paragraph  (2)  (B)  provides  that  where 
the  taxpayer’s  residence  (as  a  result  of  its  destruction  in  whole  or  in 
part,  theft  or  seizure)  is  compulsorily  or  involuntarily  converted  into 
property  or  money,  the  destruction,  theft  or  seizure  shall  also  be 
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considered  as  a  sale.  Although  paragraph  (2)  (B)  does  not  specifically 
provide  that  an  exercise  of  the  power  of  requisition  or  condemnation 
shall  be  considered  a  sale,  such  events  are  nevertheless  sales  under  the 
principle  of  Hawaiian  Gas  Products,  Ltd.  v.  Commissioner  (126  F., 
(2d)  4,  cert,  denied,  317  U.  S.  653). 

For  the  purposes  of  this  subsection,  the  acquisition  of  property 
which  is  used  as  the  taxpayer’s  principal  residence  upon  an  exchange 
of  property  by  the  taxpayer  (under  par.  (2)  (A)),  or  upon  the  compul¬ 
sory  or  involuntary  conversion  of  property  used  by  the  taxpayer  as 
Ins  principal  residence  as  the  result  of  its  destruction,  in  whole  or  in 
part,  theft,  seizure,  requisition,  or  condemnation  (under  par.  (2)  (B)), 
and  the  construction  or  reconstruction  of  a  residence  (under  par. 
(2)  (D)),  shall  be  considered  to  be  a  purchase.  The  mere  improve¬ 
ment  of  a  residence,  not  amounting  to  reconstruction,  does  not  consti¬ 
tute  a  purchase  of  such  residence. 

The  words  “taxpayer’s  selling  price  of  the  old  residence”  include 
the  amount  of  any  mortgage,  trust  deed,  or  other  indebtedness  to 
which  such  property  is  subject  in  the  hands  of  the  purchaser  whether 
or  not  the  purchaser  assumes  such  indebtedness.  Such  words  also 
include  the  face  amount  of  any  liabilities  of  the  purchaser  which  are 
part  of  the  consideration  for  the  sale.  Commissions  and  other  selling 
expenses  paid  or  incurred  by  the  taxpayer  on  the  sale  of  the  old 
residence  are  not  to  be  deducted  or  taken  into  account  in  determining 
the  “taxpayer’s  selling  price  of  the  old  residence.”  In  the  case  of  an 
exchange  or  conversion  which  is  considered  as  a  sale  under  this  sub¬ 
section,  the  amount  realized  by  the  taxpayer  upon  such  exchange  or 
conversion  shall  be  considered  (under  par.  (2)  (C))  to  be  the  “taxpayer’s 
selling  price  of  the  old  residence.” 

The  words  “taxpayer’s  cost  of  purchasing  the  new  residence”  also 
include  such  indebtedness  to  which  the  property  purchased  is  subject 
at  the  time  of  purchase  whether  or  not  assumed  by  the  taxpayer 
(including  purchase-money  mortgages,  etc.)  and  the  face,  amount  of 
any  liabilities  of  the  taxpayer  which  are  part  of  the  consideration  for 
the  purchase.  Commissions  and  other  purchasing  expenses  paid  or 
incurred  by  the  taxpayer  on  the  purchase  of  the  new  residence  are  to 
be  included  in  determining  the  “taxpayer’s  cost  of  purchasing  the 
new  residence.”  In  the  case  of  an  acquisition  of  a  residence  upon  an 
exchange  or  conversion  which  is  considered  as  a  purchase  under  this 
subsection,  the  fair  market  value  of  the  new  residence  shall  be  con¬ 
sidered  as  the  “taxpayer’s  cost  of  purchasing  the  new  residence.” 

This  section  of  the  bill  as  passed  by  the  House  included  in  the 
“taxpayer’s  cost  of  purchasing  the  new  residence”  only  so  much  of  the 
cost  as  is  attributable  to  acquisition,  construction,  reconstruction,  or 
improvements  made  within  the  2-year  period  of  time  in  which  the 
purchase  of  the  new  residence  must  be  made  in  order  to  have  gain 
not  recognized  under  the  amendment  and  which  is  properly  chargeable 
to  capital  account  rather  than  to  current  expense.  Your  committee 
has  added  a  new  subparagraph  (G)  to  the  proposed  section  112  (n)  (2) 
to  extend  from  1  year  to  18  months  the  time  after  the  sale  of  the  old 
residence  within  which  the  taxpayer  must  use  a  new  residence,  the 
construction  of  which  was  commenced  by  the  taxpayer  prior  to  the 
expiration  of  1  year  after  the  date  of  such  sale,  in  order  to  have  any 
of  the  gain  on  such  sale  not  recognized,  and  within  which  the  costs  of 
constructing  such  a  new  residence  will  be  considered  as  the  “cost  of 
purchasing  the  new  residence.” 
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Where  any  part  of  the  new  residence  is  acquired  by  the  taxpayer, 
for  example,  by  gift,  the  value  of  such  part  is  not  to  be  included  in 
determining  the  taxpayer’s  cost  of  the  new  residence.  If  the  tax¬ 
payer  acquires  a  residence  by  gift  or  inheritance,  and  spends  $10,000 
in  reconstructing  the  residence,  only  $10,000  may  be  treated  under 
paragraph  (1)  as  the  taxpayer’s  cost  of  purchasing  the  new  residence. 

Paragraph  (6)  of  the  proposed  subsection  provides  that,  if  the  tax¬ 
payer  and  his  spouse,  in  accordance  with  the  regulations  which  the 
Secretary  shall  prescribe  pursuant  to  such  paragraph,  consent  to  the 
application  of  subparagraph  (B)  of  such  paragraph,  the  words  “tax¬ 
payer’s  selling  price  of  the  old  residence”  shall  mean  the  taxpayer’s  or 
the  taxpayer  and  his  spouse’s  selling  price  of  the  old  residence,  and  the 
words  “taxpayer’s  cost  of  purchasing  the  new  residence”  shall  mean  the 
cost  to  the  taxpayer,  or  to  his  spouse,  or  to  both  of  them,  of  purchasing 
the  new  residence,  whether  such  new  residence  is  held  by  the  taxpayer, 
or  his  spouse,  or  both.  Such  subparagraph  (B)  provides  that  so  much 
of  the  gam  upon  the  sale  of  the  old  residence  as  is  not  recognized  solely 
by  reason  of  paragraph  (6)  and  so  much  of  the  adjustment  to  basis  of 
the  new  residence  under  paragraph  (4)  of  the  new  subsection  as  results 
solely  by  reason  of  paragraph  (6)  shall  be  allocated  between  the  tax¬ 
payer  and  his  spouse  as  provided  for  in  the  regulations  which  the 
Secretary  shall  prescribe.  Paragraph  (6)  is  applicable  only  if  the  old 
residence  and  the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  their  principal  residence.  If  the  taxpayer  and  his  spouse  do 
not  consent  to  the  application  of  subparagraph  (B),  the  recognition  oi 
gain  upon  the  old  residence  shall  be  determined  under  the  proposed 
subsection  without  regard  to  paragraph  (6).  The  following  examples 
will  illustrate  the  application  of  paragraph  (6) : 

Example  ( 1 ). — A  taxpayer,  in  1951,  sells  for  $10,000  the  princi¬ 
pal  residence  of  himself  and  his  wife,  which  he  owns  individually 
and  which  has  an  adjusted  basis  to  him  of  $5,000.  Within  a  year 
after  such  sale  he  and  his  wife  contribute  $5,000  each  from  their 
separate  funds  for  the  purchase  of  their  new  principal  residence 
which  they  hold  as  tenants  in  common,  each  owning  an  undivided 
one-half  interest  therein.  If  the  taxpayer  and  his  wife  consent  to 
the  application  of  section  112  (n)  (6)  (B),  it  is  anticipated  that 
the  regulations  which  the  Secretary  shall  prescribe  under  such 
section  will  provide  that  the  gain  of  $5,000  upon  the  sale  of  the 
old  residence  will  not  be  recognized  to  the  taxpayer,  and  the  ad¬ 
justed  basis  of  the  taxpayer’s  interest  in  the  new  residence  will 
be  $2,500  and  the  adjusted  basis  of  the  taxpayer’s  wife’s  interest 
in  such  property  will  be  $2,500. 

Example  (2). — A  taxpayer  and  his  wife,  in  1951,  sell  for  $10,000 
their  principal  residence,  which  they  own  as  joint  tenants  and 
which  has  an  adjusted  basis  of  $2,500  to  each  of  them  ($5,000 
together).  Within  a  year  after  such  sale,  the  wife  spends  $10,000 
of  her  own  funds  in  the  purchase  of  a  new  principal  residence  for 
herself  and  the  taxpayer  and  takes  title  in  her  name  only.  If  the 
taxpayer  and  his  wife  consent  to  the  application  of  section  112 
(n)  (6)  (B),  it  is  anticipated  that  the  regulations  which  the 
Secretary  shall  prescribe  under  such  section  will  provide  that  the 
adjusted  basis  to  the  wife  of  the  new  residence  shall  be  $5,000, 
and  the  gain  of  the  taxpayer  of  $2,500  upon  the  sale  of  the  old 
residence  will  not  be  recognized.  The  wife,  as  a  taxpayer  herself, 
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will  have  her  gain  of  $2,500  on  the  sale  of  the  old  residence  not 
recognized  under  paragraph  (1)  of  section  112  (n). 

If  the  taxpayer  sells  or  otherwise  disposes  of  a  new  residence  prior 
to  the  date  of  the  sale  of  the  old  residence,  paragraph  (2)  (E)  provides 
that  such  new  residence  will  not  he  considered  as  a  new  residence  for 
the  purposes  of  this  subsection.  And,  if  the  taxpayer,  within  the 
specified  period,  purchases  more  than  one  property  which  is  used  by 
him  as  his  principal  residence  during  the  1  year  succeeding  the  date 
of  the  sale  of  the  old  residence,  paragraph  (2)  (F)  provides  that  only 
the  last  of  such  residences  so  used  by  him  shall  be  considered  a  new 
residence  for  the  purposes  of  this  subsection.  However,  if  the  tax¬ 
payer’s  new  residence  is  destroyed,  stolen,  seized,  requisitioned,  con¬ 
demned,  or  sold  or  exchanged  under  the  threat  or  imminence  of  requi¬ 
sition  or  condemnation  within  the  year  succeeding  the  date  of  the  sale 
of  the  old  residence,  then,  for  the  purpose  of  the  preceding  sentence, 
such  year  is  deemed  to  end  on  the  date  of  the  destruction,  theft, 
seizure,  requisition,  condemnation,  sale,  or  exchange.  If  within  1 
year  prior  to  the  sale  of  the  old  residence,  the  taxpayer  sold  other 
property  used  by  him  as  his  principal  residence  at  a  gain,  and  any  part 
of  such  gain  was  not  recognized  under  this  subsection,  paragraph  (3) 
provides  that  the  subsection  shall  not  apply  with  respect  to  the  sale 
of  the  old  residence.  For  the  purposes  of  the  preceding  sentence, 
however,  the  destruction,  theft,  seizure,  requisition,  condemnation,  or 
the  sale  or  exchange  under  the  threat  or  imminence  of  requisition  or 
condemnation  shall  not  be  considered  as  a  sale.  The  following  ex¬ 
ample  will  illustrate  this  paragraph: 

A  taxpayer  sells  his  old  residence  <5n  January  15,  1951,  and 
purchases  a  new  residence  on  February  15,  1951.  On  March  15, 
1951,  he  sells  the  new  residence  and  purchases  a  second  new 
residence  on  April  15,  1951.  The  gain  on  the  sale  of  the  old 
residence  on  January  15,  1951,  will  not  be  recognized  except  to 
the  extent  to  which  the  taxpayer’s  selling  price  of  the  old  resi¬ 
dence  exceeds  his  cost  of  purchasing  the  second  new  residence 
purchased  on  April  15,  1951.  Gain  on  the  sale  of  the  first  new 
residence  on  March  15,  1951,  will  be  recognized.  If,  instead  of 
selling  the  first  new  residence  on  March  15,  1951,  such  residence 
had  been  destroyed  by  fire  on  that  date  and  insurance  proceeds 
in  cash  had  been  received  as  a  result  thereof,  the  gain  on  the 
sale  of  the  old  residence  on  January  15,  1951,  will  not  be  recog¬ 
nized  except  to  the  extent  to  which  the  taxpayer’s  selling  price 
of  the  old  residence  exceeds  his  cost  of  purchasing  the  new  resi¬ 
dence  purchased  on  February  15,  1951.  And,  gain  on  the  invol¬ 
untary  conversion  by  fire  of  the  first  new  residence  on  March  15, 
1951,  will  not  be  recognized  except  to  the  extent  to  which  the 
amount  realized  from  such  conversion  exceeds  the  taxpayer’s 
cost  of  purchasing  the  second  new  residence  purchased  on  April 
15,  1951. 

Paragraph  (4)  of  the  new  subsection  provides  that  where  the  pur¬ 
chase  of  a  new  residence  results  in  the  nonrecognition,  under  that 
subsection,  of  any  part  of  the  gain  realized  upon  the  sale  of  an  old 
residence,  then,  in  determining  the  adjusted  basis  of  the  new  residence 
as  of  any  time  following  the  date  of  the  sale  of  the  old  residence,  the 
adjustments  to  basis  shall  include  a  reduction  by  an  amount  equal  to 
the  amount  of  the  gain  which  was  not  recognized  upon  the  sale  of  the 
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old  residence.  Such  a  reduction  is  not  to  be  made  for  the  purpose  of 
determining  the  adjusted  basis  of  the  new  residence  as  of  any  time 
preceding  the  sale  of  the  old  residence.  For  this  purpose  the  amount 
of  the  gain  not  recognized  under  this  subsection  upon  the  sale  of  the 
old  residence  includes  only  so  much  of  the  gain  as  is  not  recognized 
because  of  the  taxpayer’s  cost,  up  to  the  date  of  the  determination  of 
the  adjusted  basis,  of  purchasing  the  new  residence.  The  following 
example  will  illustrate  this  paragraph: 

On  January  1,  1951,  the  taxpayer  buys  a  new  residence  for 
$10,000.  On  March  1,  1951,  he  sells  for  $15,000  his  old  residence 
which  has  an  adjusted  basis  to  him  of  $5,000.  During  April  a 
wing  is  constructed  on  the  new  house  at  a  cost  of  $5,000  and  in 
May  he  builds  a  garage  at  a  cost  of  $2,000.  The  adjusted  basis 
of  the  new  residence  is  $10,000  during  January  and  February, 
$5,000  during  March  and  April,  and  $7,000  following  the  comple¬ 
tion  of  the  construction  in  May. 

Whenever  a  taxpayer  sells  property  used  as  his  principal  residence 
at  a  gain  the  statutory  period  prescribed  in  section  275  of  the  code 
for  the  assessment  of  any  deficiency  attributable  to  any  part  of  such 
gain  will  not  expire  prior  to  the  expiration  of  3  years  from  the  date 
the  Secretary  is  notified  by  the  taxpayer,  in  accordance  with  such 
regulations  as  the  Secretary  may  prescribe,  of  the  cost  of  purchasing 
the  new  residence  which  the  taxpayer  claims  results  in  the  nonrecog¬ 
nition  of  any  part  of  such  gain,  or  of  the  taxpayer’s  intention  not  to, 
or  failure  to,  purchase  a  new  residence  within  the  period  when  such 
a  purchase  will  result  in  the  nonrecognition  of  any  part  of  such  gain. 
Such  a  deficiency  may  be  assessed  prior  to  the  expiration  of  such 
3-year  period  notwithstanding  the  provisions  of  any  other  law  or  rule 
of  law  which  might  otherwise  bar  such  assessment. 

Subsection  (b)  of  the  bill  makes  a  number  of  technical  amendments 
to  other  sections  of  the  code  which  are  necessitated  by  the  addition 
of  subsection  (n)  to  section  112.  The  first  such  amendment  provides 
that  section  112  (f),  relating  to  involuntary  conversions,  shall  not 
apply  in  the  case  of  property  used  by  the  taxpayer  as  his  principal 
residence  if  the  destruction,  theft,  seizure,  requisition,  condemnation, 
or  sale  or  exchange  under  the  threat  or  imminence  of  requisition  or 
condemnation  of  such  property  occurred  after  December  31,  1950. 
The  second  such  amendment  provides  that  section  113  (a)  (9),  relating 
to  basis  of  property  acquired  as  a  result  of  an  involuntary  conversion, 
shall  not  be  applicable  to  property  acquired  as  a  result  of  a  com¬ 
pulsory  or  involuntary  conversion  of  property  used  by  the  taxpayer 
as  his  principal  residence  if  the  destruction,  theft,  seizure,  requisition, 
condemnation,  or  sale  or  exchange  under  the  threat  or  imminence  of 
requisition  or  condemnation  of  such  property  occurred  after  December 
31,  1950.  These  sections  are  superseded  in  this  situation  by  the 
new  section  112  (n)  and  the  new  section  113  (b)  (1)  (K).  The  third 
such  amendment  adds  a  new  subparagraph  (K)  to  section  113  (b)  (1), 
relating  to  adjusted  basis  of  property,  which  provides  a  cross-reference 
from  such  section  to  section  112  (n)  (4).  The  fourth  such  amend¬ 
ment  adds  a  new  paragraph  (7)  to  section  117  (h),  relating  to  the 
determination  of  the  holding  period,  to  provide  that  in  determining 
the  period  for  which  the  taxpayer  has  held  a  residence  the  acquisition 
of  which  resulted  under  section  112  (n)  in  the  nonrecognition  of  any 
part  of  the  gain  realized  on  the  sale,  exchange,  or  involuntary  or 
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compulsory  conversion  of  another  residence,  there  shall  be  included 
the  period  for  which  such  other  residence  had  been  held  as  of  the 
date  of  such  sale,  exchange,  or  involuntary  conversion.  The  last  of 
such  amendments  adds  a  new  subsection  (e)  to  section  276,  relating 
to  the  period  of  limitation  upon  assessment  and  collection,  which 
provides  a  cross-reference  from  such  section  to  section  112  (n)  (7). 

Subsection  (c)  of  the  bill  contains  the  effective  date  of  the  amend¬ 
ments  made  by  this  section  of  the  bill.  Such  amendments  are  to  be 
applicable  to  taxable  years  ending  after  December  31,  1950,  but  the 
provisions  of  the  proposed  section  112  (n)  (1)  and  (6)  shall  apply  only 
with  respect  to  residences  sold,  within  the  meaning  of  such  section, 
after  such  date.  A  purchase  of  a  new  residence  prior  to  December  31, 
1950,  or  in  a  taxable  year  ending  before  January  1,  1951,  shall,  if 
otherwise  qualified,  be  considered  a  new  residence  for  the  purpose  of 
section  112  (n)  (1)  and  (6). 

SECTION  319.  PERCENTAGE  DEPLETION 

This  section  corresponds  to  section  304  of  the  bill  as  passed  by  the 
House.  The  House  bill  granted  a  percentage  depletion  allowance  at 
the  rate  of  5  percent  in  the  case  of  deposits  of  asbestos,  sand,  gravel, 
stone  (including  pumice,  scoria,  and  slate),  brick  clay,  tile  clay,  shale, 
oyster  shell,  clam  shell,  granite,  and  marble.  Your  committee  has 
granted  percentage  depletion  in  the  case  of  asbestos  at  the  rate  of  10 
percent  and  has  added  to  the  above  list  sodium  chloride  and,  if  pro¬ 
duced  from  brine  wells,  calcium  chloride,  magnesium  chloride,  potas¬ 
sium  chloride,  and  bromine.  Your  committee  has  removed  slate 
from  the  parenthetical  clause  following  stone  and  has  included  it  as  a 
separate  item  in  this  5-percent  category.  The  House  bill  increased 
the  5-percent  rate  of  percentage  depletion  now  allowed  for  coal  to  10 
percent.  Your  committee  has  followed  this  treatment  in  the  case  of 
coal  and  has  included  in  this  new  10-percent  category  those  minerals 
which  the  House  bill  would  have  allowed  percentage  depletion  at  a 
rate  of  15  percent.  These  minerals  are  borax,  fuller’s  earth,  tripoli, 
refractory  and  fire  clay,  quartzite,  perlite,  diatomaceous  earth, 
metallurgical  grade  limestone,  and  chemical  grade  limestone.  Your 
committee  has  also  added  wollastonite,  magnesite,  dolomite,  and 
brucite  to  this  10-percent  list,  and  has  added  aplite  to  the  listed  ma¬ 
terials  now  allowed  percentage  depletion  at  the  15-percent,  rate. 

Subsection  (b)  of  this  section  makes  a  technical  amendment  to 
paragraph  (2)  of  section  114  (b)  of  the  code  in  order  to  eliminate  the 
necessity  of  listing  by  name  those  mines  for  which  depletion  based  on 
discovery  value  is  denied  by  reason  of  the  allowance  of  percentage 
depletion. 

Your  committee  has  made  technical  amendments  to  section  114 
(b)  (4)  (A)  which  do  not  alter  its  substance.  The  House  bill  changed 
the  parenthetical  clause,  stating  that  thenardite  produced  from  brines 
or  mixtures  of  brine  would  be  allowed  percentage  depletion,  to  state 
that  thenardite,  including  thenardite  from  brines  or  mixtures  of 
brine,  would  be  permitted  such  allowance.  Your  committee  believes 
that  the  same  effect  can  be  achieved  by  striking  the  parenthetical 
clause. 

The  amendments  made  by  this  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after  December  31,  1950. 
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SECTION  320.  REDEMPTION  OF  STOCK  TO  PAY 
DEATH  TAXES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  hill,  amends  section  115  (g)  (3)  of  the  code,  relating  to  the 
redemption  of  stock  to  pay  death  taxes.  Under  that  section,  section 
115  (g)  (1),  relating  to  the  treatment  as  dividends  of  amounts  dis¬ 
tributed  in  redemption  of  stock,  is  made  inapplicable  to  amounts 
distributed  in  redemption  of  stock  the  value  of  which  is  included  in 
determining  the  value  of  the  gross  estate  of  a  decedent  provided, 
among  other  limitations,  that  the  value  of  the  stock  in  such  corpora¬ 
tion  comprises  more  than  50  percent  of  the  value  of  the  net  estate  of  the 
decedent.  Under  your  committee’s  amendment  this  50-percent 
limitation  is  reduced  to  25  percent. 

The  amendment  made  by  this  section  is  applicable  only  with 
respect  to  taxable  years  ending  on  or  after  the  date  of  enactment  of 
this  act  but  shall  apply  only  to  amounts  distributed  on  or  after  such 
date. 


SECTION  321.  EARNED  INCOME  FROM  SOURCES  WITHOUT 

THE  UNITED  STATES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  116  (a)  (1)  and  (2),  and  section  1621  (a) 
(8)  (A),  of  the  Internal  Revenue  Code. 

Under  existing  law  an  individual  citizen  of  the  United  States  is 
permitted  to  exclude  from  gross  income  all  amounts  received  from 
sources  without  the  United  States  if  (1)  the  taxpayer  establishes  to 
the  satisfaction  of  the  Commissioner  that  he  has  been  a  bona  fide 
resident  of  a  foreign  country  or  countries  throughout  the  entire  taxable 
year  and  (2)  such  amounts  constitute  earned  income  as  specifically 
defined.  Amounts  paid  by  the  United  States  or  any  agency  thereof 
do  not  come  within  the  exclusion  privilege. 

If  a  citizen  has  been  a  bona  fide  resident  of  a  foreign  country  or 
countries  for  a  period  of  at  least  2  years  before  the  date  on  which 
he  changes  his  residence  from  the  foreign  country  to  the  United  States, 
he  is  also  permitted  under  section  116  (a)  (2),  relating  to  taxable  year 
of  change  of  residence  to  the  United  States,  to  exclude  from  gross 
income  earned  income  (as  specifically  defined)  from  sources  without 
the  United  States  which  is  attributable  to  that  part  of  the  period  before 
the  date  of  change  in  residence.  This  exclusion  is  also  not  permitted 
with  respect  to  amounts  paid  by  the  United  States  or  any  agency 
thereof. 

Two  disadvantages  of  section  116  (a)  (1)  and  (2),  as  now  written, 
are  (1)  that  the  citizen  who  assumes  bona  fide  residence  in  a  foreign 
country  in  a  given  taxable  year  after  a  portion  of  such  year  has  expired 
is  in  no  case  permitted  the  exclusion  with  respect  to  that  year  irre¬ 
spective  of  the  duration  of  the  period  of  bona  fide  foreign  residence  in 
years  subsequent  to  that  in  which  such  residence  has  been  taken  up, 
and  (2)  the  residence  requirement  operates  to  deny  the  exclusion 
privilege  to  individual  citizens  of  the  United  States  who  are  employed 
in  foreign  countries  for  extended  periods  of  tune  and  have  not  in  fact 
or  law  become  a  bona  fide  resident  of  a  foreign  country. 

This  section  amends  section  116  (a)  (1)  to  provide  that  an  individual 
citizen  of  the  United  States  will  be  permitted  to  exclude  from  gross 
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income  all  such  earned  income  to  which  the  section  now  relates  which 
is  attributable  to  an  uninterrupted  period  of  foreign  residence,  if  the 
taxpayer  establishes  to  the  satisfaction  of  the  Secretary  that  he  has 
been  a  bona  fide  resident  of  a  foreign  country  or  countries  for  such 
uninterrupted  period  which  includes  an  entire  taxable  year.  This 
will  permit  the  exclusion  with  respect  to  the  part  of  the  taxable  year 
subsequent  to  the  taxpayer’s  becoming  a  bona  fide  resident,  if  the 
taxpayer  eventually  comes  within  the  other  requirements  of  section 
116  (a)  (1).  The  qualifying  period  of  bona  fide  foreign  residence  must 
be  continuous  and  uninterrupted;  however,  trips  to  the  United  States 
for  purposes  of  business  or  vacation  will  not  disqualify  the  taxpayer 
from  satisfying  bona  fide  residence  requirements.  The  bona  fide 
residence  rule  is  the  same  as  the  present  law.  Present  section  116  (a) 
(2),  relating  to  the  taxable  year  of  change  of  residence  to  the  United 
States,  is  considered  no  longer  to  be  necessary  and  is,  therefore, 
deleted. 

This  section  also  adds  a  new  section  116  (a)  (2)  under  the  provisions 
of  which  an  individual  citizen  of  the  United  States  will  be  permitted  to 
exclude  from  gross  income  all  amounts  received  from  sources  without 
the  United  States  which  constitute  earned  income  (as  specifically  de¬ 
fined)  attributable  to  any  period  of  18  consecutive  months  during 
which  the  taxpayer  is  physically  present  in  a  foreign  country  or  coun¬ 
tries  for  a  total  of  at  least  510  full  days.  Thus,  if  a  citizen  is  unable 
to  satisfy  the  bona  fide  residence  requirement  of  section  116  (a)  (1),  he 
has  the  alternative  of  satisfying  the  physical-presence  test  prescribed 
by  section  116  (a)  (2).  In  computing  the  minimum  of  510  full  days 
of  physical  presence  in  a  foreign  country  or  countries,  all  separate 
periods  of  such  presence  during  the  period  of  18  consecutive  months 
are  to  be  aggregated.  Amounts  paid  by  the  United  States  or  any 
agency  thereof  do  not  come  within  this  exclusion  privilege. 

This  section  also  amends  section  1621  (a)  (8)  (A)  of  the  Internal 
Revenue  Code  in  order  (1)  to  adapt  provisions  respecting  collection 
of  income  tax  at  source  on  wages  to  the  substantive  changes  made  by 
this  section  of  your  committee’s  bill  and  (2)  to  eliminate  double 
withholding  of  income  tax  from  wages  in  certain  circumstances.  By 
virtue  of  this  amendment,  collection  of  income  tax  at  source  on  wages 
will  not  be  required  in  the  case  of  wages  paid  by  any  employer  (other 
than  the  United  States  or  any  agency  thereof)  for  services  performed 
in  a  foreign  country  by  a  United  States  citizen,  if  it  is  reasonable  to 
believe  that  such  remuneration  will  be  excluded  from  gross  income 
under  the  provisions  of  section  116  (a)  (1)  or  (2).  However,  wages 
paid  to  a  citizen  of  the  United  States  by  a  private  employer  for  services 
pei'formed  in  the  United  States  will  be  subject  to  withholding,  even 
though  such  citizen  is  a  bona  fide  resident  of  a  foreign  country.  In 
addition,  section  1621  (a)  (8)  (A)  is  so  amended  by  this  section  that 
collection  of  income  tax  at  source  on  wages  will  not  be  required  in  the 
case  of  wages  paid  by  any  employer  (other  than  the  United  States  or 
any  agency  thereof)  for  services  performed  in  a  foreign  country  by  a 
United  States  citizen  if,  at  the  time  of  payment  of  the  wages,  the 
employer  is  required  by  the  law  of  such  foreign  country  to  withhold 
income  tax  upon  such  wages. 

The  amendment  made  to  section  1 1 6  of  the  code  will  be  applicable 
to  taxable  years  beginning  after  December  31,  1950.  The  amendment 
made  to  section  1621  thereof  will  be  applicable  with  respect  to  wages 
paid  on  or  after  January  1,  1952. 
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SECTION  322.  CAPITAL  GAINS  AND  LOSSES 

This  section,  which  corresponds  to  section  305  of  the  bill  as  passed 
by  the  House,  revises  the  tax  treatment  of  capital  gains  and  losses  in 
the  case  of  a  taxpayer  other  than  a  corporation. 

Under  present  law,  in  the  case  of  a  taxpayer  other  than  a  corpora¬ 
tion,  gain  or  loss  from  the  sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months  (long-term  capital  gain  or  loss)  is  only  50  percent 
taken  into  account  in  computing  net  income,  and  gain  or  loss  from 
the  sale  or  exchange  of  a  capital  asset  held  for  6  months  or  less  (short¬ 
term  capital  gain  or  loss)  is  100  percent  taken  into  account  in  comput¬ 
ing  net  income.  Hence  $1  of  short-term  capital  loss  may  offset  $2  of 
long-term  capital  gain.  For  example,  an  individual  having  a  short¬ 
term  capital  loss  of  $1  million  woidd  pay  no  tax  upon  a  long-term 
capital  gain  of  $2  million. 

In  the  case  of  a  corporation  present  law  requires  that  short-term 
capital  loss  (or  gain)  offset  long-term  capital  gain  (or  loss)  dollar  for 
dollar  instead  of  at  the  2-to-l  ratio  just  described.  Under  the  amend¬ 
ments  made  by  this  section  of  the  bill,  short-term  capital  loss  (or  gain) 
and  long-term  capital  gain  (or  loss)  will  also  offset  each  other  dollar  for 
dollar  in  the  case  of  a  taxpayer  other  than  a  corporation. 

The  essentials  of  the  new  treatment  of  taxpayers  other  than  corpo¬ 
rations  are  as  follows: 

1.  Capital  gains  (whether  long-term  or  short-term)  will  be  100  per¬ 
cent  taken  into  account  in  computing  gross  income. 

2.  Capital  losses  (whether  long-term  or  short-term)  will  be  100  per¬ 
cent  taken  into  account  as  deductions  in  computing  net  income;  except 
that  (as  under  present  law)  such  losses  may  be  allowed  only  to  the 
extent  of  capital  gains  plus  the  smaller  of  (a)  $1,000  or  (b)  the  net 
income  (or  adjusted  gross  income  in  case  Supplement  T  is  used)  of  the 
taxpayer  computed  without  regard  to  capital  gains  and  losses. 

3.  A  new  deduction  from  gross  income  is  provided,  to  be  computed 
as  follows:  As  under  present  law,  the  taxpayer  will  merge  liis  short¬ 
term  capital  gains  and  losses  to  obtain  his  net  short-term  capital  gain 
or  loss,  as  the  case  may  be;  and  will  merge  his  long-term  capital  gains 
and  losses  (taken  into  account  100  percent)  to  obtain  his  net  long¬ 
term  capital  gain  or  loss,  as  the  case  may  be.  A  taxpayer  having  a 
net  long-term  capital  gain  will  then  reduce  it  by  any  net  short-term 
capital  loss  and  will  take  as  a  deduction  one-half  of  any  remaining 
excess.  This  new  50-percent  deduction  for  the  excess  of  net  long¬ 
term  capital  gain  over  net  short-term  capital  loss  supersedes  the  50- 
percent  inclusion  of  long-term  capital  gains  and  losses  provided  by 
present  law. 

4.  As  under  present  law,  a  taxpayer  having  an  excess  of  net  long¬ 
term  capital  gain  over  net  short-term  capital  loss  is  permitted  to 
compute  an  alternative  tax  by  combining  a  flat  percentage  of  such 
excess  with  a  partial  tax  computed  in  the  regular  manner  upon  the 
balance  of  his  net  income. 

Subsection  (a)  of  this  section  adds  a  new  subsection  (ee)  to  section 
23  of  the  code  and  amends  section  117  (b)  of  the  code  (which  hereto¬ 
fore  has  prescribed  the  percentages  of  gain  or  loss  taken  into  account), 
so  as  to  provide  the  new  deduction  for  50  percent  of  the  excess  of 
net  long-term  capital  gain  over  net  short-term  capital  loss.  An  estate 
or  trust  is  required  to  exclude,  in  computing  this  deduction,  capital 
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gain  which  under  section  162  (b)  or  (c)  is  includible  as  such  by  it3 
income  beneficiaries. 

The  following  examples  will  illustrate  the  differences  in  the  com¬ 
putation  of  net  income  under  present  law  and  under  the  new  treatment 
ment  in  the  case  of  an  individual  who,  it  is  assumed,  has  net  income 
of  $8,000  computed  without  regard  to  capital  gains  and  losses: 

Example  (1). — Assume  that  the  individual  realizes  $2,000  of  long¬ 
term  capital  gain  and  $1,500  of  short-term  capital  loss  during  the 
taxable  year.  Under  present  law  one-half  of  the  gain  ($1,000)  is 
includible  in  gross  income,  the  $1,500  loss  is  allowable,  and  the  net 
income  is  $7,500.  Under  the  new  treatment  the  entire  $2,000  of  the 
gain  is  includible  in  gross  income,  the  $1,500  loss  is  allowable,  a  deduc¬ 
tion  under  section  23  (ee)  is  also  allowed  in  the  amount  of  $250 
(one-lialf  of  the  excess  of  the  gain  over  the  loss),  and  the  net  income  is 
$8,250. 

Example  ( 2 ). — Assume  that  the. individual  realizes  $3,000  of  long¬ 
term  capital  loss  and  $2,000  of  short-term  capital  gain  during  the 
taxable  year.  Under  present  law  the  $2,000  gain  is  includible  in  gross 
income,  the  one-half  of  the  loss  ($1,500)  taken  into  account  is  allow¬ 
able,  and  net  income  is  $8,500.  Under  the  new  treatment  the  $2,000 
gain  is  includible  in  gross  income,  the  $3,000  loss  is  allowable,  and  net 
income  is  $7,000. 

Example  (8). — Assume  that  the  individual  realizes  $3,000  of  long¬ 
term  capital  loss  and  $2,000  of  short-term  capital  loss  during  the  tax¬ 
able  year.  Under  present  law  net  income  is  $7,000,  and  the  taxpayer 
may  carry  forward,  to  be  used  as  short-term  capital  loss  in  the  five 
succeeding  years,  $2,500  (the  short-term  capital  loss,  $2,000,  plus 
one  half  of  the  long-term  capital  loss,  $1,500,  less  the  loss  allowed  in 
the  current  year,  $1,000).  Under  the  new  treatment  net  income  is 
also  $7,000,  but  the  taxpayer  may  carry  forward,  to  be  used  as  a 
short-term  capital  loss  in  the  five  succeeding  years,  $4,000  (the  aggre¬ 
gate  losses  of  $5,000  less  the  $1,000  allowed  in  the  current  year). 

Subsection  (b)  of  this  section  amends  section  117  (c)  (2)  of  the  code 
(relating  to  alternative  tax  in  the  case  of  a  taxpayer  other  than  a 
corporation).  The  purpose  of  this  amendment  is  to  conform  the 
computation  of  the  alternative  tax  to  the  new  treatment  of  capital 
gains  and  losses.  Because  of  the  deduction  provided  bv  sections 
23  (ee)  and  117  (b),  as  amended,  net  income  under  the  new  treatment 
will  include  only  50  percent  of  the  excess  of  net  long-term  capital  gain 
over  net  short-term  capital  loss.  Hence,  it  has  been  necessary  to  pro  - 
vide  that  the  partial  tax,  to  be  computed  at  the  rates  and  in  the 
manner  as  if  section  117  (c.)  had  not  been  enacted,  shall  be  computed 
upon  the  net  income  reduced  by  only  such  50  percent  of  the  excess. 
The  amount  to  be  added  to  the  partial  tax,  to  arrive  at  the  total  tax, 
is  computed  by  taking  25  percent  of  the  whole  excess  of  net  long-term 
capital  gain  over  net  short-term  capital  loss. 

The  application  of  section  117  (c)  (2),  as  amended,  may  be  thus 
illustrated:  Assume  that  for  the  calendar  year  1952  an  individual  has 
net  income  of  $90,000  computed  as  follows:  $50,000  of  ordinary  net 
income,  and  an  $80,000  excess  of  net  long-term  capital  gain  over  net 
short-term  capital  loss,  with  a  deduction  of  $40,000  allowable  under 
section  23  (ee)  with  respect  to  such  excess.  The  first  step  is  to  com¬ 
pute  a  partial  tax  upon  $50,000  under  the  provisions  of  sections  11 
and  12;  this  partial  tax  is  $28,672.  The  second  step  is  to  take  25 
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percent  of  $80,000  (excess  of  net  long-term  capital  gain  over  net 
short-term  capital  loss),  which  is  $20,000.  The  alternative  tax  is, 
therefore,  $48,672. 

Subsection  (c)  (1)  of  this  section  amends  section  22  (n)  to  provide 
that  the  new  deduction  allowed  by  section  23  (ee)  shall  be  taken  in 
computing  adjusted  gross  income. 

Subsections  (c)  (2)  and  (3)  make  conforming  amendments  to  sections 
117  (a)  (2),  117  (a)  (4),  and  117  (j)  (2)  (A).  As  amended,  these 
sections  deal  with  specified  types  of  gains  “if  and  to  the  extent  taken 
into  account  in  computing  gross  income.”  Although  the  percentage 
inclusion  provisions  have  been  eliminated  from  section  117  (b),  this 
limiting  expression  is  necessary  in  order  to  eliminate  any  gain  which 
for  any  reason  is  not  includible  in  gross  income  for  the  taxable  year. 

Subsection  (c)  (4)  of  this  section  makes  a  conforming  amendment 
to  section  122  (d)  (4)  of  the  code  (relating  to  computation  of  the  net 
operating  loss  deduction).  The  principle  enunciated  by  the  Supreme 
Court  in  the  Reo  Motors,  Inc.  v.  Commissioner  (338  U.  S.  442),  (which 
disapproved  the  decision  in  Commissioner  v.  Moore,  Inc.  (151  F.  (2d) 
527))  will  govern  in  applying  the  effective  date  provisions  with 
respect  to  this  amendment. 

Subsection  (c)  (5)  of  this  section  amends  section  162  (a)  of  the  code 
(relating  to  deductions  of  a  trust  or  estate).  This  amendment  merely 
makes  certain  that  the  principle  of  United  States  v.  Benedict,  et  al. 
(338  U.  S.  692)  and  related  cases  will  continue  under  the  bill  as  under 
existing  law,  namely,  that  appropriate  adjustment  of  the  deductions 
under  section  162  (a)  is  to  be  made  on  account  of  the  applicable 
treatment  of  capital  gains  and  losses. 

Subsection  (d)  of  this  section  provides  that  the  amendments  made 
by  the  section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  enactment  of  the  bill.  The  treat¬ 
ment  of  capital  gains  and  losses  of  years  beginning  before  such  date 
is  not  affected  by  these  amendments  for  any  purpose,  including  the 
determination  under  section  117  (e)  of  the  amount  of  the  capital 
loss  or  of  the  net  capital  gain  for  any  taxable  year  beginning  before 
such  date.  Thus,  in  the  case  of  a  taxpayer  whose  taxable  year  is  a 
calendar  year,  a  net  capital  loss  for  the  calendar  year  1950,  and  the 
net  capital  gain  for  1951,  would  be  computed  without  regard  to  the 
amendments  even  though  the  loss  is  carried  forward  under  117  (e)  of 
the  code  to  the  calendar  year  1952,  a  year  to  which  the  amendments 
will  be  applicable.  In  determining  the  amount  of  the  net  capital  loss 
for  1950  which  can  be  carried  over  under  section  117  (e)  to  1953,  the 
computation  of  the  net  capital  gain  for  1952  would,  of  course,  be 
computed  with  regard  to  the  amendments  made  by  this  section. 

SECTION  323.  SALE  OF  LAND  WITH  UNHARVESTED  CROP 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  117  (j)  of  the  code  (relating  to  sale, 
exchange,  or  conversion  of  property  used  in  the  trade  or  business) 
to  provide  that,  under  certain  conditions,  an  unharvested  crop  shall 
be  considered  as  property  used  in  the  trade  or  business.  Whether 
gain  or  loss  from  the  sale,  exchange,  or  conversion  of  such  a  crop 
will,  as  a  result  of  this  amendment,  be  treated  as  gain  or  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for  more  than  6  months  will 
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depend  upon  the  application  of  section  117  (j)  to  that  and  other 
transactions  of  the  taxpayer. 

Subsection  (a)  (1)  of  this  section  amends  section  117  (j)  (1)  to 
provide  that  the  term  “property  used  in  the  trade  or  business”  includes 
an  unli  Sr  vested  crop  to  which  paragraph  (3)  of  section  117  (j)  is 
applicable. 

Subsection  (a)  (2)  adds  a  new  paragraph  (3)  to  section  117  (j)  to 
provide  that  when  an  unharvested  crop  on  land  used  in  the  trade  or 
business  and  held  for  more  than  6  months  is  sold  or  exchanged  (or 
compulsorily  or  involuntarily  converted  as  a  result  of  destruction  in 
whole  or  in  part,  theft  or  seizure,  or  an  exercise  of  the  power  of 
requisition  or  condemnation  or  the  threat  or  imminence  thereof) 
with  such  land  and  at  the  same  time  and  to  the  same  person,  such 
crop  shall  be  considered  as  “property  used  in  the  trade  or  business.” 
The  length  of  time  for  which  the  crop,  as  distinguished  from  the  land, 
lias  been  held  is  immaterial. 

Subsection  (b)  of  this  section  amends  section  24  of  the  code  to 
add  a  new  subsection  (f)  thereto  and  amends  section  113  (b)  (1)  of 
the  code  to  add  a  new  subparagraph  (L)  thereto,  so  as  to  provide 
that  deductions  attributable  to  the  production  of  an  unharvested 
crop,  which  is  considered  as  property  used  in  the  trade  or  business 
under  section  117  (j)  (3),  shall  not  be  allowed  in  computing  net 
income  but  must  be  capitalized  by  making  an  appropriate  adjustment 
to  basis.  Such  deductions  shall  be  so  treated  whether  or  not  the 
taxable  year  involved  is  that  of  the  sale,  exchange,  or  conversion  of 
such  crop  and  whether  they  are  for  expenses,  depreciation,  or  other 
items. 

Subsection  (c)  of  this  section  provides  that  the  amendments  made 
by  this*section  shall  be  applicable  only  with  respect  to  sales,  exchanges, 
or  conversions  occurring  in  taxable  vears  beginning  after  December 
31,  1950. 

SECTION  324.  SALES  OF  LIVESTOCK 

This  section  amends  section  117  (j)  of  the  code  to  provide  for  the 
tax  treatment  of  livestock.  See  page  41  of  part  I  of  this  report  for 
the  discussion  of  this  amendment. 

SECTION  325.  TAX  TREATMENT  OF  COAL  ROYALTIES 

This  section  corresponds  to  section  307  of  the  House  bill.  Your 
committee,  however,  has  made  several  changes. 

Subsections  (a),  (b),  and  (c)  of  this  section  of  the  bill  amend  sec¬ 
tions  117  (j)  (1)  and  117  (k)  (2)  of  the  code,  which  relate,  respectively, 
to  the  definition  of  property  used  in  the.  taxpayer’s  trade  or  business 
and  to  gain  or  loss  upon  the  cutting  of  timber. 

The  amendment  to  section  117  (k)  (2)  provides  that  if  coal  which 
has  been  owned  by  the  taxpayer  for  more  than  6  months  is  disposed 
of  by  him  under  any  form  or  type  of  contract  by  virtue  of  which  he 
retains  an  . economic  interest  in  the  coal,  the  difference  between  the 
amount  received  for  the  coal  and  the  adjusted  depletion  basis  thereof 
under  section  114  (b)  (1)  shall  be  treated  as  a  gain  or  loss,  as  the  case 
may  be,  upon  the  sale  of  the  coal.  The  amendment  to  section  117 
(j)  (1)  includes  within  the  term  “property  used  in  the  trade  or  busi¬ 
ness”  coal  to  which  section  117  (k)  (2)  is  applicable.  The  net  effect  of 
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these  two  amendments  is  to  treat  the  difference  between  the  amount 
received  for  the  coal  and  the  adjusted  depletion  basis  thereof  as  gain 
or  loss  to  which  section  117  (j)  is  applicable;  whether  such  gain  or  loss 
will  be  deemed  to  be  gain  or  loss  from  the  sale  of  a  capital  asset  held 
more  than  6  months  will  depend  upon  the' application  of  section  117 
(j)  to  these  and  other  transactions  of  the  taxpayer. 

An  owner  shall  not  be  entitled  to  the  allowance  for  percentage 
depletion  provided  for  in  section  114  (b)  (4)  with  respect  to  amounts 
received  any  part  of  which  are  considered  to  be  received  from  the  sale 
of  coal  under  section  117  (k)  (2),  as  amended  by  this  section.  The 
adjusted  depletion  basis  under  section  114  (b)  (1)  shall,  for  the 
purposes  of  section  117  (k)  (2),  as  amended  b\r  this  section,  include 
adjustments  for  development  and  exploration  expenditures  and  for 
deductions  under  section  113  (b)  (1)  (J)  and  (M),  as  added  by  sec¬ 
tions  309  and  341  of  this  bill. 

Your  committee  has  expressly  provided  in  this  section  that  the  term 
“coal”  includes  lignite. 

Under  the  House  bill  it  was  provided  that  the  amendment  made  by 
this  section  would  not  apply  in  any  case  where  the  taxpayer  was 
personally  obligated  to  pay  any  part  of  the  cost  of  operations  after 
the  disposal  of  the  coal  with  respect  to  the  mining  thereof.  In  lieu 
of  this  provision,  it  has  been  provided  that  the  amendment  made  by 
this  section  shall  not  apply  with  respect  to  any  of  the  income  realized 
by  the  taxpayer  as  a  co-adventurer,  partner,  or  principal  in  the  busi¬ 
ness  of  cutting  the  timber  or  mining  the  coal. 

Your  committee  has  added  a  provision  to  section  117  (k)  (2)  to  the 
effect  that  the  date  of  the  disposal  of  the  coal  or  timber  shall  be 
deemed  to  be  the  date  such  coal  is  mined  or  such  timber  is  cut,  rather 
than  the  date  of  the  royalty  contract  as  it  was  held  in  Spring-field 
Plywood  Corporation  (15  T.  C.  No.  91  (1950)  ). 

For  the  purpose  of  clarification,  your  committee  has  also  expressly 
provided  that,  in  determining  the  gross  income,  the  adjusted  gross 
income,  or  the  net  income  of  the  lessee,  the  deductions  allowable 
with  respect  to  rents  and  royalties  shall  be  determined  without  regard 
to  the  provisions  of  section  117  (k)  (2),  as  amended  by  this  section. 

Subsection  (d)  of  this  section  makes  a  technical  amendment  to  sec¬ 
tion  481  (a)  (4)  of  the  code  so  as  to  exclude  gain  or  loss  from  the  dis¬ 
posal  of  coal  to  which  section  117  (j)  is  applicable  in  determining  the 
net  earnings  of  an  individual  from  self-employment. 

•  Subsection  (e)  of  this  section  of  the  bill,  for  which  there  is  no 
corresponding  provision  in  the  House  bill,  contains  amendments 
designed  to  conform  section  433  (relating  to  computation  of  excess 
profits  net  income)  and  section  440  (a)  (,1)  (relating  to  definition  of 
inadmissible  assets)  to  the  principles  of  the  amendments  made  to 
sections  117  (j)  (1)  and  117  (k)  (2). 

A  new  subsection  (d)  is  added  to  section  433  to  provide  in  substance 
that  excess  profits  net  income  for  taxable  years  in  the  base  period 
shall  be  computed  as  if  the  provisions  of  sections  117  (j)  (1)  and 
117  (k)  (2)  which  relate  to  disposals  of  coal,  were  a  part  of  the  law 
applicable  to  the  taxable  year  in  the  base  period  for  which  the  excess 
profits  net  income  is  being  computed.  The  effect  of  this  amendment 
is  to  treat  the  difference  between  amounts  received  upon  the  disposal 
of  coal  in  the  base  period  and  the  adjusted  depletion  basis  thereof  as 
gain  or  loss  to  which  section  117  (j)  is  applicable  if  such  would  have 
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been  the  effect  of  the  transaction  under  section  117  (k)  (2)  if  such 
section,  as  amended,  had  been  applicable  to  the  taxable  year  in  which 
the  amounts  were  received.  Similarly,  in  the  case  of  such  a  disposal 
of  coal  in  a  base  period  year,  a  further  adjustment  is  to  be  made  to 
eliminate  any  allowance  for  percentage  depletion  (to  the  extent  such 
allowance  exceeds  the  amount  allowable  for  cost  depletion)  with  respect 
to  amounts  received  any  part  of  which  would  be  considered  to  be 
received  from  the  sale  of  coal  under  section  117  (k)  (2). 

The  amendment  to  section  440  (a)  (1)  would  add  a  new  subpara¬ 
graph  (C)  so  as  to  treat  as  an  inadmissible  asset  the  economic  interest 
in  the  coal  properties  referred  to  in  section  117  (k)  (2),  if  the  taxpayer 
is  subject  to  the  provisions  of  section  117  (k)  (2)  with  respect  to  the 
income  from  such  coal. 

Except  as  provided  in  subsection  (e),  the  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years  ending 
after  December  31,  1950  (whether  the  contract  was  made  on,  before,  or 
after  such  date),  but  shall  apply  only  with  respect  to  amounts  received 
or  accrued  after  such  date.  The  amendments  made  by  subsection  (e) 
shall  be  applicable  for  all  purposes  in  computing  the  excess  profits  tax 
for  taxable  years  ending  after  December  31,  1950.  For  example,  in 
computing  such  tax  for  1951  in  the  case  of  a  taxpayer  on  the  calendar- 
year  basis,  the  new  definition  of  inadmissible  assets  is  applicable  in 
computing  yearly  base  period  capital  under  section  435  (f),  original 
inadmissible  assets  under  section  435  (g),  and  total  assets  under 
section  442  (f). 

SECTION  326.  COLLAPSIBLE  CORPORATIONS 

This  section  corresponds  to  section  308  of  the  House  bill.  Your 
committee,  however,  has  made  the  amendments  made  by  this  section 
applicable  to  taxable  years  ending  after  August  31,  1951  (but  only 
with  respect  to  gain  realized  after  such  date),  rather  than  to  taxable 
years  beginning  after  December  31,  1950. 

This  section  of  the  bill  amends  section  117  (m)  of  the  code,  relating 
to  collapsible  corporations.  Section  117  (m)  (2)  (A)  defines  the  term 
“collapsible  corporation.”  Such  a  corporation  is  presently  defined  as 
a  corporation  formed  or  availed  of  principally  for  the  manufacture, 
construction,  or  production  of  property,  or  for  the  holding  of  stock  in 
a  corporation  so  formed  or  availed  of,  with  a  view  to  (i)  the  sale  or 
exchange  of  stock  by  its  shareholders  (whether  in  liquidation  or  other¬ 
wise),  or  a  distribution  to  its  shareholders,  prior  to  the  realization  by 
the  corporation  manufacturing,  constructing,  or  producing  the  prop¬ 
erty  of  a  substantial  part  of  the  net  income  to  be  derived  from  such 
property,  and  (ii)  the  realization  by  such  shareholders  of  gain  at¬ 
tributable  to  such  property.  This  section  of  the  bill  adds  to  such 
definition  the  case  of  a  corporation  formed  or  availed  of  principally 
for  the  purchase  of  property  which  (in  the  hands  of  the  corporation)  is 
property  described  in  section  117  (a)  (1)  (A)  (stock  in  trade,  etc.),  or 
for  the  holding  of  stock  in  a  corporation  so  formed  or  availed  of,  with 
a  view  to  (i)  the  sale  or  exchange  of  stock  by  its  shareholders  (whether 
in  liquidation  or  otherwise),  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  purchasing  the  property  of  a 
substantial  part  of  the  net  income  to  be  derived  from  such  property, 
and  (ii)  the  realization  by  such  shareholders  of  gain  attributable  to 
such  property. 
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It  is  immaterial,  for  the  purpose  of  the  amendment  made  by  this 
section  of  the  bill,  whether  the  purchase  of  the  property  in  question 
is  made  from  the  shareholders  of  the  corporation  or  from  persons 
other  than  the  shareholders  of  the  corporation.  The  property,  how¬ 
ever,  must  be  property  which,  in  the  hands  of  the  corporation,  is 
property  of  a  kind  described  in  section  117  (a)  (1)  (A).  Section  117 
(a)  (1)  (A)  excludes  from  the  definition  of  “capital  assets”  set  forth 
in  section  117  (a)  (1),  “stock  in  trade  of  the  taxpayer  or  other  prop¬ 
erty  of  a  kind  which  would  properly  be  included  in  the  inventory  of 
the  taxpayer  if  on  hand  at  the  close  of  the  taxable  year,  or  property 
held  by  the  taxpayer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business.”  It  is  assumed  that  property  which, 
in  the  hands  of  an  ordinary  corporation,  would  be  property  of  a  kind 
described  in  section  117  (a)  (1)  (A)  would  also  be  such  property  in 
the  hands  of  a  corporation,  formed  or  availed  of  within  the  meaning 
of  section  117  (m). 

In  order  to  conform,  the  other  provisions  of  section  1 17  (m)  to  the 
above  amendment,  necessary  changes  have  been  made  therein. 

The  amendments  made  by  this  section  are  applicable  to  taxable 
years  ending  after  August  31,  1951,  but  only  with  respect  to  gains 
realized  after  such  date,  but  it  is  specifically  provided  that  the  deter¬ 
mination  of  the  tax  treatment  of  gains  realized  prior  to  September  1, 
1951,  shall  be  made  as  if  this  section  had  not  been  enacted  and  without 
inferences  drawn  from  the  fact  that  the  amendments  made  by  this 
section  to  section  117  (m)  are  not  made  applicable  to  such  gains  and 
without  inferences  drawn  from  the  limitations  contained  in  section 
117  (m),  as  amended  by  this  section. 

SECTION  327.  DEALERS  IN  SECURITIES— CAPITAL  GAINS 
AND  ORDINARY  LOSSES 

This  section  adds  a  new  subsection  (n),  relating  to  the  treatment  of 
capital  gains  and  ordinary  losses  by  dealers  in  securities,  to  section  117 
of  the  code.  The  section  is  the  same  as  section  309  of  the  House  bill 
except  that  the  treatment  of  losses  in  the  case  of  a  bank  is  qualified  so 
as  to  be  consistent  with  the  treatment  provided  in  section  117  (i). 

Under  existing  law,  a  taxpayer  may  be  considered  as  a  dealer  with 
respect  to  certain  securities  and  as  an  investor  with  respect  to  other 
blocks  of  securities.  Under  present  court  decisions,  it  is  possible  for  a 
dealer  to  shift  securities  from  an  investment  account  to  an  inventory 
account  or  vice  versa,  thereby  affording  an  opportunity  for  converting 
what  should  be  ordinary  gain  into  capital  gain  and  what  slioidd  be 
capital  loss  into  an  ordinary  loss.  Section  117  (n),  as  added  by  this 
section  of  the  bill,  provides  rules  designed  to  prevent  a  dealer  from 
obtaining  the  most  beneficial  tax  result  by  a  shift  in  securities  from 
one  account  to  another,  or  by  insufficient  identification  of  the  securities 
alleged  to  be  within  a  particular  account. 

Paragraph  (1)  of  subsection  (n)  provides  rules  for  the  treatment  of 
capital  gains  by  a  dealer  in  securities.  Under  this  paragraph,  gain  by 
such  a  dealer  from  the  sale  or  exchange  of  a  security  shall  in  no  event 
be  considered  as  gain  from  the  sale  or  exchange,  of  a  capital  asset  unless 
(A)  the  security  is,  prior  to  the  expiration  of  the  thirtieth  day  after  its 
acquisition  or  after  the  date  of  enactment  of  this  act  (whichever  i? 
later),  clearly  identified  in  the  dealer’s  records  as  a  security  held  for 
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investment;  and  (B)  the  security  is  not,  at  any  time  after  the  expiration 
of  such  thirtieth  day,  held  by  the  dealer  primarily  for  sale  to  customers 
in  the  ordinary  course  of  the  trade  or  business.  It  is  contemplated 
that  the  regulations  may  prescribe  the  methods  of  identification  which 
will  adequately  earmark  the  security  as  one  held  for  investment. 

The  provisions  of  section  117  (n)  (1)  are  intended  to  operate  only 
in  the  case  where  gain  from  the  sale  of  a  security  would,  but  for 
the  provisions  of  such  paragraph',  be  considered  to  constitute  capital 
gain.  Thus,  if  a  security  sold  by  a  dealer  would  be  considered,  but 
for  section  117  (n)  (1),  to  constitute  the  sale  of  a  security  held  for 
investment,  gain  from  the  sale  of  such  security  will  nonetheless  not 
be  considered  as  capital  gain  unless  the  security  has  been  properly 
identified  within  the  30-day  period  in  the  dealer’s  records  as  held 
for  investment  and  is  at  no  other  time  thereafter  held  for  sale  to 
customers  in  the  ordinary  course  of  the  trade  or  business.  However, 
the  mere  fact  that  a  security,  which  is  actually  held  by  the  dealer 
for  sale  to  customers  in  the  ordinary  course  of  the  trade  or  business, 
is  identified  as  required  by  this  section  as  a  security  held  for  invest¬ 
ment,  will  not  cause  the  gain  from  the  sale  of  the  security  to  be 
treated  as  capital  gain. 

Section  117  (n)  (2)  provides  the  rule  for  treatment  of  ordinary 
losses  by  a  dealer  in  securities.  This  rule  is  that  a  loss  from  the  sale 
or  exchange  of  a  security  shall  be  considered  as  a  capital  loss  if  at 
any  time  after  the  thirtieth  day  following  the  date  of  enactment  of 
this  act  the  security  was  clearly  identified  in  the  dealer’s  records  as  a 
security  held  for  investment.  The  effect  of  section  117  (n)  (2)  is 
that,  if  a  security  has  once  been  identified  as  held  for  investment,  a 
loss  on  the  subsequent  disposition  of  such  security  shall  in  no  event 
be  considered  as  a  loss  from  the  sale  or  exchange  of  property  which 
is  not  a  capital  asset.  Your  committee  has  added  a  qualification  not 
specifically  contained  in  the  House  bill  which  excepts  from  the  appli¬ 
cation  of  section  117  (n)  (2)  transactions  described  in  section  117  (i), 
providing  in  substance  that,  in  the  case  of  a  bank,  if  losses  from  sales 
or  exchanges  of  certain  types  of  obligations  exceed  the  gams  from 
such  sales  or  exchanges,  the  excess  of  such  losses  are  considered  as 
ordinary  losses.  Under  your  committee’s  amendment,  the  provisions 
of  section  117  (n)  (2)  will  not  apply  if  section  117  (i)  is  applicable. 

For  the  purposes  of  section  117  (n)  the  term  “security”  means  any 
share  of  stock  in  any  corporation,  any  certificate  of  stock  or  interest  in 
any  corporation,  a  note,  bond,  debenture,  or  evidence  of  indebtedness, 
or  any  evidence  of  an  interest  in  or  right  to  subscribe  to  any  of  the 
foregoing. 

The  amendment  made  by  this  section  is  applicable  only  with  respect 
to  sales  or  exchanges  made  after  the  expiration  of  the  thirtieth  day 
after  the  date  of  enactment  of  this  act. 

SECTION  328.  RECEIPTS  OF  CERTAIN  TERMINATION 
PAYMENTS  BY  EMPLOYEE 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  adds  a  new  subsection  (o)  to  section  117  of  the  code,  to 
provide  that  certain  payments  received  by  an  employee  after  the 
termination  of  his  employment,  which  under  existing  law  are  taxable 
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as  ordinary  income,  shall  be  treated  as  gains  from  the  sale  or  exchange 
of  a  capital  asset  held  for  more  than  6  months. 

The  provisions  of  section  117  (o)  are  applicable  solely  to  amounts 
received  from  the  assignment  or  release  by  an  employee  of  all  his 
rights  to  receive,  after  termination  of  his  employment,  a  percentage  of 
future  profits  or  receipts  of  his  employer.  (By  future  profits  and 
receipts  is  meant  only  such  as  are  attributable  to  a  period  subsequent 
to  the  termination  of  employment.)  Under  this  section,  capital  gain 
treatment  is  accorded  to  such  amounts  provided  that  the  following 
conditions  are  met: 

(1)  the  employee  must  have  been  an  employee  of  the  employer 
whose  future  profits  or  receipts  are  involved  for  a  period  of  at 
least  20  years  prior  to  the  assignment  or  release, 

(2)  the  full  rights  to  the  percentage  of  the  future  profits  or 
receipts  which  are  the  subject  of  the  assignment  or  release  must 
have  been  incorporated  in  the  terms  of  the  employment  of  the 
employee  for  a  period  of  at  least  12  years; 

(3)  the  assignment  or  release  must  be  made  after  a  complete 
and  bona  fide  termination  of  the  employment  and  must  convey 
all  the  rights  of  the  employee  to  such  future  earnings  and  profits, 
and  must  convey  no  other  rights  of  the  employee;  and 

(4)  the  total  of  the  amounts  received  for  the  assignment  or 
release  must  be  received  after  such  bona  fide  termination  of 
employment  and  in  one  taxable  year  of  the  employee. 

The  provisions  of  section  117  (o)  are  applicable  to  taxable  years 
beginning  after  1950. 

SECTION  329.  NET  OPERATING  LOSS  CARRY-OVER 

This  section,  for  which  there  is  no  corresponding  section  in  the  bill 
as  passed  by  the  House,  amends  section  122  (b)  (2)  relating  to  the 
amount  of  net  operating  loss  carry-overs.  Subsection  (a)  of  the  sec¬ 
tion  amends  subparagraph  (A)  of  paragraph  (2)  which  in  its  present 
form  provides  that  the  net  operating  loss  for  a  taxable  year  beginning 
before  January  1,  1950,  may  (to  the  extent  not  absorbed  as  a' carry¬ 
back)  be  carried  forward  to  the  next  two  succeeding  taxable  years. 
Under  the  amendment  the  provision  for  the  2-year  carry-over  is 
restricted  to  taxable  years  beginning  before  January  1,  1948,  with  a 
cross-reference  to  new  subparagraph  (D),  added  by  subsection  (b)  of 
this  section,  which  provides  an  exception  to  the  provisions  of  subpara¬ 
graph  (A)  as  amended. 

Subsection  (b)  of  this  section  amends  section  122  (b)  (2)  by  adding, 
after  subparagraph  (B)  thereof,  two  new  subparagraphs,  (C)  and  (D). 
Subparagraph  (C)  provides  that  a  net  operating  loss  for  any  taxable 
year  beginning  after  December  31,  1947,  and  before  January  1,  1950, 
may  (to  the  extent  that  it  is  not  absorbed  as  a  carry-back)  be  carried 
forward  to  the  four  succeeding  taxable  years.  Under  the  terms  of  the 
amendment  this  provision  is  applicable  to  corporate  and  noncorporate 
taxpayers  alike  and  without  regard  to  when  such  taxpayers  commenced 
business.  The  added  subparagraph  (D),  however,  is  made  applicable 
only  to  corporations  which  commenced  business  after  December  31, 
1945,  and  provides  that  a  net  operating  loss  of  any  such  corporation 
for  a  taxable  year  beginning  after  December  31,  1945,  and  before 
January  1,  1948,  may  also  be  carried  forward  to  the  four  succeeding 
taxable  years. 
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It  will  be  noted,  of  course,  that  a  corporation  which  began  business 
in  any  of  the  years  in  the  period  1946  through  1949,  is  covered  under 
subparagraph  (D)  in  respect  of  1946  or  1947  net  operating  losses  and 
under  subparagraph  (C),  which  applies  to  all  taxpayers,  for  1948  or 
1949  losses. 

This  section  of  the  bill  does  not  change  the  2-year  carry-back  pro¬ 
visions  of  existing  law  in  respect  of  taxable  years  beginning  before 
January  1,  1950,  nor  does  it  change  the  provisions  of  existing  law  for 
a  1-year  carry-back  and  5  years  carry-over,  applicable  to  taxable 
years  beginning  after  December  31,  1949. 

The  amendments  made  by  this  section  are  not  applicable  in  com¬ 
puting  the  net  operating  loss  deduction  for  any  taxable  year  beginning 
before  January  1,  1949,'  but  apply  only  to  the  computation  of  such 
deduction  for  taxable  years  beginning  after  December  31,  1948. 

SECTION  330.  STOCK  OPTIONS 

This  section  of  the  bill,  for  which  there  is  no  corresponding  section 
in  the  bill  as  passed  by  the  House,  amends  subsection  (cl)  of  section 
130A,  relating  to  definition  of  the  term  “restricted  stock  option." 
The  introductory  phrase  “As  used  in  this  section,"  immediately  after 
the  heading  of  subsection  (d),  is  changed  by  the  amendment  to  read 
“For  the  purposes  of  this  section”  and  a  new  paragraph  (5)  is  added 
which  provides  that  if  the  grant  of  an  option  is  subject  to  stockholder 
approval,  the  date  of  the  grant  of  the  option  shall  be  determined  as  if 
the  option  had  not  been  subject  to  stockholder  approval.  The 
amendment  relates  solely  to  stockholder  approval,  and  its  effect  is  to 
eliminate  stockholder  approval  as  a  factor  to  be  considered  in  de¬ 
termining,  for  the  purpose  of  section  130A,  the  time  or  date  of  the 
grant  of  an  option,  made  subject  to  such  approval. 

The  amendment  applies  alike  to  conditions  for  stockholder  approval 
that  are  express  and  those  that  may  be  implied  from  some  pertinent 
provision  of  the  corporation’s  articles  of  incorporation  or  bylaws  or 
from  applicable  corporate  law  or  regulation,  and  also  applies  to  the 
situation  where  the  grant  of  an  option  is  voluntarily  submitted  to 
stockholders  for  approval  notwithstanding  the  absence  of  any  express 
or  implied  requirement  that  such  approval  be  obtained. 

The  amendment  applies  not  only  to  the  original  grant  of  an  option 
subject  to  stockholder  approval  but  to  any  modification,  extension, 
or  renewal  of  the  terms  of  such  an  option  which  requires  stockholder 
approval. 

The  amendment  is  made  effective  as  if  it  had  been  enacted  as  a 
part  of  section  218  of  the  Revenue  Act  of  1950. 

SECTION  331.  CREDIT  FOR  TAXES  OF  FOREIGN 
CORPORATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  131  (f)  (1)  and  (2)  of  the  Internal  Revenue 
Code. 

Under  the  existing  provisions  of  section  131  (f)  (1)  a  domestic 
corporation  which  owns  a  majority  of  the  voting  stock  of  a  foreign 
corporation  from  which  it  receives  dividends  in  any  taxable  year  will, 
for  the  purpose  of  section  131  under  which  a  tax  credit  is  allowed  for 
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taxes  paid  or  accrued  during  the  taxable  year  to  any  foreign  country 
or  possession  of  the  United  States,  be  deemed  to  have  paid  a  specified 
proportion  of  any  income,  war  profits,  or  excess  profits  taxes  paid,, 
or  deemed  to  be  paid,  by  such  foreign  corporation  to  any  foreign 
country  or  possession  of  the  United  States  upon  or  with  respect  to 
the  accumulated  profits  (as  specifically  defined)  from  which  the 
dividends  were  paid.  Thus,  the  domestic  corporation  is  allowed  a 
credit,  not  only  with  respect  to  the  foreign  taxes  actually  paid  or 
accrued  by  it,  but  also  with  respect  to  such  taxes  deemed  to  have 
been  paid  by  it  under  the  provisions  of  section  131  (f)  (1). 

If  the  foreign  corporation  (hereinafter  referred  to  as  the  foreign 
parent)  so  controlled  by  the  domestic  parent  corporation  owns  all 
the  voting  stock  (except  qualifying  shares)  of  another  foreign  corpo¬ 
ration  (hereinafter  referred  to  as  the  foreign  subsidiary)  from  which 
it  receives  dividends  in  anv  taxable  year,  it  in  turn  will,  under  current 
provisions  of  section  131  (f)  (2),  be  deemed  for  the  purpose  of  section 
131  (f)  (1)  to  have  paid  a  specified  proportion  of  any  income,  war 
profits,  or  excess  profits  taxes  paid  bv  the  foreign  subsidiary  to  any 
foreign  country  or  possession  of  the  United  States  upon  or  with 
respect  to  the  accumulated  profits  (as  defined)  from  which  the  divi¬ 
dends  were  paid.  Such  tax  is  then  taken  into  consideration  in  the 
determination  under  section  131  (f)  (1)  of  the  amount  of  income, 
war  profits,  and  excess  profits  taxes  paid,  or  deemed  to  have  been 
paid,  by  the  foreign  parent  upon  or  with  respect  to  its  own  accumu¬ 
lated  profits  from  which  dividends  were  paid  by  such  foreign  parent 
to  its  domestic  parent  corporation. 

Your  committee  proposes  to  liberalize  the  stock-ownership  require¬ 
ments  of  section  131  (f)  (1)  and  (2),  without  making  any  change  in 
the  existing  procedure  for  computing  the  specified  proportion  of 
income,  war  profits,  or  excess  profits  taxes  deemed  to  have  been  paid. 
Accordingly,  this  section  so  amends  section  131  (f)  (1)  of  the  code  that, 
effective  with  respect  to  dividends  received  by  a  domestic  corporation 
from  a  foreign  corporation  during  taxable  years  beginning  after  De¬ 
cember  31,  1950,  any  domestic  corporation  which  owns  10  percent  or 
more  of  the  Voting  stock  (rather  than  a  majority)  of  a  foreign  corpora¬ 
tion  from  which  it  receives  dividends  in  any  taxable  year  will  be 
deemed  to  have  paid  the  specified  proportion  of  taxes  paid,  or  deemed 
to  be  paid,  by  such  foreign  corporation.  In  addition,  this  section  so 
amends  section  131  (f)  (2)  of  the  code  that,  effective  with  respect  to 
dividends  received  by  a  foreign  corporation  from  another  foreign  cor¬ 
poration  in  taxable  years  beginning  after  December  31,  1950,  any 
foreign  corporation  (10  percent  or  more  of  whose  voting  stock  is 
owned  by  the  domestic  corporation)  which  owns  a  majority  of  the 
voting  stock  of  another  foreign  corporation  (rather  than  all  except 
qualifying  shares)  from  which  it  receives  dividends  in  any  taxable  year 
will  be  deemed  for  the  purpose  of  section  131  (f)  (1)  to  have  paid  the 
specified  proportion  of  taxes  paid  by  such  other  foreign  corporation. 

SECTION  332.  INFORMATION  AT  SOURCE  ON  PAYMENTS 

OF  INTEREST 

Under  existing  law,  except  in  the  case  of  payments  of  interest  upon 
bonds,  mortgages,  deeds  of  trust,  or  other  similar  obligations  of  corpor¬ 
ations  and  upon  obligations  of  the  United  States  or  any  agency  or- 
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instrumentality  thereof,  persons  making  payment  of  interest  may  not 
be  required  to  furnish  an  information  return  unless  the  payment  of 
interest  is  $600  or  more.  This  section  of  the  bill  amends  section  147 
to  give  the  Secretary  the  authority  to  require  information  returns 
disclosing  payments  of  interest,  regardless  of  amounts.  Such  returns 
may  be  required  to  be  filed  under  regulations  prescribed  by  the  Sec¬ 
retary  by  any  individual,  partnership,  corporation,  insurance  com¬ 
pany,  bank,  mutual  savings  bank,  building  and  loan  association, 
cooperative  bank,  homestead  association,  Federal  savings  and  loan 
association,  credit  union,  or  any  other  payor  of  interest,  irrespective 
of  the  type  of  obligation  on  which  such  interest  is  payable.  Informa¬ 
tion  returns  may  be  required  under  this  amendment  in  the  case  of 
constructive  payments  of  interest,  as  well  as  actual  payments. 

SECTION  333.  ABATEMENT  OF  INCOME  TAX  FOR  CERTAIN 
MEMBERS  OF  ARMED  FORCES  UPON  DEATH 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  Supplement  D  of  chapter  1  of  the  Internal  Revenue 
Code  (relating  to  returns  and  payment  of  taxes)  by  adding  a  new  section 
154  thereto. 

Such  section  154  provides  that,  where  any  individual  dies  after 
June  24,  1951,  and  prior  to  January  1,  1954,  while  in  active  service  as 
a  member  of  the  Armed  Forces  of  the  United  States,  if  his  death  oc¬ 
curred  while  serving  in  a  combat  zone,  as  determined  under  section 
22  (b)  (13)  of  the  code,  or  at  any  place  as  a  result  of  wounds,  disease, 
or  injury  incurred  while  so  serving,  (1)  the  tax  imposed  by  chapter  1 
of  the  code  will  not  apply  with  respect  to  the  taxable  year  in  which 
falls  the  date  of  his  death,  or  with  respect  to  any  prior  taxable  year 
which  ended  on  or  after  the  first  day  he  was  so  serving  in  a  combat 
zone  after  June  24,  1950,  and  (2)  the  tax  (including  interest,  additions 
to  the  tax,  and  additional  amounts)  imposed  by  chapter  1  of  the  code 
and  under  the  corresponding  title  of  each  prior  revenue  law  for  all 
taxable  years  preceding  those  specified  in  (1)  above,  which  is  unpaid 
at  the  date  of  his  death  shall  not  be  assessed,  and  if  assessed  the  assess¬ 
ment  shall  be  abated,  and  if  collected  shall  be  credited  or  refunded  as 
an  overpayment. 

SECTION  334.  EMPLOYEES’  TRUSTS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  165  (b)  (2)  of  the  code,  relating  to  dis¬ 
tributions  to  an  employee  by  a  trust  which  qualifies  for  exemption 
under  section  165  (a). 

Under  section  165  (b),  amounts  distributed  or  made  available  to  an 
employee  by  such  a  trust  (in  excess  of  the  employee’s  contributions) 
are  taxed  to  the  employee  only  in  the  years  in  which  distributed  or 
made  available  and,  if  the  total  distributions  are  paid  to  the  employee 
in  one  taxable  year  on  account  of  the  employee’s  separation  from  the 
service,  the  amount  of  the  distribution  (to  the  extent  exceeding  the 
employee’s  contribution)  is  taxed  at  capital  gain  rates  (as  from  sale 
or  exchange  of  a  capital  asset  held  for  more  than  6  months). 

Under  your  committee’s  amendment,  where  such  a  total  distribu¬ 
tion  occurs,  and  consists  in  whole  or  in  part  of  securities  of  the  em- 
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plover  corporation,  that  part  of  the  excess  (of  the  amounts  distributed 
over  the  amount  of  the  employee’s  contributions)  as  consists  of  net 
unrealized  appreciation  attributable  to  that  part  of  the  total  distribu¬ 
tions  made  in  securities  of  such  employer  corporation  shall  be  ex¬ 
cluded  from  income  in  the  year  of  distribution,  and  shall  be  subject  to 
tax  only  when  the  securities  are  sold  (or  otherwise  disposed  of  in  a 
taxable  transaction).  The.  amount  of  the  net  unrealized  apprecia¬ 
tion  which  is  excluded  shall  in  the  hands  of  the  recipient  not  be 
included  in  the  basis  of  the  stock  or  other  securities  distributed. 

The  amount  of  the  net  unrealized  appreciation  which  is  to  be 
excluded  shall  be  determined  in  accordance  with  regulations,  and  the 
resulting  adjustments  to  basis  shall  also  be  allocated  to  the  securities 
distributed  in  accordance  with  regulations. 

The  postponement  of  tax  provided  by  the  amendment  made  to 
section  165  (b)  by  this  section  applies  only  to  the  net  unrealized 
appreciation  in  stock  of  the  employer  corporation  or  bonds  or  deben¬ 
tures  issued  by  such  corporation  with  interest  coupons  or  in  registered 
form.  The  amendment  is  applicable  only  with  respect  to  distribu¬ 
tions  made  after  December  31,  1950. 

SECTION  335.  LIFE  INSURANCE  COMPANIES 

Under  section  311  of  the  House  bill,  the  special  rule  for  1949  and 
1950,  set  forth  in  section  202  (b)  (2)  of  the  code  for  use  in  determining 
the  reserve  and  other  policy  liability  credit  of  life  insurance  companies, 
woidd  have  been  extended  to  apply  to  taxable  years  beginning  in  1951. 
Under  your  committee’s  amendment  there  is  substituted  for  this  pro¬ 
vision  a  system  for  taxing  such  companies,  for  taxable  years  beginning 
in  1951,  which  is  different  from  that  contained  in  present  law.  Under 
this  system,  in  lieu  of  allowing  life  insurance  companies  an  adjustment 
of  their  normal  tax  net  income  and  of  their  corporation  surtax  net 
income,  by  means  of  the  reserve  and  other  policy  liability  credit,  for 
purposes  of  a  tax  imposed  at  the  regular  corporate  rates,  a  low-rate 
tax  is  imposed  on  the  normal  tax  net  income  of  such  companies  without 
allowance  of  any  such  credit.  Thus,  under  subsection  (a)  of  this  sec¬ 
tion,  section  201  (a)  (1)  of  the  code,  relating  to  the  imposition  of  tax 
on  life  insurance  companies,  is  amended  to  provide  for  the  levy,  col¬ 
lection  and  payment,  for  taxable  years  beginning  in  1951,  of  a  tax 
equal  to  3%  percent  of  the  first  $200,000  of  1951  adjusted  normal  tax 
net  income  and  6)4  percent  of  the  amount  in  excess  thereof. 

Under  subsection  (b)  of  this  section,  a  new  section  203A  is  added  to 
the  code,  following  section  203,  subsection  (a)  of  which  defines  the 
term  “1951  adjusted  normal  tax  net  income”  as  the  normal  tax  net 
income  (as  defined  under  present  law)  plus  eight  times  the  amount  of 
the  adjustment  for  certain  reserves  provided  for  in  section  202  (c) 
and  minus  the  reserve  interest  credit,  if  any,  as  defined  in  section 
203A  (b). 

The  addition  to  the  normal  tax  net  income  under  section  203A  of 
eight  times  the  amount  of  the  adjustment  for  certain  reserves  provided 
for  in  section  202  (c)  (an  adjustment  relating  to  the  non-life-insurance 
business,  if  any,  done  by  a  life  insurance  company)  is  made  so  as 
to  continue  in  effect  essentially  the  same  rate  of  tax  with  respect  to 
that  adjustment  as  is  now  imposed  under  present  law.  The  figure 
eight  is  used  under  section  203A  since  a  6 /(-per cent  tax  as  provided 
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for  by  the  amendment  made  to  section  201  (a)  (1)  is  exactly  one-eighth 
of  a  52-percent  total  corporate  rate  of  tax  as  provided  for  with  respect 
to  corporations  generally  by  the  amendments  made  to  sections  13  (b) 
and  15  (b)  of  the  code  by  section  121  of  this  bill. 

The  reserve  interest  credit  provided  for  in  subsection  (b)  of  section 
203  is  a  feature  which  has  no  precedent  in  present  law  and  is  designed 
to  give  relief  from  the  tax  imposed  bv  your  committee’s  amendment, 
to  the  extent  of  a  maximum  of  50  percent  of  such  tax,  in  the  case  of 
companies  the  adjusted  net  income  of  which,  as  defined  in  subsection 
(c)  of  section  203A,  is  less  than  105  percent  of  their  required  interest, 
as  defined  in  subsection  (d)  of  that  section. 

Adjusted  net  income  is  defined  under  subsection  (c)  as,  in  effect, 
the  amounts  of  interest,  dividends,  and  rents  received  by  the  com¬ 
panies,  net  after  the  deductions  provided  for  under  present  law  under 
section  201  (c)  (7),  but  without  a  deduction  for  tax-free  interest,  and, 
in  the  case  of  a  company  doing  a  non-lif e-ins urance  business,  less 
an  amount  equal  to  one-half  of  the  amount  of  the  adjustment  with 
respect  to  that  business  provided  for  in  section  202  (c) .  In  permitting 
a  deduction  of  only  one-lialf  of  the  amount  of  that  adjustment,  recogni¬ 
tion  is  given  to  the  fact  that  that  adjustment,  as  first  enacted  in  1942, 
was  recognized  at  the  time  as  not  reflecting  the  actual  interest,  divi¬ 
dends,  and  rents  received  by  life  insurance  companies  with  respect 
to  their  non-life-insurance  business. 

The  term  "required  interest”  as  defined  in  subsection  (d)  of  section 
203A  takes  into  account  the  interest  and  policy  commitments  of  the 
companies  with  respect  to  their  life  insurance  business  which  are 
recognized  under  present  law,  as  amended  for  the  years  1949  and  1950 
by  the  above  referred  to  special  rule,  in  determining  the  tax  base 
under  that  law  for  the  purposes  of  an  imposition  of  a  tax  at  the  regular 
corporate  rates  provided  for  in  sections  13  (b)  and  15  (b)  of  the  code. 

Based  upon  the  above  factors,  the  reserve  interest  credit  is  made 
available  to  companies  where  the  relationship  between  their  adjusted 
net  income  and  their  required  interest  is  such  that  the  adjusted  net 
income  is  less  than  105  percent  of  the  required  interest.  Where  ad¬ 
justed  net  income  is  100  percent  or  less  of  the  required  interest,  the 
reserve  interest  credit  is  determined  as  an  amount  equal  to  50  percent 
of  the  normal  tax  net  income.  Where  adjusted  net  income  is  105  per¬ 
cent  or  more  of  the  required  interest,  the  reserve  interest  credit  is 
stated  as  being  zero.  Where  adjusted  net  income  is  more  than  100 
percent  but  less  than  105  percent  of  the  required  interest,  the  reserve 
interest  credit  is  computed  by  multiplying  the  normal  tax  net  income 
by  10  times  the  difference  between  105  percent  and  the  actual  per¬ 
centage  established.  Thus,  in  a  case  where  adjusted  net  income  is 
103  percent  of  the  required  interest,  the  difference  between  105  percent 
and  103  percent  would  be  2  and  the  reserve  interest  credit  would 
be  the  normal  tax  net  income  multiplied  by  20  percent.  It  is  contem¬ 
plated  that  the  percentage  established  by  comparing  adjusted  net 
income  to  the  required  interest  must  be  carried  to  at  least  the  nearest 
one-tenth  of  a  percentage  point  with  the  result  that  the  multiplica- 
tion  by  10  of  the  difference  between  105  percent  and  such  percentage 
will  be  productive  of  a  more  accurately  graduated  figure  than  would 
be  possible  were  no  such  fractional  percentage  to  be  allowed. 

Since  a  6%  percent  tax  on  1951  adjusted  normal  tax  net  income  is 
expected  to  be  productive  for  1951  of  approximately  the  same  tax 
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in  the  case  of  any  one  company  as  a  tax  at  the  regular  corporate  rates 
on  the  tax  base  provided  under  present  law,  it  is  apparent  that  the 
factors  entering  into  the  determination  of  the  reserve  and  other 
liability  credit  adjustment  under  present  law  can  be  considered  as 
taken  into  account  under  your  committee’s  amendment,  through  the 
particular  low  rate  selected,  to  the  same  extent  that  they  are  operative 
under  present  law.  Thus,  the  figure  used  by  every  life-insurance 
company  in  determining  its  reserve  and  other  liability  credit  is 
determined  after,  in  effect,  removing  from  the  tax  base  for  the  industry 
as  a  whole  the  industry’s  adjustment  for  certain  reserves  with  respect 
to  a  non-life-insurance  type  of  business.  Under  the  circumstances, 
therefore,  in  defining  1951  adjusted  normal  tax  net  income  under 
section  203  A  (a)  as  the  company’s  total  normal  tax  net  income  plus  an 
adjustment  for  such  reserves,  the  operation  of  the  system  is  such,  by 
reason  of  the  effective  rate  of  the  tax,  that,  in  effect,  the  normal  tax 
net  income  can  be  considered  as  having  been  first  adjusted  on  an 
industry-wide  basis  by  the  removal  of  income  attributable  to  such 
non-life-insurance  business. 

In  the  same  manner,  the  treatment  under  present  law  of  tax-free 
interest  insofar  as  the  companies’  policy  obligations  are  concerned 
can  be  considered  as  carried  over  into  the  system  established  by  this 
section. 

Under  present  law,  the  normal  tax  on  corporations  is  imposed,  for 
taxable  years  beginning  after  June  30,  1950,  at  a  rate  of  25  percent 
of  the  normal  tax  net  income  and  the  surtax  on  corporations  for  such 
years  is  imposed  at  a  rate  of  22  percent  on  that  amount  of  the  cor¬ 
poration’s  surtax  net  income  as  is  in  excess  of  $25,000.  The  exemp¬ 
tion  granted  under  the  surtax  on  corporations  to  the  first  $25,000  of 
corporation  surtax  net  income  is  reflected  under  your  committee’s 
amendment  by  the  imposition  of  a  tax  on  the  first  $200,000  of  1951 
adjusted  normal  tax  net  income  of  only  3%  percent.  This  lowered 
percentage  of  that  amount  of  1951  adjusted  normal  tax  net  income  is 
designed  to  produce  the  same  effect  under  a  6/2  percent  tax  as  the 
exemption  granted  under  the  normal  corporate  rates  to  the  first 
$25,000  of  corporation  surtax  net  income.  Thus,  taking  into  account 
the  amendments  of  sections  13  and  15  of  the  code  which  would  be 
made  by  section  121  of  the  bill,  it  will  be  noted  that  3%  percent  of 
$200,000  will  produce  approximately  the  same  amount  of  tax  as  the 
27  percent  normal  tax  rate  proposed  under  section  121  would  produce 
on  $25,000. 

Subsection  (c)  of  section  335  as  added  to  the  bill  by  your  committee’s 
amendment  makes  several  technical  amendments  to  the  code  required 
in  order  to  adapt  certain  provisions  of  the  code  to  the  simplified 
system  established  by  your  committee’s  amendment.  Thus,  for 
purposes  of  subchapter  D,  relating  to  the  excess  profits  tax,  the  excess 
profits  tax  net  income  of  life  insurance  companies  for  taxable  years 
beginning  in  1951  is  defined  in  the  manner  provided  under  present 
law  using,  in  lieu  of  the  figure  used  under  present  law,  in  connection 
with  the  determination  of  the  reserve  and  other  policy  liability  credit, 
the  figure  0.87.  This  figure  is  used  since  the  6%  percent  tax  was  com¬ 
puted  in  the  first  instance  on  the  assumption  that  such  a  figure  would 
approximate  the  figure  which,  under  the  House  bill,  would  be  pro¬ 
claimed  by  the  Secretary  for  1951. 
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SECTION  336.  TAX  TREATMENT  OF  CERTAIN 
INVESTMENT  COMPANIES 

This  section,  which  corresponds  to  section  312  of  the  House  bill, 
adds  a  new  subsection  (c)  to  section  361  of  the  code,  which  contains 
certain  requirements  applicable  to  regulated  investment  companies 
under  supplement  Q  of  chapter  1. 

Subsection  (b)  of  section  361  provides  certain  limitations  on  the 
types  and  amounts  of  securities  which  may  be  held  by  a  regulated 
investment  company  if  the  company  is  to  qualify  for  the  tax  treatment 
under  supplement  Q.  Among  such  limitations  is  a  requirement  that, 
at  the  close  of  each  quarter  of  the  taxable  year  of  a  company,  at  least 
50  percent  of  the  value  of  its  total  assets  be  represented  by  cash  and 
cash  items,  Government  securities,  securities  of  other  regulated  invest¬ 
ment  companies,  or  securities  in  other  companies  limited  in  respect  of 
any  one  issuer  (1)  to  an  amount  not  in  excess  of  5  percent  of  the  value 
of  the  assets  of  the  investment  company,  and  (2)  to  not  more  than  10 
percent  of  the  outstanding  voting  securities  of  such  issuer. 

Section  361  (c),  as  added  by  this  section  of  the  bill,  provides  that 
in  the  case  of  a  registered  management  investment  company  which 
is  certified  by  the  Securities  and  Exchange  Commission  as  principally 
engaged  in  supplying  capital  to  other  corporations  which  are  princi¬ 
pally  engaged  in  the  development  or  exploitation  of  inventions, 
technological  improvements,  new  processes  or  products  not  previously 
available,  the  investment  company,  notwithstanding  the  10-percent 
stock  ownership  limitation  in  section  361  (b),  may  include,  in  the 
50  percent  of  its  assets  restricted  under  section  361  (b),  the  value  of 
any  securities  of  an  issuer,  even  though  the  investment  company 
holds  more  than  10  percent  of  the  stock  of  such  issuer;  but  only  if  the 
investment  company  has  not  continuously  held  any  securities  of  such 
issuer  (or  of  any  predecessor  company  as  determined  under  regulations 
prescribed  by  the  Secretary)  for  10  or  more  preceding  years.  How¬ 
ever,  this  provision  does  not  modify  the  5-percent  limitation  with 
respect  to  the  amount  of  assets  which  may  be  invested  in  securities 
of  any  one  issuer.  Section  361  (c)  does  not  apply  in  any  taxable 
year  if  at  the  close  of  any  quarter  of  the  taxable  year  more  than  25 
percent  of  the  total  assets  of  the  investment  company  is  represented 
by  securities  of  issuers  as  to  which  (1)  the  investment  company  holds 
more  than  10  percent  of  the  outstanding  voting  stock  and  (2)  the 
investment  company  has  continuously  held  any  security  (or  any 
security  of  a  predecessor  of  such  issuer)  for  10  or  more  years,  unless 
within  30  days  after  the  close  of  such  quarter  the  value  of  the  total 
assets  represented  by  such  securities  is  reduced  to  25  percent  or  less 
of  the  value  of  the  total  assets  of  the  investment  company. 

In  the  determination  by  the  Securities  and  Exchange  Commission, 
consideration  is  to  be  given  to  the  purpose  and  function  of  the  invest¬ 
ment  company  and  to  its  continuing  over-all  operation.  Ordinarily, 
for  example,  it  would  be  requisite  that  a  major  portion  of  the  assets  of 
the  investment  company  represent  securities  in  operating  companies 
developing  and  exploiting  new  processes  and  products.  It  is  recog¬ 
nized,  however,  that  such  an  investment  company  may  find  it  desirable 
to  invest  a  portion  of  its  assets  in  other  securities,  such  as  Government 
bonds,  which  will  provide  operating  income  to  meet  the  expenses 
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incurred  in  making  investments  in  companies  developing  new  pro¬ 
ducts,  and  so  forth.  An  investment  company  would  not  qualify 
under  subsection  (c)  if  its  principal  purpose  or  activity  is  to  establish 
and  maintain  control,  as  a  holding  company,  over  the  operating  com¬ 
panies  and  not  merely  to  foster  the  initial  development  of  such 
companies.  Retention  of  an  investment  in  one  or  more  operating 
companies,  however,  would  not  necessarily  imply  holding-company 
status  if  the  operations  of  the  investment  company,  viewed  as  a  whole, 
indicated  that  the  retention  of  such  securities  is  incidental  to  its 
principal  activities. 

An  operating  company  will  not  be  considered  to  be  engaged  in  the 
development  of  new  processes  or  products  merely  because  the  process 
or  product  is  new  to  the  company.  It  is  essential  that  the  process  or 
product  represent  a  substantial  technological  improvement,  or  be 
different  to  a  material  degree  from  a  process  or  product  previously 
available.  Thus,  a  change  in  style,  a  new  model,  an  adaptation  of 
an  existing  product,  or  such  improvements  as  are  customarily  made  in 
the  trade  would  not  qualify. 

For  the  purposes  of  subsection  (c),  a  corporation  which  was,  at 
the  time  of  the  first  acquisition  of  its  securities  by  the  investment 
company,  principally  engaged  in  the  development  or  exploitation  of 
inventions,  technological  improvements,  new  processes,  and  so  forth, 
will,  ordinarily,  be  considered  to  be  so  engaged  for  at  least  10  years 
after  the  date  of  such  acquisition.  Accordingly,  an  investment  com¬ 
pany  which  acquires  the  securities  of  another  company  which  is  then 
principally  engaged  in  developing  a  new  product  may  continue,  for 
the  purposes  of  subsection  (c),  to  hold  such  securities  even  though 
during  such  period  the  subsidiary  company  may  be  actively  marketing 
the  product  which  it  has  developed. 

The  amendments  made  by  your  committee  to  the  provision  con- 
tamed  in  the  House  bill  are  mainly  of  a  technical  or  clarifying  nature. 
Thus,  for  example,  it  is  provided  that  an  investment  company  will 
be  considered,  for  purposes  of  the  section,  to  be  engaged  in  furnishing 
capital  to  any  company  whose  securities  it  holds  if  such  securities,  or 
securities  surrendered  therefor,  were  acquired  from  the  company  with¬ 
in  the  10  preceding  years.  The  Securities  and  Exchange  Commission 
may,  however,  in  such  cases  as  it  considers  appropriate,  nevertheless 
determine  that  the  investment  company  is  not  so  engaged.  Similarly 
the  presumption  with  respect  to  the  activities  of  the  operating  com¬ 
panies  may  be  rebutted  it'  a  contrary  determination  is  made  by  the 
Securities  and  Exchange  Commission. 

It  is  provided  that  the  terms  used  in  section  361  (c)  shall  have  the 
same  meaning  as  in  section  361  (b)  (3).  For  example,  the  term 
“value”  as  used  in  section  361  (c.)  means,  with  respect  to  securities 
(other  than  those  of  majority-owned  subsidiaries)  for  which  market 
quotations  are  readily  available,  the  market  value  of  such  securities; 
and  with  respect  to  other  securities  and  assets,  the  fair  value  as  de¬ 
termined  in  good  faith  by  the  board  of  directors  subject  to  the  excep¬ 
tion  that  the  value  of  securities  of  majority-owned  subsidiaries  which 
are  investment  companies  shall  not  exceed  the  higher  of  market  value 
or  asset  value. 

vSection  361  (c)  does  not,  except  with  respect  to  waiver  of  the  10- 
percent  limitation  on  voting  stock  under  the  circumstances  indicated, 
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affect  any  of  the  requirements  under  section  361  or  362  which  would 
otherwise  be  applicable  to  the  investment  company  for  purposes  of 
the  tax  treatment  under  supplement  Q. 

Subsection  (b)  of  section  312  provides  a  technical  amendment  to 
section  361  (b)  (3)  (A)  of  the  code. 

The  amendments  made  by  this  section  of  the  bill  are  applicable  to 
taxable  years  beginning  after  December  31,  1950. 

SECTION  337.  EXCHANGES  AND  DISTRIBUTIONS  IN 
OBEDIENCE  TO  ORDERS  OF  SECURITIES  AND  EX¬ 
CHANGE  COMMISSION 

This  section  amends  the  definition  of  the  term  “system  group” 
contained  in  section  373  (d)  of  the  Internal  Revenue  Code.  In  order 
to  secure  the  treatment  accorded  by  Supplement  R  to  exchanges  and 
distributions  made  in  obedience  to  orders  of  the  Securities  and  Ex¬ 
change  Commission  certain  exchanges  and  distributions  must  be 
made  by  or  to  members  of  the  same  “system  group.”  Under  existing 
law  “system  group”  is  defined  as  one  or  more  chains  of  corporations 
connected  through  stock  ownership  with  a  common  parent  corpora¬ 
tion,  provided  all  three  of  the  following  conditions  are  met: 

(1)  At  least  90  percent  of  each  class  of  the  stock  (other  than 
stock  which  is  preferred  as  to  both  dividends  and  assets)  of  each 
of  the  corporations  (except  the  common  parent  corporation)  is 
owned  directly  by  one  or  more  of  the  other  corporations; 

(2)  The  common  parent  corporation  owns  directly  at  least  90 
percent  of  each  class  of  the  stock  (other  than  stock  which  is  pre¬ 
ferred  as  to  both  dividends  and  assets)  of  at  least  one  of  the  other 
corporations;  and 

(3)  Each  of  the  corporations  is  either  a  registered  holding 
company  or  a  majority-owned  subsidiary  company. 

Section  337  amends  only  the  first  condition  of  the  existing  definition. 
Under  this  section  in  determining  whether  one  or  more  of  the  corpora¬ 
tions  in  the  chain  owns  at  least  90  percent  of  each  class  of  the  stock 
of  another  corporation  in  the  chain  there  is  excluded  not  only  stock 
wdiich  is  preferred  as  to  both  dividends  and  assets  but  stock  which  is 
limited  and  preferred  as  to  dividends  but  is  not  preferred  as  to  assets, 
provided  that  the  total  value  of  the  entire  class  of  such  stock  consti¬ 
tutes  less  than  1  percent  of  the  aggregate  value  of  all  classes  of  stock 
which  are  not  preferred  as  to  both  dividends  and  assets.  This  section 
makes  no  change  in  conditions  (2)  and  (3)  of  the  existing  definition 
of  “system  group”  contained  in  section  373  (d).  The  amendment 
made  by  this  section  is  applicable  to  all  taxable  years  affected  by  ex¬ 
changes  and  distributions  made  after  December  31,  1947. 

SECTION  338.  TAXATION  OF  BUSINESS  INCOME  OF  STATE 
COLLEGES  AND  UNIVERSITIES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  deals  wdth  taxation  of  business  income  of  governmental 
colleges  and  universities.  At  present,  Supplement  U  of  chapter  1  of 
the  Internal  Revenue  Code  deals  with  taxation  of  business  income  of 
certain  section  101  organizations.  Among  the  organizations  subject 
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to  Supplement  U  tax  are  private  colleges  and  universities  exempt  under 
section  101  (6)  of  the  code.  At  present,  the  Supplement  U  tax  does 
not  apply  to  State  colleges  and  universities,  since  such  organizations 
are  not  exempt  under  section  101  of  the  code.  This  section  of  your 
committee’s  bill,  in  effect,  subjects  colleges  and  universities  run  by 
governments  to  similar  tax  treatment  under  Supplement  U  with 
respect  to  their  unrelated  business  activities  as  is  now  provided  under 
Supplement  U  in  the  case  of  private  colleges  and  universities  exempt 
under  section  101  (6)  of  the  code.  The  amendments  made  by  this 
section  are  to  be  applicable  only  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1951. 

Subsection  (a)  of  this  section  amends  section  421  (b)  (1)  of  the  code 
(relating  to  organizations  exempt  under  sec.  101  (1),  (6),  (7),  and  (14) 
which  are  taxable  under  sec.  421  (a)  (1)  at  corporate  rates  on  their 
unrelated  business  net  income)  to  bring  the  provisions  presently  con¬ 
tained  therein  under  a  subparagraph  numbered  (A)  and  to  add  after 
such  subparagraph  a  new  subparagraph  numbered  (B).  Section  421 
(b)  (1)  (B)  applies  the  taxes  imposed  by  section  421  (a)  (1)  to  any 
college  or  university  which  is  an  agency  or  instrumentality  of  any 
government  or  any  political  subdivision  thereof,  or  which  is  owned  or 
operated  by  a  government  or  any  political  subdivision  thereof  or  by 
any  agency  or  instrumentality  of  any  one  or  more  governments  or 
political  subdivisions.  As  here  used,  the  word  “government”  in¬ 
cludes  any  foreign  government  (to  the  extent  not  contrary  to  any 
treaty  obligation  of  the  United  States)  and  all  domestic  governments 
(the  United  States  and  any  of  its  Territories  or  possessions,  any  State, 
and  the  District  of  Columbia).  In  other  words,  any  national,  State, 
municipal  or  city  college  or  university  is  brought  within  the  scope  of 
the  Supplement  U  tax,  but  secondary  schools  run  by  such  govern¬ 
ments  are  outside  such  tax. 

Section  421  (b)  (1)  (B)  also  applies  the  Supplement  U  tax  to  any 
corporation  wholly  owned  by  one  or  more  governmental  colleges  or 
universities.  Such  a  corporation  would  be  subject  to  the  tax  imposed 
under  Supplement  U  on.  income  derived  from  an  unrelated  trade  or 
business,  including  rents  derived  under  a  Supplement  U  lease. 

Subsection  (b)  of  this  section  amends  section  422  (b),  for  the  pur¬ 
pose  of  determining  the  unrelated  business  net  income  subject  to  the 
Supplement  U  tax,  to  define  unrelated  trade  or  business  to  mean,  in 
the  case  of  an  organization  described  in  section  421  (b)  (1)  (B),  any 
trade  or  business  the  conduct  of  which  is  not  substantially  related 
(aside  from  the  need  of  such  organization  for  income  or  funds  or  the 
use  it  makes  of  the  profits  derived)  to  the  exercise  or  performance  of 
any  purpose  or  function  described  in  section  101  (6)  of  the  code. 
The  purposes  or  functions  described  in  section  101  (6)  are  religious, 
charitable,  scientific,  literary,  educational,  and  the  prevention  of 
cruelty  to  children  or  animals. 

Subsection  (b)  of  this  section  also  amends  section  422  (b)  (2)  to 
provide  that  the  term  “unrelated  trade  or  business”  does  not  include 
any  trade  or  business  which  is  carried  on,  in  the  case  of  a  college  or 
university  described  in  section  421  (b)  (1)  (B),  by  the  organization 
primarily  for  the  convenience  of  its  members,  students,  patients, 
officers,  or  employees. 
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SECTION  339.  FAMILY  PARTNERSHIPS 

Subsections  (a)  and  (b)  of  this  section  amend  section  3797  (a)  (2) 
of,  and  add  a  new  section  191  to,  the  code  to  provide  for  the  tax 
treatment  of  family  partnerships  as  explained  beginning  on  page  38 
in  part  I  of  this  report. 

Subsection  (c)  (1)  provides  that,  in  general,  the  amendments  made 
by  section  339  (a)  and  (b)  are  to  be  applicable  only  with  respect  to 
taxable  years  beginning  after  December  31,  1950.  Section  339  (c)  (2), 
however,  provides  that  such  amendments,  at  the  election  of  the  tax¬ 
payer  made  in  accordance  with  regulations  prescribed  by  the  Secretary 
of  the  Treasury,  shall  also  be  applicable  to  taxable  years  beginning 
after  December  31,  1938,  and  before  January  1,  1951.  The  election 
does  not  have  to  be  with  r.espect  to  all  such  taxable  years  but  will  be 
applicable  only  to  such  years  as  are  specified  by  the  taxpayer  in  making 
the  election.  The  election  for  any  taxable  year  will  not  be  valid 
unless,  prior  to  the  expiration  of  90  days  after  the  filing  of  the  election 
(or  such  longer  period  as  the  Secretary  may  by  regulations  prescribe) 
each  family  partner  of  the  taxpayer  files,  in  accordance  with  the  regula¬ 
tions,  a  written  consent  to  have  the  amendments  apply  to  his  taxable 
years  which  corresponds  to  the  taxable  years  for  which  the  election  is 
made  by  the  taxpayer.  In  lieu  of  such  consent  by  any  family  partner, 
however,  there  may  be  paid,  under  regulations  prescribed  by  the 
Secretary  and  within  the  time  provided  for  filing  such  consent,  an 
amount  equal  to  the  deficiency  and  interest  which  woidd  be  assessed 
with  respect  to  such  family  partner  if  he  filed  such  consent.  The 
election  and  any  consent  filed  in  respect  of  the  election  shall  be  appli¬ 
cable  only  to  such  partnerships  as  are  specified  in  the  election.  The 
period  of  limitations  provided  in  sections  275  and  276  of  the  Internal 
Revenue  Code  on  the  making  of  assessments  and  the  beginning  of 
distraint  or  a  proceeding  in  court  for  collection  shall,  with  respect  to 
any  deficiency  and  interest  thereon  resulting  from  such  election  or 
consent,  include  one  year  following  the  date  such  election  or  consent 
is  filed  if  such  period  of  limitations  otherwise  would  expire  prior  to  the 
end  of  such  1-year  period;  such  assessment  and  collection  may  be 
made  notwithstanding  any  provision  of  law  or  any  rule  of  law  which 
otherwise  would  prevent  such  assessment  and  collection.  If  an 
election  by  a  taxpayer  is  filed  for  a  taxable  year  for  which  allowance  of 
credit  or  refund  of  an  overpayment  of  tax  is  barred,  at  the  time  of 
filing  such  election,  by  any  law  or  rule  of  law,  then  any  consent  filed 
by  a  family  partner  of  a  taxpayer  with  respect  to  such  year  shall  be 
void. 

Section  339  (c)  (3)  provides  special  rules  for  applying  the  amend¬ 
ments  made  by  section  339  (a)  and  (b)  in  certain  cases  where  the  tax¬ 
able  year  of  the  taxpayer  or  a  family  partner  is  different  from  the 
taxable  year  of  the  partnership.  If  a  taxable  year  of  a  partnership 
which  ends  in  1951  ends  within  or  with  a  taxable  year  of  the  taxpayer 
or  a  family  partner  which  began  before  January  1,  1951,  the  amend¬ 
ments  made  by  section  339  (a)  and  (b)  shall  be  applicable,  with 
respect  to  the  distributive  shares  of  income  derived  by  the  taxpayer 
and  the  family  partners  from  such  taxable  year  of  the  partnership, 
only  pursuant  to  the  provisions  of  section  339  (c)  (2),  notwithstanding 
the  fact  that  the  general  rule  provided  in  section  339  (c)  (1)  might 
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otherwise  be  applicable  to  some  of  the  partners.  Similarly,  if  a  tax¬ 
able  year  of  a  partnership  which  ended  in  1939  ended  within  or  with 
a  taxable  year  of  a  taxpayer  or  a  family  partner  which  began  before 
January  1,  1939,  the  amendments  made  by  section  339  (a)  and  (b) 
shall  not  be  applicable  with  respect  to  any  of  the  distributive  shares 
of  income  derived  by  the  taxpayer  and  the  family  partners  from  such 
taxable  year  of  the  partnership,  notwithstanding  the  fact  that  the 
provisions  of  section  339,  relative  to  the  retroactive  application  of  the 
amendments  made  by  section  339  (a)  and  (b),  might  otherwise  be 
applicable  to  some  of  the  partners. 

The  term  “family  partner,”  for  purposes  of  section  339  (c),  means 
any  person  who,  upon  the  filing  of  the  consent  described  above,  would 
be  liable  for  a  deficiency  attributable  to  income  which,  but  for  the 
application  of  the  amendments  made  by  section  339  (a)  and  (b), 
would  be  considered  as  income  of  the  taxpayer. 

SECTION  340.  WAR  LOSSES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  127  (c)  and  (d)  of  the  code  to  provide  an 
alternative  treatment  of  war  loss  recoveries,  in  lieu  of  the  rules  stated 
in  the  present  section,  if  the  taxpayer  elects  to  have  such  alternative 
method  apply. 

Subsection  (a)  amends  section  127  (c),  relating  to  recoveries  in¬ 
cluded  in  gross  income.  Paragraph  (1)  of  amended  subsection  (c) 
provides  that  upon  the  recovery  in  the  taxable  year  of  any  money  or 
property  in  respect  of  property  considered  under  subsection  (a)  as 
destroyed  or  seized  in  any  prior  taxable  year  the  amount  of  such 
recovery  shall  be  included  in  gross  income  to  the  extent  provided  in 
paragraph  (2),  which  retains  existing  law,  unless  the  taxpayer  elects 
under  the  provisions  of  paragraph  (5)  to  have  such  recovery  treated 
in  accordance  with  the  provisions  of  paragraph  (3),  which  embodies 
the  new  elective  treatment. 

Paragraph  (3)  provides  new  rules  for  determining  (a)  the  amount 
of  a  war  loss  recovery;  (b)  the  amount  of  the  adjustment  to  be  made 
to  the  tax  for  the  taxable  year  of  the  recovery  in  respect  of  prior 
deductions  on  account  of  property  considered  under  subsection  (a) 
as  destroyed  or  seized;  (c)  the  treatment  of  that  part  of  the  recovery 
which  is  in  excess  of  allowable  deductions  in  prior  taxable  years;  and 
(d)  a  special  rule  for  the  inclusion  of  recoveries  in  gross  income  for 
certain  purposes.  Subparagraph  (A)  states  the  rule  for  valuing  the 
amount  of  the  recovery  in  the  taxable  year.  If  the  same  property  or 
interest  considered  under  subsection  (a)  as  destroyed  or  seized  is 
recovered,  the  fair  market  value  of  such  property  or  interest  shall  not 
exceed  the  adjusted  basis  (for  determining  loss)  of  such  property  or 
interest  in  the  hands  of  the  taxpayer  on  the  date  of  the  loss.  For 
example,  the  taxpayer  on  December  11,  1941,  owned  Blackacre,  a 
property  located  in  Germany.  The  adjusted  basis  of  such  property 
in  the  hands  of  the  taxpayer  on  such  date  was  $1,000,000.  Under 
section  127  (a)  such  property  was  deemed  destroyed  or  seized  in  the 
year  1941  and  the  taxpayer’s  loss  of  $1,000,000  was  an  allowable 
deduction  for  such  year  whether  or  not  the  taxpayer  claimed  such 
deduction.  A  recovery  in  respect  to  such  loss  is,  under  section  127 
(c),  required  to  be  taken  into  account.  Assume  that  in  1946  the 
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taxpayer  recovers  this  property  and  that  on  the  date  of  recovery  it 
has  a  fair  market  value  of  $2,000,000.  If  the  taxpayer  elects  to 
proceed  under  the  provisions  of  paragraph  (3),  the  amount  of  the 
recovery  respecting  this  property  would  be  the  amount  of  the  adjusted 
basis  as  of  the  date  of  loss,  $1,000,000.  If  in  lieu  of  recovering  the 
particular  property  which  was  deemed  destroyed  or  seized  the  tax¬ 
payer  receives  another  property  in  indemnity  or  substitution  therefor 
and  such  other  property  has  a  fair  market  value  on  the  date  of  the 
recovery  of  $2,000,000,  that  amount  is  to  be  considered  the  amount 
of  the  recovery  in  respect  of  the  property  deemed  destroyed  or  seized, 
since  the  property  recovered  was  not  the  property  which  was  actually 
lost. 

Subparagraph  (B)  provides  the  adjustment  which  is  to  be  made  to 
the  tax  in  the  taxable  year  of  a  recovery  to  which  paragraph  (3)  is 
made  applicable  pursuant  to  the  taxpayer’s  election.  That  part  of 
the  amount  of  the  recovery  which  is  not  in  excess  of  the  allowable 
deductions  in  prior  taxable  years  on  account  of  the  destruction  or 
seizure  of  the  property  in  respect  of  which  the  recovery  is  received, 
minus  the  aggregate  amount  of  any  prior  recovery  in  respect  of  the 
same  property,  is  not  included  in  gross  income  for  the  taxable  year  of 
the  recovery.  In  lieu  of  including  any  amount  in  gross  income  there 
is  to  be  added  to,  and  assessed  and  collected  as  part  of,  the  tax  im¬ 
posed  by  chapter  1  for  the  taxable  year  of  the  recovery,  the  aggregate 
increase  in  the  tax  under  chapter  1  and  chapter  2  for  all  taxable 
years  which  would  result  from  a  decrease  in  such  allowable  deductions 
in  prior  taxable  years  by  an  amount  equal  to  such  part  of  the  recovery. 
The  increase  in  the  tax  for  each  taxable  year  resulting  from  a  deter¬ 
mination  of  the  amounts  resulting  from  adjustment  in  the  amount  of 
the  allowable  deductions  in  the  prior  taxable  years  is  to  be  computed 
in  accordance  with  regulations  prescribed  by  the  Secretary. 

Subparagraph  (B)  provides  that  the  regulations  shall  give  effect 
to  previous  recoveries  of  any  kind  with  respect  to  any  prior  year, 
and  shall  provide  for  the  case  where  there  was  no  tax  for  the  prior 
year,  but  shall  otherwise  treat  the  tax  previously  determined  for  any 
year  in  accordance  with  the  principles  set  forth  in  section  3801  (d) 
of  the  code.  All  credits  allowable  against  the  tax  for  any  year  and 
all  carry-overs  and  carry-backs  affected  by  so  decreasing  the  allow¬ 
able  deductions  shall  be  taken  into  account  in  computing  the  increase 
in  the  tax  for  the  year  in  which  the  property  was  recovered.  It  is 
contemplated  that  the  regulations  will  provide  rules  applicable  to 
the  diverse  situations  which  can  arise  in  those  cases  where  an  election 
made  by  the  taxpayer  for  the  application  of  paragraph  (3)  will  apply 
to  some,  but  not  all,  of  the  taxable  years  during  which  recoveries 
were  had  by  the  taxpayer. 

Subparagraph  (C)  provides  that  to  the  extent  the  amount  of  any 
recovery  in  respect  of  property  considered  under  subsection  (a)  as 
destroyed  or  seized  is  not  subject  to  the  provisions  of  subparagraph 
(B)  such  amount  shall  be  considered  for  the  taxable  year  of  the  recovery 
as  gain  on  the  involuntary  conversion  of  property  as  the  result  of  its 
destruction  or  seizure  and  shall  be  recognized  or  not  recognized  as 
provided  in  section  112  (f).  This  rule  is  applicable  where  the  amount 
of  the  recovery  as  determined  under  subparagraph  (A)  exceeds  the 
allowable  deductions  in  prior  taxable  years  on  account  of  the  destruc¬ 
tion  or  seizure  of  the  property. 
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Subparagraph  (D)  contains  a  special  rule  which  provides  that  for 
the  purposes  of  section  51,  relating  to  the  requirement  of  individual 
returns,  section  52,  relating  to  the  requirement  of  corporation  returns, 
and  section  3801  (b),  relating  to  inclusions  and  exclusions  from  gross 
income  in  making  the  adjustments  required  by  such  section,  the  re¬ 
covery  in  the  taxable  year  of  any  money  or  property  in  respect  of 
property  considered  under  subsection  (a)  as  destroyed  or  seized  in 
any  prior  taxable  year  shall  be  deemed  to  be  an  item  includible  in 
gross  income  for  the  taxable  year  in  which  the  recovery  is  made. 

Paragraph  (4)  of  section  127  (c)  provides  that  for  the  purpose  of 
subsection  (c)  the  restoration  in  whole  or  in  part  of  the  value  of  any 
interest  described  in  subsection  (a)  (3),  relating  to  investments  re¬ 
ferable  to  destroyed  or  seized  property,  by  reason  of  any  recovery 
of  money  or  property  in  respect  of  property  to  which  such  interest 
related  and  which  was  considered  under  subsection  (a)  as  destroyed 
or  seized  shall  be  deemed  a  recoverv  of  property  in  respect  of  property 
considered  under  subsection  (a)  as  destroyed  or  seized.  This  is  the 
same  rule  contained  in  section  127  (c)  (3)  of  existing  law.  This 
section  of  the  bill,  however,  adds  a  sentence  which  provides  that  in 
applying  paragraph  (3)  such  restoration  shall  be  treated  as  a  recovery 
of  the  same  interest  considered  under  subsection  (a)  as  destroyed  or 
seized. 

Paragraph  (5)  provides  for  the  election  by  the  taxpayer  for  the 
application  of  the  provisions  of  paragraph  (3).  Such  election  is  to  be 
made  in  accordance  with  regulations  prescribed  by  the  Secretary.  If 
the  taxpayer  elects  to  have  the  provisions  of  paragraph  (3)  applicable 
to  any  taxable  year  in  which  he  recovered  any  money  or  property  in 
respect  of  property  considered  under  subsection  (a)  as  destroyed  or 
seized,  the  provisions  of  paragraph  (3)  shall  be  applicable  to  all  tax¬ 
able  years  of  the  taxpayer  beginning  after  December  31,  1940,  other 
than  a  taxable  year  for  which  at  the  time  of  making  such  election  a 
refund  or  credit  of  the  entire  amount  of  any  overpayment  (resulting 
from  an  application  of  paragraph  (3)  to  such  year)  would  be  prevented 
bv  section  322  or  by  the  provisions  of  any  other  law  or  rule  of  law. 
Thus,  if  the  application  of  paragraph  (3)  to  a  taxable  year  would 
result  in  an  overpayment  of  $10,000,  and  by  reason  of  the  limitations 
contained  in  section  322  (b)  (2)  (B)  of  the  code  only  $4,000  of  the 
overpayment  could  be  refunded  upon  the  filing  (at  the  time  of  the 
making  of  the  election)  of  a  claim  for  refund,  the  provisions  of  para¬ 
graph  (3)  would  not  apply  to  such  year,  and  the  basis  of  the  property 
recovered  in  that  year  would  continue  to  be  determined  under  the 
existing  provisions  of  section  127  (d)  of  the  code.  Paragraph  (5) 
further  provides  that  if  the  provisions  of  paragraph  (3)  are  applicable 
to  any  taxable  year  pursuant  to  the  taxpayer’s  election,  the  time  for 
the  assessment  and  collection  of — 

(a)  the  amount  to  be  added  to  the  tax  for  such  year  under  the 
provisions  of  paragraph  (3),  and 

(b)  any  deficiency  for  such  year  or  for  any  other  taxable  year, 
if  and  to  the  extent  such  deficiency  is  attributable  to  the  redeter¬ 
mination  of  the  basis  of  the  recovered  property  under  the  pro¬ 
visions  of  subsection  (d)  (2)  as  amended  by  this  section, 

shall  not  expire  prior  to  the  expiration  of  2  years  following  the  time 
of  the  making  of  such  election.  Such  amount  and  such  deficiency 
may  be  assessed  at  any  time  prior  to  the  expiration  of  such  period, 
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notwithstanding  any  law  or  rule  of  law  which  would  otherwise  prevent 
such  assessment.  No  interest  shall  be  assessed  or  collected  with 
respect  to  the  amount  specified  in  clause  (a)  or  with  respect  to  any 
deficiencies  specified  in  clause  (b)  for  any  period  prior  to  the  expira¬ 
tion  of  6  months  following  the  date  of  the  making  of  the  election 
by  the  taxpayer;  nor  shall  interest  be  paid  on  any  overpayment  result¬ 
ing  from  the  making  of  such  election,  in  the  case  of  any  taxable  year 
ending  before  the  date  of  the  making  of  such  election,  for  any  period 
prior  to  the  expiration  of  such  6-month  period. 

Subsection  (b)  of  this  section  amends  section  127  (d),  relating  to 
the  basis  of  recovered  property.  Subsection  (d)  (1)  as  amended  pro¬ 
vides  that  the  adjusted  basis  of  property  recovered  in  respect  of  prop¬ 
erty  considered  as  destroyed  or  seized  under  subsection  (a)  shall  be 
determined  under  subsection  (d).  The  rule  contained  in  paragraph 
(1)  for  the  determination  of  the  unadjusted  basis  of  property  is  the 
same  as  that  provided  by  existing  law.  Paragraph  (2)  provides  a 
new  and  different  rule  if  property  is  recovered  in  a  taxable  year  to 
which  the  provisions  of  section  127  (c)  (3)  are  applicable  pursuant  to 
an  election  made  under  the  provisions  of  section  127  (c)  (5).  In  such 
case,  in  lieu  of  the  amount  determined  under  paragraph  (1)  (which 
states  the  rule  of  existing  law),  the  basis  of  the  property  shall  be  an 
amount  equal  to  the  value  at  which  such  property  is  included  in  the 
amount  of  the  recovery  under  section  127  (c)  (3)  (A),  reduced  by 
such  part  of  the  gain  under  section  127  (c)  (3)  (C)  which  is  not  recog¬ 
nized  under  section  112  (f). 

Subsection  (c)  of  this  section  amends  section  131  (a),  relating  to 
the  allowance  of  credit  for  taxes  of  foreign  countries  and  possessions 
of  the  United  States,  to  provide  that  the  foreign  tax  credit  shall  not 
be  allowed  against  the  additional  tax  imposed  for  the  taxable  year 
under  the  provisions  of  section  127  (c)  (3)  (B),  as  amended.  Thus, 
if  such  provisions  are  applicable  to  a  taxable  year  and  pursuant  there¬ 
to  an  increase  in  the  tax  imposed  for  such  year  is  to  be  added  to  the 
tax,  a  foreign  tax  credit  may  not  be  allowed  against  the  amount  of 
such  increase. 

The  amendments  made  by  this  section  are  applicable  to  taxable 
years  beginning  after  December  31,  1940. 

SECTION  341.  DEDUCTION  OF  EXPENDITURES  FOR 
MINE  EXPLORATION 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  23  of  the  Internal  Revenue  Code  (relating 
to  deductions  from  gross  income)  by  adding  a  new  subsection  (ff) 
thereto. 

Paragraph  (1)  of  such  subsection  provides  that  expenditures  paid  or 
incurred  during  the  taxable  year  for  the  purpose  of  ascertaining  the 
existence,  location,  extent,  or  quality  of  any  deposit  of  ore  or  mineral, 
and  paid  or  incurred  prior  to  the  beginning  of  the  development  stage 
of  the  mine  or  deposit,  shall  be  allowed  as  deductions  in  computing 
net  income  for  the  taxable  year  except  to  the  extent  that  such  expendi¬ 
tures  exceed  $75,000.  The  yearly  limitation  of  $75,000  applies  to  all 
such  described  expenditures  of  the  taxpayer  and  is  not  a  total  amount 
allowable  with  respect  to  each  separate  mine  or  deposit.  A  4-year 
limitation  is  applicable,  as  described  hereinafter. 
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This  subsection,  however,  is  applicable  only  to  expenditures 
described  and  which,  but  for  this  subsection,  would  not  be  allowable 
as  a  deduction  for  the  taxable  year.  Those  expenditures  that  would 
be  allowable  without  reference  to  this  subsection  continue  to  be 
allowable  to  the  same  extent  as  under  existing  law  and  are  not  to  be 
taken  into  account  in  computing  the  $75,000  limitation.  This  sub¬ 
section,  also,  is  applicable  only  to  expenditures  paid  or  incurred  prior 
to  the  beginning  of  the  development  stage  of  the  deposit,  or  mine 
relating  to  such  deposit.  The  determination  of  the  beginning  of  the 
development  stage  is  to  be  made,  as  under  existing  law,  by  reference 
to  the  time  when  the  existence  of  ores  or  minerals  in  commercially 
marketable  quantities  is  disclosed. 

This  subsection  does  not  apply  to  expenditures  for  the  acquisition  or 
improvement  of  property  of  a  character  which  is  subject  to  the  allow¬ 
ance  for  depreciation  provided  in  section  23  (1)  of  the  code,  hut  allow¬ 
ances  for  depreciation  shall  be  considered,  for  the  purposes  of  this  sub¬ 
section,  as  expenditures  paid  or  incurred.  This  subsection,  also,  does 
not  apply  to  expenditures  for  the  purpose  of  ascertaining  the  existence, 
location,  extent  ,  or  quality  of  any  deposit  of  oil  or  gas. 

Paragraph  (2)  of  the  subsection  provides  that,  at  the  election  of  the 
taxpayer  in  accordance  with  regulations  prescribed  by  the  Secretary, 
he  may  treat  as  deferred  expenses  any  portion  of  the  amount  deduct¬ 
ible  under  paragraph  (1).  Such  portion  so  treated  shall  not  be  de¬ 
ductible  under  paragraph  (1)  but  shall  be  deductible  on  a  ratable 
basis  as  the  units  of  produced  ores  or  minerals  discovered  or  explored 
by  reason  of  such  expenditures  are  sold.  An  election  made  under  this 
paragraph  for  any  taxable  year  shall  be  binding  for  such  year. 

In  order  to  determine  the  amount  of  the  deduction  allowable  for 
any  taxable  year  under  paragraph  (2) ,  it  will  be  necessary  to  estimate 
the  number  of  units,  discovered  or  explored  by  reason  of  such  expendi¬ 
tures,  in  the  reserve  of  the  mine  or  deposit  at  the  close  of  such  taxable 
year.  This  estimate  is,  of  course,  subject  to  revision  in  the  event  it  is 
ascertained  as  the  result  of  operation  or  development  work  that  the 
remaining  recoverable  units  are  materially  greater  or  less  than  the 
number  remaining  from  a  prior  estimate.  As  these  units  are  produced 
and  sold,  the  amount  of  such  expenditures  to  be  deducted  will  be  an 
amount  which  is  in  the  same  proportion  to  the  total  amount  of  such 
expenditures  with  respect  to  which  an  election  under  paragraph  (2) 
has  been  made  as  the  number  of  units  sold  is  to  the  number  of  units 
in  the  reserve. 

The  deductions  allowable  under  this  subsection  are  not,  of  course, 
subject  to  disallowance  under  section  24  (a)  (2). 

This  subsection  is  applicable  only  to  a  taxpayer  who  has  paid  or 
incurred  expenditures  of  the  type  described  therein  and  accordingly 
has  no  application  to  that  part  of  the  cost  of  a  mine  or  deposit  at¬ 
tributable  to  such  expenditures  when  acquired  by  purchase.  The 
subsection  intends  that  where  a  taxpayer  has  paid  or  incurred  such 
expenditures,  has  made  an  election  under  paragraph  (2),  and  has 
thereafter  leased  the  mine  or  deposit,  retaining  a  royalty  interest 
therein,  the  taxpayer  is  to  be  allowed  tlie  ratable  deduction  provided 
in  paragraph  (2). 

Paragraph  (3)  of  the  subsection  provides  that  the  subsection  shall 
not  apply  to  any  amounts  paid  or  incurred  in  any  taxable  year  if  in 
any  four  preceding  years  (not  necessarily  consecutive  years)  the  tax- 
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payer,  or  any  individual  or  corporation  (who  has  transferred  to  the 
taxpayer  any  mineral  or  ore  property  under  circumstances  which  make 
the  provisions  of  par.  (7),  (8),  (11),  (13),  (15),  (17),  (20),  or  (22)  of 
sec.  113  (a)  of  the  code  applicable  to  such  transfer),  has  (1)  been 
allowed  a  deduction  under  paragraph  (1)  of  the  subsection,  or  (2) 
made  the  election  provided  under  paragraph  (2)  of  the  subsection. 
Thus,  for  example,  if  a  taxpayer  who  makes  his  return  on  a  calendar- 
year  basis  takes  a  deduction  under  the  subsection  in  each  of  the  years 
1952,  1953,  1954,  and  1956,  he  will  not  be  entitled  to  any  deduction 
under  the  subsection  for  1957,  or  any  other  subsequent  taxable  year. 
This  is  true  even  though  the  amount  of  the  deduction  taken  in  each 
such  year  is  for  less  than  the  $75,000  annual  ceiling. 

Paragraph  (4)  provides  that  the  amount  of  the  expenditures  which 
are  to  be  deferred  and  deducted  ratably  under  the  election  provided 
in  paragraph  (2)  shall  be  taken  into  account  in  determining  the  ad¬ 
justed  basis  of  the  mine  or  deposit.  However,  no  amount  of  such 
deferred  expense  shall  be  included  in  the  adjusted  basis  of  the  pop- 
erty  for  the  purpose  of  computing  a  deduction  for  depletion  under 
section  114  of  the  code. 

Subsection  (b)  of  this  section  of  the  bill  amends  section  113  (b)  (1) 
of  the  code  (relating  to  adjusted  basis  of  property)  to  add  a  new  sub- 
paragraph  (M)  thereto.  This  subparagraph  provides  that  the  basis 
of  a  mine  or  deposit  shall  be  adjusted  for  amounts  allowed  as  deduc¬ 
tions  as  deferred  expenses  under  section  23  (ff)  (2)  of  the  code  to  the 
extent  such  deductions  resulted  in  a  reduction  of  the  taxpayer’s  taxes 
under  chapter  1  of  the  code,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable,  year  and  prior  years.  No  adjust¬ 
ments  are  to  be  made  for  such  deductions,  however,  in  determining 
the  adjusted  basis  of  the  property  for  the  purpose  of  computing  a, 
deduction  for  depletion  under  section  114  of  the  code. 

Subsection  (c)  of  this  section  of  the  bill  provides  that  the  amend¬ 
ments  made  by  this  section  shall  be  applicable  only  with  respect  to 
taxable  years  ending  after  December  31,  1950. 

SECTION  342.  CORPORATE  LIQUIDATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  115  of  the  code  by  adding  a  new  subsection 
(n)  which  states  a  special  rule  for  the  treatment  of  gain  upon  the 
complete  liquidation  of  a  corporation  where  the  distribution  in  liquida¬ 
tion  includes  stock  in  another  corporation  to  which  unimproved  real 
estate  has  been  transferred  in  anticipation  of  such  liquidation.  The 
new  subsection  (n)  provides  that  if  pursuant  to  a  plan  of  liquidation 
a  corporation  (1)  transfers  part  of  its  assets  consisting  of  unimproved 
real  estate  to  a  newly  organized  corporation  in  exchange  solely  for  the 
entire  stock  of  the  new  corporation,  and  (2)  within  a  period  of  24 
months  from  the  date  of  the  adoption  of  the  plan  of  liquidation 
distributes  in  complete  liquidation  ail  its  assets  including  the  stock  in 
the  new  corporation,  the  amounts  distributed  shall  be  treated  as- 
distributions  in  complete  liquidation  of  the  old  corporation,  and  none; 
of  such  distributions  is  to  be  treated  as  having  been  made  in  pur¬ 
suance  of  a  plan  of  reorganization  and  subject  to  the  provisions  of 
section  112  (c)  (2).  Thus,  the  entire  recognized  gain,  if  any,  to  the 
shareholders  of  the  old  corporation  shall  be  treated  as  capital  gain 
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and  no  part  of  such  gain  shall  be  taxed  as  a  dividend  to  the  share¬ 
holders  of  the  old  corporation,  notwithstanding  any  other  provisions 
of  chapter  1  of  the  code,  including  section  112  (c)  (2).  In  other  words, 
if  in  connection  with  the  transaction  described  above  all  or  part  of  the 
gain  recognized  upon  the  liquidation  of  the  old  corporation  would 
otherwise  be  treated  as  the  distribution  of  a  taxable  dividend  and  taxed 
as  a  dividend  to  the  shareholders  under  the  provisions  of  section  112 
( c )  (2),  the  new  subsection  (n)  provides  that  in  lieu  of  taxing  such 
part  of  the  gain  as  a  taxable  dividend  to  the  shareholders,  all  of  the 
gain  shall  be  taxed  as  capital  gain. 

The  benefit  of  section  115  (n)  apply  only  if  (1)  the  business  of  the 
old  corporation  is  discontinued,  (2)  the  new  corporation  to  which  the 
unimproved  real  estate  is  transferred  was  organized  and  is  operated 
solely  for  the  purpose  of  holding  title  to  such  real  estate  and  collecting 
income  from  the  leasing  or  sale  thereof,  and  (3)  there  was  a  sound 
business  reason  for  organizing  such  new  corporation  to  hold  title  to 
;the  unimproved  real  estate. 

The  amendment  made  by  this  section  applies  to  taxable  years 
beginning  after  December  31,  1947. 

SECTION  343.  DEFINITION  OF  EMPLOYEE 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  adds  a  new  paragraph  (20),  applicable  to  taxable  years 
beginning  after  1938,  to  section  3797  (a)  of  the  code  to  provide  in 
substance  that  a  full-time  life-insurance  salesman  shall  be  considered 
to  be  an  “employee’'  for  the  purpose  of  applying  the  provisions  of 
chapter  1  (such  as  secs.  22  (b)  (2)  (B),  23  (p),  and  165)  which  deter¬ 
mine  the  effect  of  contributions  for  the  benefit  of,  and  distributions 
to,  “an  employee”  under  a  stock  bonus,  pension,  profit-sharing,  or 
annuity  plan. 

Section  165  (b)  provides  in  substance  that  periodic  distributions 
made  to  an  employee  by  a  pension  or  profit-sharing  trust  which  con¬ 
forms  to  the  requirements  of  section  165  are  taxed  to  the  recipient  as 
received  in  the  same  manner  as  annuity  payments.  However,  since  a 
full-time  life-insurance  salesman  is  not  considered,  under  existing  law, 
to  be  an  “employee,”  the  provisions  of  section  165  do  not  apply  with 
respect  to  a  trust  for  his  benefit. 

Under  your  committee’s  amendment,  such  a  full-time  life-insurance 
salesman  is  accorded  the  status  of  an  employee  for  purposes  of  the 
application  of  section  165  if  he  is  classified  as  an  employee  for  purposes 
of  the  Federal  old-age  and  survivor’s  insurance  system  or  if,  in  the 
case  of  services  performed  before  January  1,  1951,  he  would  have 
been  so  classified  if  the  services  were  performed  in  1951. 

TITLE  IV— EXCISE  TAXES 
Part  I — Tax  on  Admissions  and  Cabarets 
SECTION  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS 

As  it  passed  the  House,  this  section  of  the  bill  amends  section 
1700  (a)  (1)  of  the  code  by  striking  out  the  second  and  fourth  sentences 
thereof.  The  second  sentence  provides  that  persons  (except  bona  fide 
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employees,  municipal  officers  on  official  business,  and  children  under 
12  years  of  age),  admitted  free  or  at  reduced  rates,  shall  pay  the  same 
tax  as  persons  paying  the  regular  admission  charge.  Thus,  by  striking 
out  this  sentence,  there  will  be  no  tax  on  free  admissions,  and  with 
respect  to  admissions  at  reduced  rates,  the  tax  will  be  determined  by 
the  first  sentence  of  section  1700  (a)  (1),  as  amended  by  section  1650, 
which  imposes  on  admissions  a  tax  of  1  cent  for  each  5  cents  or  major 
fraction  thereof.  The  fourth  sentence  (relating  to  exemption  from  tax 
by  regulation  in  the  case  of  free  admission  of  certain  hospitalized 
veterans  and  members  of  the  Armed  Forces)  of  such  section  is  stricken 
as  surplusage  upon  the  elimination  of  the  second  sentence.  Your  com¬ 
mittee  has  further  amended  section  1700  (a)  (1)  by  striking  out  the 
fifth  sentence  which  was  added  thereto  by  Public  Law  124,  approved 
August  24,  1951.  The  fifth  sentence  of  section  1700  (a)  (1)  provides 
for  an  exemption  from  tax  in  the  case  of  free  admission  of  members 
of  the  Armed  Forces.  This  fifth  sentence  becomes  surplusage  upon 
the  elimination  of  the  second  sentence. 

SECTION  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX 

As  it  passed  the  House,  subsection  (a)  of  this  section  reinstates  the 
applicability  of  section  1701  of  the  Internal  Revenue  Code,  which 
exempted  prior  to  October  1,  1941,  certain  admissions  from  the  ad¬ 
missions  tax.  Your  committee  has  retained  this  subsection. 

As  it  passed  the  House,  subsection  (b)  of  this  section  amends  section 
1701  (a)  of  the  code  so  as  to  retain  certain  of  the  exemptions  from  the. 
admissions  tax  which  existed  prior  to  October  1,  1941. 

Under  the  amendments  made  by  the  House  bill  to  section  1701  (a), 
the  admissions  tax  would  apply  to: 

1.  Admissions  to  all  athletic  games  or  exhibitions  except  those 
where  the  proceeds  inure  exclusively  to  the  benefit  of  an  elementary 
or  secondary  school.  Under  the  pre-1941  law  the  exemption  from  the 
admissions  tax  was  denied  only  with  respect  to  admissions  to  such 
events  the  proceeds  of  which  inured  wholly  or  partly  to  the  benefit  of 
a  college  or  university. 

2.  Admissions  to  all  wrestling  matches,  prize  fights,  or  boxing, 
sparring,  or  other  pugilistic  matches  or  exhibitions,  regardless  of  to 
whom  the  proceeds  are  payable.  Under  the  pre-1941  law  admissions 
to  such  exhibitions  were  in  some  cases  exempt  from  tax. 

3.  Admissions  to  carnivals,  rodeos,  or  circuses  in  which  any  pro¬ 
fessional  performer  or  operator  participates  for  compensation.  There 
was  no  corresponding  provision  in  the  pre-1941  law. 

Your  committee  has  retained  the  amendments  made  by  the  House 
as  they  relate  to  the  admissions  listed  above  and,  in  addition,  has 
further  provided  that  the  admissions  tax  will  apply  to  admissions  to 
any  motion-picture  exhibition,  regardless  of  to  whom  the  proceeds 
are  payable,  and  the  character  of  the  person  or  organization  sponsor¬ 
ing  such  a  motion-picture  exhibition. 

Subsection  (b),  as  it  passed  the  House,  elimiuated  from  the  pre-1941 
exemptions  (1)  the  exemption  with  respect  to  admissions  all  the 
proceeds  of  which  inure  exclusively  to  the  benefit  of  societies  or 
organizations  conducted  for  the  sole  purpose  of  improving  any  city, 
town,  village,  or  other  municipality,  and  (2)  the  exemption  with 
respect  to  admissions  all  the  proceeds  of  which  inure  exclusively  to  the 
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benefit  of  persons  in  the  military  or  naval  forces  of  the  United  States 
or  to  persons  who  have  served  in  such  forces  and  are  in  need.  Your 
committee  has  retained  the  House  amendments  with  respect  to  these 
activities,  and,  in  addition,  has  provided  for  the  elimination  of  the 
pre-1941  exemptions  in  the  case  of  admissions  all  the  proceeds  of  which 
inure  exclusively  to  the  benefit  of  societies  for  the  prevention  of  cruelty 
to  children  or  animals.  The  exemption  previously  afforded  to  societies 
or  organizations  conducted  for  the  sole  purpose  of  maintaining  a 
cooperative  or  community  center  moving-picture  theater  has  also  been 
eliminated  by  your  committee. 

Under  pre-1941  law  the  exemption  from  tax  applied  to  admissions 
where  the  proceeds  inured  exclusively  to  the  benefit  of  members  of 
the  police  or  fire  department  of  any  city,  town,  village,  or  other 
municipality  or  the  dependents  or  heirs  of  such  members.  Under  the 
amendment  passed  by  the  House  the  proceeds  must  inure  exclusively 
to  the  benefit  of  a  police  or  fire  department  (including  a  volunteer 
fire  department)  of  any  such  locality  or  exclusively  to  a  fund  for  the 
sole  benefit  of  members  of  a  police  or  fire  department  or  the  dependents 
or  heirs  of  such  members.  Your  committee  has  further  limited  this 
exemption  so  that  the  proceeds  must  inure  exclusively  to  the  benefit 
of  a  police  or  fire  department  of  any  city,  town,  village,  or  an}^  munici¬ 
pality  or  exclusively  to  a  retirement,  pension,  or  disability  fund  for 
the  sole  benefit  of  members  of  such  a  police  or  fire  department  or  to 
a  fund  for  the  heirs  of  such  members. 

Under  pre-1941  law  opera  companies  were  exempted  as  educational 
institutions.  The  same  result  was  contemplated  under  the  bill  as 
passed  by  the  House.  Your  committee  has  included  a  specific  exem- 
tion  from  the  admissions  tax  where  the  proceeds  of  the  admission 
inure  exclusively  to  a  society  or  organization  conducted  for  the  sole 
purpose  of  maintaining  symphony  orchestras  or  operas,  and  receiving 
substantial  support  from  voluntary  contribution. 

Under  the  House  bill,  as  under  section  1701  prior  to  October  1, 
1941,  the  exemption  from  tax  applies  if  the  proceeds  of  the  admissions 
inure  exclusively  to  the  benefit  of  religious,  educational,  or  charitable 
institutions.  Your  committee,  however,  proposes  to  limit  the  exemp¬ 
tions  to  certain  defined  classes  of  institutions  within  these  categories. 
Under  the  amendment  proposed  by  your  committee,  religious  institu¬ 
tions  are  restricted  to  churches  or  conventions  or  associations  of 
churches.  An  educational  institution,  to  be  exempt,  must  have  a 
regular  faculty  and  curriculum,  and  a  regular  student  body  at  the 
place  where  the  educational  activities  are  carried  on.  A  charitable 
institution,  in  order  to  qualify  for  exemption,  must  be  supported,  in 
whole  or  in  part,  by  funds  contributed  by  the  United  States  or  any 
State  or  political  subdivision  thereof,  or  must  be  primarily  supported 
by  contributions  from  the  general  public.  For  the  exemption  to 
attach  in  the  cases  of  either  an  educational  institution  or  a  charitable 
institution,  such  institution  must  be  exempt  from  income  tax  under 
section  101  (6). 

Subsection  (b),  as  it  passed  the  House,  would  reinstate  the  pre-1941 
exemption  granted  under  section  1701  (b)  of  the  code  to  admissions 
to  agricultural  fairs  and  to  admissions  to  any  exhibit,  entertainment, 
or  other  pay  feature  conducted  by  the  fair  association  as  part  of  the 
fair.  Your  committee  lias  amended  section  1701  (b)  to  limit  the 
exemption  to  the  general  admission  charge  to  the  fair  only,  and  to 
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eliminate  the  specific  exemption  to  charges  for  admission  to  any 
exhibit,  entertainment,  or  other  pay  feature  put  on  as  part  of  such  fairj 

Subsection  (c)  of  this  section,  as  it  passed  the  House,  adds  a  new 
subsection  (d)  to  section  1701  of  the  code.  This  new  subsection 
grants  an  exemption  covering  admissions  to  facilities  for  physical 
recreation,  such  as  swimming  pools,  bathing  beaches,  and  skating 
rinks  (including  exhibitions  and  tournaments  conducted  at  such  facili¬ 
ties)  operated  by,  and  with  the  entire  proceeds  inuring  to,  States  and 
political  subdivisions  thereof,  such  as  counties  and  cities,  or  the  United 
States,  and  agencies  and  instrumentalities  of  the  foregoing.  The  new 
exemption  does  not  encompass  spectator  facilities,  such  as  zoos  and 
aquariums.  Your  committee  has  retained  this  exemption. 

In  addition,  your  committee  has  also  provided  for  the  addition 
of  a  new  subsection  (e)  to  section  1701  of  the  code.  Subsection  (e)  (1) 
grants  an  exemption  from  the  admissions  tax  covering  admissions  to  a 
home  or  garden  which  is  temporarily  opened  to  the  general  public  as 
part  of  a  program  conducted  by  a  society  or  organization  to  permit 
the  inspection  of  historical  homes  and  gardens.  Subsection  (e)  (2) 
grants  an  exemption  from  the  admissions  tax  covering  admissions  to 
historic  sites,  houses,  and  shrines,  and  museums  conducted  in  connec¬ 
tion  therewith,  maintained  and  operated  by  a  society  or  organization 
devoted  to  the  preservation  of  such  places.  To  qualify  for  the  exemp¬ 
tion  under  the  new  subsection  (e)  no  part  of  the  net  earnings  of  the 
society  or  organization  conducting  the  home  or  garden  tour  progiam, 
or  maintaining  or  operating  such  historic  sites,  houses,  and  so  forth, 
may  inure  to  the  benefit  of  any  private  stockholder  or  individual. 

SECTION  403.  EFFECTIVE  DATE  OF  AMENDMENTS 
RELATING  TO  ADMISSIONS 

This  section  is  the  same  as  section  403  of  the  House  bill  and  provides 
that  the  amendments  made  by  sections  401  and  402  shall  apply  to 
amounts  paid  on  or  after  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  the  enactment  of  this  act  for 
admissions  on  or  after  such  first  day. 

SECTION  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

This  section,  which  is  identical  with  section  404  of  the  House  bill, 
amends  section  1700  (e)  (1)  of  the  code  to  exempt  from  the  cabaret 
tax  bona  fide  dance  halls,  ballrooms,  and  other  similar  places  where 
the  serving  or  selling  of  food,  refreshments,  or  merchandise  is  merely 
incidental  to  the  music  and  dancing  privileges  furnished  unless  the 
conduct  of  the  place  is  such  as  to  bring  it  within  the  normal  concept 
of  a  roof  garden,  cabaret,  or  similar  place.  This  determination  will 
be  made  by  reference  to  the  over-all  operation  of  the  establishment, 
including  such  factors  as  the  relative  income  from  the  several  activities 
over  a  period  of  time,  the  relative  portion  of  space  devoted  to  the 
various  activities,  the  type  of  refreshments  served  or  sold,  the  scope  and 
character  of  the  entertainment  furnished,  and  the  hours  of  operation. 

The  purpose  of  this  amendment  is  to  make  it  clear  that  the  principles 
set  forth  by  the  district  court  in  the  case  of  Geer  v.  Birmingham  (88  F. 
Supp.  189)  are  controlling  in  the  determination  of  whether  the  estab¬ 
lishment  involved  is  operating  as  a  cabaret  or  as  a  dance  hall,  and  to 
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avoid  the  broad  construction  placed  upon  the  statute  in  the  case  of 
Avalon  Amusement  Corporation  v.  United  States  (165  F.  2d  653)  and 
in  the  court  of  appeals  decision  reversing  the  decision  of  the  district 
court  in  the  Geer  case  ( Birmingham  v.  Geer ,  185  F.  2d  82),  which 
require  that  dance  halls  and  similar  establishments  be  taxed  as 
cabarets,  even  though  the  serving  or  selling  of  food,  refreshments,  or 
merchandise  is  merely  incidental. 

The  amendment  made  by  this  section  shall  take  effect  at  10  a.  m., 
on  the  first  day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  act. 

Part  II — Tax  on  Cigarettes 


SECTION  421.  TAX  ON  CIGARETTES 

Subsection  (a)  of  this  section  as  it  passed  the  House  amends  section 
2000  (c)  (2)  of  the  code  (relating  to  the  tax  on  cigarettes)  to  increase 
the  rate  of  tax  with  respect  to  cigarettes  weighing  not  more  than  3 
pounds  per  thousand  from  $3.50  to  $4  per  thousand.  Your  committee 
has  amended  this  section  to  provide  that  the  increased  rate  of  tax  shall 
be  applicable  only  until  January  1,  1954,  at  which  time  the  rate  of  tax 
with  respect  to  such  cigarettes  will  revert  to  $3.50  per  thousand,  the 
present  rate  of  tax. 

Subsection  (b)  provides  that  the  increase  in  the  rate  of  tax  made  by 
subsection  (a)  shall  take  effect  on  the  first  day  of  the  first  month  which 
begins  more  than  10  days  after  the  date  of  enactment  of  this  act. 

SECTION  422.  FLOOR  STOCKS  TAX  AND  FLOOR  STOCKS 
REFUND  ON  CIGARETTES 

As  passed  by  the  House,  this  section  amends  section  2000  of  the 
code  (relating  to  the  tax  on  tobacco,  etc.)  by  adding  a  new  subsec¬ 
tion  (f)  which  imposes  a  floor  stocks  tax  equal  to  the  increase  in  the 
tax  made  by  section  421  (a)  with  respect  to  cigarettes  weighing  not 
more  than  3  pounds  per  thousand  which  are  held  for  sale  on  the  day 
the  increased  rate  of  tax  on  such  cigarettes  takes  effect. 

Your  committee  has  retained  this  amendment  but  has  added  an 
additional  subsection  (g)  to  section  2000  of  the  code.  This  added 
subsection  provides  for  a  credit  or  refund  (without  interest),  on 
cigarettes  weighing  not  more  than  3  pounds  per  thousand  which  on 
January  1,  1954,  are  held  and  intended  for  sale  or  are  in  transit  to  the 
United  States  on  which  tax  has  been  paid,  in  an  amount  equal  to  the 
difference  between  the  tax  paid  on  such  cigarettes  (including  floor 
stocks  tax)  and  the  tax  made  applicable  to  such  cigarettes  on  January 
1,  1954.  To  be  entitled  to  credit  or  refund,  such  cigarettes  must,  on 
January  1,  1954,  be  held  and  intended  for  sale;  the  person  so  holding 
the  cigarettes  must,  prior  to  April  1,  1954,  file  claim  for  credit  or 
refund;  and  he  must  also  make,  keep,  and  file  records  as  required  both 
before  and  after  January  1,  1954  (but  not  extending  beyond  1  year 
thereafter),  and  must  establish  to  the  satisfaction  of  the  Secretary, 
with  respect  to  cigarettes  of  the  class  for  which  credit  or  refund  is 
claimed  by  him  under  this  subsection,  that  on  and  after  January  1, 
1954,  and  before  April  1,  1954,  the  price  at  which  cigarettes  of  such 
class  were  sold  (until  a  number  equal  at  least  to  the  number  on  hand 
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at  the  first  moment  of  January  1,  1954,  were  sold)  reflected,  in  such 
manner  as  the  Secretary  may  by  regulations  prescribe,  the  amount  of 
the  tax  reduction.  The  Secretary  will,  under  the  regulations,  estab¬ 
lish  a  system  for  making  credit  or  refund  where  the  benefit  of  the  tax 
reduction  is  passed  on  to  the  consumer.  The  regulations  may  pre¬ 
scribe  the  method  of  arriving  at  the  price  at  which  such  cigarettes 
were  sold  before  the  tax  reduction,  and  may  also  prescribe  the  method 
of  ascertaining  the  reduced  price  reflecting  the  tax  reduction,  if  a 
credit  or  refund  is  to  be  allowed.  Credit  or  refund  is  not  to  be  allowed 
under  this  subsection  with  respect  to  the  cigarettes  in  respect  to  which 
credit  or  refund  is  claimed  unless  the  requirements  of  the  subsection 
and  the  regulations  are  satisfied. 

SECTION  423.  REDUCTION  OF  TAX  ON  SNUFF  AND 
CHEWING  TOBACCO 

This  section,  which  your  committee  has  added  to  the  House  bill, 
amends  section  2000  (a)  of  the  code,  relating  to  the  tax  on  tobacco 
and  snuff. 

Subsection  (a)  of  this  section  amends  existing  law  so  as  to  change 
the  rate  of  tax  on  all  snuff  and  chewing  tobacco  from  18  cents  per 
pound  to  10  cents  per  pound,  but  retains  the  present  tax  rate  of  18 
cents  per  pound  on  all  smoking  tobacco.  Under  this  amendment  a  tax 
of  10  cents  per  pound  would  be  imposed  on  snuff  of  all  descriptions,  and 
on  all  chewing  tobaccos. 

Subsection  (b)  provides  that  the  changes  in  the  tax  rates  made 
by  subsection  (a)  shall  take  effect  on  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  the  enactment  of 
this  Act. 

Part  III — Retailers’  Excise  Taxes 

SECTION  431.  RETAILERS’  EXCISE  TAX  ON  TOILET 

PREPARATIONS 

This  section,  which  is  identical  with  section  432  of  the  House  bill, 
amends  section  2402  (a)  of  the  code  (relating  to  the  tax  on  toilet 
preparations)  by  adding  at  the  end  thereof  a  new  sentence  to  exempt 
from  the  tax  thereby  imposed  toilet  articles  intended  to  be  used  or 
applied  only  in  the  care  of  babies.  The  determination  of  whether 
toilet  articles  are  intended  to  be  used  or  applied  only  in  the  care  of 
babies  will  be  made  only  by  reference  to  the  advertising  with  respect 
to,  and  the  labeling  contained  on,  the  article.  If  an  article  is  adver¬ 
tised  and  labeled  as  being  for  use  in  the  care  of  babies  and  is  not  adver¬ 
tised  or  labeled  as  usable  by  persons  other  than  babies  the  article  is 
exempt  from  tax  even  though  the  particular  purchaser  buys  it  for 
adult  use.  On  the  other  hand,  an  article  which  is  represented  by 
advertising  or  labeling  as  fit  for  adult  use  in  addition  to  use  in  the  care 
of  babies  will  not  be  exempt  from  tax  even  though  sold  to  a  purchaser 
who  intends  to  use  the  article  only  in  the  care  of  babies. 

Under  existing  law  toilet  articles  sold  to  a  beauty  parlor,  barber 
shop,  or  similar  establishment  for  use  in  the  operation  thereof  are 
taxable  when  sold.  Articles  sold  to  such  establishments  for  resale 
are  not  taxable  until  sold  by  them.  Under  existing  procedures  these 
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establishments  must  submit  exemption  certificates  to  their  vendors 
in  order  that  toilet  articles  may  be  purchased  tax-free  for  resale. 
Articles  procured  by  such  establishments  tax-free  for  resale  and 
actually  used  in  operation  of  the  place  are  taxable  when  first  set 
apart  for  such  use.  Under  the  amendment  made  by  section  431  (b) 
to  section  2402  (b)  of  the  code,  toilet  articles  sold  to  such  establish¬ 
ments,  for  resale  or  for  use  in  the  operation  thereof,  arts  exempted 
from  tax.  The  resale  of  toilet  articles  at  retail  by  such  establishments 
will  continue  to  be  taxable,  as  under  present  law. 

SECTION  432.  EFFECTIVE  DATE  OF  PART  III 

This  section,  which  is  the  same  as  section  433  of  the  House  bill,  pro¬ 
vides  that  the  amendments  made  by  part  III  (relating  to  retailers’ 
excise  taxes)  shall  apply  only  to  articles  sold  on  or  after  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after  the  date  of 
enactment  of  this  act. 

Part  IV — Liquor 

SECTIONS  441,  442,  AND  443.  DISTILLED  SPIRITS,  WINES, 
AND  FERMENTED  MALT  LIQUORS 

These  sections  are  the  same  as  sections  451,  452,  and  453  of  the 
House  bill,  except  that  provision  is  made  for  the  elimination  of  the 
proposed  increase  in  rates  on  and  after  January  1,  1954.  These 
sections  increase  the  rates  of  tax  on  distilled  spirits,  wines,  and  fer¬ 
mented  malt  liquors.  The  proposed  increases  are  as  follows:  Dis¬ 
tilled  spirits,  from  $9  to  $10.50  per  proof  gallon;  still  wines  not  over 
14  percent  alcohol,  from  15  to  17  cents  per  gallon;  still  wines  over  14 
percent  and  not  over  21  percent  yf  alcohol,  from  60  to  67  cents  per 
gallon;  still  wines  over  21  percent  and  not  over  24  percent  of  alcohol, 
from  $2  to  $2.25  per  gallon;  sparkling  wines,  from  15  to  17  cents  per 
one-half  pint;  artificially  carbonated  wines,  from  10  to  12  cents  per 
one-half  pint;  liqueurs,  cordials,  and  similar  compounds  containing 
fortified  sweet  wine  or  fortified  fruit  or  berry  wines,  from  10  to  12 
cents  per  one-half  pint;  fermented  malt  liquors  from  $8  to  $9  per 
barrel.  These  sections  also  impose  equalizing  floor  stocks  taxes  on 
tax-paid  distilled  spirits  and  tax-paid  wines  held  for  sale  or  for  use 
in  the  manufacture  of  any  article  intended  for  sale  on  the  date  the 
increased  rates  become  effective;  and  on  all  tax-paid  fermented  malt 
liquors  held  for  sale  on  the  date  the  increased  rate  becomes  effective. 
Provisions  similar  to  those  contained  in  the  Revenue  Act  of  1943 
are  made  for  the  filing  of  floor  stocks  tax  returns  and  for  the  payment 
of  such  tax.  Section  441  also  increases  the  rate  of  tax  on  imported 
perfumes  containing  distilled  spirits  from  $9  to  $10.50  per  wine  gallon. 

SECTION  444.  FLOOR  STOCKS  REFUNDS 

This  section  deals  with  refunds  applicable  with  respect  to  alcoholic 
liquors  upon  the  termination  of  the  tax  rate  increases  proposed  for 
these  products  in  the  bill.  It  amends  section  1656  (a)  and  (b)  of 
the  code.  The  House  bill  did  not  provide  for  a  termination  date  for 
the  proposed  rate  increases  and,  accordingly,  made  no  provisions  of 
refunds  on  the  rate  reduction  date. 
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Section  1656  (a)  and  (b)  of  the  code,  as  amended  by  this  section, 
covers  alcoholic  liquors,  including  distilled  spirits,  imported  perfumes 
containing  distilled  spirits,  wines,  including  liqueurs  and  cordials,  and 
fermented  malt  liquors.  It  provides  for  credit  or  refund  (without 
interest)  of  the  excess  of  the  taxes  (including  floor  stocks  taxes)  paid 
with  respect  to  such  liquors  on  account  of  the  higher  rates  imposed 
by  this  bill  over  the  taxes  that  would  have  been  payable  in  the  absence 
of  the  increased  rates  provided  by  this  bill.  To  be  entitled  to  credit 
or  refund,  the  liquor  must,  on  January  1,  1954,  be  held  for  sale  or 
for  use  in  the  manufacture  or  production  of  an  article  intended  for 
sale;  the  person  so  holding  it  must,  prior  to  February  1,  1954,  file 
claim  for  credit  or  refund;  and  he  must  also  make,  keep,  and  file 
records  as  required,  and  must  establish  to  the  satisfaction  of  the 
Secretary,  with  respect  to  each  kind  of  article  for  which  credit  or 
refund  is  claimed  by  him  under  this  section,  that  after  December  31, 
1953,  and  before  April  1,  1954,  the  price  at  which  articles  of  such 
kind  were  sold  (until  a  number  equal  at  least  to  the  number  on  hand 
on  January  1,  1954,  were  sold)  reflected,  in  such  manner  as  the  Sec¬ 
retary  may  by  regulations  prescribe,  the  amount  of  the  tax  reduction. 
Under  this  section  the  Secretary  will  be  authorized,  under  regulations, 
to  establish  a  system  for  making  credit  or  refund  where  the  benefit 
of  the  tax  reduction  is  passed  on  to  the  consumer.  The  regulations 
may  prescribe  the  method  of  arriving  at  the  price  at  which  the  article 
was  sold  before  the  tax  reduction.  The  regulations  may  also  prescribe 
the  method  of  ascertaining  the  reduced  price  reflecting  the  tax  reduc¬ 
tion,  if  a  credit  or  refund  is  to  be  allowed. 

SECTION  445.  CLERICAL  AMENDMENT 

This  section  is  the  same  as  section  454  of  the  House  bill.  The 
section  amends  section  1650  (relating  to  war  tax  rates  on  certain 
miscellaneous  taxes)  by  striking  out  the  provisions  thereof  relating 
to  distilled  spirits,  imported  perfumes  containing  distilled  spirits, 
wines,  and  fermented  malt  liquors. 

SECTION  446.  EFFECTIVE  DATE  OF  PART  IV 

This  section  is  the  same  as  section  455  of  the  House  bill.  The 
section  provides  that  the  amendments  made  by  this  part  shall  take 
effect  on  the  first  day  of  the  first  month  which  begins  more  than  10 
days  after  the  date  of  enactment  of  this  act. 

Part  V— Occupational  Taxes 

SECTION  451.  OCCUPATIONAL  TAXES  ON  DEALERS  IN 

LIQUORS 

This  section  increases  the  rates  of  occupational  taxes  on  wholesale 
dealers  in  liquors,  retail  dealers  in  liquors,  and  wholesale  dealers  in 
malt  liquors.  The  proposed  increases  are  as  follows:  Wholesale 
dealers  in  liquors,  from  $110  to  $200;  retail  dealers  in  liquors,  from 
$27.50  to  $50;  and  wholesale  dealers  in  malt  liquors,  from  $55  to  $100. 
The  section  is  the  same  as  section  461  of  the  House  bill,  except  that 
provision  is  made  for  the  elimination  of  the  proposed  increase  in  rate 
on  and  after  July  1,  1954. 
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SECTION  452.  DRAW-BACK  IN  THE  CASE  OF  DISTILLED 
SPIRITS  USED  IN  THE  MANUFACTURE  OF  CERTAIN 
NONBEVERAGE  PRODUCTS 

This  section  corresponds  to  section  462  of  the  House  bill.  The 
section  has,  however,  been  redrafted  to  accomplish  its  objective  by 
amending  only  section  3250  (1)  (5)  of  the  code  and  to  provide  for 
reduction  of  the  amount  of  draw-back  after  December  31,  1953,  to 
correspond  with  the  proposed  reduction  in  the  rate  of  tax  on  distilled 
spirits  on  and  after  January  1,  1954.  Subparagraph  (5)  (A)  provides 
for  payment  of  draw-back  at  the  rate  of  $6  per  proof  gallon  with 
respect  to  distilled  spirits  tax-paid  at  the  rate  of  $9  per  proof  gallon 
prior  to  the  effective  date  of  section  452.  Subparagraph  (5)  (B) 
provides  for  payment  of  draw-back  at  the  rate  of  $9.50  per  proof 
gallon  with  respect  to  distilled  spirits  tax-paid  at  the  rate  of  $10.50 
per  proof  gallon  on  and  after  the  effective  date  of  section  452.  Sub- 
paragraph  (5)  (C)  provides  for  payment  of  draw-back  at  the  rate  of 
$8  per  proof  gallon  with  respect  to  distilled  spirits  tax-paid  at  the 
rate  of  $9  per  proof  gallon  after  December  31,  1953. 

The  amendment  shall  be  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  enactment  of  this  act. 

SECTION  453.  TAX  ON  COIN-OPERATED  GAMING 

DEVICES 

This  section,  which  is  the  same  as  section  463  of  the  House  bill, 
amends  section  3267  (a)  of  the  Internal  Revenue  Code  to  increase  the 
present  rate  of  the  special  (occupational)  tax  thereby  imposed  with 
respect  to  coin-operated  gaming  devices  from  $150  to  $250  per  year. 

SECTION  454.  EFFECTIVE  DATE  OF  PART  V 

This  section  is  substantially  the  same  as  section  465  of  the  House 
bill,  and  provides  that  the  amendments  made  by  sections  451  and 
453  shall  take  effect  on  the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  the  enactment  of  this  act.  In 
the  case  of  the  year  beginning  July  1,  1951,  where  the  trade  or  busi¬ 
ness  on  which  the  occupational  tax  is  imposed  was  commenced  prior 
to  the  first  day  of  the  month  specified  in  the  preceding  sentence,  i.  e., 
the  month  which  begins  more  than  10  days  after  the  date  of  the 
enactment  of  this  act,  the  increase  in  the  tax  resulting  from  the 
amendments  made  by  sections  451  and  453  shall  be  reckoned  propor¬ 
tionately  from  the  first  day  of  such  first  month  to  and  including  the 
30th  day  of  June  following  and  shall  be  due  on,  and  shall  be  payable 
on  or  before,  the  last  day  of  such  specified  month. 

Part  VI — Wagering 

SECTION  461.  WAGERING  TAXES 

This  section  is  identical  with  section  471  of  the  House  bill.  It 
adds  to  the  Internal  Revenue  Code  a  new  chapter  entitled  “Chapter 
27A — Wagering  Taxes,”  which  imposes  on  wagers  a  tax  equal  to  10 
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percent  of  the  amount  thereof,  and  a  special  (occupational)  tax  of 
$50  per  year  on  each  person  who  is  liable  for  the  tax  on  wagers  or 
who  is  engaged  in  receiving  wagers  for  or  on  behalf  of  any  person  so 
liable.  For  a  detailed  discussion  of  these  new  taxes,  see  the  explana¬ 
tion  beginning  on  page  112  of  the  first  part  of  this  report. 

SECTION  462.  EFFECTIVE  DATE  OF  PART  VI 

This  section,  which  is  the  same  as  section  472  of  the  House  bill, 
provides  that  the  tax  imposed  on  wagers  by  subchapter  A  of  chapter 
27A  of  the  Internal  Revenue  Code,  as  added  by  section  461,  shall 
apply  only  with  respect  to  wagers  placed  on  or  after  the  first  day  of 
the  first  month  which  begins  more  than  10  days  after  the  date  of 
enactment  of  this  act.  The  section  further  provides  that  the  occu¬ 
pational  tax  imposed  by  subchapter  B  of  chapter  27A  of  the  code,  as 
added  by  section  461,  shall  not  be  payable  with  respect  to  any  period 
prior  to  the  first  month  which  begins  more  than  10  days  after  the; 
date  of  enactment  of  this  act.  It  is  also  provided  that  in  the  case  of 
any  person  who  is  liable  for  tax  under  subchapter  A  of  chapter  27A, 
or  who  is  engaged  in  receiving  wagers  for  or  on  behalf  of  any  person  so 
liable,  and  who  commenced  the  activity  which  makes  him  subject  to 
such  tax,  or  who  was  engaged  in  receiving  such  wagers,  prior  to  the 
first  day  of  the  first  month  specified  in  the  preceding  sentence,  i.  e., 
the  month  which  begins  more  than  10  days  after  the  enactment  of  the 
act,  the  tax  under  subchapter  B  of  chapter  27A  shall  be  reckoned 
proportionately  from  the  first  day  of  such  month  to  and  including  the 
30th  day  of  June  following  and  shall  be  due  on,  and  payable  on  or 
before,  the  last  day  of  such  specified  month. 

Part  VII — Manufacturers'  Excise  Taxes 

SECTION  471.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR 

ACCESSORIES 

This  section  is  similar  to  section  481  of  the  House  bill  with  the 
exception  that  your  committee  has  amended  subsections  (a),  (b),  and 
(c)  thereof  to  provide  that  the  increases  in  rates  of  tax  made  by  the 
House  bill  shall  be  applicable  only  until  January  1,  1954,  at  which 
time  the  rates  of  tax  now  in  effect  under  section  3403  of  the  code  will 
be  applicable.  Also,  your  committee  has  eliminated  the  tax  upon 
house  trailers  and  parts  and  accessories  sold  on  or  in  connection 
therewith.  Under  the  House  bill  the  present  7-percent  tax  upon  such 
items  would  be  continued. 

Subsections  (a)  and  (b)  of  this  section  respectively  amend  section 
3403  (a)  of  the  code  to  increase  the  manufacturers’  excise  tax  from  5 
to  8  percent  on  automobile  trucks  and  other  items  included  in  section 
3403  (a),  and  on  passenger  automobiles  and  all  items  now  included 
in  section  3403  (b)  from  7  to  10  percent,  except  chassis  and  bodies 
for  house  trailers  (including  parts  or  accessories  therefor  sold  on  or  in 
connection  therewith  or  with  the  sale  thereof),  which  will  be  exempt 
from  tax. 

Subsection  (c)  amends  section  3403  (c)  of  the  code  to  increase  the 
tax  on  parts  or  accessories  for  any  of  the  articles  enumerated  in  section 
3403  (a)  and  (b)  of  the  code  from  5  to  8  percent. 
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Subsection  (d)  adds  a  new  sentence  at  the  end  of  such  section  3403 
(c)  to  provide  that  in  determining  the  sale  price  of  a  rebuilt  automo¬ 
bile  part  or  accessory,  there  shall  be  excluded  from  the  price,  in 
accordance  with  regulations  prescribed  by  the  Secretary,  the  value 
of  a  like  part  or  accessory  accepted  in  exchange. 

Subsection  (e)  is  a  technical  amendment  of  section  3403  (e)  to  pro¬ 
vide  rates  of  credit  allowable  to  manufacturers  for  tax-paid  tires,  inner 
tubes,  or  automobile  radio  or  television  receiving  sets  used  in  the  manu¬ 
facture  of  automobiles,  etc.,  equal  to  the  rates  of  tax  imposed  on  auto¬ 
mobiles,  etc. 

Subsection  (f)  amends  section  3443  (a)  (3)  (A)  by  adding  a  new 
clause  (vi)  to  provide  a  credit  or  refund  to  a  manufacturer  of  automo¬ 
bile  parts  or  accessories  when  a  part  or  accessory  (other  than  spark 
plugs,  storage  batteries,  leaf  springs,  coils,  timers,  and  tire  chains)  is 
resold  for  use  as  a  replacement  part  for  farm  equipment.  Under 
existing  procedure  a  farm  equipment  manufacturer  may  buy  for  use 
as  component  parts  of  such  equipment,  parts  or  accessories  primarily 
designed  for  automotive  use  (other  than  spark  plugs,  storage  batteries, 
leaf  springs,  coils,  timers,  and  tire  chains)  under  a  certificate  of  intent 
to  use  them  as  original  equipment,  but  may  not  buy  automobile  parts 
or  accessories  tax-free  for  resale  for  repair  or  replacement  purposes  on 
nontaxable  articles.  Thus,  under  the  amendment  a  credit  or  refund 
is  allowable  with  respect  to  those  parts  or  accessories  which  under 
existing  law  and  procedures  may  be  sold  tax-free  to  the  manufacturer 
of  the  original  nontaxable  equipment. 

The  credit  or  refund  may  not  be  allowed  under  section  3443  (a)  (3) 
(A)  (vi)  with  respect  to  spark  plugs,  storage  batteries,  leaf  springs, 
coils,  timers,  and  tire  chains  or  with  respect  to  any  part  or  accessory 
taxable  under  section  3403  (c)  resold  for  use  as  repair  or  replacement 
parts  for  any  of  the  articles  taxable  under  section  3403  (a)  and  (b)  of 
the  code. 

Subsection  (g)  provides  that  the  amendment  made  by  subsection 
(f)  shall  be  effective  with  respect  to  articles  purchased  by  the  user 
thereof  on  or  after  the  first  day  of  the  first  month  which  begins  more 
than  10  days  after  the  date  of  the  enactment  of  this  act. 

Subsection  (h)  of  this  section  amends  section  3400  (a)  of  the  code 
to  exempt  from  the  tax  thereby  imposed  on  tires  those  of  all-rubber 
constmction  without  fabric  or  metal  reinforcement,  whether  hollow 
center  or  solid,  if  they  are  not  more  than  20  inches  in  diameter  and 
not  more  than  1%  inches  in  cross  section,  and  those  of  extruded  tiring 
with  internal  wire-fastening  agent. 

SECTION  472.  NAVIGATION  RECEIVERS  SOLD  TO  THE 

UNITED  STATES 

This  section,  which  is  substantially  the  same  as  section  482  of  the 
House  bill,  deals  with  “communication,  detection,  or  navigation  re¬ 
ceivers  of  the  type  used  in  commercial,  military,  or  marine  installa¬ 
tions”  hereafter  in  this  paragraph  referred  to  as  “navigation  receivers.” 
Subsection  (a)  amends  section  3404  (a)  of  the  code  to  exempt  from 
the  tax  thereby  imposed  on  radio  and  television  receiving  sets,  etc., 
the  sale  of  navigation  receivers  to  the  United  States  for  its  exclusive 
use.  Subsection  (b)  amends  section  3404  (b)  of  the'  code  to  exempt 
from  the  tax  thereby  imposed  on  component  parts  of  radio  and  tele- 
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vision  receiving  sets,  etc.,  the  sale  of  any  article  for  use  by  the  vendee 
as  material  in  the  manufacture  or  production  of,  or  as  a  component 
part  of,  navigation  receivers  to  be  sold  by  him  to  the  United  States 
for  its  exclusive  use.  Subsection  (c)  amends  section  3443  (a)  (1)  of 
the  code  to  allow  a  manufacturer  or  producer  of  navigation  receivers 
a  credit  or  refund  of  tax  paid  on  articles  taxable  under  section  3404  (b) 
purchased  for  use  by  him  in  the  manufacture  or  production  of,  or  as 
a  component  part  of,  navigation  receivers  if  such  navigation  re¬ 
ceivers  have  been  sold  by  him  to  the  United  States  for  its  exclusive 
use.  Subsection  (d)  amends  section  3443  (a)  (3)  (A)  of  the  code 
to  allow  a  credit  or  refund  to  a  manufacturer,  producer,  or  importer 
of  navigation  receivers  in  the  amount  of  tax  paid  by  him  with  re¬ 
spect  to  the  sale  thereof  if  he  has  in  his  possession  such  evidence  as 
regulations  may  require  that  such  navigation  receivers  have  been  re¬ 
sold  to  the  United  States  for  its  exclusive  use.  Subsection  (e)  amends 
section  3444  (b)  of  the  code  to  exempt  from  the  tax  thereby  imposed 
on  the  use  of  taxable  articles  by  the  manufacturer,  producer,  or  im¬ 
porter  thereof,  articles  taxable  under  section  3404  (b)  used  in  the 
manufacture  or  production  of,  or  as  a  component  part  of,  navigation 
receivers  sold  to  the  United  States  for  its  exclusive  use.  Subsection 
(f)  specifies  the  various  effective  dates  of  the  amendments  made  by 
the  foregoing  subsections. 

SECTION  473.  TAX-FREE  SALES  OF  REFRIGERATOR  COM¬ 
PONENTS  TO  WHOLESALERS  FOR  RESALE  TO  MANU¬ 
FACTURERS 

This  section,  which  does  not  appear  in  the  House  bill,  amends  sec¬ 
tion  3405  (b)  of  the  code  to  provide  for  the  tax-free  sale  of  refrigerator 
components  (i.  e.,  cabinets,  compressors,  condensers,  condensing  units, 
evaporators,  expansion  units,  absorbers,  and  controls)  by  the  manu¬ 
facturer  thereof  to  a  wholesaler  or  dealer  for  resale  to  a  manufacturer 
of  complete  refrigerators,  refrigerating  or  cooling  apparatus,  or  quick- 
freeze  units  (hereinafter  referred  to  as  “refrigerating  equipment”),  if 
such  components  are  in  due  course  so  resold.  The  present  law  per¬ 
mits  the  tax-free  sale  of  refrigerator  components  by  the  manufacturer 
thereof  to  a  wholesaler  or  dealer  for  resale  to  a  manufacturer  of  tax¬ 
able  refrigerating  equipment.  However,  such  tax-free  sales  of  com¬ 
ponents  to  wholesalers  for  resale  to  manufacturers  of  refrigerating 
equipment  may  not  be  made,  under  present  law,  if  the  refrigerating 
equipment  in  which  the  components  are  used  is  nontaxable.  On  the 
other  hand,  refrigerator  components  may  be  sold  tax-free  by  the  manu¬ 
facturer  thereof  direct  to  a  manufacturer  of  refrigerating  equipment 
whether  or  not  such  refrigerating  equipment  is  taxable. 

Under  the  amendment  proposed  by  your  committee,  sales  of  refrig¬ 
erator  components  may  be  made  tax-free  to  wholesalers  and  dealers 
for  resale  to  manufacturers  of  refrigerating  equipment  whether  or  not 
such  refrigerating  equipment  is  taxable. 

With  respect  to  tax-free  sales  of  refrigerator  components  to  a  whole¬ 
saler  or  dealer  under  the  amendment,  the  present  administrative 
regulations  relating  to  the  tax-free  sale  of  articles  for  further  manu¬ 
facture  of  taxable  articles  will  be  applicable.  Under  these  administra¬ 
tive  regulations,  in  the  case  of  a  sale  of  refrigerator  components  by  a 
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manufacturer  thereof  to  a  wholesaler  or  dealer  for  resale  to  a  manu¬ 
facturer  of  refrigerating  equipment,  the  tax  liability  of  the  manufac¬ 
turer  of  the  refrigerator  components  will  be  suspended  for  a  period  of 
2  months  pending  submission  by  the  wholesaler  or  dealer  to  the  manu¬ 
facturer  of  satisfactory  evidence  that  the  components  purchased  by 
him  tax-free  were,  in  fact,  resold  to  a  manufacturer  of  refrigerating 
equipment.  If  the  required  evidence  is  not  received  within  the  2- 
month  period,  the  temporary  suspension  of  liability  will  cease  and  the 
manufacturer  of  the  components  sold  tax-free  will  become  liable  for 
the  tax  on  such  components.  If  the  required  evidence  is  furnished 
to  the  manufacturer  of  the  components  after  the  2-month  period  has 
elapsed,  a  credit  or  refund  is  to  be  allowed  with  respect  to  any  tax 
previously  paid  by  the  manufacturer  on  those  components  originally 
sold  tax-free,  but  upon  which  tax  was  paid  at  a  later  date  by  reason 
of  the  termination  of  the  temporary  suspension  of  tax  liability. 

SECTION  474.  SPORTING  GOODS 

This  section  corresponds  to  section  483  of  the  House  bill.  As  it 
passed  the  House  section  483  amended  section  3406  (a)  (1)  of  the 
Internal  Revenue  Code  to  exclude  from  the  tax  on  sporting  goods  the 
following  named  items: 

Basketballs 

Boxing  gloves  and  other  boxing  equipment 
Cricket  balls  and  bats 
Fencing  equipment 

Footballs  and  other  football  equipment 
Gymnasium  equipment  and  apparatus 
Hockey  equipment 

Indoor  baseballs  and  other  indoor-baseball  equipment 

Lacrosse  equipment 

Mass  balls 

Pushballs 

Skates 

Snow  toboggans  and  sleds 
Soccer  balls 

Softballs  and  other  softball  equipment 
Track  hurdles 
Vaulting  equipment 

Yolleyballs  and  other  volleyball  equipment 
Water-polo  equipment 
Wrestling  head-harness 

On  the  items  not  so  excluded,  the  tax  was  raised  from  10  percent  to 
15  percent  under  the  House  bill. 

Your  committee  has  revised  the  taxable  list  of  sporting  goods  to 
exclude  from  tax  baseballs,  baseball  bats,  baseball  body  protectors 
and  shin  guards,  baseball  gloves  and  mitts,  and  baseball  masks.  How¬ 
ever,  your  committee  has  reinstated  as  taxable  sporting  goods  the 
following  items  which  were  excluded  from  tax  under  the  House  bill: 
Cricket  balls  and  bats,  lacrosse  equipment,  skates,  and  snow  toboggans 
and  sleds.  Moreover,  your  committee  has  provided  that  the  tax  on 
fishing  equipment  shall  remain  at  the  present  rate  of  10  percent. 
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SECTION  475.  ELECTRIC,  GAS,  AND  OIL  APPLIANCES 

This  section  is  similar  to  section  484  of  the  House  bill.  As  passed 
by  the  House,  section  484  amends  section  3406  (a)  (3)  of  the  code 
(relating  to  manufacturers’  excise  tax  on  electric,  gas,  and  oil  appli¬ 
ances)  (1)  to  include  in  the  list  of  articles  subject  to  the  tax  at  the 
rate  of  10  percent  electric  sheets  and  spreads,  and  the  following  appli¬ 
ances  of  the  household  type:  Electric  belt-driven  fans;  electric  or  gas 
clothes  driers;  electric  door  chimes;  electric  dehumidifiers;  electric 
dishwashers;  electric  floor  polishers  and  waxers;  electric  food  choppers 
and  grinders;  electric  hedge  trimmers;  electric  ice-cream  freezers; 
electric  mangles;  electric  motion-  or  still-picture  projectors;  electric 
pants  pressers;  electric  shavers;  and  power  lawn  mowers;  and  (2)  to 
remove  electric  heating  pads  from  the  application  of  such  tax.  Your 
committee  has  retained  these  amendments,  except  for  the  inclusion 
of  electric  shavers  in  the  list  of  taxable  articles,  and  has  added  thereto 
the  following  household  applicances:  Electric  exhaust  blowers;  electric 
vacuum  cleaners;  electric  washing  machines;  and  electric  garbage- 
disposal  units.  In  addition,  your  committee  has  deleted  from  the 
taxable  list  electric  direct  motor-driven  fans  of  the  industrial  type  and 
electric  air  heaters  of  the  blower  type,  whether  or  not  designed  for 
household  use. 

Subsection  (b)  of  this  section  (which  did  not  appear  in  the  House  bill) 
amends  section  344 1  (b)  of  the  code  (relating  to  sale  price  of  a  taxable 
article)  to  make  the  provisions  of  such  section  applicable  to  a  situation 
where  a  taxable  article  is  sold  at  retail  under  an  arrangement  whereby 
the  manufacturer  negotiates  the  sale  on  behalf  of  the  retailer.  In 
such  a  case  the  tax  shall  be  computed  on  the  price  for  which  such 
articles  are  sold,  in  the  ordinary  course  of  trade,  by  manufacturers  ox- 
producers  thereof,  as  determined  by  the  Commissioner.  This 
amendment  to  section  3441  (b)  is  to  be  applicable  only  in  those  cases 
where  it  is  established  that  the  manufacturer  has  a  bona  fide  plan  or 
method  of  actually  performing  substantially  all  sales  negotiations 
with  the  consumer,  through  the  efforts  of  a  selling  staff  trained  and 
directed  by  the  manufacturer. 

SECTION  476.  PHOTOGRAPHIC  APPARATUS 

This  section  coi'responds  to  section  485  of  the  House  bill.  As 
passed  by  the  House,  sectioxi  485  amends  section  3406  (a)  (4)  of  the 
code  to  exclude  from  the  application  of  the  tax  certain  photographic 
apparatus  axxd  film  generally  used  by  commercial  enterprises  and  to 
subject  the  remaining  items  to  a  unifoi-m  tax  rate  of  20  percent. 
Provision  is  also  made  in  the  House  bill  for  a  floox-stocks  refund  or 
credit  with  respect  to  photographic  bulbs  held  for  sale  on  the  effec¬ 
tive  date  of  the  elimination  of  the  tax  on  such  bulbs. 

In  lieu  of  the  provisions  of  the  House  bill,  your  committee  has 
amended  section  3406  (a)  (4)  so  that  a  uniform  tax  rate  of  15  percent 
will  apply  to  all  photographic  items  subject  to  tax  at  the  prcsent 
time.  Moreover,  your  committee  has  added  to  this  section  of  the 
code  a  px-o vision  whereby  the  amount  of  tax  on  a  sale  of  unexposed 
35-millimeter  color  positive  print  motion-picture  film  shall  be  com¬ 
puted,  in  lieu  of,  on  the  price  for  which  so  sold,  on  the  price  for  which 
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an  equivalent  quantity  of  unexposed  35-millimeter  black-and-white 
positive  print  motion-picture  film  is  sold,  in  the  ordinary  course  of 
trade,  by  manufacturers  or  producers  thereof,  as  determined  by  the 
Secretary. 

SECTION  477.  TAX  ON  PENCILS,  FOUNTAIN  AND  BALL¬ 
POINT  PENS,  AND  MECHANICAL  LIGHTERS  FOR  CIG¬ 
ARETTES,  CIGARS,  AND  PIPES 

This  section  corresponds  to  section  486  of  the  House  bill,  which 
amends  chapter  29  of  the  code  (relating  to  manufacturers’  excise  and 
import  taxes)  by  adding  a  new  section  which  provides  under  sub¬ 
section  (a)  thereof  for  the  imposition  of  a  tax  of  20  percent  on  the 
sale  by  the  manufacturer,  producer,  or  importer  of  mechanical 
pencils,  fountain  pens,  and  ball-point  pens.  Subsection  (b)  of  section 
486  of  the  House  bill  provides  for  an  exemption  from  the  manu¬ 
facturers’  excise  tax  under  this  new  section  if  any  of  the  foregoing 
articles  are  subject  to  the  20-percent  retailers’  excise  tax  on  jewelry 
under  section  2400  of  the  code. 

Your  committee  has  retained  this  amendment,  but  lias  provided  for 
a  tax  rate  of  10  percent  instead  of  20  percent  under  the  House  bill, 
and  has  included  in  the  tax  base  mechanical  lighters  for  cigarettes, 
cigars,  and  pipes.  These  latter  articles,  under  section  431  of  the 
House  bill,  were  included  in  the  list  of  articles  subject  to  the  20  percent 
retailers’  excise  tax  under  section  2400  of  the  code  (relating  to 
jewelry,  etc.). 

In  order  to  prevent  the  pyramiding  of  taxes,  your  committee  has 
provided  that  where  a  pen,  pencil,  or  lighter  is  sold  and  a  tax  of  10 
percent  is  paid  under  this  section  and  such  pen,  pencil,  or  lighter  is 
thereafter  decorated,  plated,  or  ornamented  so  as  to  be  subject  to  the 
20-percent  jewelry  tax  when  sold  at  retail,  the  retailer  shall,  in  the 
computation  of  his  tax  liability,  be  entitled  to  a  credit  or  refund  in 
an  amount  equal  to  the  tax  paid  under  this  section. 

SECTION  478.  REPEAL  OF  TAX  ON  ELECTRICAL 

ENERGY 

This  section  is  substantially  the  same  as  section  487  of  the  House 
bill.  Subsection  (a)  repeals  section  3411  of  the  code  (relating  to  the 
tax  on  electrical  energy  for  domestic  or  commercial  consumption)  and 
certain  related  sections  in  the  nature  of  cross-references,  namely, 
sections  3441  (d)  and  3447  (c). 

Subsection  (b)  provides  in  paragraph  (1)  that  except  as  provided 
in  paragraph  (2),  such  repeal  shall  apply  to  electrical  energy  sold 
on  or  after  the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  this  Act,  and  in  paragraph 
(2)  that  in  the  case  of  a  sale  of  electrical  energy  which  is  billed  to 
the  customer  for  a  period  beginning  before  such  effective  date  and 
ending  on  or  after  such  effective  date,  the  provisions  of  subsection 
(a)  shall  apply  only  to  that  portion  of  the  amount  billed  for  the 
electrical  energy  sold  during  the  entire  period  which  the  number  of 
days  in  such  period  beginning  with  the  effective  date  bears  to  the 
total  number  of  days  in  such  entire  period.  This  section  shall  not 
apply  to  electrical  energy  sold  before  such  effective  date  for  which 
a  bill  was  rendered  prior  thereto. 


81 


REVENUE  ACT  OF  1951 

SECTION  479.  TAX  ON  GASOLINE 

Subsection  (a)  of  this  section  amends  section  3412  (a)  of  the  code 
to  increase  the  tax  on  gasoline  from  1  %  cents  to  2  cents  a  gallon. 
Subsection  (b)  adds  a  new  subsection  (f)  to  section  3412  of  the  code 
to  impose  a  floor-stocks  tax  on  gasoline  subject  to  tax  under  such 
section  which,  on  the  effective  date  of  the  increase  in  tax,  is  held  or 
intended  for  sale,  at  the  rate  of  one-half  cent  per  gallon.  It  is  pro¬ 
vided  that  such  floor-stocks  tax  shall  not  apply  to  gasoline  in  retail 
stocks  held  at  the  place  where  intended  to  be  sold  at  retail  or  to 
gasoline  held  for  sale  by  a  producer  or  importer  of  gasoline.  These 
provisions  correspond  to  section  488  of  the  House  bill. 

Your  committee,  however,  has  amended  the  provisions  of  the  House 
bill  to  provide  under  subsection  (a)  that  the  increase  in  rate  of  tax  to 
2  cents  shall  be  applicable  only  until  January  1,  1954,  at  which  time 
the  rate  of  tax  with  respect  to  gasoline  will  revert  to  1%  cents  per 
gallon,  the  present  rate  of  tax.  In  addition,  your  committee  has,  in 
subsection  (b),  added  a  new  subsection  (g)  to  section  3412  of  the  code. 
This  added  subsection  provides  for  a  credit  or  refund  (without  interest) 
.to  the  producer  or  importer  in  an  amount  equal  to  so  much  of  the 
difference  between  the  tax  paid  on  such  gasoline  and  the  amount  of 
tax  made  applicable  to  such  gasoline  on  and  after  January  1,  1954, 
as  has  been  paid  by  such  producer  or  importer  to  the  person  holding 
such  gasoline  for  sale  as  reimbursement  for  the  tax  reduction  on  such 
gasoline.  However,  no  credit  or  refund  shall  be  allowable  with  respect 
to  gasoline  in  retail  stocks  held  at  the  place  where  intended  to  be  sold  at 
retail  nor  with  respect  to  gasoline  held  for  sale  by  a  producer  or  importer 
of  gasoline.  To  be  entitled  to  a  credit  or  refund,  the  producer  or 
importer  must  file  claim  with  the  Secretary  prior  to  April  1,  1954,  and 
establish  that  he  has  in  his  possession  satisfactory  evidence  of  the 
inventories  with  respect  to  which  he  has  made  reimbursement  to 
persons  holding  such  gasoline  on  January  1,  1954.  He  must  also 
establish  to  the  satisfaction  of  the  Secretary  that  with  respect  to  the 
quantity  of  gasoline  for  which  credit  or  refund  is  claimed  that  on  and 
after  January  1,  1954,  such  quantity  of  gasoline  was  sold  to  the  ulti¬ 
mate  consumer  thereof  at  a  price  which  reflected  the  amount  of  the  tax 
reduction.  This  latter  provision  is  incorporated  into  subsection  (g) 
of  section  3412  in  order  to  prevent  any  person  selling  the  gasoline  for 
which  refund  is  claimed  from  being  unjustly  enriched  by  having  re¬ 
ceived  reimbursement  from  the  producer  and  also  receiving  from 
consumers  a  price  for  such  gasoline  which  represented  the  tax  at  the 
rate  of  2  cents  a  gallon. 

SECTION  480.  EFFECTIVE  DATE  OF  PART  VII 

This  section  provides  that,  except  as  otherwise  provided  in  part 
VII,  the  amendments  made  by  such  part  shall  take  effect  on  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after  the  date 
of  enactment  of  this  act. 

Part  VIII.  Miscellaneous  Excise  Tax  Amendments 

SECTION  481.  REDUCTION  OF  TAX  ON  TELEGRAPH 

DISPATCHES 

This  section  corresponds  to  section  491  of  the  House  bill.  As  it 
passed  the  House,  section  491  (a)  reduced  the  tax  imposed  by  section 
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3465  (a)  (1)  (B)  of  the  code  on  domestic  telegraph,  cable,  or  radio 
dispatches  or  messages  from  25  percent  to  20  percent. 

Your  committee’s  amendment  further  reduces  the  tax  on  domestic 
telegraph,  cable,  or  radio  dispatches  or  messages  to  15  percent. 

Subsection  (b)  fixes  the  time  when  the  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  in  relation  to  the  “rate-reduction  date”, 
which  is  defined  in  subsection  (d)  as  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment  of  this 
act.  Pursuant  to  subsection  (b)  the  amendment  applies  with  respect 
to  amounts  paid  on  or  after  the  rate-reduction  date  for  services  ren¬ 
dered  on  or  after  such  date.  Subsection  (c)  provides  that  the  amend¬ 
ment  does  not  apply  with  respect  to  amounts  paid  pursuant  to  bills 
rendered  prior  to  the  rate-reduction  date.  The  amendment  applies 
with  respect  to  amounts  paid  pursuant  to  bills  rendered  on  or  after 
the  rate-reduction  date  for  services  for  which  no  previous  bill  was 
rendered,  except  with  respect  to  such  services  as  were  rendered  more 
than  2  months  before  such  date.  Services  rendered  more  than  2 
months  before  such  date  are  governed  by  the  provisions  of  sections 
1650  and  3465  of  the  code  in  effect  at  the  time  such  services  were 
rendered. 

SECTION  482.  EXEMPTION  OF  CERTAIN  OVERSEAS  TELE¬ 
PHONE  CALLS  FROM  THE  TAX  ON  TELEPHONE  FA¬ 
CILITIES 

This  section,  which  does  not  appear  in  the  House  bill,  amends 
section  3466  of  the  code,  relating  to  exemptions  from  the  tax  imposed 
upon  telegraph,  telephone,  radio  messages,  and  so  forth.  Subsection 
(a)  provides  for  the  redesignation  of  subsection  (c)  of  section  3466  as 
subsection  “(d)”  and  for  the  insertion  of  a  new  subsection  “(c)”  after 
subsection  (b).  The  new  subsection  provides  that  no  tax  shall  be 
im.posed  under  section  3465  (a)  (1)  (A)  upon  any  payment  received 
for  any  telephone  or  radio  telephone  message  which  originates  within 
a  combat  zone  as  defined  in  section  22  (b)  (13)  from  a  member  of  the 
Armed  Forces  of  the  United  States  performing  services  in  such  combat 
zone  as  determined  under  such  section.  To  obtain  the  exemption,  the 
person  making  payment  for  the  telephone  or  radio  telephone  message 
will  be  required  to  furnish  a  certificate  to  the  person  receiving  such 
payment  containing  such  facts  relating  to  the  telephone  or  radio 
telephone  message  as  the  Secretary  may  by  regulations  prescribe. 

Subsection  (b)  provides  that  the  amendment  may  by  subsection  (a) 
shall  apply  to  amounts  paid  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment  of  this 
act  for  telephone  or  radio  telephone  messages  made  on  or  after  such 
date. 

SECTION  483.  EXEMPTION  OF  FISHING  TRIPS  FROM  TAX 

ON  TRANSPORTATION 

This  section  is  the  same  as  section  492  of  the  House  bill.  Sub¬ 
section  (a)  of  this  section  amends  section  3469  (b)  of  the  Internal 
Revenue  Code  to  add  to  the  exemption  from  the  tax  on  the  transporta¬ 
tion  of  persons  thereby  granted,  an  additional  exemption  covering 
amounts  paid  for  transportation  by  boat  for  the  purpose  of  fishing  from 
such  boat. 
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Subsection  (b)  provides  that  the  amendment  made  by  subsection 
(a)  shall  apply  to  amounts  paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after' the  date  of  the  enactment 
of  this  act  for  transportation  on  or  after  such  first  day. 

SECTION  484.  TAX  ON  TRANSPORTATION  OF  PERSONS 

This  section,  which  does  not  appear  in  the  House  bill,  amends 
section  3469  (a)  of  the  code  (relating  to  tax  on  transportation  of 
persons).  Subsection  (a)  provides  that  in  the  case  of  transportation 
by  water  on  a  vessel  which  makes  one  or  more  intermediate  stops  at 
ports  within  the  United  States,  Canada,  or  Mexico  on  a  voyage 
between  the  United  States  and  a  port  outside  the  northern  portion 
of  the  Western  Hemisphere,  the  payment  for  the  transportation 
between  the  intermediate  stop  and  the  port  in  the  United  States, 
where  the  transportation  begins  or  ends,  will  not  be  subject  to  the 
transportation  tax,  if  the  vessel  in  stopping  at  any  such  intermediate 
port  is  not  authorized  both  to  discharge  and  to  take  on  passengers. 
It  is  also  provided  that  a  port  or  station  within  Newfoundland  shall 
not  be  considered  as  a  port  or  station  within  Canada  in  applying  the 
foregoing  test. 

Example  I. — A  purchases  a  steamship  ticket  in  New  York  City 
for  transportation  from  New  York  City  to  Southampton,  England. 
The  vessel  on  which  A  sails  makes  an  intermediate  stop  during  the 
course  of  such  voyage  at  Boston,  Mass.,  to  take  on  passengers.  The 
vessel  is  not,  however,  authorized  to  discharge  passengers  at  such 
port.  No  tax  applies  to  the  portion  of  the  transportation  between 
New  York  City  and  Boston,  since  A’s  voyage  involved  transporta¬ 
tion  between  a  port  within  the  United  States  and  a  port  outside  the 
northern  portion  of  the  Western  Hemisphere  and  the  vessel  on  which 
A  traveled  was  not  authorized  both  to  discharge  and  to  take  on 
passengers  at  the  intermediate  port  at  which  it  stopped. 

Example  II. — B  purchases  a  steamship  ticket  in  San  Francisco  for 
a  voyage  from  San  Francisco  to  Manila.  The  vessel  on  which  he 
travels  makes  a  stop  at  Honolulu,  T.  H.,  to  discharge  passengers.  The 
vessel  is  not,  however,  authorized  to  take  on  passengers  in  Honolulu. 
No  tax  shall  apply  to  that  portion  of  the  transportation  between 
San  Francisco  and  Honolulu,  since  B’s  voyage  involved  travel  from  a 
port  within  the  United  States  to  a  port  outside  the  northern  portion 
of  the  Western  Hemisphere  and  the  vessel  on  which  be  traveled  was  not 
authorized  to  both  discharge  and  to  take  on  passengers  at  Honolulu, 
the  intermediate  point  at  which  it  stopped. 

The  purchase  of  a  round-trip  ticket  in  either  of  the  above  examples 
would  not  change  the  result  since  (although  the  transportation  covered 
by  the  ticket  may  begin  and  end  within  the  United  States)  the  return 
trip  constitutes  a  separate  voyage. 

Subsection  (b)  provides  that  the  amendment  made  by  subsection 
(a)  shall  apply  to  amounts  paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of  the  enact¬ 
ment  of  this  act  for  transportation  on  or  after  such  first  day. 

SECTION  485.  TRANSPORTATION  OF  MATERIAL  EXCA¬ 
VATED  IN  THE  COURSE  OF  CONSTRUCTION  WORK 

This  section,  which  does  not  appear  in  the  House  bill,  amends 
section  3475  of  the  code  (relating  to  tax  on  transportation  of  property). 
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Subsection  (a)  provides  that  the  tax  imposed  on  the  transportation  of 
property  shall  not  apply  to  the  transportation  of  earth,  rock,  or  other 
material  excavated  within'  the  boundaries  of,  and  in  the  course  of,  a 
construction  project  and  transported  to  any  place  within,  or  adjacent 
to,  the  boundaries  of  such  project. 

To  come  within  the  exemption  two  tests  must  be  met:  (1)  The 
property  must  be  earth,  rock,  or  other  material  excavated  within  the 
boundaries  of,  and  in  the  course  of,  a  construction  project,  and  (2)  the 
transportation  of  the  excavated  material  must  be  within  the  boundaries 
of  the  construction  project  or  to  a  place  adjacent  thereto. 

In  determining  the  area  of  a  construction  project,  due  regard  will 
be  given  the  type  of  construction  operation  which  is  involved  and  the 
area  which  is  required  to  perform  and  carry  out  the  necessary  work. 
For  example,  in  the  case  of  a  road-building  operation,  the  boundaries 
of  the  project  would  embrace  the  area  covered  by  the  length  and  width 
of  the  roadway,  plus  any  adjoining  right-of-way.  In  the  case  of  the 
construction  of  an  airport,  the  boundaries  would  include  the  outermost 
limits  of  the  airport. 

The  amendment  made  by  this  section  shall  apply  to  amounts  paid 
on  or  after  the  first  day  of  the  first  month  which  begins  more  than  10 
days  after  the  date  of  the  enactment  of  this  act  for  transportation  on 
or  after  such  first  day. 

SECTION  486.  ARTICLES  FROM  FOREIGN-TRADE  ZONES 

This  section  is  the  same  as  section  494  of  the  House  bill.  The 
section  will  prevent  the  receipt  in  customs  territory  of  the  United 
States  of  the  articles  specified  in  code  sections  2000  (c)  (2)  (cigarettes) , 
2800  (a)  (distilled  spirits),  3030  (a)  (wines),  and  3150  (a)  (fermented 
malt  liquors)  which  wrere  in  foreign-trade  zones  when  the  increase  in 
the  tax  on  such  articles  became  effective  by  this  act,  until  there  is 
collected  the  full  amount  of  all  taxes  which  would  have  been  imposed 
upon  such  articles  if  they  had  been  subjected  to  tax  in  customs  terri¬ 
tory  of  the  United  States  on  such  effective  date. 

Subsection  (a)  provides  that  with  respect  to  such  articles  on  which 
the  internal-revenue  taxes  have  been  determined,  pursuant  to  section  3 
of  the  act  of  June  18,  1934,  as  amended  by  the  act  of  June  17,  1950 
(19  U.  S.  C.  81c),  prior  to  the  effective  date  of  the  rates  of  tax  imposed 
on  such  articles  by  the  bill,  which  on  or  after  such  date  are  brought 
from  foreign-trade  zones  into  customs  territory  of  the  United  States, 
there  shall  be  levied,  assessed,  collected,  and  paid  on  such  articles,  in 
addition  to  the  tax  so  determined,  an  additional  tax  at  rates  equal  to 
the  increases  in  rates  of  tax  made  applicable  to  such  articles  by  this 
act. 

Under  the  first  proviso  of  section  3  of  the  act  of  June  18,  1934,  as 
amended,  the  collector  of  customs  now  has  authority,  upon  request,  to 
take  under  supervision  any  lot  or  part  of  a  lot  of  foreign  merchandise 
in  a  foreign-trade  zone  and  cause  it  to  be  appraised  and  taxes  deter¬ 
mined  and  duties  liquidated  thereon.  It  may  thereafter  be  sent  into 
customs  territory  upon  the  payment  of  such  liquidated  duties  and 
determined  taxes.  Inasmuch  as  such  proviso  authorizes  a  finding  of 
taxes  and  duties  only  once  and  a  finding  once  made  would  thereafter 
govern  the  dutiable  and  taxable  status  of  the  foreign  merchandise 
whenever  it  was  sent  into  customs  territory,  it  is  necessary  to  provide 
affirmatively  for  the  levy,  assessment,  collection,  and  payment  (in 
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addition  to  the  tax  determined  prior  to  the  effective  date  of  the  rate 
of  tax  imposed  on  the  named  articles)  of  the  additional  tax  at  rates 
equal  to  the  increases  in  rates  of  tax  made  applicable  to  such  articles 
by  section  486  (a)  of  the  bill. 

It  is  further  provided  that  with  respect  to  such  imported  articles, 
the  tax  imposed  by  section  486  (a)  shall  be  collected,  paid,  and 
accounted  for  at  the  same  time  and  in  the  same  manner  as  the  tax  on 
such  articles  is  collected,  paid,  and  accounted  for  when  brought  from 
the  foreign-trade  zone  into  the  customs  territory. 

Under  the  second  proviso  of  section  3  of  the  act  of  June  18,  1934, 
as  amended,  certain  articles  may  be  taken  into  a  foreign-trade  zone 
from  customs  territory  and  may  thereafter  be  brought  back  to  cus¬ 
toms  territory  free  of  duty  and  tax.  With  respect  to  cigarettes, 
distilled  spirits,  wines,  and  fermented  liquors  which  were  taken  into 
such  zone  pursuant  to  such  second  proviso  prior  to  the  effective  date 
of  the  rates  of  tax  imposed  on  such  articles  by  this  bill,  subsection  (b) 
of  section  486  provides  that  when,  after  such  effective  date,  they  are 
returned  (without  loss  of  identity)  from  such  foreign-trade  zones  to 
customs  territory,  there  shall  be  levied,  assessed,  collected,  and  paid  on 
such  articles  an  additional  tax  at  rates  equal  to  the  increases  made  by 
the  bill  in  rates  of  tax  applicable  to  such  articles  and  that  the  additional 
tax  so  imposed  shall  be  collected,  paid,  and  accounted  for  at  the  same 
time  and  in  the  same  manner  as  if  such  articles  had  been  taken  into 
the  foreign-trade  zone  free  of  tax. 

SECTION  487.  REFUNDS  ON  ARTICLES  FROM  FOREIGN- 

TRADE  ZONES 

This  section  makes  provision  for  refunds  with  respect  to  certain 
cigarettes  and  alcoholic  liquors  brought  from  foreign-trade  zones  into 
customs  territory  of  the  United  States  on  and  after  January  1,  1954. 

Section  487  (a)  covers  cigarettes  and  alcoholic  liquors,  including 
distilled  spirits,  imported  perfumes  containing  distilled  spirits,  wines, 
including  liqueurs  and  cordials,  and  fermented  malt  liquors.  It  pro¬ 
vides  for  refund  or  credit  (without  interest)  of  the  excess  of  the  tax 
determined  pursuant  to  section  3  of  the  act  of  June  18,  1934,  as 
amended  (19  U.  S.  C.  81c),  prior  to  January  1,  1954,  and  paid  on  and 
after  such  date  upon  bringing  the  article  from  the  foreign-trade  zone 
into  customs  territory,  over  the  tax  that  would  have  been  payable 
in  the  absence  of  the  increased  rates  provided  by  this  bill.  To  be 
entitled  to  refund  or  credit  claim  must  be  filed  within  30  days  after 
payment  of  the  tax. 

Section  487  (b)  covers  the  same  articles  named  in  section  487  (a) 
on  which  the  internal  revenue  tax  (including  floor  stocks  tax)  has 
been  paid  at  the  applicable  rate  and  which  are  taken  into  a  foreign- 
trade  zone  from  customs  territory  of  the  United  States  and  placed 
under  supervision  of  the  collector  of  customs  pursuant  to  the  second 
proviso  of  section  3  of  the  act  of  June  18,  1934,  as  amended  (19 
U.  S.  C.  81c),  prior  to  January  1,  1954,  and  which  on  and  after  such 
date  are  (without  loss  of  identity)  returned  to  customs  territory  of 
the  United  States.  This  section  provides  for  a  refund  or  credit 
(without  interest)  equal  to  the  difference  between  the  tax  so  paid 
and  the  amount  applicable  to  such  articles  on  and  after  January  1, 
1954.  To  be  entitled  to  refund  or  credit  claim  must  be  filed  within 
30  days  after  the  return  of  such  article  to  customs  territory. 


TITLE  V— EXCESS  PROFITS  TAX 

SECTION  501.  MAXIMUM  TAX  FOR  NEW  CORPORATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
hill  as  it  passed  the  House,  amends  section  430  of  the  code  (relating 
to  imposition  of  excess  profits  tax)  to  provide  for  an  alternative  maxi¬ 
mum  rate  of  excess  profits  tax,  with  respect  to  the  first  $400,000  of 
excess  profits  net  income  of  a  new  corporation,  for  the  taxable  year 
in  which  it  commences  business  and  the  four  succeeding  taxable  years. 
This  alternative  rate,  which  will  generally  be  lower  than  the  maximum 
rate  applicable  to  corporations  generally,  is  provided  in  a  new  sub¬ 
section  (e)  (1)  of  section  430.  Under  this  new  subsection,  the  excess 
profits  tax  of  a  new  corporation  during  its  first  five  taxable  years 
commencing  with  its  commencement  of  business  will  not  exceed  the 
sum  of  the  following: 

(1)  A  specified  percentage  of  its  first  $400,000  of  excess  profits 
net  income  for  the  taxable  year  (5  percent  for  the  taxable  year 
in  which  it  commenced  business  and  for  the  first  succeeding 
taxable  year,  8  percent  for  the  second  succeeding  taxable  year, 
11  percent  for  the  third  succeeding  taxable  year,  and  14  percent 
for  the  fourth  succeeding  taxable  year;  and 

(2)  A  specified  percentage  of  excess  profits  net  income  in  excess 
of  $400,000  for  the  taxable  year  (15  percent  of  such  excess  if  the 
taxable  year  ends  before  April  1,  1951,  16K  percent  of  such  excess 
if  the  taxable  year  is  the  calendar  year  1951,  and  17  percent  of 
such  excess  if  the  taxable  year  is  a  year  (other  than  the  calendar 
year  1951)  which  ends  after  March  31,  1951). 

The  amount  computed  under  this  formula  will  be  the  maximum  excess 
profits  tax  of  such  corporation  if  less  than  the  amount  computed 
under  section  430  (a)  (2)  of  the  code. 

Subparagraph  (B)  of  paragraph  (2)  provides  rules  for  determining 
when  a  taxpayer  shall  be  considered,  for  the  purpose  of  subsection  (e), 
to  have  commenced  business  and  to  have  had  taxable  years  during  the 
period  from  such  date.  It  is  contemplated  that  the  Secretary  will,  by 
regulations,  provide  for  the  determination  of  such  constructive  taxable 
years  by  reference  to  the  annual  accounting  period  first  established  by 
the  taxpayer.  The  following  corporations  are  taken  into  account  for 
the  purpose  of  determining  a  constructive  date  of  commencement  of 
business  and  constructive  taxable  years  from  such  date: 

(i)  Any  corporation  which  is  a  party  with  the  taxpayer  to  a 
transaction  described  in  section  445  (g)  (whether  or  not  such 
transaction  is  described  in  section  461  (a)),  determined  as  if  the 
date  “December  1,  1950”  in  section  445  (g)  read  “January  1, 
1946.” 

(ii)  Any  corporation  (in  a  business  substantially  similar  to 
that  of  the  taxpayer)  if  a  group  of  not  more  than  four  persons  who 
control  the  taxpayer  at  any  time  during  the  taxable  year  also 
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control  such  corporation  at  any  time  during  the  taxable  year  or 
controlled  such  corporation  at  any  time  during  the  period  begin¬ 
ning  12  months  preceding  the  acquisition  by  such  group  of  control 
of  the  taxpayer.  The  term  “control”  for  the  purpose  of  this 
provision  is  defined  as  the  ownership  of  either  more  than  50 
percent  of  the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  or  more  than  50  percent  of  the  total  value  of 
shares  of  all  classes  of  stock. 

(iii)  Any  corporation  which  is  a  selling  corporation  in  a  part 
IV  transaction  in  which  the  taxpayer  is  a  purchasing  corporation. 
Part  IV  is  added  to  the  excess  profits  tax  law  by  section  520  of 
this  bill. 

(iv)  Any  corporation  which,  under  regulations  prescribed  by 
the  Secretary,  is  determined  by  one  or  more  applications  of  clauses 
(i),  (ii),  and  (iii)  to  stand  indirectly  in  the  same  relation  to  the 
taxpayer  as  though  such  corporation  were  described  in  any  such 
clause. 

Paragraph  (3)  of  subsection  (e)  provides,  in  effect,  that  the  benefits 
of  the  special  limitation  provisions  under  section  430  (e)  (1)  shall  be 
denied  to  any  taxpayer  which  derives  more  than  50  percent  of  its  in¬ 
come  for  the  taxable  year  from  contracts  or  subcontracts  to  which 
title  I  of  the  Renegotiation  Act  of  1951  or  to  which  any  prior  renego¬ 
tiation  act  is  applicable.  However,  determination  of  whether  a 
corporation  meets  this  50-percent  requirement  will  be  made  without 
regard  to  whether  the  receipts  and  accruals  from  any  such  contract 
or  subcontract  are  subject  to  renegotiation  under  the  Renegotiation 
Act  of  1951,  which  exempts  from  renegotiation  receipts  and  accruals 
of  less  than  $250,000  in  any  taxable  year.  Thus,  a  corporation  which 
has  income  for  the  taxable  year  of  $200,000,  of  which  $150,000  is 
derived  from  a  war  contract  to  which  the  Renegotiation  Act  of  1951 
applies,  would  not  be  eligible  for  the  benefits  of  the  proposed  alter¬ 
nate  maximum  tax,  inasmuch  as  75  percent  of  its  income  was  derived 
from  a  contract  to  which  the  Renegotiation  Act  of  1951  applies,  even 
though  the  $150,000  received  would  not  be  renegotiated. 

SECTION  502.  PAYMENTS  FROM  FOREIGN  SOURCES  FOR 
TECHNICAL  ASSISTANCE,  ETC. 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  433  of  the  code  to  provide  for  the  exclusion 
from  normal  tax  net  income,  in  the  computation  of  excess  profits  net 
income,  of  income  of  a  domestic  corporation  which  constitutes  remu¬ 
neration  for  certain  services  rendered  by  such  domestic  corporation  to 
its  related  foreign  corporation.  The  term  “related  foreign  corpora¬ 
tion”  is  defined  as  a  foreign  corporation,  at  least  10  percent  of  the 
outstanding  stock  of  which  is  owned  by  the  domestic  coiporation 
rendei'ing  the  services.  To  qualify  for  exclusion  under  the  subpara¬ 
graph  the  income  must  constitute  remuneration  for  technical  assist¬ 
ance,  engineerii’g  services,  scientific  assistance,  or  similar  services 
(including  the  fui’nishing  of  information)  rendered  to  the  foreign  cor¬ 
poration  (while  it  is  a  related  corporation)  related  to  the  production 
or  improvement  of  products  of  the  same  type  as  those  manufactured 
by  the  domestic  corporation,  and  it  must  constitute  income  derived 
from  sources  without  the  United  States. 
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The  amendment  provides  also  for  the  disallowance,  in  transforming 
normal  tax  net  income  into  excess  profits  net  income,  of  deductions 
in  connection  with  or  properly  allocable  to  the  rendering  of  services  of 
the  specified  types. 

These  adjustments  to  normal  tax  net  income  are  required,  in  com¬ 
puting  excess  profits  net  income  for  excess  profits  tax  taxable  years, 
by  new  subparagraph  (R)  of  section  433  (a)  (1)  (added  by  subsection 
(a)  of  this  section  of  the  bill)  and,  in  computing  excess  profits  net 
income  for  base  period  years,  by  new  paragraph  (16)  of  section  433  (b) 
(added  by  subsection  (b)  of  this  section  of  the  bill). 

SECTION  503.  AVERAGE  BASE  PERIOD  NET  INCOME  IN 
THE  CASE  OF  CERTAIN  FISCAL  YEAR  TAXPAYERS 

Under  existing  law,  a  taxpayer  with  a  fiscal  year  beginning  before 
January  1,  1950,  and  ending  after  March  31,  1950,  in  computing  its 
average  base  period  net  income  by  the  general  average  method  pro¬ 
vided  by  section  435  (d)  of  the  code,  must  use  its  excess  profits  net 
income  for  the  48  calendar  months  beginning  January  1,  1946,  and 
ending  December  31,  1949.  This  section,  added  to  the  bill  by  your 
committee,  allows  such  a  taxpayer  to  compute  its  average  base  period 
net  income  under  the  general  average  method  by  reference  to  the 
period  of  48  consecutive  months  ending  March  31,  1950,  instead  of  by 
reference  to  its  base  period,  if  such  computation  produces  a  lesser 
excess  profits  tax  for  the  taxable  year.  The  determination  of  the 
base  period  for  such  a  taxpayer  remains  unchanged,  the  amendment 
being  inapplicable  for  the  purpose  of  any  computations  other  than 
the  determination  of  the  average  base  period  net  income  under  the 
general  average  method.  This  provision  is  applicable  only  in  the  case 
of  a  taxpayer  whose  first  excess  profits  tax  taxable  year  was  a  taxable 
year  which  began  before  January  1,  1950,  or  whose  first  excess  profits 
tax  taxable  year  was  preceded  by  a  taxable  year  beginning  before 
January  1,  1950,  and  ending  after  March  31,  1950. 

SECTION  504.  AVERAGE  BASE  PERIOD  NET  INCOME- 
ALTERNATIVE  BASED  ON  GROWTH  IN  CASE  OF 
NEW  CORPORATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  435  (e)  of  the  code  (relating  to  the  alterna¬ 
tive  based  on  growth)  to  permit  a  new  corporation  which  commenced 
business  before  the  end  of  its  base  period  to  qualify  for  the  alternative 
average  base  period  net  income  based  on  growth,  providing  it  can  meet 
the  other  requirements  of  such  section.  For  the  purpose  of  determin¬ 
ing  qualification  under  section  435  (e)  the  amount  of  a  new  corpora¬ 
tion’s  total  assets,  total  payroll,  gross  receipts,  net  sales,  excess-profits 
net  income,  etc.,  for  anv  period  of  time  during  which  such  corporation 
was  not  in  existence,  will  be  taken  intd  account  under  section  435  (e) 
at  zero.  For  example,  a  new  corporation  would,  unless  it  is  a  member 
of  an  affiliated  group  for  its  first  excess  profits  tax  taxable  year,  auto¬ 
matically  satisfy  the  total  assets  requirement  of  section  435  (e)  (1) 
(A)  (i),  since  its  total  assets  as  of  the  first  day  of  its  base  period  would 
be  zero.  A  corresponding  amendment  has  been  made  in  part  II 
(relating  to  the  excess-profits  credit  based  on  income  in  connection 
with  certain  exchanges). 
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SECTION  505.  AVERAGE  BASE  PERIOD  NET  INCOME- 
ALTERNATIVE  BASED  ON  GROWTH 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  435  (e)  (2)  (G)  of  the  code  (relating  to  the 
growth  alternative)  to  eliminate  the  word  “only”  so  that  a  corporation 
can  compute  its  credit  under  subparagraph  (G)  even  though  it  qualifies 
as  a  growth  corporation  under  section  435  (e)  (1)  (A)  as  well  as  under 
section  435  (e)  (1)  (B). 

SECTION  506.  ADJUSTMENTS  FOR  CHANGES  IN 
INADMISSIBLE  ASSETS  IN  CASE  OF  BANKS 

This  section,  added  to  the  bill  by  your  committee,  provides  for  a 
limitation  in  the  case  of  a  bank,  as  defined  in  section  104  of  the  code, 
on  the  amount  of  the  adjustment  to  the  net  capital  addition  or  reduc¬ 
tion  for  the  taxable  year  and  to  the  base-period  capital  addition  which 
is  attributable  to  inadmissible  assets. 

Subsection  (a)  of  this  section  adds  a  new  paragraph  (8)  to  section 
435  (g)  of  the  code  (relating  to  net  capital  addition  or  reduction). 
Subparagraph  (A)  of  this  new  paragraph  provides  that  the  amount 
of  the  adjustment  under  section  435  (g)  (1)  (relating  to  the  computa¬ 
tion  of  the  net  capital  addition)  for  an  increase  in  inadmissible  assets 
shall  not  exceed  an  amount  which  bears  the  same  ratio  to  the  net  cap¬ 
ital  addition  computed  without  regard  to  such  adjustment  as  the  in¬ 
crease  in  inadmissible  assets  for  the  taxable  year,  determined  under 
section  435  (g)  (5),  bears  to  the  increase  in  total  assets  for  the  taxable 
year.  The  determination  of  the  amount  of  the  increase  in  the  tax¬ 
payer’s  total  assets  for  the  taxable  year  shall  be  made  in  the  manner 
provided  in  section  435  (g)  (5)  but  shall  be  made  with  respect  to  all 
assets  whether  admissible  or  inadmissible  assets  as  defined  in  section 
440. 

The  application  of  this  subparagraph  will  be  effective  in  cases  where 
the  increase  in  total  assets  exceeds  the  net  capital  addition.  Thus,  if 
a  bank  has  a  net  capital  addition  for  the  taxable  year  of  $40,000, 
before  any  adjustment  with  respect  to  its  inadmissible  assets,  an  in¬ 
crease  in  total  assets  of  $200,000,  and  an  increase  in  inadmissible  assets 
of  $50,000,  the  net  capital  addition  for  the  taxable  year  would  be 
$30,000  ($40,000  less  an  adjustment  of  $10,000  for  the  increase  in 
inadmissible  assets),  instead  of  being  entirely  eliminated  by  reason  of 
the  inadmissible  asset  increase  as  under  present  law. 

Subparagraph  (B)  provides  a  corresponding  limitation  on  the  inad¬ 
missible  asset  adjustment  where  there  is  a  decrease  in  such  assets  for 
the  taxable  year.  In  such  a  case  the  amount  of  the  adjustment  under 
section  435  (g)  (2)  (relating  to  the  computation  of  the  net  capital  re¬ 
duction)  for  a  decrease  in  inadmissible  assets  shall  not  exceed  an  amount 
which  bears  the  same  ratio  to  the  net  capital  reduction,  computed 
without  regard  to  such  adjustment  for  inadmissibles,  as  the  decrease  in 
inadmissible  assets  for  the  taxable  year  determined  under  section  435 
(g)  (5),  bears  to  the  decrease  in  total  assets  for  the  taxable  year.  The 
determination  of  the  amount  of  the  decrease  in  the  taxpayer’s  total 
assets  for  the  taxable  year  shall  be  made  in  the  same  manner  as  in  the 
case  of  an  increase  in  total  assets,  that  is,  under  section  435  (g) 
(5)  and  with  respect  to  all  assets,  whether  admissible  or  inadmissible 
assets  as  defined  in  section  440. 
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Subsection  (b)  of  this  section  amends  section  438  (relating  to  new 
capital  credit  changes  in  the  case  of  a  taxpayer  using  the  asset  method 
for  computing  its  invested  capital)  to  provide  a  limitation  on  the 
amount  of  the  adjustment  for  an  increase  in  inadmissible  assets 
which  corresponds  to  that  provided  in  paragraph  (8)  (A),  as  added  by 
subsection  (a)  described  above. 

Subsection  (c)  of  this  section  amends  section  435  (f)  (relating  to 
capital  additions  in  the  base  period)  by  expressly  providing  that  the 
amount  of  the  yearly  base-period  capital  for  any  taxable  year  shall 
not  be  reduced  below  zero  by  the  inadmissible  asset  adjustment.  This 
provision  is  applicable  to  any  taxpayer  (including  a  bank)  and  clarifies 
the  existing  law. 

Subsection  (c)  also  adds  a  new  paragraph  (6)  to  section  435  (f), 
applicable  only  in  the  case  of  a  bank.  This  new  paragraph  limits  the 
amount  of  the  reduction  in  the  yearly  base-period  capital  for  amounts 
of  inadmissible  assets. 

Subparagraph  (A)  of  this  new  paragraph  (6)  provides  that  a  tenta¬ 
tive  yearly  base-period  capital  shall  be  computed  under  section  435 

(f)  (1)  but  without  regard  to  the  inadmissible  asset  adjustment  under 
subparagraph  (A)  of  such  section.  Subparagraph  (B)  of  this  new 
paragraph  (6)  provides  that  such  tentative  yearly  base-period  capital 
shall  then  be  reduced  by  an  amount  which  bears  the  same  ratio  to  it 
as  inadmissible  assets  bear  to  total  assets.  The  ratio  of  inadmissible 
assets  to  total  assets  is  to  be  determined  under  section  440  (b)  of  the 
code,  using  the  daily  amount  of  such  assets  for  the  first  day  of  the 
taxable  year.  The  yearly  base-period  capital  is  the  tentative  yearly 
base-period  capital  so  reduced. 

SECTION  507.  DECREASE  IN  INADMISSIBLE  ASSETS 

Under  existing  law,  a  decrease  in  inadmissible  assets  during  an 
excess-profits-tax  taxable  year  is  not  reflected  in  an  upward  adjust¬ 
ment  in  the  excess-profits  credit  for  such  year.  In  the  case  of  a  tax¬ 
payer  using  the  income  credit,  such  a  decrease  acts  instead  as  an  offset 
to  the  amount  of  the  net  capital  reduction  for  the  taxable  year.  This 
section,  added  to  the  bill  by  your  committee,  provides,  if  certain 
conditions  are  met,  that  a  decrease  in  inadmissible  assets,  to  the  extent 
that  it  exceeds  the  net  capital  reduction  for  the  taxable  year,  shall 
be  art  addition  to  the  excess-profits  credit  computed  under  the  income 
method. 

This  section  adds  two  new  paragraphs  (9)  and  (10)  to  section  435 

(g) .  Paragraph  (9)  provides  that  the  excess  of  the  amount  computed 
under  section  435  (g)  (2)  (A)  or  (B)  (relating  to  adjustments  to  the 
net  capital  reduction  where  there  is  a  decrease  in  inadmissible  assets 
for  the  taxable  year)  over  the  amount  of  the  net  capital  reduction  for 
the  taxable  year  (such  net  capital  reduction  being  computed  without 
regard  to  decrease  in  inadmissible  assets)  shall  be  considered  the  net 
capital  addition  for  the  taxable  year.  Where  the  computations  under 
section  435  (g)  (2)  result  in  no  net  capital  reduction  for  the  taxable 
year,  before  adjustment  for  a  decrease  in  inadmissibles,  the  amount 
determined  under  paragraph  (9)  shall  be  an  item  to  be  added  to  the 
net  capital  addition  for  such  year  computed  under  section  435  (g)  (1). 

Paragraph  (10)  sets  forth  certain  exceptions  and  limitations  appli¬ 
cable  to  computations  under  paragraph  (9).  Subparagraph  (A)  of 
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paragraph  (10)  provides  a  limitation  to  the  adjustment  to  the  decrease 
in  inadmissible  assets  under  section  435  (g)  (2)  (B)  which  section  is 
applicable  under  present  law  where  such  decrease  is  in  excess  of  the 
net  capital  reduction  computed  before  any  reduction  by  reason  of 
such  decrease  and  computed  without  regard  to  section  435  (g)  (4)  (C) 
and  (E)  (relating  respectively  to  decrease  in  borrowed  capital  and  to 
increase  in  loans  to  a  member  of  a  controlled  group).  Under  the  bill, 
the  limitation  in  such  a  case  is  to  an  amount  not  greater  than  25  per¬ 
cent  of  the  excess  of  the  net  capital  reduction  (unadjusted  for  inad¬ 
missible  asset  decrease)  computed  without  regard  to  the  75-percent 
limitations  provided  in  section  435  (g)  (4)  (C)  and  (E),  over  the  net 
capital  reduction  computed  under  such  sentence  without  regard  to 
section  435  (g)  (4)  (C)  and  (E).  Thus,  under  this  subparagraph,  the 
amount  of  the  adjustment  to  the  decrease  in  inadmissible  assets  under 
section  435  (g)  (2)  (B^  is  limited  (for  purposes  of  section  435  (g)  (9)) 
to  25'  percent  of  the  sum  of  the  amount  of  the  decrease  in  borrowed 
capital  and  the  amount  of  the  increase  in  loans  to  members  of  a  con¬ 
trolled  group. 

Subparagraph  (B)  of  paragraph  (10)  provides  an  over-all  limitation 
on  the  amount  determined  under  paragraph  (9)  (after  applying  para¬ 
graph  (10)  (A))  in  order  to  insure  that  where  there  is  a  decrease  in 
inadmissible  assets  that  there  shall  be  a  corresponding  increase  in  the 
taxpayer’s  operating  assets  before  any  increase  in  credit  is  allowed. 
Accordingly,  subparagraph  (B)  provides  that  the  amount  so  deter¬ 
mined  under  paragraph  (9)  shall  not  be  greater  than  the  excess  of 
the  increase  in  operating  assets  for  the  taxable  year  over  the  net 
capital  addition  (determined  without  regard  to  paragraph  (9)  and 
determined  without  regard  to  the  75-percent  limitation  provided  in 
paragraphs  (3)  (C)  and  (4)  (C)  and  (E)  of  section  435  (9)). 

The  increase  in  operating  assets  for  the  taxable  year  shall  be  deter¬ 
mined  in  the  same  manner  as  the  increase  in  inadmissible  assets  for 
such  year  is  determined  under  section  435  (g)  and  as  though  that 
section  referred  instead  to  operating  assets.  The  term  “operating 
assets”  means  property  used  in  the  taxpayer’s  trade  or  business  within 
the  meaning  of  section  117  (j)  (1),  stock  in  trade  or  other  property 
of  a  kind  which  would  properly  be  includible  in  the  inventory  of  the 
taxpayer  if  owned  at  the  close  of  the  taxable  year,  and  property  held 
by  the  taxpayer  primarily  for  sale  to  customers  in  the  ordinary  course 
of  the  taxpayer’s  trade  or  business.  Excluded  from  such  term  are 
inadmissible  assets,  stock,  securities,  and  intangible  property  (such 
as  evidence  of  indebtedness).  For  the  purpose  of  such  exclusion 
intangible  property  is  not  limited  to  the  definition  of  intangible 
property  in  section  441  (i). 

Subparagraph  (C)  of  paragraph  (10)  provides  that  the  adjustment 
to  the  net  capital  addition  for  a  decrease  in  inadmissible  assets  pro¬ 
vided  in  paragraph  (9)  shall  not  apply  in  any  case  in  which  the  Secre¬ 
tary  determines  that  the  increase  in  operating  assets  is  the  direct  or 
indirect  result  of  an  increase  in  indebtedness  of  the  taxpayer,  other 
than  indebtedness  which  constitutes  borrowed  capital  as  defined  in 
section  439  (b).  For  example,  this  limitation  may  be  applied  to 
prevent  a  taxpayer  from  obtaining  a  net  capital  addition  under  para¬ 
graph  (9)  where  its  addition  to  operating  assets  is  accompanied  by 
increased  open  account  indebtedness  to  members  of  a  controlled 
group  including  the  taxpayer. 
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SECTION  508.  ELECTION  WITH  RESPECT  TO  CERTAIN 

INADMISSIBLE  ASSETS 

Subsection  (a)  of  this  section,  for  which  there  is  no  corresponding 
provision  in  the  House  bill,  adds  a  new  subsection  (c)  to  section  440 
of  the  code  to  permit  a  dealer  in  Government  securities  to  elect  for  any 
taxable  year,  in  accordance  with  regulations  prescribed  by  the  Secre¬ 
tary,  to  increase  its  excess-profits  net  income  by  an  amount  equal  to 
the  amount  by  which  the  interest  received  or  accrued  during  the  tax¬ 
able  year  on  Government  obligations  exceeds  the  sum  of  (A)  the  inter¬ 
est  paid  or  accrued  during  such  year  which  is  not  allowed  as  a  deduction 
under  section  23  (b)  of  the  code,  and  (B)  the  amount  of  the  adjust¬ 
ments  required  for  the  taxable  year  under  section  22  (o)  of  the  code 
(relating  to  adjustment  for  certain  bond  premiums).  The  amount  of 
the  section  22  (o)  adjustment  shall  not  be  in  excess  of  the  amount  of 
interest  received  or  accrued  during  the  taxable  year  on  obligations  to 
which  such  section  is  applicable.  The  Government  obligations  for 
which  an  election  is  available  are  obligations  described  in  section  22  (b) 
(4),  the  interest  on  which  is  wholly  exempt  from  taxation  under  chapter 
1  of  the  code.  The  election  is  available  only  with  respect  to  obligations 
which  are  not  capital  assets  in  the  hands  of  the  taxpayer. 

The  effect  of  making  the  election  provided  in  this  paragraph  is  to 
allow  such  obligations  to  be  treated  as  admissible  assets  for  the  pur¬ 
poses  of  all  computations  in  determining  the  excess  profits  tax  liability 
for  the  taxable  year  for  which  the  election  is  made.  Thus,  with  re¬ 
spect  to  the  taxable  year  for  which  an  election  is  made,  such  obliga¬ 
tions  shall  also  not  be  considered  inadmissible  assets  in  determining 
either  original  inadmissible  assets  under  section  435  (g)  (5)  or  yearly 
base  period  capital  under  section  435  (f). 

For  the  purpose  of  determining  the  excess  profits  credit  based  on 
income  for  any  taxable  year  for  which  an  election  has  been  made,  tho 
excess  profits  net  income  computed  for  base  period  years  under  sec¬ 
tion  433  (b)  shall  also  include  the  amount  by  which  the  interest 
received  or  accrued  during  each  such  taxable  year  on  Government 
obligations  exceeds  the  amount  of  interest  paid  or  accrued  during 
such  year  which  is  not  allowed  as  a  deduction  under  section  23  (b) 
and,  if  the  taxable  year  ends  after  June  30,  1950,  the  amount  with 
respect  to  such  year  required  as  an  adjustment  under  section  22  (o)~ 

SECTION  509.  ALTERNATIVE  AVERAGE  BASE  PERIOD 

NET  INCOME 

Subsection  (a)  of  this  section  adds  a  new  subsection  (lx)  to  section 
442.  The  taxpayer  is  entitled  to  compute  an  alternative  average 
base  period  net  income  under  this  new  subsectioxx  if  it  commenced 
business  on  or  before  the  fii’st  day  of  its  base  period  and  if  the  aggregate 
of  the  excess  profits  net  income  for  each  of  the  12  months  for  which  a 
substitute  excess  profits  net  income  is  to  be  computed  is  less  than  35 
percent  of  one-half  of  the  aggregate  of  the  excess  profits  net  income 
for  each  of  the  24  months  remaining  after  selecting  the  12  months  to 
be  so  adjusted.  For  the  purpose  of  this  eligibility  test,  deficits  in 
excess  profits  net  income  shall  be  taken  in  account. 

The  first  step  in  the  computation  of  the  alternative  average  base 
period  net  income  is  the  computation  of  the  excess  pi'ofits  net  income- 
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(or  deficit  therein)  for  the  36  months  from  which  the  12-month  period 
is  to  be  selected.  This  computation  is  to  be  made  in  the  manner 
provided  in  section  442  (b)  by  selecting  ordinarily  the  36  months 
which  produce  the  highest  aggregate  excess  profits  net  income  or  the 
lowest  aggregate  deficit  in  excess  profits  net  income.  The  second 
step  is  the  selection,  from  the  36  months  determined  under  the  first 
step,  of  12  months  the  elimination  of  which  will  result  ordinarily  in 
the  highest  remaining  aggregate  excess  profits  net  income  or  the 
lowest  remaining  aggregate  deficit  in  excess  profits  net  income. 
This  selection  is  made  by  determining  either  the  12  consecutive 
months  the  elimination  of  which  produces  the  highest  remaining 
aggregate  excess  profits  net  income  or  the  lowest  remaining  aggregate 
deficit  in  excess  profits  net  income,  or  the  12  months  which  remain 
after  retaining  the  24  consecutive  months  which  produce  the  highest 
aggregate  excess  profits  net  income  or  lowest  aggregate  deficit.  The 
third  step  is  the  computation,  for  each  month  in  the  12-month  period 
so  selected,  of  a  substitute  excess  profits  net  income  under  section 
442  (e),  which  is  in  general  based  on  the  product  of  the  taxpayer’s 
total  assets  for  the  last  day  in  the  year  in  which  such  month  falls  and 
the  appropriate  industry  base  period  yearly  rate  of  return. 

The  fourth  step  is  the  determination  of  the  aggregate  of  such  sub¬ 
stitute  excess  profits  net  income  for  each  month  in  the  selected  12- 
month  period.  This  is  based  upon  the  amount  computed  under  the 
third  step,  limited,  however,  to  an  amount  equal  to  one-half  of  the 
aggregate  excess  profits  net  income  for  each  month  in  the  24-month 
period  remaining  after  the  computation  required  under  the  second 
step  above.  For  the  purpose  of  this  limitation  deficits  in  excess 
profits  net  income  for  such  24-month  period  are  taken  into  account. 
To  the  amount  of  such  aggregate  so  determined  the  aggregate  of  the 
excess  profits  net  income  for  the  24-month  period  is  added,  such  excess 
profits  net  income  for  this  purpose  being  computed  in  the  manner 
provided  in  the  second  sentence  of  section  435  (d)  (1)  which  allocates 
to  each  month  a  portion  of  the  excess  profits  net  income  for  the  taxable 
year  in  which  such  month  falls  and  provides  that  the  excess  profits  net 
income  for  any  month  shall  not  be  less  than  zero.  The  final  step  in 
the  determination  of  the  alternative  average  base  period  net  income 
under  this  subsection  is  to  divide  by  3  the  amount  ascertained  under 
the  fourth  step. 

If  the  taxpayer  is  entitled  to  the  benefits  of  this  provision  and  is 
also  entitled  to  compute  its  average  base  period  net  income  under 
subsection  (c)  of  section  442  because  of  abnormalities  during  its  base 
period,  the  taxpayer  shall  compute  its  average  base  period  net  income 
under  whichever  of  the  applicable  subsections  produces  the  lower 
excess  profits  tax.  The  same  rule  applies  where  the  taxpayer  is 
entitled  to  the  benefits  of  either  the  new  provision  or  section  442  (d). 
In  order  to  be  entitled  to  the  alternative  average  base  period  net 
income  computation  under  subsection  (h),  the  taxpayer  need  not 
demonstrate  the  presence  of  abnormalities  in  its  base  period. 

Your  committee  has  made  technical  amendments  to  section  442  in 
order  to  conform  that  section  to  the  addition  of  this  new  subsection 
and  has  amended  section  435  (f)  (3)  to  provide  that  the  base  period 
capital  addition  of  a  taxpayer  computing  an  alternative  average 
base  period  net  income  under  this  new  subsection  (h)  shall  be  com- 
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puted  in  the  same  manner  as  the  base  period  capital  addition  in  the 
case  of  a  taxpayer  to  which  section  442  (c)  (relating  to  abnormalities 
during  the  base  period  which  affect  12  or  fewer  months)  is  applicable. 

SECTION  510.  DEFINITION  OF  TOTAL  ASSETS  FOR 
PURPOSES  OF  SECTIONS  442-446 

Section  510,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  442  (f)  of  the  code  (relating  to  the  defini¬ 
tion  of  total  assets)  to  require  that  in  determining  total  assets  a 
reduction  shall  be  made  equal  to  the  amount  of  any  indebtedness 
(other  than  borrowed  capital  as  defined  in  sec.  439  (b)  (1))  to  a 
member  of  a  controlled  group,  as  defined  in  section  435  (g)  (6), 
which  includes  the  taxpayer.  Section  442  (f)  of  the  code  now  pro¬ 
vides  that  total  assets  for  any  day  shall  be  determined  as  of  the  end 
of  such  day  and  shall  be  an  amount  equal  to  the  sum  of  the  cash  and 
the  property  (other  than  cash,  inadmissible  assets,  and  loans  to 
members  of  a  controlled  group  as  defined  in  sec.  435  (f))  held  by  the 
taxpayer  in  good  faith  for  the  purposes  of  the  business.  Thus,  at 
present,  section  442  (f)  includes  borrowed  funds  in  determining  total 
assets,  even  though  such  indebtedness  may  be  to  a  member  of  a 
controlled  group  which  includes  the  taxpayer  and  such  loans  may  be 
of  a  type  that  are  not  taken  into  account,  as  loans  to  members  of  a 
controlled  group  in  determining  the  capital  position  or  capital  changes 
of  the  lender  for  the  purposes  of  the  excess-profits  tax.  The  amend¬ 
ment  in  effect  provides  that  open  account  indebtedness,  and  other 
indebtedness  not  meeting  the  definition  of  borrowed  capital,  shall 
reduce  total  assets  if  such  indebtedness  is  owed  to  a  member  of  the 
same  controlled  group. 

This  section  is  effective  with  respect  to  taxable  years  ending  after 
the  date  of  enactment  of  this  bill. 

SECTION  511.  AVERAGE  BASE  PERIOD  NET  INCOME- 
CHANGE  IN  PRODUCTS  OR  SERVICES 

Section  511,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  443  (f)  of  the  code  (relating  to  changes  in 
products  or  services)  to  provide  that  if  after  the  end  of  the  base  period 
of  the  taxpayer  there  was  a  substantial  change  in  the  products  fur¬ 
nished  by  such  taxpayer,  such  change  shall  be  considered  to  have 
occurred  on  the  last  day  of  the  base  period  if  the  taxpayer  prior  to 
July  1,  1950,  was  constructing  the  facilities  used  to  manufacture  such 
new  product  and  if  such  construction  and  the  production  of  such  new 
product  are  in  furtherance  of  a  course  of  action  to  which  it  (or  a  cor¬ 
poration  with  which  it  has  the  privilege  of  filing  a  consolidated  return 
under  sec.  141)  was  committed  before  the  end  of  its  base  period  by  a 
contract  which  granted  to  it  a  license,  franchise,  or  similar  right  to 
produce  such  new  product.  At  present,  section  443  (a)  (1)  requires 
that  the  change  in  products  occur  during  the  last  36  months  of  the 
base  period.  The  amendment  in  effect  modifies  this  requirement  of 
section  443  (a)  (1).  However,  the  other  requirements  of  section  443 
(a)  (1)  and  the  tests  of  section  443  (a)  (2)  and  (3)  must  still  be  satis¬ 
fied  before  a  taxpayer,  which  is  considered  to  have  made  a  change  of 
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product  by  reason  of  the  amendment  of  section  443  (f)  made  by  this 
section  of  the  bill,  may  qualify  to  compute  its  average  base  period  net 
income  under  section  443. 

SECTION  512.  AVERAGE  BASE  PERIOD  NET  INCOME- 

NEW  CORPORATION 

Section  512  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  445  (c)  of  the  code  (relating  to  total  assets 
for  the  first  3  years  of  new  corporations) .  At  present,  a  new  corporation 
computing  its  average  base  period  net  income  under  section  445  for 
the  purpose  of  determining  the  tax  for  any  of  its  first  three  taxable 
years  which  is  an  excess  profits  tax  taxable  year,  is  entitled  to  apply 
its  industry  rate  of  return  only  to  the  sum  of  its  total  assets  (as 
defined  in  sec.  442  (f))  for  the  last  day  of  its  taxable  year  immediately 
preceding  its  first  taxable  year  ending  after  June  30,  1950,  such  total 
assets  first  being  increased  by  the  net  capital  addition  determined 
under  section  435  (g)  for  the  excess  profits  tax  taxable  year,  or  de¬ 
creased  by  the  net  capital  reduction  for  such  taxable  year.  Although 
under  such  formula  additions  to  equity  capital  are  fully  reflected, 
only  75  percent  of  the  increase  or  decrease  in  borrowed  capital  is 
taken  into  account  in  determining  total  assets.  .  The  amendment 
includes  the  full  amount  of  borrowed  capital  in  the  amount  to  which 
the  industry  rate  of  return  is  applied. 

SECTION  513.  EXCESS  PROFITS  CREDIT— REGULATED 

PUBLIC  UTILITIES 

Section  513,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  448  (c)  (3)  of  the  code  (relating  to  alterna¬ 
tive  excess  profits  credit  for  regulated  public  utilities)  to  include 
therein  a  corporation  engaged  as  a  common  carrier  in  the  furnishing  or 
sale  of  transportation  of  oil  or  other  petroleum  products  (including 
shale  oil)  by  pipeline  if  such  corporation  is  subject  to  the  jurisdiction 
of  a  public  service  or  public  utility  commission  or  other  similar  body 
of  the  District  of  Columbia  or  of  any  State.  At  present,  oil  pipelines 
are  not  included  in  section  448  (c)  (3),  unless  they  are  subject  to  the 
jurisdiction  of  the  Interstate  Commerce  Commission.  Section  448 
(d)  defines  a  “regulated  public  utility”  for  the  purposes  of  the  alterna¬ 
tive  excess  profits  credit  as  a  corporation  described  in  section  448  (c) 
which  derives  a  certain  percentage  of  its  gross  income  from  sources 
described  in  section  448  (c).  The  amendment  thus  allows  intrastate 
as  well  as  interstate  oil  pipelines  to  qualify  as  regulated  public  utilities 
if  they  meet  the  requirements  of  the  section. 

SECTION  514.  CONSOLIDATED  RETURNS  OF  REGULATED 

PUBLIC  UTILITIES 

Section  514,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  448  (e)  of  the  code  (relating  to  consolidated 
returns  of  regulated  public  utilities)  to  provide  that  for  the  purposes  of 
filing  a  consolidated  return  with  its  railroad  lessee  corporation,  a  rail¬ 
road  lessor  corporation  described  in  section  434  (d)  of  the  code  shall  be 
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considered  a  corporation  described  in  section  448  (c)  (3).  In  effect, 
this  amendment  permits  a  railroad  corporation  which  has  leased 
substantially  all  of  its  railroad  properties  to  another  railroad  corpora¬ 
tion  to  file  a  consolidated  return,  using  the  alternative  credit  provided 
by  section  448,  with  its  affiliated  lessee  railroad  corporation,  if  both 
such  corporations  otherwise  qualify  to  use  section  448. 

SECTION  515.  NONTAXABLE  INCOME  FROM  CERTAIN 
MINING  PROPERTIES 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  allows  to  producers  of  potash,  sulfur,  and  metallurgical 
grade  and  chemical  grade  limestone  the  alternative  method  for  com¬ 
puting  nontaxable  income  from  exempt  excess  output  provided  in 
section  453  (b)  (2)  of  the  code  where  the  properties  were  in  operation 
during  the  normal  period.  Where  these  mineral  properties  were  not 
in  operation  during  the  normal  period,  the  net  income  from  such 
properties  is  accorded  the  benefits  of  section  453  (b)  (4)  now  available 
in  the  case  of  metal  and  coal  mines,  timber  blocks,  and  natural-gas 
properties. 

Your  committee  has  also  made  technical  amendments  to  these 
sections  and  to  section  453  (a)  (13)  in  order  that  they  may  conform  to 
the  amendment  made  by  this  section  of  the  bill. 

SECTION  516.  TRANSITION  FROM  WAR  PRODUCTION 
AND  INCREASE  IN  PEACETIME  CAPACITY 

Section  516,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  adds  subsection  (a)  of  a  new  section  459  to  part  I  of  sub- 
chapter  D  of  chapter  1*  of  the  code.  Subsection  (a)  of  section  516 
provides  for  the  computation  of  an  average  base  period  net  income 
based  upon  the  excess  profits  net  income  for  the  last  6  months  of  1948 
and  a  percentage  of  the  first  6  months  of  1950  as  provided  in  section 
435  (e)  (2)  (G).  It  is  provided  that  the  credit  shall  be  applicable  to 
any  taxpayer  which  has  commenced  business  before  January  1,  1940, 
and  since  such  date  has  been  primarily  engaged  in  manufacturing. 

A  taxpayer  may  qualify  for  the  computation  under  this  subsection 
only  if  it  meets  the  requirements  of  paragraphs  (1)  to  (4)  of  the  sub¬ 
section.  Paragraph  (1)  provides  that  the  adjusted  basis  of  its  total 
facilities  (as  defined  in  sec.  440  (d))  on  the  first  day  of  its  base  period 
when  added  to  the  total  facilities  for  such  day  of  corporations  with 
which  it  was  affiliated  must  not  exceed  $10,000,000.  Paragraph  (2) 
provides  that  the  unadjusted  basis  for  determining  gain  of  the  tax¬ 
payer’s  total  facilities  on  the  last  day  of  its  base  period  must  be  at-  least 
250  percent  of  the  unadjusted  basis  for  determining  gain  of  its  total 
facilities  on  the  first  day  of  its  base  period.  Paragraph  (3)  provides 
that  during  the  period  1942  through  1945,  70  percent  of  the  taxpayer’s 
gross  income  must  have  been  from  contracts  with  the  United  States 
either  as  a  prime  contractor  or  as  a  subcontractor.  It  is  further 
provided  that  in  all  taxable  years  ending  after  1945  and  before  1950 
less  than  20  percent  of  its  income  must  be  from  such  sources  and  that 
less  than  20  percent  of  the  income  must  be  from  such  sources  for  all 
taxable  years  ending  after  December  31,  1949,  and  beginning  before 
July  1,  1950. 
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Paragraph  (4)  provides  that  the  monthly  average  of  the  excess 
profits  net  income  of  the  taxpayer  for  all  taxable  years  ending  with 
or  within  the  last  24  months  of  its  base  period  (that  is,  the  aggregate 
of  the  excess  profits  net  income  for  each  month  in  such  taxable  years 
divided  by  the  number  of  such  months)  and  for  the  last  taxable  year 
ending  before  its  base  period  (similarly  determined)  shall  each  be  at 
least  300  percent  of  the.  monthly  average  excess  profits  net  income  for 
all  taxable  years  ending  with  or  within  the  first  24  months  of  its  base 
period  (that  is,  the  aggregate  of  the  excess  profits  net  income  for  each 
month  in  such  taxable  years  divided  by  the  number  of  such  months). 

Subsection  (b)  of  section  516  provides  for  amendments  to  section 
435  (c)  to  include  this  and  other  subsections  of  section  459  among  the 
various  methods  of  computing  average  base-period  net  income  which 
are  available  to  the  taxpayer  if  they  result  in  a  lesser  excess-profits 
tax.  One  additional  effect  of  this  amendment  is  to  make  clear  that  no 
base-period  capital  addition  is  allowable  if  the  average  base-period 
net  income  determined  under  this  subsection  is  used. 

SECTION  517.  BASE  PERIOD  CATASTROPHE 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  adds  a  new  section  459  (b)  to  the  code  to  grant  to  a  tax¬ 
payer  which  has  suffered  a  catastrophe  during  the  last  36  months  of 
its  base  period  the  alternative,  in  computing  its  average  base  period 
net  income  under  the  general  average  method,  of  substituting  for  the 
excess-profits  net  income  for  each  month  of  the  taxable  year  in  which 
the  catastrophe  occurred  the  average  of  the  excess-profits  net  income 
for  each  month  in  the  base  period  preceding  the  taxable  year  in  which 
the  catastrophe  occurred.  The  benefits  of  this  subsection  are  avail¬ 
able  to  a  taxpayer  which  was  engaged  throughout  its  base  period 
primarily  in  manufacturing  if  it  meets  the  eligibility  tests  described 
in  paragraphs  (1)  to  (3),  inclusive. 

Paragraph  (1)  requires  that,  the  taxpayer  must  have  suffered  during 
the  last  36  months  of  its  base  period  a  catastrophe  by  fire,  storm, 
explosion,  or  other  casualty,  destroying  or  rendering  inoperative  a 
production  facility  constituting  a  complete  plant  or  plants  having  in 
the  hands  of  the  taxpayer  immediately  prior  to  the  catastrophe  an 
adjusted  basis  for  determining  gain  equal  to  15  percent  or  more  of  the 
adjusted  basis  for  determining  gain  of  all  the  taxpayer’s  production 
facilities  at  such  tune.  The  term  “production  facility”  means  a 
factory  (including  equipment  and  machinery  which  are  part  of  the 
factory)  and  similar  manufacturing  plants. 

Paragraph  (2)  requires  that  the  taxpayer’s  normal  production  or 
operation  be  substantially  interrupted  for  a  period  of  more  than  12 
consecutive  months  as  a  result  of  such  catastrophe. 

Paragraph  (3)  requires  that  the  taxpayer  must  have  replaced  the 
destroyed  or  inoperative  production  facility  prior  to  the  end  of  its 
base  period  with  a  production  facility  which  at  the  end  of  its  base 
period  had  in  its  hands  an  adjusted  basis  for  determining  gain  in  an 
amount  .not  less  than  such  adjusted  basis,  immdiately  prior  to  the 
catastrophe,  of  the  destroyed  or  inoperative  production  facility. 

For  the  purpose  of  section  435  (a)  (1)  (B),  the  average  base  period 
net  income  determined  under  this  subsection  is  considered  an  average 
base  period  net  income  determined  under  section  435  (d).  Accord- 
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ingly,  the  computation  of  the  average  base  period  net  income  under 
this  subsection  does  not  reduce  the  amount  of  the  base  period  capital 
addition  to  which  the  taxpayer  would  otherwise  be  entitled. 

SECTION  518.  CONSOLIDATION  OF  NEWSPAPERS 

This  section,  added  to  the  bill  by  your  committee,  adds  a  new  sec¬ 
tion  459  (c)  to  the  code,  applicable  in  the  case  of  a  taxpayer  engaged 
primarily  in  the  newspaper-publishing  business  which,  after  the  first 
half  of  its  base  period  and  before  July  1,  1950,  consolidated  its  me¬ 
chanical,  circulation,  advertising,  and  accounting  operations  with  such 
operations  of  another  newspaper-publishing  corporation  in  the  same 
area.  In  the  case  of  a  taxpayer  entitled  to  the  benefits  of  this  sub¬ 
section,  its  average  base  period  net  income  shall  be  the  amount  com¬ 
puted  under  section  435  (e)  (2)  (relating  to  the  computation  of  the 
average  base  period  net  income  based  on  growth),  but  computed  with¬ 
out  regard  to  subparagraph  (G)  of  such  section.  In  order  to  be 
eligible  for  the  benefits  of  this  subsection  the  taxpayer  must  qualify 
under  the  conditions  set  forth  below. 

Paragraph  (2)  of  the  new  subsection  requires  that  the  taxpayer 
establish  to  the  satisfaction  of  the  Secretary  that,  during  the  period 
beginning  with  the  consolidation  and  ending  with  the  close  of  the 
first  taxable  year  beginning  after  the  consolidation,  there  were  sub¬ 
stantial  reductions  in  the  amount  of  expenses  which  would  otherwise 
have  been  paid  or  incurred  in  conducting  the  operations  described 
under  paragraph  (1),  and  that  such  reductions  were  attributable  to 
the  consolidation. 

Paragraph  (3)  of  the  new  subsection  requires  that  for  the  first  tax¬ 
able  year  beginning  after  such  consolidation  the  total  deductions  of 
the  taxpayer  under  section  23  of  the  code,  computed  without  regard 
to  section  23  (s)  (relating  to  the  net  operating  loss  deduction)  and 
without  regard  to  section  23  (bb)  (relating  to  circulation  expenditures), 
must  not  be  in  excess  of  80  percent  of  the  average  of  such  deduction 
for  the  two  taxable  years  of  the  taxpayer  next  preceding  the  taxable 
year  in  which  such  consolidation  began. 

Paragraph  (4)  of  the  new  subsection  requires  that  the  excess  profits 
net  income  of  the  taxpayer,  computed  as  provided  in  section  433  (b) 
(relating  to  the  excess  profits  net  income  for  taxable  years  in  the  base 
period) ,  for  the  first  taxable  year  of  the  taxpayer  beginning  after  such 
consolidation  must  be  125  percent  or  more  of  the  amount  determined 
under  section  435  (d)  (4)  (relating  to  average  base  period  net  income 
determined  under  the  general  average  method).  For  the  purpose  of 
the  test  set  forth  in  this  paragraph,  the  excess  profits  net  income  shall 
be  computed  in  the  manner  provided  in  section  433  (b)  whether  or  not 
the  first  taxable  year  of  the  taxpayer  beginning  after  the  consolidation 
is  an  excess  profits  tax  taxable  year. 

The  benefits  of  this  subsection  shall  not  be  available  to  any  taxable 
year  of  the  taxpayer  unless  the  consolidation  was  continued  through¬ 
out  such  taxable  year. 

SECTION  519.  TELEVISION  BROADCASTING  COMPANIES 

Section  519  of  the  bill,  for  which  there  is  no  corresponding  provision 
in  the  House  bill,  adds  subsection  (d)  to  section  459  of  the  code, 
section  459  (a),  (b),  and  (c)  being  added  to  the  code  by  sections  516 
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to  518  of  the  bill.  Subsection  (d)  of  section  459  provides  for  the 
computation  of  an  average  base  period  net  income  in  the  case  of 
corporations  engaged  in  the  television  broadcasting  business,  includ¬ 
ing  both  station  and  network  operations.  Subsection  (d)  (1)  pro¬ 
vides  that  the  average  base  period  net  income  determined  under  this 
subsection  shall  be  available  only  to  corporations  which  were  engaged 
in  the  business  of  television  broadcasting  prior  to  January  1,  1951, 
and  have  remained  in  such  business  continuously  throughout  the 
period  ending  with  the  close  of  the  taxable  year  for  which  the  tax  is 
being  computed. 

Subsection  (d)  (1)  (A)  provides  for  the  computation  of  an  average 
base  period  net  income  in  the  case  of  a  corporation  which  is  engaged 
only  in  the  business  of  television  broadcasting,  and  in  no  other  busi¬ 
ness,  at  the  end  of  its  base  period.  In  the  case  of  such  a  corporation, 
the  average  base  period  net  income  is  determined  by  multiplying  its 
total  assets  (as  defined  in  sec.  442  (f))  on  the  last  day  of  its  base 
period  by  the  base  period  rate  of  return  for  the  industry  classification 
which  includes  radio  broadcasting. 

Subsection  (d)  (1)  (B)  provides  for  the  computation  of  an  average 
base  period  net  income  in  the  case  of  a  corporation  which  is  engaged 
only  in  the  business  of  television  and  radio  broadcasting,  and  in  no 
other  business,  at  the  end  of  its  base  period.  Two  alternative  methods 
of  computation  are  provided.  One  is  the  same  as  that  provided  in 
paragraph  (1)  (A)  and  the  other  is  computed  by  multiplying  its  total 
assets  (as  defined  in  sec.  442  (f))  on  the  last  day  of  its  base  period  by 
its  individual  rate  of  return.  The  computation  of  the  individual  rate 
of  return  is  described  in  paragraph  (2)  of  subsection  (d). 

Subsection  (d)  (1)  (C)  provides  for  the  computation  of  an  average 
base  period  net  income  in  the  case  of  a  corporation  which  at  the  end 
of  its  base  period  was  engaged  in  the  television  broadcasting  business 
and  in  another  business  or  businesses  other  than  radio  broadcasting. 
For  example,  section  459  (c)  (1)  (C)  may  be  applicable  to  a  corpora¬ 
tion  engaged  at  the  end  of  its  base  period  in  the  television  broadcast¬ 
ing  business,  the  radio  broadcasting  business,  and  another  business, 
and  to  a  corporation  engaged  at  the  end  of  its  base  period  in  the  tele¬ 
vision  business  and  in  a  business  other  than  the  radio  broadcasting 
business.  The  average  base  period  net  income  in  the  case  of  such 
a  corporation  shall  be  determined  under  this  subsection  by  first  com¬ 
puting  an  average  base  period  net  income  under  the  general  average 
method  (sec.  435  (d))  for  the  business  other  than  radio  or  television, 
such  computation  being  made  without  regard  to  income,  deductions, 
losses,  or  other  items  from  the  radio  and  television  broadcasting 
business.  To  this  is  added  an  amount  computed  by  applying  to  the 
total  assets,  on  the  last  day  of  its  base  period  used  in  the  radio  broad¬ 
casting  business  (if  the  taxpayer  was  engaged  in  such  business)  and 
in  the  television  broadcasting  business,  either  the  industry  rate  of 
return  for  radio  broadcasting  or  the  individual  rate  of  return  as 
determined  under  subsection  (d)  (2). 

Subsection  (d)  (1)  (D)  provides  for  the  computation  of  an  average 
base  period  net  income  in  a  case  in  which  the  television  broadcasting 
business  is  acquired  by  the  taxpayer  after  the  close  of  its  base  period 
and  before  the  end  of  the  calendar  year  1950.  In  such  case  the  average 
base  period  net  income  shall  first  be  computed  without  regard  to  this 
section,  and  then  there  shall  be  added  thereto  an  amount  computed  by 
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applying  either  the  industry  rate  of  return  for  radio  broadcasting  or 
the  taxpayer’s  individual  rate  of  return  (determined  under  subsec. 
(d)  (2)  on  the  basis  of  the  radio  broadcasting  business,  if  any,  in  which 
the  taxpayer  was  engaged  during  its  base  period)  to  the  amount  of 
total  assets  which  would  be  included  with  respect  to  the  television 
business  if  such  business  had  been  acquired  on  the  last  day  of  its  base 
period. 

Subsection  (d)  (1)  authorizes  the  Secretary  to  provide  by  regula¬ 
tions  the  rules  applicable  in  the  case  of  a  taxpayer  determining  its 
average  base  period  net  income  under  this  subsection.  Examples  of 
the  rules  to  he  prescribed  by  regulations  are  rules  for  the  method  of 
determining  the  income,  deductions,  losses,  and  other  items  relating 
separately  to  television  broadcasting,  to  radio  broadcasting,  and  to 
businesses  other  than  television  and  radio  broadcasting;  for  the  meth¬ 
od  of  determining  the  average  base  period  net  income  for  any  business 
of  the  taxpayer  other  than  television  and  radio  broadcasting;  for  the 
method  of  determining  the  assets  attributable  to  the  television  broad¬ 
casting  business  and  to  the  radio  broadcasting  business,  and  for  the 
method  of  determining  the  excess  profits  net  income  of  the  radio 
broadcasting  business,  which  determinations  are  appropriate  to  the 
determinations  to  be  made  either  under  this  subsection  or  under  sub¬ 
section  (d)  (2).  Further  rules  would  relate  to  the  elimination  of 
duplication  where  assets  used  during  the  base  period  in  another  business 
of  the  taxpayer  are  directly  or  indirectly  transferred  into  assets  to 
which  the  industry  or  individual  rate  of  return  is  applied,  and  for  the 
elimination  of  duplication  where  assets  held  at  any  time  during  its 
base  period  are  used  in  acquiring  the  television  business  in  a  case  de¬ 
scribed  in  subsection  (d)  (1)  (D). 

Subsection  (d)  (2)  provides  for  the  computation  of  the  individual 
rate  of  return,  the  use  of  which  is  prescribed  in  subsection  (d)  (1). 
Such  rate  of  return  shall  be  determined  by  first  averaging  the  total 
assets  attributable  to  the  radio  broadcasting  business  at  the  close  of 
each  month  in  the  base  period.  The  aggregate  of  the  excess  profits 
net  income  of  the  radio  broadcasting  business,  determined  without 
regard  to  income,  deductions,  losses,  or  other  items  attributable  to 
any  other  business,  including  the  television  broadcasting  business,  for 
each  month  during  the  base  period  is  then  to  be  computed  and  divided 
by  4.  The  average  of  the  excess  profits  net  income  is  then  divided 
by  the  average  of  the  assets  to  obtain  the  individual  rate  of  return. 

Subsection  (d)  (3)  provides  an  adjustment,  applicable  if  the  industry 
rate  of  return  is  used,  for  interest  paid  by  the  taxpayer.  This  adjust¬ 
ment  corresponds  to  that  required  under  existing  provisions  of  the 
excess-pro  tits  tax.  It  is  provided,  however,  that  the  reduction  of  the 
amount  computed  by  reference  to  the  industry  rate  of  return  shall 
in  cases  under  subsection  (d)  (1)  (C)  and  (D)  be  only  by  such  portion 
of  the  interest  paid  as  the  total  assets  to  which  the  industry  rate  of 
return  is  applied  is  of  the  total  assets  of  the  taxpayer.  Thus,  the 
interest  paid  is  attributed  ratably  among  all  the  assets  held  by  the 
taxpayer. 

Subsection  (d)  (4)  provides  that  the  Secretary  shall  by  regulations 
provide  for  the  application  of  part  II  of  subchapter  D  (relating  to 
certain  tax-free  transactions)  in  the  case  in  which  a  corporation  other¬ 
wise  entitled  to  the  benefits  of  this  section  is  an  acquiring  corporation 
in  a  part  II  transaction. 
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SECTION  520.  EXCESS-PROFITS  CREDIT  BASED  ON  INCOME 
IN  CONNECTION  WITH  CERTAIN  TAXABLE  ACQUISI¬ 
TIONS 

Section  520  for  which  there  is  no  corresponding  provision  in  the 
'House  bill  adds  a  new  part  IV  to  subchapter  D  of  chapter  1  and 
provides  for  certain  technical  amendments  of  parts  I  and  II  of  sub- 
chapter  D  relating  to  such  new  part. 

Subsection  (a)  of  section  520  adds  part  IV  which  consists  of  one 
section,  section  474.  Subsection  (a)  thereof  comprises  definitions. 
Subsection  (a)  (1)  defines  the  term  “purchasing  corporation.”  Sub¬ 
section  (a)  (1)  (A)  defines  as  a  purchasing  corporation  any 'corporation 
which,  before  December  1,  1950,  acquired  substantially  all  of  the  assets 
of  another  corporation  or  of  a  partnership  in  a  transaction  other  than 
a  transaction  described  in  section  461  (a). 

Subsection  (a)  (1)  (B)  provides  that  a  corporation  shall  be  a  pur¬ 
chasing  corporation  if  it  acquires  only  part  of  the  assets  of  another 
corporation  (in  a  transaction  other  than  a  part  II  transaction)  pro¬ 
vided  (1)  the  properties  acquired  in  such  transaction  are  all  of  the 
properties  of  a  separate  business  of  the  other  corporation  and  (2)  that 
in  the  furtherance  of  a  plan  of  complete  liquidation  by  such  other 
corporation  substantially  all  of  its  other  properties  were  transferred  to 
one  or  more  other  corporations.  For  the  purpose  of  subsection  (a) 
(1)  (B)  (as  distinguished  from  subsection  (a)  (1)  (A)),  the  acquisition 
must  be  from  a  corporation.  Thus,  the  acquisition  of  part  of  the  assets 
of  a  partnership  will  not  qualify  the  purchaser  as  a  purchasing  corpor¬ 
ation  under  subsection  (a)  (1)  (B). 

It  is  further  provided  (subsec.  (a)  (1)  (C))  that  a  taxpayer  can  be 
a  purchasing  corporation  if  it  receives  solely  as  paid  in  surplus  or  a 
contribution  to  capital  in  respect  of  voting  stock  owned  by  another 
corporation  substantially  all  of  the  properties  which  such  other 
corporation  acquired  immediately  prior  thereto  in  a  part  IV  transac¬ 
tion  with  respect  to  which  such  other  corporation  was  a  purchasing 
corporation  as  defined  in  subsections  (a)  (1)  (A)  or  (a)  (1)  (B). 

For  the  purpose  of  the  above  subsections  the  properties  acquired 
need  not  include  cash. 

Subsection  (a)  (2)  defines  as  the  selling  corporation  the  corporation 
or  partnership  whose  assets  were  acquired  by  the  purchasing  corpora¬ 
tion. 

Subsection  (a)  (3)  defines  as  a  part  IV  transaction  any  transaction 
described  in  subsection  (a)  (1). 

Subsection  (b)  of  section  474  provides  that  the  average  base  period 
net  income  of  a  purchasing  corporation  under  the  general  average 
method  provided  in  section  435  (d)  shall  be  determined  by  computing 
the  excess-profits  net  income  of  the  purchasing  corporation  without 
regard  to  the  fact  that  it  is  such  a  purchasing  corporation  (that  is, 
without  reference  to  pt.  IV)  or  by  applying  the  provisions  of  part  IV 
in  computing  its  excess-profits  net  income,  whichever  produces  the 
lesser  excess-profits  tax  for  the  taxable  year.  If  the  taxpayer  applies 
part  IV,  the  excess-profits  net  income  for  each  month  of  the  base 
period  of  the  purchasing  corporation  shall  be  computed  by  adding  to 
the  actual  excess-profits  net  income  (or  deficit  therein)  of  the  pur¬ 
chasing  corporation  for  such  month  the  excess-profits  net  income  (or 
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deficit  therein)  for  each  sucb  month  of  the  business  acquired  by  the 
purchasing  corporation. 

Subsection  (c)  of  section  474  provides  for  the  following  limitations: 
First,  that  immediately  after  the  part  IV  transaction  (that  is,  the 
purchase  of  assets  by  the  purchasing  corporation)  the  selling  corpora¬ 
tion  discontinued  all  business  activities  and  was  completely  liqui¬ 
dated  in  a  transaction  other  than  a  transaction  described  in  section 
461  (a).  Thus,  if  the  liquidation  of  the  selling  corporation  is  pursuant 
to  section  112  (b)  (6),  the  provisions  of  part  IV  may  not  be  applied 
by  the  purchasing  corporation.  The  requirement  of  discontinuance 
of  business  activities  and  liquidation  in  a  case  in  which  only  part  of 
the  assets  of  a  corporation  were  acquired  may  be  postponed  until 
after  the  last  part  IV  transaction  by  the  selling  corporation  in  fur¬ 
therance  of  its  single  plan  of  complete  liquidation. 

The  second  limitation  requires  that  the  properties  acquired  in  the 
part  IV  transaction  were  all  or  substantially  all  of  the  properties  (other 
than  cash)  used  by  the  selling  corporation  (or  by  a  component  corpora¬ 
tion  thereof)  in  the  operation  of  the  business  whose  assets  were 
acquired.  Thus,  if  any  substantial  portion  of  the  assets  used  in  the 
business  by  the  selling  corporation  had  been  sold  or  distributed  to 
others  prior  to  the  transaction,  part  IV  may  not  be  applied  to  the 
purchasing  corporation.  It  is  further  provided  that  in  any  case  in 
which  the  business  was  operated  under  a  franchise  or  license,  such 
franchise  or  license  shall  be  deemed  to  have  been  acquired  by  the 
purchasing  corporation  from  the  selling  corporation  if  it  acquires  a 
substantially  identical  franchise  or  license  from  the  same  person  who 
granted  the  one  used  by  the  selling  corporation.  Thus,  in  a  case 
in  which  an  automobile  manufacturer  had  previously  granted  a 
franchise  or  license  to  the  selling  corporation,  which  franchise  or 
license  was  not  transferable,  the  purchasing  corporation  will  be 
deemed  to  have  acquired  such  franchise  or  license  from  the  selling 
corporation  if  the  same  manufacturer  grants  to  the  purchasing  cor¬ 
poration  a  substantially  identical  franchise  or  license. 

The  third  limitation  requires  that  the  business  acquired  from  the 
selling  corporation  be  operated  by  the  purchasing  corporation  from 
the  date  of  the  transaction  to  the  end  of  the  taxable  year.  It  is  con¬ 
templated  that  where  the  purchasing  corporation  becomes  a  compo¬ 
nent  corporation  in  a  part  II  transaction  the  business  must  have  been 
operated  by  the  purchasing  corporation  (if  it  held  it  for  any  period  of 
time)  and,  after  the  part  II  transaction,  by  the  acquiring  corporation 
until  the  end  of  the  taxable  year. 

Subsection  (d)  of  section  474  provides  that  in  determining  whether 
property  is  acquired  solely  as  paid-in  surplus  or  a  contribution  to 
capital  the  assumption  by  the  purchasing  corporation  of  a  liability  of 
the  transferring  corporation  or  the  fact  that  the  property  acquired  is 
subject  to  a  liability  shall  be  disregarded. 

Subsection  (e)  of  section  474  provides  that  the  Secretary  shall  by 
regulations  prescribe  the  rules  for  the  application  of  part  IV  to  all  of 
the  parties  to  a  part  IV  transaction.  It  is  specified  in  the  subsection 
that  those  rules  are  to  be  consistent  with  the  principles  of  part  II  as 
applied  to  transactions  described  under  that  part.  In  particular,  the 
subsection  provides  that  the  regulations  shall  prescribe  rules  for  the 
application  under  part  IV  of  the  principles  described  in  section  462 
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<j)  (1)  and  in  other  provisions  of  part  II  relating  to  the  prevention  of 
duplication.  It  is  anticipated  that  rules  will  be  issued,  based  upon 
the  principles  set  forth  in  section  462  (b),  for  use  in  combining  the 
excess  profits  net  income  of  the  purchasing  corporation  with  the 
-excess  profits  net  income  attributable  to  the  business  acquired;  that 
rules  will  be  issued,  based  upon  the  principles  of  sections  463  and  464, 
relating  to  capital  changes,  for  use,  in  conjunction  with  an  application 
•of  the  principles  of  section  462  (j)  (1),  in  determining  the  capital 
■changes  of  the  purchasing  corporation  after  the  transaction;  and  that 
rules  will  be  issued,  based  upon  the  principles  of  section  462  (i), 
relating  to  allocations  in  the  case  of  certain  part  II  transactions, 
including,  in  proper  cases,  the  principles  set  forth  in  section  462  (i)  (6) 
relating  to  identifiable  earnings  experiences,  for  use  in  determining 
that  part  of  the  excess  profits  net  income  received  by  the  selling 
•corporation  during  its  base  period  and  prior  to  the  transaction  (and 
that  part  of  the  capital  changes  during  the  base  period  and  thereafter 
while  the  properties  were  held  by  the  selling  corporation)  which  is 
attributable  to  the  properties  which  were  purchased  by  the  purchasing 
corporation  and  which  is  properly  allocable  to  that  corporation. 

Subsection  (b)  of  section  520  of  the  hill  makes  two  technical  amend¬ 
ments  to  subchapter  D  of  chapter  1  of  the  code.  A  cross  reference 
to  part  IV  is  inserted  at  the  end  of  section  435  (a)  (3)  (relating  to  the 
amount  of  excess  profits  credit).  Section  462  (b)  in  part  II  of  the 
subchapter  is  amended  by  adding  a  new  paragraph  (4)  to  the  effect 
that  the  Secretary  shall  provide  by  regulations  for  the  application  of 
that  subsection  in  any  case  in  which  a  purchasing  corporation,  as 
•defined  in  part  IV,  is  a  component  corporation  in  a  transaction 
described  in  that  part  II.  No  amendment  is  made  to  those  sub¬ 
divisions  of  section  462  which  deal  with  the  various  alternative 
average  base  period  net  incomes  since  the  benefits  of  part  IV  relate 
only  to  the  computation  by  a  purchasing  corporation  of  its  average 
base  period  net  income  under  the  general  average  method  provided 
in  section  435  (d)  and,  thus,  to  the  use  by  the  acquiring  corporation 
of  that  experience  for  a  similar  limited  purpose.  It  was  not  deemed 
necessary  to  make  a  conforming  amendment  either  to  section  461  (e) 
or  to  section  463  (b),  relating  to  successive  part  II  transactions,  or  to 
section  462  (i),  relating  to  allocations  in  the  case  of  certain  part  II 
transactions,  since  the  amendment  of  section  462  (b)  necessarily 
requires  that  the  principles  of  those  latter  sections  be  made  applicable. 
The  amendment  of  section  462  (b)  is  made  for  purposes  of  trans¬ 
actions  involving  acquiring  corporations  as  defined  under  section 
461  (a)  of  part  II. 

TITLE  VI— MISCELLANEOUS  PROVISIONS  AND 

AMENDMENTS 

SECTION  601.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS 
FROM  INCOME  TAX  FOR  PRIOR  TAXABLE  YEARS 

Section  601  of  the  bill,  which  section  is  identical  with  section  501 
of  the  House  bill,  adds  a  subsection  at  the  end  of  section  302  of  the 
Revenue  Act  of  1950  to  provide  that  for  any  taxable  year  beginning 
prior  to  January  1,  1951,  an  organization  (which  term  includes  a 
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trust)  operated  for  the  primary  purpose  of  carrying  on  a  trade  or 
business  for  profit,  no  part  of  the  net  earnings  of  which  inures  to  the 
benefit  of  any  private  shareholder  or  individual  and  all  of  the  net 
earnings  of  which  inure  to  the  benefit  of  an  educational  organization 
which  normally  maintains  a  regular  faculty  and  curriculum  and 
normally  has  a  regularly  organized  body  of  pupils  or  students  in 
attendance  at  the  place  where  its  educational  activities  are  regularly 
carried  on,  shall  not  be  denied  exemption  from  taxation  under  any 
paragraph  of  section  101  of  the*  code  on  the  ground  that  it  is  carrying 
on  a  trade  or  business  for  profit. 

An  example  of  the  application  of  the  amendment  would  be  the 
case  of  a  feeder  corporation  whose  business  is  the  manufacture  of 
automobiles  for  the  ultimate  profi  t  of  a  university. 

SECTION  602.  FOREIGN  ESTATE  TAX  CREDIT 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  sections  813  and  936  of  the  code  to  provide  that, 
where  property  included  for  Federal  estate  tax  purposes  in  the  gross 
estate  of  a  resident  or  citizen  of  the  United  States  is  situated  in  a 
foreign  country  and  subjected  to  a  death  tax  by  such  country,  a  credit 
shall  be  allowed  against  the  estate  tax  for  such  foreign  death  tax. 
The  amendment  applies  only  with  respect  to  estates  of  residents  and 
citizens  dying  after  the  date  of  enactment  of  the  bill. 

The  credits  for  foreign  death  taxes  are  to  be  deducted  after  deduct¬ 
ing  the  existing  credits  under  section  813  (b)  of  the  code  for  State 
inheritance  taxes  and  under  sections  813  (a)  and  936  (b)  for  Federal 
gift  tax. 

The  credits  provided  under  this  section  are  allowable  (finder  prin¬ 
ciples  developed  under  the  foreign  income  tax  credit  authorized  by 
sec.  131  of  the  code),  not  only  for  death  taxes  of  foreign  states  in  the 
international  sense,  but  also  for  such  taxes  of  possessions  or  political 
subdivisions  of  foreign  states.  Credit  in  the  estate  of  a  particular 
decedent  is  allowable,  however,  only  for  estate,  inheritance,  legacy,, 
or  succession  taxes  imposed  with  respect  to  the  death  of  such  decedent. 
Where  credit  for  a  particular  foreign  death  tax  is  authorized  by  treaty, 
there  is  to  be  allowed  either  the  credit  computed  under  the  treaty  or 
that  computed  under  this  section,  whichever  is  greater.  For  example, 
if  a  portion  of  the  estate  of  a  citizen  of  the  United  States  is  situated  in 
the  Province  of  Quebec  and  is  subjected  to  Dominion  and  Provincial 
succession  duties,  the  credit  for  the  Dominion  duty  computed  under 
the  estate  tax  treaty  with  Canada,  or  the  credit  for  the  Dominion  and 
provincial  duties  computed  under  this  section,  whichever  is  greater,  is 
to  be  allowed. 

In  the  case  of  a  decedent  who  was  a  resident  but  not  a  citizen  of 
the  United  States,  the  credit  is  to  be  allowed  only  if  the  country  of 
which  the  decedent  was  a  national,  in  imposing  death  taxes,  allows  a 
similar  credit  in  the  case  of  a  citizen  of  the  United  States  resident  in 
such  country.  This  “similar  credit  requirement”  is  analogous  to  that 
contained  in  section  131  (a)  (3)  of  the  code,  relating  to  the  foreign 
income  tax  credit. 

The  credit  is  not  allowable  for  any  portion  of  the  foreign  tax  which 
is  paid  with  respect  to  property  situated  outside  the  territory  of  the 
foreign  country  imposing  such  tax.  The  determination  of  the  coun- 
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try  in  which  property  is  situated  for  the  purposes  of  determining 
whether  the  credit  is  allowable  is  to  be  made  in  accordance  with  the 
principles  applicable  in  determining  whether  property  is  situated 
within  or  without  the  United  States  for  purposes  of  the  imposition 
of  the  Federal  estate  tax  on  the  estate  of  a  nonresident  not  a  citizen 
of  the  United  States. 

Credit  is  to  be  allowed  only  with  respect  to  property  which  meets 
three  conditions:  (1)  Subjection  to  the  death  tax  of  a  foreign  country, 
(2)  situs  within  such  foreign  country,  and  (3)  inclusion  in  the  gross 
estate  for  the  purpose  of  the  Federal  estate  tax.  Where  property 
which  fails  to  meet  condition  (2)  or  condition  (3)  is  also  subjected 
to  the  foreign  tax,  a  ratio  is  to  be  used  in  determining  the  amount  of 
the  foreign  tax  attributable  to  the  property  with  respect  to  which 
credit  is  allowable.  The  method  of  computing  this  ratio,  which  is 
the  first  limitation  on  the  amount  of  the  foreign  tax  credit,  is  stated 
in  paragraphs  (2)  (A)  and  (3)  (A)  of  section  813  (c)  and  paragraphs 
(2)  (A)  and  (3)  (A)  of  section  936  (c). 

A  second  limitation  on  the  amount  of  the  credit  is  stated  in  para¬ 
graphs  (2)  (B)  and  (3)  (B)  of  section  813  (c)  and  paragraphs  (2)  (B) 
and  (3)  (B)  of  section  936  (c).  Under  this  limitation  the  credit  is 
not  to  exceed  the  portion  of  the  Federal  estate  tax  attributable  to 
the  property  which  meets  the  three  conditions  stated  in  the  preceding 
paragraph. 

The  two  limitations  on  the  credit  are  to  be  separately  computed 
for  the  tax  of  each  foreign  country.  Where  the  foreign  country  im¬ 
poses  more  than  one  kind  of  death  tax  or  imposes  taxes  at  different 
rates  upon  the  several  shares  of  an  estate,  or  where  the  foreign  country 
and  a  political  subdivision  thereof  each  imposes  a  death  tax,  the  first 
limitation  but  not  the  second  limitation  is  to  be  separately  computed 
for  each  such  tax. 

The  credit  is  to  be  allowed  only  upon  submission  of  all  necessary 
evidence  by  the  executor.  Sections  813  (c)  (5)  and  936  (c)  (5)  pro¬ 
vide  limitations  on  the  allowance  of  the  credit  or  of  refund  based  on 
the  credit,  which  are  identical  with  those  now  contained  in  section 
813  (b),  relating  to  credit  for  State  inheritance  taxes.  Refunds  based 
on  the  credit  are  to  be  made  without  interest. 

Subsection  (c)  of  this  section  of  the  bill  makes  a  technical  amend¬ 
ment  to  section  927  to  provide  an  extended  period,  in  cases  in  which 
payment  of  the  estate  tax  attributable  to  a  reversionary  or  remainder 
interest  is  postponed,  for  the  claiming  of  credit  for  foreign  death  taxes 
allowable  against  such  part  of  the  estate  tax. 

Subsection  (d)  of  this  section  of  the  bill  amends  section  874  (b)  (re¬ 
lating  to  exceptions  to  the  general  periods  of  limitation  on  assessment 
and  collection  of  esvate  tax)  by  adding  a  new  paragraph  (3).  The 
new  paragraph  requires  the  executor  to  notify  the  Commissioner  of 
any  recovery  of  State  or  foreign  death  taxes  for  which  credit  has  been 
claimed,  and  authorizes  a  redetermination  of  the  Federal  tax  on  the 
basis  of  such  recovery. 
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SECTION  603.  ESTATE  AND  GIFT  TAX  TREATMENT  OF 
UNITED  STATES  BONDS  HELD  BY  CERTAIN  NON- 
RESIDENT  ALIENS 

This  section  is  identical  with  section  503  of  the  bill  as  passed 
by  the  House.  This  section  amends  section  861,  relating  to  the  compu¬ 
tation  of  net  estate  of  a  decedent  nonresident  not  a  citizen  of  the 
United  States,  and  section  1000  (b),  relating  in  part  to  application 
of  gift  tax  in  the  case  of  a  transfer  by  a  nonresident  alien,  by  the 
addition  of  specific  provisions  defining  the  treatment  for  purposes  of 
estate  tax  and  gift  tax  of  certain  obligations  of  the  United  States 
held  or  transferred  by  a  nonresident  alien  not  engaged  in  business  in 
the  United  States. 

The  United  States  Supreme  Court,  as  early  as  1900,  established  the 
principle  that  a  statutory  provision  which  in  general  terms  exempts 
property  from  taxation  applies  only  to  a  direct  tax  on  such  property 
and  does  not  apply  to  excise  taxes,  such  as  the  estate  tax  or  the  gift 
tax  which  is  imposed  not  on  the  property  itself  but  on  the  transfer  of 
the  property.  Murdock  v.  Ward  (178  U.  S.  139) ;  Plummer  v.  Coler  (178 
U.  S.  115).  However,  the  Courts  of  Appeals  for  the  Second  and  Third 
Circuits  have,  in  a  number  of  recent  cases,  held  that  section  4  of  the 
Victory  Liberty  Loan  Act  of  March  3,  1919  (40  Stat.  1311 ;  30  U.  S.  C. 
750),  exempted  United  States  Government  bonds  owned  by  a  non¬ 
resident  alien  individual,  not  engaged  in  business  within  the  United 
States,  from  estate  tax  as  well  as  from  direct  taxes.  See  Estate  oj 
Karl  Jandorjv.  Commissioner  (C.  A.  2,  1948),  171  F.  (2d)  464;  Estate 
oj  Irene  DtGuebriant  v.  Commissioner  (C.  A.  2,  1951),  186  F.  (2d)  307; 
and  Pennsylvania  Co.  jor  Banking  and  Trusts  ( Estate  oj  Henry  Wallace 
Burne )  v.  United  States  (C.  A.  3,  1950),  185  F.  (2d)  125. 

Your  committee  believes  that  United  States  obligations  in  the  hands 
of  a  nonresident  alien  not  engaged  in  business  in  the  United  States  are 
and  should  be  subject  to  the  principle  of  Murdock  v.  Ward  and 
Plummer  v.  Coler ;  accordingly  subsection  (a)  adds  a  new  subsection 
(c)  to  section  861  of  the  code  affirmatively  so  providing  in  the  case  of 
the  estate  tax.  However,  in  the  interest  of  equity,  two  exceptions 
are  provided  to  this  rule.  First,  United  States  obligations  issued 
before  March  1,  1941,  are  not  to  be  included  in  the  gross  estate  of  a 
deceased  nonresident  alien  who  was  not  engaged  in  business  in  the 
United  States  since  such  issues  are  exempt  under  present  Treasury 
regulations.  Secondly,  the  amendment  expressly  provides  that  such 
obligations  issued  on  or  after  March  1,  1941,  are  to  be  included  in  the 
gross  estate  of  such  a  decedent  only  if  the  decedent  dies  after  the  date 
of  the  enactment  of  the  bill. 

Subsection  (b)  of  this  section  is  designed  to  provide  a  similar  result 
in  the  case  of  the  gift  tax,  except  that  the  amendment  does  not  concern 
itself  with  gifts  made  on  or  before  the  date  of  the  enactment  of  the 
bill.  Under  the  amendment,  a  gift  of  such  obligations  made  after 
the  date  of  the  enactment  of  the  bill,  by  a  nonresident  alien  not  engaged 
in  business  in  the  United  States,  will  be  subject  to  the  gift  tax  only  if 
such  obligations  were  issued  on  or  after  March  1,  1941.  As  to  gifts 
made  on  or  before  the  date  of  the  enactment  of  the  bill,  the  amendment 
does  not  affect  any  liability  for  gift  tax  which  may  exist  under  present 
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law,  and  is  not  intended  to  disturb  the  rule  of  existing  gift  tax  regula¬ 
tions  which  exempts  from  tax  the  transfer  of  such  obligations  issued 
before  March  1,  1941. 

SECTION  604.  ESTATE  TAX  EXEMPTION  FOR  WORKS  OF 
ART  LOANED  BY  NONRESIDENT  ALIENS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  863  (c)  of  the  code  to  extend  the  estate 
tax  exemption  granted  by  that  section  with  respect  to  works  of  art 
loaned  by  a  nonresident  alien  to  the  National  Gallery  of  Art,  Wash¬ 
ington,  D.  C.,  to  works  of  art  loaned  to  other  public  galleries  or 
museums. 

Section  863  (c)  of  existing  law  provides  that,  with  respect  to  estates 
of  decedents  dying  after  September  1,  1950,  works  of  art  owned  by  a 
nonresident  not  a  citizen  of  the  United  States  shall  not  be  deemed  to 
be  property  situated  in  the  United  States  for  purposes  of  inclusion  in 
the  net  estate  of  the  nonresident  alien  if  such  works  of  art  are  (1) 
imported  into  the  United  States  solely  for  exhibition  purposes,  (2) 
loaned  to  the  Trustees  of  the  National  Gallery  of  Art  solely  for  exhi¬ 
bition  purposes,  and  (3)  at  the  time  of  death  of  the  owner,  on  exhibi¬ 
tion,  (or  en  route  to  or  from  exhibition)  in  such  National  Gallery  of 
Art  or  in  such  other  public  gallery  or  museum  as  the  Trustees  of  such 
National  Gallery  of  Art  may  have  designated. 

Under  your  committee’s  amendment,  the  exemption  in  section  863 
(c)  will  apply  not  only  to  works  of  art  loaned  to  the  National  Gallery 
of  Art,  but  also  to  works  of  art  loaned  to  other  public  galleries  or 
museums  in  the  United  States  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  stockholder  or  individual.  The 
conditions  of  the  exemption  parallel  the  conditions  in  existing  law, 
that  is,  the  importation  must  be  solely  for  exhibition  purposes,  the 
works  of  art  must  be  loaned  to  the  public  gallery  or  museum,  and  the 
works  of  art  must,  at  the  time  of  death  of  the  owner,  be  on  exhibition 
(or  en  route  to  or  from  exhibition)  in  a  public  gallery  or  museum. 

The  amendment  to  section  863  (c)  made  by  this  section  is  appli¬ 
cable  only  to  estates  of  decedents  dying  after  the  date  of  enactment 
of  this  act. 

SECTION  605.  EXEMPTION  FROM  ADDITIONAL  ESTATE 
TAX  OF  MEMBERS  OF  ARMED  FORCES  UPON  DEATH 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  939  of  the  code  to  provide  that  the  tax  im¬ 
posed  by  section  935  (the  additional  estate  tax)  shall  not  apply  to  the 
transfer  of  the  net  estate  of  a  citizen  or  resident  of  the  United  States 
dying  after  June  24,  1950,  and  before  January  1,  1954,  while  in  active 
service  as  a  member  of  the  Armed  Forces  of  the  United  States,  if  such 
decedent  (1)  was  killed  in  action  while  serving  in  a  combat  zone,  as  de¬ 
termined  under  section  22  (b)  (13),  or  (2)  died  at  any  place  as  a  result 
of  wounds,  disease,  or  injury  suffered,  while  serving  in  a  combat  zone 
(as  determined  under  section  22  (b)  (13))  and  while  in  line  of  duty,  by 
reason  of  a  hazard  to  which  he  was  subjected  as  an  incident  of  such 
service. 
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SECTION  606.  TRANSFERS  CONDITIONED  UPON  SUR¬ 
VIVORSHIP 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  provides  that,  in  the  case  of  a  decedent  dying  after  March 
18,  1937,  the  date  of  approval  of  Treasury  Decision  4729,  and  before 
February  11,  1939,  the  determination  of  whether  property  is  to  be 
included  in  the  gross  estate  of  the  decedent  under  section  302  (c)  of 
the  Revenue  Act  of  1926  as  a  transfer  intended  to  take  effect  in  pos¬ 
session  or  enjoyment  at  or  after  his  death  shall  be  made  in  conformity 
with  the  provisions  of  article  17  of  Regulations  80,  as  amended  by 
such  Treasury  decision. 

SECTION  607.  TRANSFERS  WITH  INCOME  RESERVED 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  7  (b)  of  Public  Law  378,  Eighty-first 
Congress  (the  Technical  Changes  Act  of  1949).  Section  7  (b)  now 
provides  that  the  provisions  of  section  811  (c)  (1)  (B)  of  the  code, 
providing  for  inclusion  in  a  decedent’s  estate  of  property  transferred 
with  reservation  of  rights  in  income,  shall  not  be  applicable  to  transfers 
made  before  March  4,  1931  (and,  in  some  cases,  before  June  6,  1932), 
if  the  decedent  died  before  January  1,  1950.  Under  your  committee’s 
amendment,  inapplicability  of  section  811  (c)  (1)  (B)  is  extended  to 
estates  of  decedents  dying  before  January  1,  1951. 

SECTION  608.  TRANSFERS  TAKING  EFFECT  AT  DEATH 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  7  (b)  of  Public  Law  378,  Eighty-first 
Congress  (the  Technical  Changes  Act  of  1949)  to  provide  that  the 
provisions  of  section  811  (c)  (1)  (C)  of  the  code  (relating  to  inclusion 
in  gross  estate  of  transfers  intended  to  take  effect  in  possession  or  enjoy¬ 
ment  at  or  after  death)  shall  not  apply  to  transfers  made  before  Sep¬ 
tember  8,  1916.  The  effect  of  the  last  sentence  of  this  section,  which 
makes  section  7  (c)  of  such  public  law  inapplicable  to  overpayments 
resulting  from  the  enactment  of  this  section  of  the  bill,  is  to  limit 
refunds  of  such  overpayments  to  those  situations  in  which  the  refund 
is  not  prohibited  by  the  statute  of  limitations  or  some  other  law  or 
rule  of  law. 

« 

SECTION  609.  REVERSIONARY  INTERESTS  IN  CASE  OF 

LIFE  INSURANCE 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  permits  the  making  of  refund  or  credit  of  any  overpay¬ 
ment  resulting  from  the  application  of  section  503  of  the  Revenue 
Act  of  1950,  if  claim  therefor  is  filed  within  1  year  from  the  date  of 
enactment  of  the  hill,  even  though  the  making  of  such  refund  or 
credit  is  otherwise  prohibited  by  the  statute  of  limitations  or  any 
other  law  or  rule  of  law  (other  than  section  3760  or  3761  of  the  code 
which  relate,  respectively,  to  closing  agreements  and  compromises). 
The  effect  of  section  503  of  the  Revenue  Act  of  1950  was  to  provide 
that  proceeds  of  life-insurance  policies  attributable  to  premiums  paid 
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on  or  before  January  10,  1941,  should  not  be  included  in  the  gross 
estate  of  the  insured  person  for  estate-tax  purposes  by  reason  of  the 
fact  that  the  premiums  were  paid  by  him,  unless  on  January  10,  1941, 
or  thereafter  he  had  substantial  rights  in  the  life-insurance  policy. 

SECTION  610.  INCOME  PURSUANT  TO  AWARD  OF  INTER¬ 
STATE  COMMERCE  COMMISSION 

Section  610,  for  which  there  is  no  corresponding  provision  in  the 
bill  as  passed  by  the  House,  provides  that  amounts  received  pursuant 
to  an  award  under  the  order  issued  under  the  Railway  Mail  Pay  Act 
of  1916  by  the  Interstate  Commerce  Commission  on  December  4, 
1950,  as  compensation  for  the  transportation  of  mail  during  1950  and 
any  prior  years  shall  be  deemed  to  be  income  which  accrued  in  the 
taxable  years  in  which  the  services  to  which  such  compensation  relates 
were  rendered.  No  interest  shall  be  assessed  or  collected  for  any 
period  prior  to  July  1,  1951,  with  respect  to  that  part  of  any  deficiency 
which  the  Secretary  of  the  Treasury  determines  to  be  attributable  to 
the  inclusion  of  income  in  a  taxable  year  by  reason  of  the  application 
of  section  610.  A  deficiency  which  is  attributable  to  the  inclusion 
of  income  in  any  taxable  year  by  reason  of  the  application  of  section 
610  may  be  assessed,  notwithstanding  any  provision  of  law  or  rule 
of  law  which  would  otherwise  prevent  such  assessment,  at  any  time 
prior  to  the  expiration  of  the  period  for  assessment  with  respect  to 
that  taxable  year  of  the  taxpayer  which  includes  December  4,  1950. 

SECTION  611.  CREDIT  IN  PRIOR  TAXABLE  YEARS  FOR 
DIVIDENDS  RECEIVED  ON  PREFERRED  STOCK  OF  A 
PUBLIC  UTILITY 

The  Revenue  Act  of  1943  amended  section  26  (h)  (1)  of  the  code 
by  inserting  after  the  first  sentence  two  sentences  which  excluded 
from  the  computation  of  the  credit  for  dividends  paid  on  the  preferred 
stock  of  a  public  utility  amounts  distributed  with  respect  to  dividends 
unpaid  and  accumulated  in  any  taxable  year  ending  prior  to  October  1, 
1942.  The  1943  act  did  not  contain  a  conforming  amendment  to 
include  in  the  computation  of  the  dividends  received  credit  the 
amounts  excluded  from  the  computation  of  the  credit  for  dividends 
paid. 

In  the  case  of  the  calendar  year  1951  and  taxable  years  beginning 
after  March  31,  1951,  the  amounts  excluded  from  the  computation 
of  the  dividends  paid  credit  will  (by  reason  of  the  amendments  made 
by  section  122  (a)  of  the  bill)  be  included  as  dividends  to  which  the 
85  percent  credit  will  apply.  Section  611  provides  the  same  treat¬ 
ment  for  taxable  years  beginning  before  April  1,  1951. 

SECTION  612.  CONSOLIDATED  RETURNS— INCLUDIBLE 

CORPORATION 

This  section  of  the  bill,  for  which  there  is  no  corresponding  section 
in  the  House  bill,  provides  that,  if  an  affiliated  group  making  a  con¬ 
solidated  return  with  respect  to  the  first  taxable  year  of  the  group 
ending  after  June  30,  1950,  included  a  corporation  described  in  section 
452  (f)  of  the  code  pursuant  to  the  consent  provided  in  section  141 
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(e)  (7)  of  the  code,  such  corporation  may  withdraw  such  consent  at 
any  time  within  90  days  after  the  enactment  of  the  Revenue  Act  of 
1951.  If  such  consent  is  withdrawn  under  this  section  the  tax  liability 
of  the  affiliated  group  and  its  several  members  for  the  taxable  year 
shall  be  determined,  assessed,  and  collected  as  if  such  corporation 
had  never  joined  in  the  making  of  the  consolidated  return. 

SECTION  613.  TIME  FOR  PERFORMING  CERTAIN  ACTS 
POSTPONED  IN  CASE  OF  CHINA  TRADE  ACT  CORPORA¬ 
TIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  amends  section  3805  of  the  code  to  provide  December  31  r 
1953,  as  the  due  date  for  China  Trade  Act  corporations,  for  the 
filing  of  returns  and  paying  of  the  income  tax  for  taxable  years 
beginning  after  December  31,  1948,  and  ending  before  October  1, 
1953.  The  section  is  to  apply  only  to  corporations  and  for  taxable 
years  which  the  Secretary  of  the  Treasury,  under  regulations  pre¬ 
scribed  by  him,  determines  reasonable  under  the  circumstances  in 
China.  This  provision  recognizes  that  while  the  present  situation  in 
China  makes  it  impossible  for  many  such  companies  to  have  access 
to  their  records  for  the  purpose  of  paying  tax,  certain  China  Trade 
Act  corporations  are  fully  able  to  comply  with  requirements  of 
existing  law  as  to  the  due  dates  of  income  tax  returns  and  the  due 
dates  of  tax  payments. 

The  December  31,  1953,  due  date  specified  in  this  section  is  subject 
to  the  power  of  the  Secretary  to  extend  the  time  for  filing  returns  or 
paying  tax  as  in  other  cases. 

SECTION  614.  TREATY  OBLIGATIONS 

This  section,  for  which  there  is  no  corresponding  provision  in  the 
House  bill,  provides  that  no  amendment  made  by  the  bill  shall  apply 
in  any  case  where  its  application  would  be  contrary  to  any  treaty 
obligation  of  the  United  States. 

SECTION  615.  REORGANIZATION  PLAN  NO.  26  OF  1950 

Under  this  section  of  the  bill,  which  is  identical  to  section  504  of 
the  House  bill,  the  applicable  provisions  of  Reorganization  Plan  No. 
26  of  1950,  respecting  the  Department  of  the  Treasury,  particularly 
section  1  (a)  of  such  plan,  transferring  certain  functions  to  the  Sec¬ 
retary  of  the  Treasury,  shall  apply  to  all  functions  stated  to  be  vested 
by  the  Revenue  Act  of  1951  in  any  officer,  employee,  or  agency  of  the 
Department  of  the  Treasury,  even  though  by  such  act  any  function  is 
stated  to  be  vested  elsewhere  than  in  the  Secretary  of  the  Treasury. 
Thus,  as  an  example,  a  requirement  in  the  Revenue  Act  of  1951  that 
returns  shall  be  made  and  taxes  due  paid  by  the  taxpayer  to  the  col¬ 
lector  for  the  district  in  which  is  located  the  taxpayer’s  principal  place 
of  business,  or  if  he  has  no  principal  place  of  business  in  the  United 
States,  then  to  the  collector  at  Baltimore,  Md.,  will  be  given  the  same 
effect  as  a  similar  requirement  in  effect  at  the  time  when  the  plan 
became  effective. 
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AN  ACT 

To  provide  revenue,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  fives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  (a)  Short  Title. — This  Act,  divided  into  titles  and 

4  sections  according  to  the  following  table  of  contents,  may 

5  be  cited  as  the  “Revenue  Act  of  1951”: 

-TA-BEE  QB  CONTENTS 
-IVran 1 — Increase  m  Income  Tax  Rates 

■PART  f - INDIVIDUAL  INCOME  TAXES 

Seer  fOE  Defense  tem 

■faf  Increase  in  rate  of  ten? 

-fh)-  Amendment  of  section  id 
•fe)-  Limitation  on  tee 
•(d-)-  Technical  amendments? 

Seer  fOfe  Individuals  with  adjusted  gross  income  of  less  than  $5,000. 

d  /-v  r\  1  G9  i-\ntnliAV<  Af  tfl  V  I  VI  A  Q  C'A  A  T  OAl'til  TIT  1  A 1  n  I  1  ‘  l  A  I  I  i'lV  ' 

1VO  •  V_fe*l  11  I  f  1 1 1  cl  11 '  )  1 1  U 1  t  it  A  111  vllov  U  JL  U  v  1  Let  1 1 1  1  U1JHJ  I  v~  1  111  1 1  o  • 

Bee?  404?  Effective  date  of  part  E 
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-T-ABLE  QE  COX-TEf4T-S  Continued 
Title  I — Increase  +x  Income  Tax  Rates — Continued 

TART  a - COR  PORATIOX  IX COME  TAXES 

rtAX; 


/->  ~1  O  1  I  nnpnnp  a  i  ri  t »  »->  4  /  \  . 

Ovv  •  J- -J  XT  _L  I  Iv,  1  vclijv/  111  1  cl  1  vJ  1 

-fa-)  Amm4ft}cftt  el  section  44; 

-fb)  Maximum  tax; 

■fd)  Regulated  investment  companies 

-(4)-  Technical  amendments; 

See;  409;  Credits  el  corporations. 

-fa-)  Dividends  received  credit; 

TTTT  v'l  v'l  1 1  TvTT"  til  t  I  V  lvIUl'3  TT<TTTT  V7TT  VII  l  cl  I  1 1  ' 

-(e)-  Western  Ilemi  sphere  trade 
Sec.  40 Sr  Surtax  exemptions  and  certain  credits  el  related  corporations. 
■(ft)-  Limitation  en  surtax  exemption  in  the  case  d  related  corpo¬ 
rations; 

■fb)  insurance  companies.- 

■(e)-  Mlninnnn  excess  profits  credit. 

ik  .1  O.l  I  Ainmitut  .ien  /  \  r  » ^  Itenncp  tt/i  /  in  l  >  4.  t  1  >.  1  1  vn  i  ■  I  i~»  v 

OCv.  1.  —  1 .  v  '  'llljltlLil  LIU  1 T  U 1  ill  LV  1  1 1  ( l  tl  1  v  .  <  1“  1  iifT  <  l  1  1  L .  1  lit  A  • 

•fa)-  Alternative  tax; 

-fb)  Effective  date; 

See;  404;  Effective  date; 

I*ART  Hi - PISCAb  -YEA1!  TAXPAYERS 


See;  444:  Fiscal  year 

-fa)-  Amendment  el  see 

-fe)  Technical  amendment-: 


404; 


tstase 


Thee  4i— W  itiiiioidixo  er  Tax  at  Solt-rce 
part  f — wrem-iob-nixo  er  tax  at  semen  ex  mvim-xus,  rxTE-iiBST;  ax» 

ROYALTIES 

See;  004;  Col  lection  el  ineome  tax  at  source  en  dividends-,-  interest;  and 
rovaltics.- 

See;  000;  Credit  ler  tax  -withheld; 

Eee;  OOT  Credits  in  ease  el  organizations  exempt  -from  tax; 

See;  004;  -Technical-  amendments-.- 

-fa)-  Tax  competed  by  collector; 

-fb)  Requirement  el  declaration  el  estimated  tax; 

-fe)-  Credit  under  section  444; 

-fd)-  Credit  under  section  444; 

•fe)  Information  at  source; 

-fg)  Clerical  amendment. 

-fi)  Special  -period  el  hmita-tiono  for  small  refunds  en  tax  withhold 
at  source. 

-fk-)  Interest  en  overpayments.- 
■ft)  Definition  el  withholding  agent. 

■fm)  Effective  date; 
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TAB-EE  OE 

PE — Withholding  oe  T-a-x  at 

PART  II - INCREASE  IN  WITHHOLDING  ©E  TAN  AT  SOURCE  ON  WAGES 

See?  SdP  Percentage  method  ©d  withholding. 

Seer  QSSn  Wage  bracket  withholding. 

Seer  AG;  Additional  -withholding  ©d  ta-x  oh  wages  npen 
Seer  AtP  -Effective  date.- 


Title  did — Miscellaneous 


*  Tax  Amendment,' 


See;  dOP  Ton  treatment  in  ease  od  head:  < 

-fa)-  Surtax  in  ease  od  head-  ©I  household: 

-(h)-  -Effective  date. 

Seer  dOA  E-xponditnres  in  the  development  ©d  mines. 

-(a)-  Deduction  ©d  expenditures; 

-(h)-  Adjusted  basis  dor  determining  gain  or  loss  upon  sale  ©r 
exchange; 

-(e)-  Technical  amendment. 

•fd-)  E fleet ivo  date. 

Seer  &9rb  Ga-iit  from  sale  ©r  cx-ohango  ©d  taxpayer's 
-fa)-  xdonreeognition  ©d  gain  in  certain  cases. 

-(h)-  -Teehnieal  amendments; 

-(e)-  -Effective  date; 

See;  d€tb  Percentage  depletion; 

-fa)-  Allowance  ©d  percentage  depletion: 

-(b)-  Technical  amendment-.- 
-(e)-  -Effective  date; 

See;  bOth-  Capital  gains  and  losses; 

/  n  l  rF  /  \  d~  1  >  rv  f  mn-.i  ,  . »  l  j  x  1  d  >•>  1  ivn  1  1  n  . 

y  cl  J  -L  X  v.  cl LlllLl i l  U 1  I'M  1  UT  Ill  t~fr|TTT dt  till lo  i 

-(h)-  Altcrnatdve  tam 
-(e)-  Teehnieal  amendments; 

-(d)-  Effective  date; 

See;  dOG  Sales  ©d  livcoteek.- 
See;  dOP  Tax  treatment  ©d  eoal  royalties: 

-(a)-  -Definition  ©d  property  used  in  the  t  rade  ©r  business; 

/  1-v  \  o  i  -JA  /\i»  . 

t  v  "  ti  l  1 1  trr  . 

-(e)-  Clerical  amendment; 

-(d)-  Effectivo  date; 

See;  dbd;  Collapsible  corporations.- 

-(e)-  Effective  date; 

qP,-.  QOQ  I  >, . ..  1 1 . ...  in 

kjvuii  T7\ 7TT7  TTTTnTTT)  TTT  ~ 

See;  ddtb  Treatment  ed  gain  ©n  sales  ©d  eertain  property  -botwocn  spouses 
and  between  an  individual  and  a  controlled 
-(a)-  -Disallowance  ©d  capital  gain  treatment; 

-(b)-  Effective  date.' 
cor.  ‘>1 1  t  ;  p.  . 

Ouu*  'HI.  iJIxu 


•  /~t-i »  /  i  /  >  rt  I 

\j  1  uvlll. 


4 


TABLE  OF  CONTENTS  Continued 
■Titix  EH — -MiscBL-uAXBOu-s  Income  Tax  Amendments — Continued 

Seer  8-J-Sr  Tax  treatment  el  certain  investment  companies. 

-(a)-  Inclusion  el  certain  registered  management  companies  in  the 
definition  el  regulated  investment  company.- 
-(h)-  Technical  amendment. 

-(e)-  Effective  date: 

See?  OEb  Family  partnerships. 

-(a)-  Definition  el  partner: 

-(h)-  Allocation  el  partnership  income. 

-(e)-  Effective  date. 

Title  EE — Excise  Taxes 


DART  i - TAX  ex  ADMISS IONS  AXB  CABARETS 


Seer  40E  Itemo  v-al  el  tax  en  - 
See?  40£t  Exemption:!  from  a-dmissions  tax? 

-(a)-  Reinstatement  el  prewar  exemptions. 

-(e)-  Admissions  te  municipal  swimming  pooh;  eter 

IQS 

TTvXT  a  '  TU . 

Seer  40E  Tax  en  cabarets;  reel  gardens;  eter 

(a) -  Ballrooms  and  dance  haBx 

(b) -  Effective  darter 


I'AHT  ii - TAX  ex  CIGARETTES 

Seer  4SE  Tax  en  cigarettes.- 
-(a)-  Inereooc  in  rate. 

-(h)-  Effective  date: 

Seer  4SQt  Floor  stocks  tax  en  cigarettes. 

BAIIT  Hi - RETAILERS’  EXCISE  TAXES 


Seer  40E  Tax  en  ligh-tersr 

A  QO  T? pin  p  v ( * i  op  f  n  y  f  ni  ■ 

Ut/v*  TT737  It  L  ti  nci  .!  caviov  Tua  UTT  (  '  'in.  I 


-(a)-  Baby  edsj  eter 

./  l~>  l  W  n  Iao  I  /-v  hn  n  Kati  n  h  /~vyvn  a!  a 

TiTT  OTTIvn  w  Uul  Uul  oTTTTTTTT^  Ut“. 

Seer  4dT  -Effective  date  el  poet  HE 

BAIIT  i¥ - DIESEL  FUEL 


/I  .1  1  I  ll  APA  1  Til  A  I  1  l  i'A/1  .1  1 V 
TiTT  a  ^  ivkjul  Act  v  J.  i  luwi  TTT 

(a)-  Imposition  el  taxr 
-(h)-  Effective  date. 


baht  v — unyuon 


Seer  46E  Increase  in  tax  en  distilled  spirits  Irem  $0  te  $10.60  per  gallon. 
-(a)-  Di-stillod  spirits  generally. 

-(h)-  Imported  perfumes  containing  distilled  spirits. 

(e)-  Floor  steek-s  taxr 
Seer  46Sr  Wincsr 


-(a)- 


i  ~i  v\  i»a  t~  r\  a  E  1-  -v- 

>  TTT  llTlU  vTT  IMA, 

Floor  stocks. 
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TABEE  OF  COF-T-EF-TS  Continued 
T-i-teb  EE — Excise  Taxes — Continued 
part  ¥ — tJQUon — continued 
Seer  4 tab  Fermented  malt  liquor. 

-fa)-  -Increase  in  tax  on  Segmented  malt  liquors  Irom  $8  to  $&  per 
barrel. 

-fb)-  -Floor  stoeks  tax: 

Seer  4£4t  Clcrieal  amendment. 

Seer  46A  -Effective  date  el  part.  At 


PART  - OCCUPATIONAI.  TAXES 


Seer  4S4t  Dealers  in  liquors. 

-(a)-  Wholesale  dealers  in  liquors. 

-fb)-  -Retail  dealers  in-  liquors. 

fe)-  Wholesale  dealers  in  malt  liquors. 

Seer  4#fb  -Drawback  in  the  ease  el  distilled  spirits  nsed  in  the 
tnre  el  eertain  nonbovorago  produets. 
fa)-  Drawback. 

-(b)-  Effective  date. 

-fe)-  Technical  amendment-.- 
Seer  4<ab  Tax  en  coin-operated  gaming  devices. 


Seer  4h4r  T-ax-  en  ] 

Increase  in  rater 
-fb)-  Clcrieal  amendment. 


KJvv.  ±  '  /r/  . 


■PART  ¥H - WAGERING 


Seer  4IF  Wagering  taxes. 

-fa)-  Imposition  el  taxes.- 
-fb)-  Technical  amendment. 

A  *7 O  TT/ff  ppf  i  rl  o  f-  r\  r\n  Til  ~\7"TT 

K_J  V.  V  •  1  I  -77  TjiTvvtTTv  vTcTTv  vt  JL  I  til  t  y  xx« 

PART  WEH - MANUFACTURERS2  EXCISE  TAXES 


/I  Q1 

KZ7v”'VT7  TuTT 


Automobiles:  trucks,  and  parte  er  accessories: 

*|* CC  XII.  t  il  X  n 

Increase  in  tax  en  passenger  automobiles  and  motorcycles 
Increase  in  tax  en  -parts  er  < 

Rebuilt  parts  er  acoossoriesr 
Technical  amendment.- 

L>  r>  id  o  /~n-»  n  nAAnnAin  ah  +  /~h»  TQ  pm  , 

X  lllto  UJL  UULC00UI  Ibo  1U1  X  cl  I  III  1 

Effective  date  el  subsection  -fff 

/mi  f  i  l'AP  t/ii»  f-  Aire  of  p 
VTTT  til  V  *  1  TTTr  L  Vt  V  VLO# 


Exemption  en  sales  te  United  States  el  eertain  radio  seh 
Tax-lree  sales  el  radio  parte; 

-1  VI  /^A  HA  A  -4-  11QA  J~\  I  V~>  rt  V»t  O 

111  v('  o U  U  X  Hot/  v  '  1  pcci  L  O* 

-1  n  a  ft  1-1A 
III  va  ou  ’ 


Effective  dates.- 
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T-ARLE  OE  CONTENTS  Continued 
-Trane  EE — Excise  Taxes — Continued 
part  vrtr — -manufacturers’  excise  taxes — continued 

Seer  484?  Repeal  el  tax  e»  eertain  sporting  goods ;  increase  in  lax  en 
remaining  sporting  goods? 

See?  48b  -Addition  el  eertain  items  le  the  tax  en  electric;  gas;  and  ed 
applianees-j  -removal  el  tax  en  electric  heating  pads.- 
See?  48b?  Adjustments  el  tax  rates  en  photograplde  apparatus  and  film-? 
repeal  el  tax  en  eertain  items? 

-fa-)-  Items  subject  te  tax? 

(b)-  Eieer-  stocks  refunds  en  bulbs? 

Qnn.  - 1  Q  jft  ~T~  a  'l  f  i  nil  /~v  -C-  in  v  /_»v\ 

Kjca? •  xTTvTT  JL 1 1 1  1/ U >  j i  tl U J  L  U  1  Lll  -V  Ut  1 

point  pens-? 

r\*'k  1  W  ,  llr.nniil  /  \  4~  in  , 

Id Li v •  I O  I  •  I t't  1 1 L  til  v t  JL  L 1 1  -A  tvTr  * 

(a) -  Repeal  el  tax? 

(b) -  -Effective  date? 

See?  48b?  Tax  en  gasoline. 

(a)-  Increase  in  rate? 

-(b)-  -Floor  stoeks  tax? 

See?  48b?  Effective  date  el  part  -EII-X? 


pencils  and  -fountain  and  bad 


I* A 1 M'1  -fX - MISCELIANEOUS  EXCISE  TAX  jVmexieuents 

spat  dies. 


/  »  ,1  Q1  /A  /~1  11  lk  t  1  All  /\_1_  I  n  A'  /At-'  ' 

K. _ -  L  v  •  xf/TT  JL  V  t  tl  Tl  v_.  t  4  U  Jt  L  v'E  TtTTT  t/i  1 

i  a  i  A  vv~  vl  i  Iv  lit/1 1  UT  TcTTvT 

-(b)-  Clerical 
-(e)-  Effective  date? 

-(e)-  Rate  reduction  date? 

See?  403?  -Exemption  el  fishing  trips  from  tax  en  transportation.  . 
(a-)-  Exemption? 

See?  404?  Transportation  el  ed  bp  water? 

(a)-  Im-pos-itien  el  tax? 

-(b)-  Technical  amendment. 

(e)-  Effective  date? 

See?  404?  Articles  deem  foreign  trade  senes? 

(a)-  -Ini-ported  articles? 


Trans  M — Miscellaneous  Provisions  axo  Amexdiuex 


an 


See?  404?  Exemption  el  eertain  organizations  Irem  income  tax  lev  prior 
taxable  years? 

(a(-  -Percentage  el  average  base  period  net  income  taken  into 
account. 

(b)-  Effective  date? 

•See?  60S?  Estate  and  gilt' tax  treatment  el  Ended  States  bonds  held  hy 
eertain  nonresident  aliens. 

(a)-  Estate  tax? 

(h)-  Gilt  tax? 

See?  hOb 
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TITLE  I— INCREASE  IN  INCOME  TAX  RATES 

PART  I— INDIVIDUAL  INCOME  TAXES 


SEE,  W4, 


TAX, 


-(a)-  Increase  in  Rate  of  Tax. — Part  4  el  subchaptcr 
R  el  chapter  -4  is  hereby  amended  by  adding  at  the  end 
t  her  eel  the  fallowing  new  seetieiH 
figE^  DEFENSE  TAX 

“-(a)  Individuals — Calendar  Tear  4954 — In  the 
ease  el  a  taxable  year  beginning  en  January  ly  4-954,  and 
ending  en  December  TR  1951,  the  amount  el  the  combined 
normal  tax  and  surtax  under  sections  44  and  4 2y  and  the 
ameunt  el  the  combined  normal  tax  and  surtax  under  scetien 
424  -(a)-  (-2)  7  shall  be  the  ameunt  el  sued  cembincd  tax 
computed  without  regard  te  this  seetieiij  increased  by  4  per 
centum.- 

li{h)-  Individuals — Taxable  Tears  Beginning 
After  -August  JR  495T — In  the  ease  el  taxable  -years 
beginning  after  August  3R  -1951,  the  ameunt  el  the  com¬ 
bined  normal  tax  and  surtax  under  sections  44  and  42y  and 
the  ameunt  el  the  combined  normal  tax  and  surtax  under 
section  424  -(a)-  -(2-R  shall  be  the  amount  el  such  combined 
tax  computed  without  regard  te  this  section^  increased  by 
424-  per  centum. 
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-4-UTER-XATIV-E  CA-PITXU  (JaIXS  TAX. 
“  (4)  .  GaUEXDAR  ¥EAB  -HHr-h — 4ft 


as 


lax  under  paragraph  -(4-)-  er  -f2^-  el  seetien 
444  -fe}-  for  a  taxable  year  beginning  eft  J anuary  4y 
1951,  and  ending  eft  December  34-y  4954T  the  amount  te 
be  added  te  tbe  partial  tax  under  sueh  paragraph  shall 


ii  i  r* y r\  ci  c\  A  I  A  ~n  rii» 

T7t7  Til  11  LxlotTtt  try  jl  j/v  1 

iLf2)-  Taxable  xear-s  beginxixg-  aeteb  august 
AUy-HHrU-  -4ft  eemputing  aft  alternative  tax  under  para¬ 
graph  -(4-)-  er  -(2-}-  el  seetien  444  -(e)-  ler  a  taxable  year 
beginning  alter  August  34-j  1951,  tbe  amount  te  be 
added  te  the  partial  tax  under  such  paragraph  shall  be 
increased  by  424-  per  centum. 

£i{3|-  Taxable  years  beg-inxixg  before  Sep¬ 
tember  i7  T9 -5-1 7  AXB  EXDLN-G-  AFTER  AUGUST  PTy 

/ 

1 9  51-: — 4ft  eemputing  an  alternative  tax  under  paragraph 
-(4)-  er  -f2)-  el  seetien  444  -fe}-  ler  a  taxable  year  (other 
than  ene  beginning  en  January  4y  1951,  and  ending  en 
December  34-y  4-94-1-)-  heghftdng  before  September  4y 
-1-954,  and  ending  alter  August  34y  1951,  the  ameunt 
te  be  added  te  the  partial  tax  under  such  paragraph  shall 
be  increased  by  a  percentage  -which  hears  the  same 
H.  R.  4473 - 2 
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m 


ratio  to  4-24-  per  centum  as  the  number  el 
sueh  taxable  yea*  after  August  34j  1954,  bears  te  the 
total  number  of  calendar  months  in  snob  taxable  year. 
44>r  tbe  purposes  of  this  paragraplg  a  calendar  month 
only  part  of  which  falls  within  a  taxable  year  -(A-)- 
shall  be  disregarded  if  less  than  45  days  of  such 


are  included  in  sueb  taxable  year,  and  -(44)-  shall  be 

1 i 1 1 1  <1  O  A  O  Cj  4_L  >  1/vi  l  /  I  O  1»  11  W  HI  f  1 1  1V1  4^  n  >  4  «->  V  u  Lvl  /  1  y 

llll  1  It  It  lilt  tro  tt  titui  TTXttr  llltjll  111  V\  1  bii-111  tut/  IctlXtlmTw  y  veil 


if  more  than  44  days  of  sneh  month  fall  within  the  tax¬ 
able  year  A 

-fbf  Ave-xdme-nt  of  Seoti-on  43  -fb)-^ — Section  43 
-(b)-  -(relating  to  rates  of  surtax)  is  hereby  amended  by 

ofvi I,"  i ii  a*  ai 1 1  no  i*a  ou’o  Til i  \  ci  ii  /I  i -i~>  c< m*4 i~n  n*  m  ]  inn  4li 

o  11  i  IV 1 T  uttc  j71T  (  —  J  til  111  Ti  loll  t  Ti  1  ^  *  111  Tivtt  1111 1  LU 1 

the  following : 


iAn  the  ease  of  a  head  of  a  household^  the  tax  imposed 
by  this  subsection  shall  not  apply  to  any  taxable  year 
beginning  after  August  ddy  1951.  In  the  ease  of  an 
individual  whose  surtax  net  income  for  the  taxable  year 
is  oxer  $90,000,  the  tax  imposed  by  this  paragraph 
shah-  not  apply  if  the  defense  tax  provided  in  section  40 
is  applicable  to  such  taxable  year. 


“-(3)-  Sfrtax  rxeo-ME  over  la-epmo — own 
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en-dab  xeab  1 9  5-1- — 4n  the  ease  of  ft  taxable  -yeas 
beginning  eft  January  4-j  1954,  aed  endbig  e»  December 
3-D  195-1,  i!  the  surtax  ftet  ineemc  el  tbe  individual 
is  exes  $90,000,  there  shall  be  levied,  collected,  and 
paid  ler  such  tax-able  yeas  u-pen  tbe  surtax  set  income 
el  such  individual  tbe  surtax  shewn  m  tbe  following 

tr>  hi  A  • 

tJttrmtTT 


It  the  surtax  net  income  is*  The  surtax  shall  her 

Over  $00, -000  hat  net  over  $100-,000_  $5X920  etas  837c  of  excess  over 

$90,000. 

Over  $100,000  hat  net  over  $61, 220  plus  81%-  of  excess  ever 

$150,000.  $0-00,000. 

Over  $150,000  hat  not  over  $-106r2-90  plus  85  %■  of  cxeoss  over 

$200,000.  $150,000. 

Over  $200,000 _  $118,720  plus  86-%-  of  excess  over 

$200,000. 

-(b)-  Sub-tax  net  income  oveb  $eeToeo — tax¬ 
able  YEABS  BEGINNING  AETEB  AUGUST  ftp-  — 

dft  the  case  el  a  taxable  year  beginning  alter  August  34-j 
495L  te  which  tbe  defense  tax  provided  by  scctien  4b 
is  applieable7  il  tbe  surtax  net  inceme  el  tbe  individual  ler 
tbe  taxable  year  is  ever  $90tOOOt  there  shall  be  levied^ 
cellccted,  and  paid  ler  such  taxable  year  upon  tbe 
surtax  ftet  ineomo  el  such  individual  a  surtax  el  -$59,-920 
plus  $4  per  centinn  el  tbe  excess  ever  $90,-0005’ 

-(e)-  Limitation  on  Lax. — Section  42  -{!}-  -(-relating  te 
limitation  en  tax)-  is  hereby  amended  te  read  as  follows : 
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Limitation  on  Tax- — 

“  (4)-  Taxable  years  to  which  defense  tax 
does  not  appbw — fo  ike  ease  el  ft  taxable  year  be- 
gi-finlng  after  September  30j  1950,  etker  than  a  taxable 
year  te  which  paragraph  -(#)-  or  -(Of  is  applicable,  the 
combined  normal  tax  and  surtax  shall  ift  no  event  exceed 
87-  per  centum  el  the  net  income  for  tke  taxable  yearr 
“■  (44)  C-alenda-r  year  1951- — 4»  tke  ease  el  a 
taxable  year  bcgmning  eft  January  A  1954,  and  end¬ 
ing  December  34-j  4954,  tke  combined  normal  tax  and 
surtax,  increased  as  provided  in  section  4tk  skak  in  no 
event  exceed  88  per  centum  of  tke  net  ineome  for  tke 
taxable  year. 

‘-4-3-)  Other  taxable  years  to  which  defense 
tax  applies. — 4n  tke  ease  of  a  taxable  year  beginning 
after  August  TO  1954,  to  wkich  tke  defense  tax  provided 
in  section  40  is  applicable,  tke  combined  normal  tax 
and  surtax,  increased  as  provided  m  section  48j  shall  in 
no  event  exceed  90  per  centum  of  tke  net  hiceme  for 
tke  taxable  year.” 

-fdf  Technical  Amendments. — 

or  Section  44  -faf  (relating  to  normal  tax  on 
individuals)  is  hereby  amended  by  adding  at  tke  end 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 
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thereof  the  following  new  sentence :  “For  percentage 
increase  in  the  amount  of  tax  for  the  calendar  year  -1054- 
and  for  taxable  years  beginning  after  August  34^  4951, 
see  section  40.” 

-fS-f  Section  4-0  fg}-  -(cross  references)  is  hereby 
amended  hy  adding  at  the  end  thereof  the  following : 

Fef-enbe  ta-x^ — For  percentage  increase  in 
the  amount  of  tax  for  the  calendar  year  4-951  and  for 
taxable  years  beginning  after  August  3-ty  1951,  see  see- 

tiAr>  1 
bTUlI  1TJ  • 


“  (&)■  COMPUTATION  OF  TAX  FOB  CERTAIN  EIBOAU 
years. — For  computation  of  tax  in  the  ease  of  taxable 
years  -father  than  the  calendar  year  4951 )  beginning 
before  September  4y  1 954 ,  and  ending  after  August  34-y 
495 1T  see  seetion  498  (h) 


SEU  40&  INDIVIDUALS  WITH  ADJUSTED  DROSS  INGOME 
OE  LESS  THAN  $5,000. 

Section  499  (relating  to  optional  tax  on  individuals 
with  adjusted  gross  incomes  of  less  than  $5,999)  is  hereby 


amended  hy  striking  out  the  tables  contained  therein  and 
inserting  in  hen  thereof  the  following-: 
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“Table  I 


“Taxable  year  beginning  January  1, 


1951.  and  ending 


December  31.  1951 


If  adjusted 
gross  income 
is — 

And  the  number 
of  exemptions 
is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is  — 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

i 

2 

3 

4 

5 

6 

7 

8  or 

more 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

other 

than 

a 

joint 

re¬ 

turn 

is 

filed 

And 

if 

a 

joint 

re¬ 

turn 

is 

filed 

The  income  and 
defense  tax  shall 
he — 

The  income  and  defense  tax  shall  be— 

$n 

$675 

$0 

$0 

$0 

$0 

$2. 325 

$2.  350 

$313 

$188 

$188 

$63 

$63 

$0 

$0 

$0 

SO 

$0 

675 

700 

4 

0 

0 

0 

2,  350 

2.375 

317 

193 

193 

68 

68 

0 

0 

0 

0 

0 

700 

725 

9 

0 

0 

0 

2,  375 

2.  400 

322 

197 

197 

73 

73 

0 

0 

0 

0 

0 

725 

750 

13 

0 

0 

0 

2,  400 

2.  425 

327 

202 

202 

77 

77 

0 

0 

0 

0 

0 

750 

775 

18 

0 

0 

0 

2.  425 

2.  450 

332 

207 

207 

82 

82 

0 

0 

0 

0 

0 

775 

800 

23 

0 

0 

0 

2.  450 

2.  475 

336 

211 

211 

•  87 

87 

0 

0 

0 

0 

0 

800 

825 

27 

0 

0 

0 

2.  475 

2.  500 

341 

216 

216 

91 

91 

0 

0 

0 

0 

0 

825 

850 

32 

0 

0 

0 

2,  500 

2.  525 

346 

221 

221 

96 

96 

0 

0 

0 

0 

0 

850 

875 

37 

0 

0 

0 

2.  525 

2.  550 

350 

225 

225 

101 

101 

0 

0 

0 

0 

0 

875 

900 

41 

0 

0 

0 

2.  550 

2,  575 

355 

230 

230 

105 

105 

0 

0 

0 

0 

0 

900 

925 

46 

0 

0 

0 

2.  675 

2.  600 

360 

235 

235 

110 

110 

0 

0 

0 

0 

0 

925 

950 

51 

0 

0 

0 

2.  600 

2.  625 

364 

239 

239 

115 

115 

0 

0 

0 

0 

0 

950 

975 

55 

0 

0 

0 

2,  625 

2.  650 

369 

244 

244 

119 

119 

0 

0 

0 

0 

0 

975 

1,000 

60 

0 

0 

0 

2.  650 

2.  675 

374 

249 

249 

124 

124 

0 

0 

0 

0 

0 

1,000 

1,025 

65 

0 

0 

0 

2.  675 

2.  700 

378 

254 

254 

129 

129 

4 

0 

0 

0 

0 

1,025 

1.  050 

69 

0 

0 

0 

2.  700 

2.  725 

383 

258 

258 

133 

133 

9 

0 

0 

0 

0 

1,050 

1,075 

74 

0 

0  0 

2,725 

2,  750 

388 

263 

263 

138 

138 

13 

0 

0 

0 

0 

1,  075 

1.  ion 

79 

0 

0 

0 

2.  750 

2,  775 

392 

268 

268 

143 

143 

18 

0 

0 

0 

0 

1, 100 

1, 125 

83 

0 

0 

0 

2,  775 

2.  800 

397 

272 

272 

147 

147 

23 

0 

0 

0 

0 

1, 125 

1, 150 

88 

0 

0 

0 

2.  800 

2.  825 

402 

277 

277 

152 

152 

27 

0 

0 

0 

0 

1,  160 

1,175 

93 

0 

0 

0 

2.  825 

2,  850 

406 

282 

282 

157 

157 

32 

0 

0 

0 

0 

1,175 

1,200 

98 

0 

0 

0 

2.850 

2,875 

411 

286 

286 

161 

161 

37 

0 

0 

0 

0 

1,200 

1,225 

102 

0 

0 

0 

2.875 

2.900 

416 

291 

291 

166 

166 

41 

0 

0 

0 

0 

1,  225 

1,250 

107 

0 

0 

0 

2.900 

2.  925 

421 

296 

296 

171 

171 

46 

0 

0 

0 

0 

1.250 

1,275 

112 

0 

0 

0 

2.  925 

2.  950 

426 

300 

300 

176 

176 

51 

0 

0 

0 

0 

1,  275 

1,300 

116 

0 

0 

0 

2.950 

2,  975 

431 

305 

305 

180 

180 

55 

0 

0 

0 

0 

1,300 

1,325 

121 

0 

0 

0 

2.  975 

3.000 

436 

310 

310 

185 

185 

60 

0 

0 

0 

0 

1,325 

1.350 

126 

1 

0 

0 

3,  000 

3.  050 

444 

317 

317 

192 

192 

67 

0 

0 

0 

0 

1,350 

1,375 

130 

5 

0 

0 

3.  050 

3.  100 

454 

326 

326 

201 

201 

76 

0 

0 

0 

0 

1,375 

1,400 

135 

10 

0 

0 

3,  100 

3,  1 50 

465 

335 

335 

211 

211 

86 

0 

0 

0 

0 

1.400 

1.425 

140 

15 

0 

0 

3,  150 

3.200 

475 

345 

345 

220 

220 

95 

0 

0 

0 

0 

1,425 

1,450 

144 

20 

0 

0 

3,200 

3.  250 

485 

354 

354 

229 

229 

105 

0 

0 

0 

0 

1,450 

1 , 475 

149 

24 

0 

0 

3,250 

3.300 

496 

363 

363 

239 

239 

114 

0 

0 

0 

0 

1,475 

1,  500 

154 

29 

0 

0 

3.  300 

3.  350 

506 

373 

373 

248 

248 

123 

0 

0 

0 

0 

1,  500 

1,  525 

158 

34 

0 

0 

3.  350 

3.400 

516 

382 

382 

257 

257 

133 

8 

0 

0 

0 

1,  525 

1,550 

163 

38 

0 

0 

3,400 

3,  450 

526 

392 

392 

267 

267 

142 

17 

0 

0 

0 

1,550 

1,575 

168 

43 

0 

0 

3,  450 

3.  500 

537 

401 

401 

276 

276 

151 

27 

0 

0 

0 

1,  575 

1,600 

172 

48 

0 

0 

3.  500 

3.  550 

547 

410 

410 

285 

285 

161 

36 

0 

0 

0 

1,000 

1,625 

177 

52 

0 

0 

3.  550 

3.  600 

557 

420 

420 

295 

295 

170 

45 

0 

0 

0 

1,  625 

1,  650 

182 

57 

0 

0 

3.  600 

3.  650 

568 

430 

429 

304 

304 

179 

55 

0 

0 

0 

1,  650 

1,675 

186 

62 

0 

0 

3,  650 

3.  700 

578 

441 

438 

314 

314 

189 

64 

0 

0 

0 

1,  675 

1,  700 

191 

66 

0 

0 

3,  700 

3.  750 

588 

451 

448 

323 

323 

198 

73 

0 

0 

0 

1,  700 

1,  725 

196 

71 

0 

0 

3,  750 

3,800 

598 

461 

457 

332 

332 

207 

83 

0 

0 

0 

1,  725 

1,  750 

200 

76 

0 

0 

3,  800 

3.  850 

609 

471 

466 

342 

342 

217 

92 

0 

0 

0 

1,  750 

1.775 

205 

80 

0 

0 

3,  850 

3.  900 

619 

482 

476 

351 

351 

226 

101 

0 

0 

0 

1.  775 

1,800 

210 

85 

0 

0 

3,  900 

3.  950 

629 

492 

485 

360 

360 

236 

111 

0 

0 

0 

1.800 

1,825 

215 

90 

0 

0 

3,  950 

4,000 

640 

502 

495 

370 

370 

245 

120 

0 

0 

0 

1,  825 

1.850 

219 

94 

0 

0 

4.  000 

4.  050 

650 

513 

504 

379 

379 

254 

129 

5 

0 

0 

1,850 

1.875 

224 

99 

0 

0 

4,  050 

4.  100 

660 

523 

513 

388 

388 

264 

139 

14 

0 

0 

1,875 

1,900 

229 

104 

0 

0 

4.  100 

4. 150 

671 

533 

523 

398 

398 

273 

148 

23 

0 

0 

1.900 

1,  925 

233 

108 

0 

0 

4,  150 

4,  200 

681 

544 

532 

407 

407 

282 

158 

33 

0 

0 

1,  925 

1.950 

238 

113 

0 

0 

4.200 

4,  250 

691 

554 

541 

417 

417 

292 

167 

42 

0 

0 

1,  950 

1,975 

243 

118 

0 

0 

4.  250 

4,  300 

701 

564 

551 

427 

426 

301 

176 

61 

0 

0 

1,975 

2,000 

247 

122 

0 

0 

4.  300 

4.  350 

712 

674 

560 

437 

435 

310 

186 

61 

0 

0 

2,000 

2,  025 

252 

127 

2 

0 

4.  350 

4.  400 

722 

585 

569 

447 

445 

320 

195 

70 

0 

0 

2,  025 

2,050 

257 

132 

7 

0 

4,  400 

4.  450 

732 

595 

579 

458 

454 

329 

204 

80 

0 

0 

2,  050 

2,  075 

261 

137 

12 

0 

4.  450 

4,  500 

743 

605 

588 

468 

463 

339 

214 

89 

0 

0 

2,  075 

2,  100 

266 

141 

16 

0 

4,  500 

4,  550 

753 

016 

597 

478 

473 

348 

223 

98 

0 

0 

2,  100 

2,125 

271 

146 

21 

0 

4,  550 

4,  600 

763 

626 

607 

489 

482 

357 

232 

108 

0 

0 

2,  125 

2, 150 

275 

151 

26 

0 

4.  600 

4.  650 

774 

636 

616 

499 

491 

367 

242 

117 

0 

0 

2,  150 

2, 175 

280 

155 

30 

0 

4.650 

4,700 

784 

647 

626 

509 

501 

376 

251 

126 

2 

0 

2,  176 

2,  200 

285 

160 

35 

0 

4.  700 

4,  750 

794 

657 

635 

520 

510 

385 

261 

136 

11 

0 

2,200 

2,225 

289 

165 

40 

0 

4,  750 

4,800 

804 

667 

644 

530 

519 

395 

270 

145 

20 

0 

2,  225 

2,  250 

294 

169 

44 

0 

4,  800 

4.  850 

815 

677 

654 

540 

529 

404 

279 

154 

30 

0 

2,  250 

2,  275 

299 

174 

49 

0 

4.  850 

4,  900 

825 

688 

663 

550 

538 

413 

289 

164 

39 

0 

2.  275 

2, 300 

303 

179 

54 

0 

4,900 

4.  950 

835 

698 

672 

561 

548 

423 

298 

173 

48 

0 

2,300 

2,325 

308 

183 

59 

0 

4,  950 

5.000 

846 

708 

682 

571 

557 

432 

307 

183 

58 

0 
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“Table  II 


“Taxable  years  beginning  after  August  31,  1951 


If  adjusted 
gross  in¬ 
come  is — 

And  the  num¬ 
ber  of  exemp¬ 
tions  is— 

I f  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is— 

1 

2 

3 

j 

j 

J 

At 

least 

But 

less 

than 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 

tax¬ 

payer 

issingle 

or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

filed 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And  a 
joint 
re¬ 
turn 
is 

filed 

4 

5 

6 

7 

i 

8  or 
more 

The  income 
and  defense 
tax  shall  be — 

The 

income  and  defense  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2.  325 

$2.  350 

$338 

1 

$338] 

$203 

$203 

$203 

$68 

$68 

$68 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2. 350 

2. 375 

343 

343 

208 

208 

208 

73 

73 

73 

0 

0 

0 

0 

0 

700 

725 

9 

0 

0 

0 

2. 375 

2.400 

348 

348 

213 

213 

213 

78 

78 

78 

0 

0 

0 

0 

0 

725 

750 

14 

0 

0 

0 

2.400 

2.  425 

354 

354 

219 

219 

219 

84 

84 

84 

0 

0 

0 

0 

0 

750 

775 

19 

0 

0 

0 

2.  425 

2.  450 

359 

359 

224 

224 

224 

89 

89 

89 

0 

0 

0 

0 

0 

775 

800 

24 

0 

0 

.  0 

2.  450 

2.475 

364 

364 

229 

229 

229 

94 

94 

94 

0 

0 

0 

0 

0 

800 

825 

30 

0 

0 

0 

2,  475 

2.  500 

369 

369 

234 

234 

234 

99 

99 

09 

0 

0 

0 

0 

0 

825 

850 

35 

0 

0 

0 

2.  500 

2.  525 

374 

374 

239 

239 

239 

104 

104 

104 

0 

0 

0 

0 

0 

850 

875 

40 

0 

0 

0 

2,  525 

2.  550 

379 

379 

244 

244 

244 

109 

109 

109 

0 

0 

0 

0 

0 

875 

900 

45 

0 

0 

0 

2.  550 

2.575 

384 

384 

249 

249 

249 

114 

114 

114 

0 

0 

0 

0 

0 

900 

925 

50 

0 

0 

0 

2.  575 

2,  600 

389 

389 

254 

254 

254 

119 

119 

119 

0 

0 

0 

0 

0 

925 

950 

55 

0 

0 

0 

2.  600 

2,  625 

394 

394 

259 

259 

259 

124 

124 

124 

0 

0 

0 

0 

0 

950 

975 

60 

0 

0 

0 

2.  625 

2,  650 

399 

399 

264 

264 

264 

129 

129 

129 

0 

0 

0 

0 

0 

975 

1.000 

65 

0 

0 

0 

2.  650 

2.  675 

404 

404 

269 

269 

269 

134 

134 

134 

0 

0 

0 

0 

0 

1,000 

1.  025 

70 

0 

0 

0 

2,  675 

2.  700 

409 

409 

274 

274 

274 

139 

139 

139 

4 

0 

0 

0 

0 

1,025 

1,050 

75 

0 

0 

0 

2.  700 

2.  725 

414 

414 

279 

279 

279 

144 

144 

144 

9 

0 

0 

0 

0 

1.050 

1,075 

80 

0 

0 

0 

2.  725 

2.  750 

419 

419 

284 

284 

284 

149 

149 

149 

14 

0 

0 

0 

0 

1,  075 

1.  100 

85 

0 

0 

0 

2.  750 

2.  776 

424 

424 

289 

289 

289 

154 

154 

154 

19 

0 

0 

0 

0 

1,100 

1. 125 

90 

0 

0 

0 

2.  775 

2.800 

429 

429 

294 

294 

294 

159 

159 

159 

24 

0 

0 

0 

0 

1,  125 

1.  150 

95 

0 

0 

0 

2.  800 

2.  825 

435 

435 

.300 

300 

300 

165 

165 

165 

30 

0 

0 

0 

0 

1.  150 

1. 175 

100 

0 

0 

0 

2.  82.5 

2.  850 

440 

440 

305 

305 

305 

170 

170 

170 

35 

0 

0 

0 

0 

1,  175 

1.  200 

105 

0 

0 

0 

2.  850 

2.  875 

445 

445 

310 

310 

310 

175 

175 

175 

40 

0 

0 

0 

0 

1.200 

1,225 

111 

0 

0 

0 

2,  875 

2.  900 

450 

450 

315 

315 

315 

180 

180 

180 

45 

0 

0 

0 

0 

1,  225 

1,250 

116 

0 

0 

0 

2.  900 

2.  925 

455 

455 

320 

320 

320 

185 

185 

185 

50 

0 

0 

0 

0 

1,250 

1,275 

121 

0 

0 

0 

2.  925 

2,  950 

461 

460 

325 

325 

325 

190 

190 

190 

55 

0 

0 

0 

0 

1,275 

1,300 

126 

0 

0 

0 

2.  950 

2. 975 

466 

466 

330 

330 

330 

195 

195 

195 

60 

0 

0 

0 

0 

1,300 

1,325 

131 

0 

0 

0 

2,  975 

3,000 

472 

471 

335 

335 

335 

200 

200 

200 

65 

0 

0 

0 

0 

1 , 325 

1,350 

136 

1 

0 

0 

3.000 

3.050 

480 

479 

343 

343 

343 

208 

208 

208 

7.3 

0 

0 

0 

0 

1,350 

1,375 

141 

6 

0 

0 

3.  050 

3,100 

491 

490 

353 

353 

353 

218 

218 

218 

8.3 

0 

0 

0 

0 

1.375 

1 ,  400 

146 

11 

0 

0 

3.  100 

3, 150 

503 

500 

363 

363 

363 

228 

228 

228 

93 

0 

0 

0 

0 

1,400 

1,425 

151 

16 

0 

0 

3.  150 

3,  200 

514 

511 

373 

373 

373 

238 

238 

238 

10.3 

0 

0 

0 

0 

1,425 

1,  450 

156 

21 

0 

0 

3.  200 

3.  250 

525 

521 

383 

383 

383 

248 

248 

248 

11.3 

0 

0 

0 

0 

1,450 

1,475 

161 

26 

0 

0 

3.  250 

3. 300 

536 

532 

393 

393 

393 

258 

258 

258 

123 

0 

0 

0 

0 

1,475 

1,500 

166 

31 

0 

0 

3.  300 

3.  350 

547 

543 

403 

403 

403 

268 

268 

268 

133 

0 

0 

0 

0 

1,500 

1,  525 

171 

36 

0 

0 

3.  350 

3,400 

558 

553 

413 

413 

413 

278 

278 

278 

14.3 

8 

0 

0 

0 

1,525 

1,550 

176 

41 

0 

0 

3,  400 

3.  450 

569 

564 

424 

424 

424 

289 

289 

289 

154 

19 

0 

0 

0 

1,  550 

1.575 

181 

46 

0 

0 

3,  450 

3.500 

581 

575 

434 

434 

434 

299 

299 

299 

164 

29 

0 

0 

0 

1,575 

1,600 

186 

51 

0 

0 

3.  500 

3.  550 

592 

585 

444 

444 

444 

309 

309 

309 

174 

39 

0 

0 

0 

1,  600 

1,625 

192 

57 

0 

0 

3.  550 

3,600 

603 

596 

454 

454 

454 

319 

319 

319 

184 

49 

0 

0 

0 

1,626 

1,650 

197 

62 

0 

0 

3,  600 

3.  650 

614 

607 

465 

465 

464 

329 

329 

329 

194 

59 

0 

0 

0 

1,650 

1.675 

202 

67 

0 

0 

3,650 

3.  700 

625 

617 

477 

475 

474 

339 

339 

339 

204 

69 

0 

0 

0 

1,675 

1,700 

207 

72 

0 

0 

3.  700 

3,  750 

636 

628 

488 

486 

484 

349 

349 

349 

214 

79 

0 

0 

0 

1,700 

1,725 

212 

77 

0 

0 

3,750 

3.800 

647 

638 

499 

497 

494 

359 

359 

359 

224 

89 

0 

0 

0 

1,725 

1,750 

217 

82 

0 

0 

3,  800 

3,  850 

659 

649 

510 

507 

505 

370 

370 

370 

235 

100 

0 

0 

0 

1,750 

1,775 

222 

87 

0 

0 

3,  850 

3,900 

670 

660 

521 

518 

515 

380 

380 

380 

245 

110 

0 

0 

0 

1,775 

1,800 

227 

92 

0 

0 

3,  900 

3, 950 

681 

670 

532 

529 

525 

390 

390 

390 

255 

120 

0 

0 

0 

1,800 

1,  825 

232 

97 

0 

0 

3.  950 

4,000 

692 

681 

543 

539 

535 

400 

400 

400 

265 

130 

0 

0 

0 

1,825 

1.850 

237 

102 

0 

0 

4.  000 

4.050 

703 

692 

555 

550 

545 

410 

410 

410 

275 

140 

5 

0 

0 

1,850 

1,875 

242 

107 

0 

0 

4.  050 

4. 100 

714 

702 

566 

560 

555 

420 

420 

420 

285 

150 

15 

0 

0 

1,875 

1,900 

247 

112 

0 

0 

4,  100 

4,  156 

725 

713 

577 

571 

565 

430 

430 

430 

295 

160 

25 

0 

0 

1,900 

1,925 

252 

117 

0 

0 

4,  150 

4.  20C 

736 

723 

588 

582 

575 

440 

440 

440 

305 

170 

35 

0 

0 

1.925 

1 . 950 

257 

122 

0 

0 

4.  200 

4,  25C 

748 

734 

599 

592 

586 

451 

451 

451 

316 

181 

46 

0 

0 

1, 95C 

1,  975 

262 

127 

c 

0 

4.  25C 

4,  300 

759 

745 

61 C 

603 

596 

462 

461 

461 

326 

191 

56 

0 

0 

1,975 

2,000 

267 

132 

0 

0 

4,  300 

4,  35C 

776 

755 

621 

614 

606 

473 

472 

471 

336 

201 

66 

0 

0 

2,  000 

2.  025 

273 

138 

3 

0 

4,  35C 

4.  40C 

781 

766 

633 

624 

616 

484 

482 

481  346 

211 

76 

0 

0 

2,025 

2.  050 

278 

143 

8 

0 

4,  400 

4.  450 

792 

777 

644 

635 

626 

495 

493 

491  356 

221 

86 

0 

0 

2.050 

2.  075 

283 

148 

13 

0 

4,450 

4,  50C 

803 

787 

655 

645 

636 

506 

504 

501,366 

231 

96 

0 

0 

2,  075 

2, 100 

288 

153 

18 

0 

4,  500 

4,  55C 

814 

79S 

666 

656 

646 

517 

514 

511 

376 

241 

106 

0 

0 

2,  100 

2, 125 

293 

158 

23 

0 

4.  550 

4.  600 

826 

809 

677 

667 

656 

529 

525 

521 

386 

251 

116 

0 

0 

2,  125 

2, 150 

298 

163 

28 

0 

4,  600 

4.  650 

837 

819 

688 

677 

667 

540 

536 

532 

397 

262 

127 

0 

0 

2, 150 

2, 175 

303 

168 

33 

0 

4,  650 

4.  700 

848 

830 

699 

68S 

677 

551 

546 

542 

407 

272 

137 

0 

2,175 

2.  200 

308 

173 

38 

0 

4.700 

4.  75C 

859 

846 

716 

699 

687 

562 

557 

552 

417 

282 

147 

12 

0 

2,200 

2,225 

313 

178 

43 

0 

4,  750 

4.  800 

876 

851 

722 

709 

697 

573 

568 

562 

427 

292157 

22 

0 

2,  225 

2,  250 

318 

183 

48 

0 

4,  80C 

4.  856 

881 

862 

733 

720 

707 

584 

578 

572437 

302,167  32 

0 

2,250 

2,  275 

323 

188 

53 

0 

4.  850 

4.  90C 

892 

872 

744 

731 

717 

595 

589 

582447  312  177 

42 

0 

2,275 

2,  300 

328 

193 

58 

0 

4.900 

4.  950 

904 

88.' 

755 

741 

727 

607 

599 

59214571322  1  87 

53 

0 

2.  300 

2,  325 

333 

198 

63 

0 

4.  950 

5.000 

915 

894 

766 

752 

737 j  618 

610 

6021467 

332  197 

!  62!  0 
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403,  COMPUTATION  OF  TAX  IN  CASE  OF  CERTAIN 
JOINT  RETURNS, 

41  a  joint  return  el  ft  husband  and  wile  Is  hied  unde? 
the  previsions  el  section  54  -fbf-  -f3}-  el  the  Internal  II e-venue 
Cede  In  a  ease  where  the  husband  and  wile  have  diherent 
taxable  years  beeause  el  the  death  el  either  spouse,  anel  the 
taxable  year  el  the  surviving  spouse  covered  be  sueh  joint 
return  began  belere  September  h  1 95 1-  and  ended  alter 
August  dh  3951 ,  the  amendments  made  be  this  part  shah 
be  applicable  In  respeet  el  sueh  joint  return  as  11  the  tax¬ 
able  years  el  beth  spouses  eeeered  be  the  joint  rt 
ended  en  the  date  el  the  eleslng  el  the  s 
taxable  yearT 

SEC,  104,  EFFECTIVE  DATE  OF  PART  E 


Exeept  as  provided  In  section  Ithh  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respeet  to 
taxable  years  ending  alter  August  34-7  4954t  her  treat¬ 
ment  el  taxable  years  -father  than  the  calendar  year  4954)- 
beginning  belere  September  h  -49547  and  ending  after 
August  34-7  4354,  see  section  434-r 
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1  SEC.  101.  INCREASE  IN  SURTAX  FOR  1951,  1952,  AND  1953. 

2  (a)  Rates  of  Surtax. — Section  12  (b)  (relating  to  rates 

3  of  surtax)  is  hereby  amended  to  read  as  follows: 

4  “(b)  Rates  of  Surtax. — 

5  “(1)  Calendar  year  mi— In  the  case  of  a  tax- 

6  able  year  beginning  on  January  1,  1951 ,  and  ending  on 

7  December  31,  1951,  there  shall  be  levied ,  collected,  and 

8  paid  for  such  taxable  year  upon  the  surtax  net  income  of 

9  every  individual  the  surtax  shown  in  the  following  table: 

“If  the  surtax  net  income  is:  The  surtax  shall  be: 

17.4%  of  the  surtax  net  income. 

$ 348 ,  plus  195%  of  excess  over 
$2,000. 

$736,  plus  23%  of  excess  over 

$4,000. 

$1,196,  plus  28%  of  excess  over 
$6,000. 

$1,756,  plus  32%  of  excess  over 
$8,000. 

$2,396,  plus  35%  of  excess  over 

$10,000. 

$3,096,  plus  41%  of  excess  over 

$12,000. 

$3,916,  plus  45%  of  excess  over 
$14,000. 

$4,816,  plus  4$%  °f  excess  over 
$16,000. 

$5,776,  plus  51%  of  excess  over 
$18,000. 

$6,796,  plus  54%  of  excess  over 

$20,000. 

$7,876,  plus  57%  of  excess  over 
$22,000. 


Not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $ 6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000-- 

Over  $10,000  but  not  over  $ 12,000- 

Over  $ 12,000  but  not  over  $14,000- 

Over  $14,000  but  not  over  $16,000- 

Over  $16,000  but  not  over  $18,000- 

O  ver  $ 18,000  but  not  over  $20,000- 

Over  $20,000  but  not  over  $22,000- 

Over  $22,000  but  not  over  $26,000- 
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“ If  the  surtax  net  income  is:  The  surtax  shall  be: 

Over  $26,000  but  not  over  $32,000-  $ 10,166 ,  plus  60%  of  excess  over 

$26,000. 

Over  $32,000  but  not  over  $38,000-  $ 13,756 ,  plus  62%  of  excess  over 

$32,000. 

Over  $38,000  but  not  over  $44,000-  $ 17,4-76 ,  plus  67%  of  excess  over 

$38,000. 

Over  $44-,' 000  but  not  over  $50,000-  $21,406,  plus  69%  of  excess  over 

$44,000. 

Over  $50,000  but  not  over  $60,000-  $ 25,636 ,  plus  72%  of  excess  over 

$50,000. 

Over  $60,000  but  not  over  $70,000-  $ 32,836 ,  plus  76%  of  excess  over 

$60,000. 

Over  $70,000  but  not  over  $80,000-  $40,436,  plus  78%  of  excess  over 

$70,000. 

Over  $80,000  but  not  over  $90,000-  $ 48,236 ,  plus  81%  of  excess  over 

$80,000. 

Over  $90,000  but  not  over  $100,000-  $56,336,  plus  84%  of  excess  over 

$90,000. 

Over  $100,000  but  not  over  $64,736,  plus  86%  of  excess  over 

$150,000.  ■  $100,000. 

Over  $150,000  but  not  over  $ 107,736 ,  plus  87%  of  excess  over 

$ 200,000 .  '  $150,000. 

Over  $200,000 _  $ 151,236 ,  plus  88.1%  of  excess  over 

$200,000. 

“(2)  Taxable  years  beginning  after  October 
31,  1951,  and  before  January  i,  1954. — In  the  case  of 
taxable  years  beginning  after  October  31,  1951,  and 
before  January  1,  1954,  there  shall  be  levied,  collected, 
and  paid  for  each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  (other  than  a  head  of  a  house¬ 
hold  to  whom  subsection  (c)  applies)  the  surtax  shown  in 
the  following  table: 

“If  the  surtax  net  income  is:  The  surtax  shall  be: 

Not  over  $2,000 _  19.2%  of  the  surtax  net  income. 

Over  $2,000  but  not  over  $4,000 _  $384,  plus  21.4%  of  excess  over 

$2,000. 

Over  $4,000  but  not  over  $6,000 —  $812,  plus  26%  of  excess  over 

$4,000. 

Over  $6,000  but  not  over  $8,000 _  $1,332,  plus  30%  of  excess  over 

$6,000. 

Over  $8,000  but  not  over  $10,000 _ $1,932,  plus  35%  of  excess  over 

$8,000. 

Over  $10,000  but  not  over  $12,000 _  $2,632,  plus  39%  of  excess  over 

$10,000. 

Over  $12,000  but  not  over  $14,000-  $3,412,  plus  4 5%  of  excess  over 

$12,000. 
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‘/f  £/ie  surtax  net  income  is: 

Over  $14,000  but  not  over  $16,000- 

Over  $16,000  but  not  over  $18,000- 

Over  $18,000  but  not  over  $20,000- 

Over  $20,000  but  not  over  $22,000- 

Over  $22,000  but  not  over  $ 28,000 _ 

Over  $28,000  but  not  over  $34,000- 

Over  $34,000  but  not  over  $40,000- 

Over  $40,000  but  not  over  $50,000- 

Over  $50,000  but  not  over  $60,000- 

Over  $60,000  but  not  over  $70,000- 

Over  $70,000  but  not  over  $80,000- 

Over  $80,000  but  not  over  $90,000- 

Over  $90,000  but  not  over  $100,000- 

Over  $100,000  but  not  over 
$150,000. 

Over  $150,000  but  not  over 

$200,000. 

0  ver  $200,000 


The  surtax  shall  be: 

$4,312,  plus  49%  of  excess  over 

$14,000. 

$5,292,  plus  53%  of  excess  over 
$16,000. 

$6,352,  plus  56%  of  excess  over 
$18,000. 

$7,472,  plus  59%  of  excess  over 

$20,000. 

$8,652,  plus  62%  of  excess  over 

$22,000. 

$12,372,  plus  64%  of  excess  over 
$28,000. 

$16,212,  plus  66%  of  excess  over 
$34,000. 

$ 20,172 ,  plus  70%  of  excess  over 

$40,000 . 

$27,172,  phis  74%  of  excess  over 
$50,000. 

$ 34,572 ,  plus  77%  of  excess  over 
$60,000. 

$42,272,  plus  79%  of  excess  ovei 
$70,000. 

$ 50,172 ,  plus  82%  of  excess  over 
$80,000. 

$ 58,372 ,  plus  85%  of  excess  over 
$90,000. 

$66,872,  plus  87%  of  excess  ove ** 

$100,000. 

$110,372,  plus  88%  of  excess  over 
$150,000. 

$ 154,372 ,  plus  88.7%  of  excess  over 

$200,000. 


“(3)  Taxable  years  beginning  after  Decem¬ 


ber  31,  1953. — In  the  case  of  taxable  years  beginning 
after  December  31,  1953,  there  shall  be  levied,  collected, 
and  paid  for  each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  (other  than  a  head  of  a  house¬ 
hold  to  whom  subsection  (c)  applies )  the  surtax  shown  in 
the  following  table: 


“ If  the  surtax  net  income  is:  The  surtax  shall  be: 

Not  over  $2,000 _  17%  of  the  surtax  net  income. 

Over  $2,000  but  not  over  $4,000 _  $340,  plus  19%  of  excess  over 

$2,000. 

Over  $4,000  but  not  over  $6,000 _  $720,  plus  23%  of  excess  over 

$4,000. 
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If  the  surtax  net  income  is: 

Over  $6,000  hut  not  over  $8,000 — 

Over  $8,000  hut  not  over  $10,000 — 

Over  $10,000  hut  not  over  $ 12,000 _ 

Over  $18,000  hut  not  over  $14,000- 

Over  $14,000  hut  not  over  $ 16,000 _ 

Over  $16,000  hut  not  over  $18,000- 

Over  $18,000  hut  not  over  $20,000- 

Over  $20,000  hut  not  over  $22,000- 

Over  $22,000  hut  not  over  $26,000- 

Over  $26,000  hut  not  over  $32,000- 

Over  $32,000  hut  not  over  $ 38,000 _ 

Over  $38,000  hut  not  over  $44,000- 

Over  $44,000  hut  not  over  $50,000- 

O  ver  $50,000  hut  not  over  $60,000- 

Over  $60,000  hut  not  over  $70,000 _ 

Over  $70,000  hut  not  over  $80,000- 

Over  $80,000  hut  not  over  $90,000- 

Over  $90,000  hut  not  over  $100,000.. 

Over  $100,000  hut  not  over 
$150,000. 

Over  $150,000  hut  not  over 

$200,000. 

Over  $200,000 - 


The  surtax  shall  be: 

$1,180,  phis  27%  of  excess  over 

$6,000. 

$1,720,  plus  31%  of  excess  over 

$8,000. 

$2,340,  plus  35%  of  excess  over 

$10,000. 

$3,040,  plus  40%  of  excess  over 

$12,000. 

$3,840,  plus  44%  of  excess  over 
$14,000. 

$4,720,  plus  4f%  of  excess  over 
$16,000. 

$5,660,  plus  50%  of  excess  over 
$18,000. 

$6,660,  plus  53%  of  excess  over 

$20,000. 

$7,720,  plus  56%  of  excess  over 

$22,000. 

$9,960,  plus  59%  of  excess  over 
$26,000. 

$13,500,  plus  62%  of  excess  over 
$32,000. 

$17,220,  plus  66%  of  excess  over 
$38,000. 

$ 21,180 ,  plus  69%  of  excess  over 

$44,000. 

$25,320,  plus  72%  of  excess  over 
$50,000. 

$32,520,  plus  75%  of  excess  over 
$60,000.  ■ 

$40,020,  plus  78%  of  excess  over 
$70,000. 

$47,820,  plus  81%  of  excess  over 
$80,000. 

$ 55,920 ,  plus  84%  of  excess  over 
$90,000. 

$64,320,  plus  86%  of  excess  over 

$100,000. 

$107,320,  plus  87%  of  excess  over 
$150,000. 

$150,820,  plus  88%  of  excess  over 

$ 200,000 ” 


1  (b)  Limitation  On  Tax. — Section  12  (f)  (relating  to 

2  limitation  on  tax)  is  hereby  amended  to  read  as  follows: 

3  “(f)  Limitation  on  Tax. — 


4 


“( 1)  Calendar  year  1951. — In  the  case  of  a  tax- 
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able  year  beginning  on  January  1,  1951,  and  ending 
December  31,  1951,  the  combined  normal  tax  and  sur¬ 
tax  shall  in  no  event  exceed  87.2  per  centum  of  the  net 
income  for  the  taxable  year. 

u(2)  Taxable  years  beginning  after  Octo¬ 
ber  31,  1951,  AND  BEFORE  JANUARY  1,  1951+. — In  the 
case  of  taxable  years  beginning  after  October  31,  1951, 
and  before  January  1,  1954,  the  combined  normal  tax 
and  surtax  shall  in  no  event  exceed  88  per  centum  of 
the  net  income  of  the  taxable  year. 

“( 3)  Taxable  years  beginning  after  Decem¬ 
ber  31,  1953. — In  the  case  of  taxable  years  beginning 
after  December  31,  1953,  the  combined  normal  tax  and 
surtax  shall  in  no  event  exceed  87  per  centum  of  the 
net  income  for  the  taxable  year.” 

SEC.  102.  INDIVIDUALS  WITH  ADJUSTED  GROSS  INCOME  OF  LESS 
THAN  $5,000. 

Section  400  (relating  to  optional  tax  on  individuals 
with  adjusted  gross  incomes  of  less  than  $5,000)  is  hereby 
amended  by  striking  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following: 
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“Table  I 

“ Taxable  year  beginning  January  1,  1951 ,  and  ending 
December  31,  1951 


If  adjusted 
gross  in¬ 
come  is — 

And  the  number 
of  exemptions 
is — 

If  adjusted 
gross  in¬ 
come  is — 

And  the  number  of  exemptions  is— 

At 

least 

But 

less 

than 

i 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

And 

tax¬ 

payer 

is 

single 

or 

married 

filing 

sepa¬ 

rately 

And 

a 

joint 

re¬ 

turn 

is 

filed 

And 

tax¬ 

payer 

is 

single 

or 

married 

filing 

sepa¬ 

rately 

And 

a 

joint 

re¬ 

turn 

is 

filed 

The  tax  shall 
be — 

The  tax  shall  be— 

$0 

$675 

$0 

$0 

$0 

$0 

$2, 325 

$2,  350 

$307 

$ 184 

$184 

$62 

$62 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2, 350 

2, 375 

311 

189 

189 

67 

67 

0 

0 

0 

0 

0 

700 

725 

8 

0 

0 

0 

2,375 

2,  400 

316 

194 

194 

71 

71 

0 

0 

0 

0 

0 

7  25 

750 

IS 

0 

0 

0 

2,400 

2,  425 

321 

198 

198 

76 

76 

0 

0 

0 

0 

0 

750 

775 

18 

0 

0 

0 

2,  425 

2,  450 

325 

203 

203 

80 

80 

0 

0 

0 

0 

0 

775 

800 

22 

0 

0 

0 

2,  460 

2,  475 

330 

207 

207 

85 

85 

0 

0 

0 

0 

0 

800 

826 

27 

0 

0 

0 

2,  475 

2,500 

334 

212 

212 

90 

90 

0 

0 

0 

0 

0 

825 

850 

SI 

0 

0 

0 

2,  500 

2,  525 

339 

216 

216 

94 

94 

0 

0 

0 

0 

0 

850 

875 

86 

0 

0 

0 

2,  525 

2,650 

343 

221 

221 

99 

99 

0 

0 

0 

0 

0 

876 

900 

41 

0 

0 

0 

2,550 

2, 575 

348 

226 

226 

103 

103 

0 

0 

0 

0 

0 

900 

925 

45 

0 

0 

0 

2,  675 

2,600 

S5S 

230 

230 

108 

108 

0 

0 

0 

0 

0 

925 

950 

60 

0 

0 

0 

2,600 

2,625 

357 

235 

235 

112 

112 

0 

0 

0 

0 

0 

950 

975 

54 

0 

0 

0 

2,625 

2,650 

362 

239 

239 

117 

117 

0 

0 

0 

0 

0 

975 

1,000 

59 

.0 

0 

0 

2,660 

2,675 

366 

244 

244 

122 

122 

0 

0 

0 

0 

0 

1,000 

1,025 

63 

0 

0 

0 

2,  676 

2,700 

371 

249 

249 

126 

126 

4 

0 

0 

0 

0 

1,025 

1,050 

68 

0 

0 

0 

2,  7 00 

2,  7  25 

376 

253 

253 

131 

131 

8 

0 

0 

0 

0 

1,050 

1,076 

7 S 

0 

0 

0 

2,725 

2,  750 

380 

258 

258 

135 

135 

IS 

0 

0 

0 

0 

1,075 

1,100 

77 

0 

0 

0 

2,750 

2.  77 5 

385 

262 

262 

140 

140 

18 

0 

0 

0 

0 

1,100 

1,125 

82 

0 

0 

0 

2,775 

2,800 

389 

267 

267 

145 

145 

22 

0 

0 

0 

0 

1,125 

1,150 

86 

0 

0 

0 

2,800 

2,  825 

S94 

272 

272 

149 

149 

27 

0 

0 

0 

0 

1,150 

1, 175 

91 

0 

0 

0 

2,825 

2,850 

399 

276 

276 

154 

154 

31 

0 

0 

0 

0 

1,175 

1,200 

96 

0 

0 

0 

2,850 

2,  876 

403 

281 

281 

168 

158 

36 

0 

0 

0 

0 

1,200 

1,225 

100 

0 

0 

0 

2,875 

2,900 

408 

285 

285 

163 

163 

41 

0 

0 

0 

0 

1,225 

1,260 

105 

0 

0 

0 

2,900 

2,925 

413 

290 

290 

168 

168 

45 

0 

0 

0 

0 

1,250 

1,  275 

109 

0 

0 

0 

2,925 

2,950 

418 

295 

295 

172 

172 

50 

0 

0 

0 

0 

1,275 

1,300 

114 

0 

0 

0 

2,960 

2,975 

423 

299 

299 

177 

177 

54 

0 

0 

0 

0 

1,300 

1,326 

119 

0 

0 

0 

2,975 

3,000 

428 

304 

304 

181 

181 

69 

0 

0 

0 

0 

1,325 

1,350 

123 

1 

0 

0 

3,000 

3,050 

435 

311 

311 

188 

188 

66 

0 

0 

0 

0 

1,360 

1,  375 

128 

5 

0 

0 

3,050 

3, 100 

446 

320 

320 

197 

197 

75 

0 

0 

0 

0 

1,376 

1,400 

132 

10 

0 

0 

3, 100 

3, 150 

456 

329 

329 

207 

207 

84 

0 

0 

0 

0 

1,400 

1,425 

137 

16 

0 

0 

3, 150 

3,200 

466 

338 

338 

216 

216 

93 

0 

0 

0 

0 

1,426 

1,450 

142 

19 

0 

0 

3, 200 

3,  250 

476 

341 

347 

225 

225 

103 

0 

0 

0 

0 

1,  450 

1,  475 

146 

24 

0 

0 

3,  250 

3,300 

486 

356 

356 

234 

234 

112 

0 

0 

0 

0 

1,475 

1,500 

151 

28 

0 

0 

3,300 

3,  350 

496 

366 

366 

243 

243 

121 

0 

0 

0 

0 

1,600 

1,525 

155 

S3 

0 

0 

3,350 

3,  400 

606 

375 

375 

252 

252 

ISO 

8 

0 

0 

0 

1,526 

1,550 

160 

S7 

0 

0 

3,  400 

3,  450 

516 

384 

384 

262 

262 

139 

17 

0 

0 

0 

1,550 

1,575 

164 

42 

0 

0 

3.  450 

3.  500 

526 

393 

393 

271 

271 

148 

26 

0 

0 

0 

1,575 

1,600 

169 

47 

0 

0 

3,500 

3,  550 

536 

402 

402 

280 

280 

158 

35 

0 

0 

0 

1,600 

1,625 

174 

51 

0 

0 

3,550 

3,600 

546 

412 

412 

289 

289 

167 

44 

0 

0 

0 

1,625 

1,660 

178 

56 

0 

0 

3,  600 

3,650 

556 

422 

421 

298 

298 

176 

54 

0 

0 

0 

1.650 

1,  675 

183 

60 

0 

0 

3,  650 

3,  700 

566 

432 

430 

308 

308 

185 

63 

0 

0 

0 

1,676 

1,700 

187 

65 

0 

0 

3,700 

3,750 

677 

443 

439 

317 

317 

194 

72 

0 

0 

0 

1.700 

1,726 

192 

70 

0 

0 

3,750 

3,  800 

687 

452 

448 

326 

326 

203 

81 

0 

0 

0 

1,726 

1,750 

197 

74 

0 

0 

3,800 

3,850 

597 

462 

457 

335 

335 

213 

90 

0 

0 

0 

1,760 

1,775 

201 

79 

0 

0 

3,850 

3,900 

607 

472 

467 

S44 

S44 

222 

99 

0 

0 

0 

1,775 

1,800 

206 

83 

0 

0 

3,900 

3.950 

61 7 

482 

476 

353 

353 

231 

109 

0 

0 

0 

1,800 

1,825 

210 

88 

0 

0 

3,950 

4.000 

627 

493 

485 

363 

363 

240 

118 

0 

0 

0 

1,825 

1,850 

215 

93 

0 

0 

4,000 

4,  050 

637 

503 

494 

372 

372 

249 

127 

5 

0 

0 

1,850 

1,875 

220 

97 

0 

0 

4,050 

4,100 

64  7 

513 

503 

381 

381 

259 

136 

14 

0 

0 

1,875 

1,900 

224 

102 

0 

0 

4,100 

4, 150 

65  7 

523 

513 

390 

390 

268 

145 

23 

0 

0 

1,900 

1,925 

229 

106 

0 

0 

4, 150 

4,200 

667 

533 

522 

399 

399 

277 

156 

32 

0 

0 

1,925 

1,960 

233 

111 

0 

0 

4.200 

4,250 

677 

543 

531 

409 

409 

286 

164 

41 

0 

0 

1,950 

1,975 

238 

116 

0 

0 

4,250 

4,300 

687 

553 

540 

419 

418 

295 

173 

50 

0 

0 

1,975 

2,000 

243 

120 

0 

0 

4,  300 

4,  350 

698 

563 

549 

429 

427 

304 

182 

60 

0 

0 

2,000 

2,025 

24  7 

125 

2 

0 

4,350 

4,400 

708 

573 

558 

439 

436 

314 

191 

69 

0 

0 

2,025 

2,050 

252 

129 

7 

0 

4,  400 

4, 450 

718 

583 

568 

449 

445 

323 

200 

78 

0 

0 

2,050 

2,076 

256 

134 

11 

0 

4,  450 

4,500 

728 

593 

577 

459 

454 

332 

210 

87 

0 

0 

2,075 

2,100 

261 

138 

16 

0 

4.500 

4,  550 

7  38 

603 

586 

469 

464 

341 

219 

96 

0 

0 

2,100 

2, 125 

265 

143 

21 

0 

4,  550 

4,600 

748 

614 

595 

479 

473 

350 

228 

106 

0 

0 

2,125 

2, 150 

270 

148 

25 

0 

4,600 

4,650 

758 

624 

6O4 

489 

482 

360 

237 

115 

0 

0 

2,150 

2, 175 

275 

152 

SO 

0 

4,  650 

4,700 

7  68 

634 

614 

499 

491 

369 

246 

124 

2 

0 

2,175 

2,200 

279 

157 

34 

0 

4,700 

4,  750 

778 

644 

623 

509 

500 

378 

256 

133 

11 

0 

2,200 

2, 225 

284 

161 

39 

0 

4,  750 

4,800 

788 

654 

632 

619 

509 

387 

266 

142 

so 

0 

2,225 

2, 260 

288 

166 

44 

0 

4,800 

4,  850 

798 

664 

641 

530 

519 

396 

274 

151 

29 

0 

2,260 

2, 275 

293 

171 

48 

0 

4,850 

4,900 

808 

674 

650 

540 

528 

405 

283 

161 

38 

0 

2,275 

2,300 

298 

175 

53 

0 

4.900 

4.950 

818 

684 

659 

550 

537 

415 

292 

170 

47 

0 

2,300 

2,325 

302 

180 

67 

0 

4,950 

5,000 

829 

694 

669 

560 

646 

424 

SOI 

179 

57 

0 
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“ Table  II 

“ Taxable  years  beginning  after  October  31, 1951,  and  before  January  1, 1954 


,  1  adjust¬ 
ed  gross 
income 
is — 

And  the 
number  of 
exemptions 
is — 

If  adjust¬ 
ed  gross 
income 
is — 

And  the  number  of  exemptions 

is — 

At 

east 

But 

less 

than 

i 

2 

3 

4  or 

more 

At 

least 

But 

less 

than 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 

a 

joint 

re¬ 

turn 

is 

filed 

And 
tax¬ 
payer 
is  single 
or 

married 

filing 

sepa¬ 

rately 

And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 

And 

a 

joint 

re¬ 

turn 

is 

filed 

The  tax 
shall  be — 

The  tax 

shall  be- 

$ 0 

$675 

$0 

$0 

$ 0 

$0 

$2, 325 

$2, 350 

$ 334 

$334 1 

$201 

$201 

$201 

$67 

$67 

$67 

$0 

$0 

$0 

$ 0 

$ 0 

676 

700 

4 

0 

0 

0 

2, 350 

2, 375 

339 

339 

206 

206 

206 

72 

72 

72 

0 

0 

0 

0 

0 

700 

7  26 

9 

0 

0 

0 

2, 376 

2, 400 

344 

344 

211 

211 

211 

77 

77 

77 

0 

0 

0 

0 

0 

726 

750 

H 

0 

0 

0 

2,400 

2, 4  25 

349 

349 

216 

216 

216 

82 

82 

82 

0 

0 

0 

0 

0 

760 

775 

19 

0 

0 

0 

2, 425 

2, 450 

354 

354 

221 

221 

221 

87 

87 

87 

0 

0 

0 

0 

0 

776 

800 

24 

0 

0 

0 

2, 45 0 

2,  475 

359 

359 

226 

226 

226 

92 

92 

92 

0 

0 

0 

0 

0 

800 

826 

29 

0 

0 

0 

2,476 

2,  500 

364 

364 

231 

231 

231 

97 

97 

97 

0 

0 

0 

0 

0 

826 

850 

34 

0 

0 

0 

2,  500 

2, 525 

369 

369 

236 

236 

236 

102 

102 

102 

0 

0 

0 

0 

0 

860 

875 

39 

0 

0 

0 

2,  525 

2, 550 

374 

374 

241 

241 

241 

107 

107 

107 

0 

0 

0 

0 

0 

876 

900 

44 

0 

0 

0 

2, 550 

2, 575 

379 

379 

246 

246 

246 

112 

112 

112 

0 

0 

0 

0 

0 

900 

925 

49 

0 

0 

0 

2,  575 

2,  600 

384 

384 

251 

251 

261 

117 

117 

117 

0 

0 

0 

0 

0 

926 

950 

54 

0 

0 

0 

2,600 

2, 625 

389 

389 

256 

266 

256 

122 

122 

122 

0 

0 

0 

0 

0 

950 

976 

59 

0 

0 

0 

2, 625 

2,  650 

394 

394 

261 

261 

261 

127 

127 

127 

0 

0 

0 

0 

0 

976 

1,000 

64 

0 

0 

0 

2, 650 

2,  675 

399 

399 

266 

266 

266 

132 

132 

132 

0 

0 

0 

0 

0 

1,000 

1,025 

69 

0 

0 

0 

2, 675 

2,700 

404 

404 

27 1 

271 

271 

137 

137 

137 

4 

0 

0 

0 

0 

1,025 

1,050 

n 

0 

0 

0 

2, 7  00 

2,  725 

409 

409 

276 

276 

276 

142 

142 

142 

9 

0 

0 

0 

0 

1,050 

1,075 

79 

0 

0 

0 

2,725 

2,750 

m 

414 

281 

281 

281 

147 

147 

147 

14 

0 

0 

0 

0 

1,076 

1,100 

84 

0 

0 

0 

2,750 

2, 775 

419 

419 

286 

286 

286 

152 

152 

162 

19 

0 

0 

0 

0 

1. 100 

1,125 

89 

0 

0 

0 

2,  775 

2,800 

424 

424 

291 

291 

291 

157 

157 

157 

24 

0 

0 

0 

0 

1,126 

1,150 

94 

0 

0 

0 

2,800 

2,825 

429 

429 

296 

296 

296 

162 

162 

162 

29 

0 

0 

0 

0 

1,160 

1,175 

99 

0 

0 

0 

2,  825 

2, 850 

434 

434 

SOI 

SOI 

SOI 

167 

167 

167 

34 

0 

0 

0 

0 

1,175 

1,200 

IO4 

0 

0 

0 

2, 850 

2, 876 

439 

439 

306 

306 

306 

172 

172 

172 

39 

0 

0 

0 

0 

1,200 

1,225 

109 

0 

0 

0 

2, 875 

2, 900 

444 

444 

311 

Sll 

Sll 

177 

177 

177 

44 

0 

0 

0 

0 

1,225 

1,250 

114 

0 

0 

0 

2,900 

2.925 

449 

449 

316 

316 

316 

182 

182 

182 

49 

0 

0 

0 

0 

1,250 

1,275 

119 

0 

0 

0 

2,925 

2, 950 

455 

454 

321 

321 

321 

187 

187 

187 

51$ 

0 

0 

0 

0 

1.276 

1.300 

124 

0 

0 

0 

2, 950 

2,  975 

460 

460 

326 

326 

326 

192 

192 

192 

69 

0 

0 

0 

0 

1,300 

1,325 

129 

0 

0 

0 

2,975 

3,000 

466 

465 

331 

331 

SSI 

197 

197 

197 

64 

0 

0 

0 

0 

1,326 

1,350 

134 

1 

0 

0 

3,000 

3,050 

474 

47  3 

338 

338 

338 

205 

205 

205 

72 

0 

0 

0 

0 

1,350 

1,375 

139 

6 

0 

0 

3,050 

3,100 

485 

484 

348 

S48 

S48 

215 

215 

216 

82 

0 

0 

0 

0 

1.375 

1,1,00 

144 

11 

0 

0 

3, 100 

3, 150 

496 

495 

358 

358 

368 

225 

225 

225 

92 

0 

0 

0 

0 

l.J$00 

1,1,25 

H9 

16 

0 

0 

3,  150 

S,  200 

507 

505 

368 

368 

368 

235 

235 

235 

102 

0 

0 

0 

0 

1,425 

1,450 

154 

21 

0 

0 

3,200 

3,250 

518 

516 

378 

378 

378 

245 

245 

245 

112 

0 

0 

0 

0 

1,  450 

1,475 

169 

26 

0 

0 

3,  250 

3,300 

629 

527 

388 

388 

388 

255 

255 

255 

122 

0 

0 

0 

0 

1,475 

1,500 

164 

31 

0 

0 

3,300 

3, 350 

540 

537 

398 

398 

398 

265 

265 

265 

132 

0 

0 

0 

0 

1,  500 

1,525 

169 

36 

0 

0 

3, 350 

3,  400 

551 

548 

408 

408 

408 

275 

275 

276 

142 

8 

0 

0 

0 

1,525 

1, 550 

174 

41 

0 

0 

3,  400 

3,  450 

562 

659 

418 

418 

41 8 

285 

285 

285 

152 

18 

0 

0 

0 

1,550 

1,575 

179 

46 

0 

0 

3,450 

3,500 

573 

570 

428 

428 

428 

295 

295 

295 

162 

28 

0 

0 

0 

1.575 

1,600 

184 

51 

0 

0 

3,500 

3,  550 

584 

580 

438 

438 

438 

305 

305 

305 

171 

38 

0 

0 

0 

1,600 

1,625 

189 

56 

c 

0 

3,550 

3,600 

595 

591 

448 

448 

448 

315 

315 

315 

181 

48 

0 

0 

0 

1.626 

1,650 

19J, 

61 

0 

0 

3,600 

3,650 

606 

602 

459 

459 

458 

325 

325 

325 

191 

58 

0 

0 

0 

1,650 

1,675 

199 

66 

0 

0 

3,650 

3,700 

617 

612 

470 

470 

468 

335 

335 

335 

201 

68 

G 

0 

0 

1,675 

1,700 

204 

71 

0 

0 

S,  700 

3,  750 

628 

623 

480 

480 

478 

345 

345 

345 

211 

78 

0 

0 

0 

1,700 

1,725 

70S 

76 

0 

0 

3, 7  50 

3,  800 

639 

634 

492 

491 

488 

355 

355 

355 

221 

88 

0 

0 

0 

1,  725 

1,750 

214 

81 

0 

0 

3,  800 

3,850 

650 

645 

503 

502 

498 

365 

365 

365 

231 

98 

0 

0 

0 

1,750 

1,775 

219 

86 

0 

0 

3,  850 

3,  900 

661 

655 

514 

512 

508 

375 

375 

375 

241 

108 

0 

0 

0 

1,  775 

1,800 

224 

91 

0 

0 

3.900 

S,  950 

672 

666 

525 

523 

518 

385 

386 

385 

251 

118 

0 

0 

0 

1,  800 

1,825 

229 

96 

0 

0 

3,  950 

4,000 

683 

677 

636 

534 

528 

395 

395 

395 

261 

128 

0 

0 

0 

1,  825 

1,850 

234 

101 

0 

0 

4,000 

4,  050 

693 

687 

547 

645 

538 

405 

405 

405 

271 

138 

5 

0 

0 

1,850 

1,875 

235 

lOO 

0 

0 

4,050 

4,100 

704 

698 

558 

556 

548 

415 

415 

415 

281 

148 

15 

0 

0 

1,875 

1,900 

244 

111 

0 

0 

4,100 

4,150 

715 

709 

669 

566 

558 

425 

425 

425 

291 

158 

25 

0 

0 

1,900 

1,925 

116 

0 

0 

4.150 

4,200 

726 

719 

580 

577 

568 

435 

435 

435 

301 

168 

35 

0 

0 

1,925 

1,960 

254 

121 

1 

0 

4,200 

4,250 

737 

7  SO 

691 

687 

578 

445 

445 

445 

Sll 

178 

45 

0 

0 

1,950 

1,976 

25! 

120 

0 

0 

4,260 

4,300 

748 

741 

602 

698 

588 

456 

455 

455 

321 

188 

55 

0 

0 

1,975 

2,000 

264 

131 

0 

0 

4,300 

4,350 

756 

752 

613 

609 

698 

467 

466 

465 

SSI 

198 

6  b 

0 

0 

2,  000 

2,026 

265 

136 

* 

0 

4, 350 

4,400 

77C 

762 

624 

620 

608 

478 

477 

476 

341 

208 

76 

0 

0 

2,025 

2,050 

27j, 

141 

? 

0 

4, 400 

4, 450 

781 

773 

635 

630 

618 

489 

487 

485 

361 

218 

85 

0 

0 

2,050 

2,  075 

279 

146 

12 

0 

4, 450 

4,500 

792 

784 

646 

641 

628 

500 

498 

495 

361 

228 

95 

0 

0 

2,  075 

2, 100 

284 

151 

17 

0 

4,  500 

4,550 

80S 

794 

657 

652 

638 

510 

509 

504 

371 

238 

105 

0 

0 

2, 100 

2, 125 

289 

156 

22 

0 

4,  550 

4,600 

814 

805 

668 

662 

648 

521 

520 

514 

381 

24S 

115 

0 

0 

2, 125 

2, 150 

294 

161 

27 

0 

4,600 

4,650 

825 

816 

679 

673 

668 

632 

630 

524 

391 

258 

125 

0 

0 

2, 160 

2, 175 

299 

166 

32 

0 

4,  650 

4,700 

836 

827 

690 

684 

668 

543 

641 

6S4 

401 

268 

136 

2 

0 

2, 175 

2,  200 

304 

171 

37 

0 

4.  700 

4,750 

847 

837 

701 

694 

678 

554 

652 

544 

ill 

278 

145 

12 

0 

2  ,  200 

2, 225 

309 

176 

42 

0 

4,  750 

4,800 

858 

848 

712 

705 

688 

565 

662 

554 

421 

288 

156 

22 

0 

2,  225 

2,  250 

314 

181 

41 

0 

4,800 

4,850 

865 

859 

723 

716 

698 

576 

573 

664 

431 

298 

166 

32 

0 

2,  250 

2, 275 

319 

186 

52 

0 

4,  850 

4,900 

886 

869 

734 

727 

708 

587 

684 

674 

441 

106 

175 

42 

0 

2,  275 

2,300 

324 

191 

57 

0 

4, 900 

4,  950 

891 

880 

745 

737 

718 

598 

595 

584 

451 

318 

185 

52 

0 

2,300 

2,325 

326 

196 

62 

0 

4,960 

5,000 

902 

891 

7  56 

748 

728 

609 

606 

694 

)$b  1 

328 

195 

62 

0 
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“Table  III 

“Taxable  years  beginning  after  December  31,  1953 


If  adjust¬ 
ed  gross 
income 
is — 


At 

lea8t 


But 

less 

than 


And  the 
number  of 
exemptions 


4  or 
more 


The  tax 
shall  be — 


If  adjust¬ 
ed  gross 
income 


At 

least 


But 

less 

than 


And  the  number  of  exemptions  is — 


And 
tax¬ 
payer 
is  single 
or 
married 
filing 
sepa¬ 
rately 


And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 


And 
tax¬ 
payer 
is  single 
or 
married 
filing 
sepa¬ 
rately 


And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 


And 

a 

joint 

re¬ 

turn 

is 

filed 


And 
tax¬ 
payer 
is  single 
or 
married 
filing 
sepa¬ 
rately 


And 

tax¬ 

payer 

is 

head 

of 

house¬ 

hold 


And 

a 

joint 

re¬ 

turn 

is 

filed 


8  or 
more 


The  tax  shall  be 


to 

$675 

$0 

$0 

$0 

$0 

$2,  326 

$2, 350 

$301 

$ SOI 

$ 181 

$ 181 

$ 181 

$61 

$61 

$61 

$0 

$0 

$0 

$0 

$0 

675 

7  00 

4 

0 

0 

0 

2,350 

2,  375 

305 

305 

186 

185 

185 

65 

65 

65 

0 

0 

0 

0 

0 

700 

7  26 

8 

0 

0 

0 

2,  375 

2,400 

310 

310 

190 

190 

190 

70 

70 

70 

0 

0 

0 

0 

0 

725 

7  50 

IS 

0 

0 

0 

2,400 

2,  425 

314 

314 

194 

194 

194 

74 

74 

74 

0 

0 

0 

0 

0 

7  50 

775 

17 

0 

0 

0 

2.  425 

2,  450 

319 

319 

199 

199 

199 

79 

79 

79 

0 

0 

0 

0 

0 

775 

800 

22 

0 

0 

0 

2,  450 

2,  475 

323 

323 

203 

203 

203 

83 

83 

83 

0 

0 

0 

0 

0 

800 

825 

26 

0 

0 

0 

2,  475 

2,  500 

328 

328 

208 

208 

208 

88 

88 

88 

0 

0 

0 

0 

0 

826 

860 

31 

0 

0 

0 

2,600 

2,  525 

332 

332 

212 

212 

212 

92 

92 

92 

0 

0 

0 

0 

0 

850 

875 

35 

0 

0 

0 

2,  525 

2,  550 

337 

337 

217 

217 

217 

97 

97 

9  7 

0 

0 

0 

0 

0 

815 

900 

40 

0 

0 

0 

2,550 

2,  575 

341 

341 

221 

221 

221 

101 

101 

101 

0 

0 

0 

0 

0 

900 

925 

44 

0 

0 

0 

2,  575 

2,600 

346 

346 

226 

226 

226 

106 

106 

106 

0 

0 

0 

0 

0 

925 

950 

49 

0 

0 

0 

2,  600 

2,625 

350 

350 

230 

230 

230 

110 

110 

110 

0 

0 

0 

0 

0 

950 

975 

53 

0 

0 

0 

2,625 

2.660 

S55 

355 

235 

235 

235 

116 

115 

115 

0 

0 

0 

0 

0 

915 

1,000 

58 

0 

0 

0 

2,650 

2,  675 

359 

359 

239 

239 

239 

119 

119 

119 

0 

0 

0 

0 

0 

1,000 

1,026 

62 

0 

0 

0 

2,  675 

2,700 

364 

364 

244 

244 

244 

124 

124 

124 

4 

0 

0 

0 

0 

1,026 

1,050 

67 

0 

0 

0 

2,700 

2,  725 

368 

368 

248 

248 

248 

128 

128 

128 

8 

0 

0 

0 

0 

1,050 

1,075 

71 

0 

0 

0 

2,  725 

2,  750 

373 

373 

253 

253 

253 

133 

133 

133 

IS 

0 

0 

0 

0 

1,076 

1,100 

76 

0 

0 

0 

2,750 

2,775 

377 

377 

257 

257 

257 

137 

137 

137 

17 

0 

0 

0 

0 

1,  100 

1, 125 

80 

0 

0 

0 

2,775 

2.800 

382 

382 

262 

262 

262 

142 

142 

142 

22 

0 

0 

0 

0 

1, 125 

1, 150 

85 

0 

0 

0 

2,800 

2,  825 

386 

386 

266 

266 

266 

146 

146 

146 

26 

0 

0 

0 

0 

1,150 

1,175 

89 

0 

0 

0 

2.825 

2,860 

391 

391 

271 

271 

271 

151 

151 

151 

31 

0 

0 

0 

0 

1,175 

1,200 

94 

0 

0 

0 

2.850 

2.875 

395 

395 

275 

275 

275 

155 

155 

165 

35 

0 

0 

0 

0 

1,200 

1,225 

98 

0 

0 

0 

2,  875 

2,900 

400 

400 

280 

280 

280 

160 

160 

160 

40 

0 

0 

0 

0 

1,225 

1,250 

103 

0 

0 

0 

2,900 

2,925 

405 

405 

284 

284 

284 

164 

I64 

164 

44 

0 

0 

0 

0 

1,250 

1,275 

107 

0 

0 

0 

2,925 

2,950 

410 

409 

289 

289 

289 

169 

169 

169 

49 

0 

0 

0 

0 

1,275 

1,300 

112 

0 

0 

0 

2,950 

2.975 

415 

414 

293 

293 

293 

173 

173 

173 

53 

0 

0 

0 

0 

1,300 

1,325 

116 

0 

0 

0 

2,  975 

3,000 

420 

419 

298 

298 

298 

178 

178 

178 

58 

0 

0 

0 

0 

1,326 

1,350 

121 

1 

0 

0 

3,000 

3,050 

427 

426 

305 

305 

305 

185 

185 

185 

65 

0 

0 

0 

0 

1,350 

1,375 

126 

6 

0 

0 

3,050 

3,  100 

437 

436 

31 4 

314 

314 

194 

194 

194 

74 

0 

0 

0 

0 

1,375 

1,400 

130 

10 

0 

0 

3, 100 

3, 150 

447 

446 

323 

323 

323 

203 

203 

203 

83 

0 

0 

0 

0 

1,400 

1.425 

134 

14 

0 

0 

3,150 

3,200 

457 

455 

332 

332 

332 

212 

212 

212 

92 

0 

0 

0 

0 

1,425 

1,460 

139 

19 

0 

0 

3,200 

3,250 

467 

465 

341 

341 

341 

221 

221 

221 

101 

0 

0 

0 

0 

1.460 

1,475 

143 

23 

0 

0 

3,250 

3,300 

476 

475 

350 

350 

350 

230 

230 

230 

110 

0 

0 

0 

0 

1,475 

1,500 

148 

28 

0 

0 

3,300 

3,350 

486 

484 

359 

359 

359 

239 

239 

239 

119 

0 

0 

0 

0 

1,500 

1,625 

152 

32 

0 

0 

3,  350 

3,  400 

496 

494 

368 

368 

368 

248 

248 

248 

128 

8 

0 

0 

0 

1,525 

1,550 

157 

37 

0 

0 

3,  400 

3,  450 

506 

504 

377 

377 

377 

257 

257 

25  7 

137 

17 

0 

0 

0 

1,560 

1,575 

161 

41 

0 

0 

3,  450 

3,500 

516 

513 

386 

386 

386 

266 

266 

266 

146 

26 

0 

0 

0 

1,576 

1,600 

166 

46 

0 

0 

3,500 

3,  550 

526 

523 

395 

395 

395 

275 

275 

275 

155 

35 

0 

0 

0 

1,600 

1,626 

170 

50 

0 

0 

3,550 

3,600 

636 

533 

404 

404 

404 

284 

284 

284 

I64 

44 

0 

0 

0 

1,  625 

1,  650 

175 

56 

0 

0 

3,600 

S,  650 

546 

542 

414 

413 

413 

293 

293 

293 

173 

53 

0 

0 

0 

1,660 

1,675 

179 

59 

0 

0 

3,650 

3,700 

656 

562 

424 

423 

422 

302 

302 

302 

182 

62 

0 

0 

0 

1,675 

1,700 

184 

64 

0 

0 

3,  700 

3,750 

566 

562 

434 

433 

431 

311 

311 

311 

191 

71 

0 

0 

0 

1,700 

1,726 

188 

68 

0 

0 

3,750 

3,800 

575 

571 

443 

442 

440 

320 

320 

320 

200 

80 

0 

0 

0 

1,725 

1,750 

193 

73 

0 

0 

3,800 

3,850 

585 

581 

453 

452 

449 

329 

329 

329 

209 

89 

0 

0 

0 

1,760 

1,775 

197 

77 

0 

0 

3,850 

3,  900 

595 

591 

463 

462 

458 

338 

338 

338 

218 

98 

0 

0 

0 

1,775 

1,800 

202 

82 

0 

0 

3,900 

3,950 

605 

600 

473 

471 

467 

347 

347 

347 

227 

107 

0 

0 

0 

1,800 

1,825 

206 

86 

0 

0 

3,950 

4,000 

616 

610 

483 

481 

476 

356 

356 

356 

236 

116 

0 

0 

0 

1,825 

1,860 

211 

91 

0 

0 

4,000 

4,050 

625 

620 

493 

491 

485 

365 

365 

365 

245 

125 

6 

0 

0 

1,850 

1,875 

215 

95 

0 

0 

4,050 

4,  100 

635 

630 

503 

501 

494 

374 

374 

374 

254 

134 

14 

0 

0 

1,875 

1,900 

220 

100 

0 

0 

4,  WO 

4,150 

645 

639 

513 

510 

503 

383 

383 

383 

263 

143 

23 

0 

0 

1,900 

1,925 

224 

104 

0 

0 

4, 150 

4,200 

655 

649 

523 

520 

512 

392 

392 

392 

272 

152 

32 

0 

0 

1,925 

1,950 

229 

109 

0 

0 

4,200 

4,260 

665 

659 

533 ■ 

530 

521 

401 

401 

401 

281 

161 

41 

0 

0 

1,950 

1,975 

233 

113 

0 

0 

4,  250 

4,300 

674 

668 

542 

539 

530 

410 

410 

410 

290 

170 

50 

0 

0 

1.975 

2,000 

238 

118 

0 

0 

4,300 

4,350 

684 

678 

552 

549 

539 

420 

420 

419 

299 

179 

59 

0 

0 

2,000 

2,025 

242 

122 

2 

0 

4,350 

4, 400 

694 

688 

562 

569 

548 

430 

430 

428 

308 

188 

68 

0 

0 

2,025 

2,050 

247 

127 

7 

0 

4,400 

4, 450 

704 

697 

572 

568 

557 

440 

439 

437 

317 

197 

77 

0 

0 

2,050 

2,  075 

251 

131 

11 

0 

4,  450 

4,500 

714 

707 

582 

578 

566 

450 

449 

446 

326 

206 

86 

0 

0 

2,  075 

2,100 

256 

136 

16 

0 

4,600 

4,550 

724 

717 

592 

588 

575 

460 

459 

455 

335 

215 

95 

0 

0 

2,100 

2,125 

260 

140 

20 

0 

4,550 

4,600 

734 

7  26 

602 

597 

584 

470 

468 

464 

3  44 

224 

104 

0 

0 

2,126 

2,150 

265 

146,25 

0 

4,  600 

4,650 

744 

736 

612 

607 

693 

480 

478 

473 

353 

233 

113 

0 

0 

2,150 

2,176 

269 

149 

29 

0 

4,  650 

4,700 

754 

7  46 

622 

617 

602 

490 

488 

482 

362 

242 

122 

2 

0 

2,175 

2,200 

274 

154 

34 

0 

4,700 

4.750 

7  64 

7  55 

632 

626 

611 

500 

497 

491 

371 

251 

131 

11 

0 

2,200 

2,225 

278 

168 

38 

0 

4.  750 

4,  800 

77  3 

765 

641 

636 

620 

509 

607 

500 

380 

260 

Vfi 

20 

0 

2,225 

2,250 

283 

163 

43 

0 

4,800 

4,850 

783 

776 

651 

646 

629 

619 

517 

509 

389 

269 

149 

29 

0 

2,250 

2,  275 

287 

167 

47 

0 

4,850 

4,900 

793 

784 

661 

655 

638 

529 

526 

618 

398 

278 

158 

38 

0 

2,275 

2,300 

292 

172 

52 

0 

4,  900 

4,950 

803 

7  94 

671 

665 

647 

539 

536 

527 

407 

287 

167 

47 

0 

2,300 

2,325 

296\176 

56 

0 

4,950 

6,000 

813 

804 

681 

675 

656 

549 

546 

636 

416 

296 

176 

56 

0" 
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1  SEC.  103.  INAPPLICABILITY  OF  CERTAIN  PENALTIES  AND  AD- 

2  D  IT  IONS  TO  TAX. 

3  (a)  Penalties  for  Failure  To  File  Return  — 

4  Section  145  (relating  to  penalties  with  respect  to  failure  to 

5  file  returns,  pay  tax,  etc.)  is  hereby  amended  by  relettering 

6  subsection  (f)  as  subsection  (g)  and  by  adding  after  sub- 

7  section  (e)  a  new  subsection  (f)  as  follows: 

8  “(f)  In  the  case  of  taxable  years  beginning  prior  to 

9  November  1,  1951  and  ending  after  October  31,  1951, 

10  the  penalties  prescribed  by  this  section  for  willful  failure  to 

11  make  declarations  of,  or  pay,  estimated  tax  shall  not  be 

12  applicable  to  a  failure  to  take  into  account  the  increase 
18  in  rates  of  tax  imposed  on  individuals  by  the  Revenue  Act  of 

14  1951 ” 

15  (b)  Additions  to  Tax— Section  294  (d)  (2)  (re- 
10  lating  to  additions  to  tax  for  substantial  under-estimates  of 
17  estimated  tax )  is  hereby  amended  by  adding  at  the  end  thereof 
10  a  new  sentence  as  follows:  “In  the  case  of  taxable  years  be- 
10  ginning  prior  to  November  1,  1951,  and  ending  after  Octo - 

20  ber  31,  1951,  the  additions  to  tax  prescribed  by  this  subsec- 

21  tion  shall  not  be  applicable  if  the  taxpayer  failed  to  meet 

22  the  requirements  of  this  paragraph  by  reason  of  the  increase 
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in  rates  of  tax  on  individuals  imposed  by  the  Revenue  Act  of 
1951 ” 

SEC.  104.  COMPUTATION  OF  TAX  IN  CASE  OF  CERTAIN  JOINT 
RETURNS. 

If  a  joint  return  of  a  husband  and  wife  is  filed  under 
the  provisions  of  section  51  (b)  (3)  of  the  Internal  Revenue 
Code  in  a  case  where  the  husband  and  wife  have  different 
taxable  years  because  of  the  death  of  either  spouse,  and  the 
taxable  year  of  the  surviving  spouse  covered  by  such  joint 
return  began  before  November  1,  1951,  and  ended  after 
October  31,  1951,  the  amendments  made  by  this  part  and 
section  131  shall  be  applicable  in  respect  of  such  joint  return 
as  if  the  taxable  years  of  both  spouses  covered  by  the  joint 
return  ended  on  the  date  of  the  closing  of  the  surviving 
spouse  s  taxable  year. 

SEC.  105.  EFFECTIVE  DATE  OF  PART  I. 

Except  as  provided  in  section  104,  the  amendments 
made  by  this  part  shall  be  applicable  only  with  respect  to 
taxable  years  beginning  after  October  31,  1951,  and  to 
taxable  years  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951.  For  treatment  of  taxable  years 
(other  than  the  calendar  year  1951)  beginning  before  No¬ 
vember  1,  1951,  and  ending  after  October  31,  1951,  see 
section  131. 
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PART  II— CORPORATION  INCOME  TAXES 

SEC.  121.  INCREASE  IN  RATE  OF  CORPORATION  NORMAL 
TAX  AND  SURTAX. 

(a)  Amendment  op  Section  4£  Increase  in  Bate 
of  Corporation  Normal  Tax. — Subsections  (a)  and 
(b)  of  section  13  (relating  to  normal  tax  on  corporations) 
are  hereby  amended  to  read  as  follows : 

“  (a)  Definitions. — For  the  purposes  of  this  chapter — 
“  ( 1 )  Adjusted  net  income. — The  term  ‘adjusted 
net  income’  means  the  net  income  minus  the  credit  pro¬ 
vided  in  section  26  (a),  relating  to  interest  on  certain 
obligations  of  the  United  States  and  Government 
corporations. 

“  (2)  Normal-tax  net  income.— The  term  ‘nor¬ 
mal-tax  net  income’  means  the  adjusted  net  income 
minus  the  sum  of  the  following  credits : 

“(A)  The  credit  for  dividends  received  pro¬ 
vided  in  section  26  (b)  ; 

“(B)  In  the  case  of  a  public  utility,  the  credit 
for  dividends  paid  on  its  preferred  stock  provided 
in  section  26  (h)  ;  and 

“(C)  In  the  case  of  a  western  hemisphere 
trade  corporation  (as  defined  in  section  109),  the 
credit  provided  in  section  26  (i) . 
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“-(b)-  -LvipeseTiox  op  Tax. — There  shah  be  levied, - 
eeheetedj  and  paid  fee  eaeb  taxable  year  upon  the  nermal- 
tax  net  breenie  of  every  corporation  -(except  a  corporation 
subject  to  a  tax  imposed  by  seetion  234-  -(a)-y  supplement 
G?  or  supplement  Qf  a  tax  of  30  pee  eentum  of  tbe  normal- 

^73  r\  j-  3  77  r>/AT~n  iO  ^ 

1 1  v  L  111  v/UIllU  • 

“(b)  Imposition  of  Tax —There  shall  he  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon  the  normal-tax 
net  income  of  every  corporation  (except  a  corporation  sub¬ 
ject  to  a  tax  imposed  by  section  231  (a),  Supplement  G, 
or  Supplement  Q)  — 

“(1)  Calendar  year  mi. — In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951,  a  tax  of  26\  per  centum  of  the 
normal-tax  net  income. 

11  (2)  Taxable  years  beginning  after  march 

31,  1951,  AND  BEFORE  JANUARY  1,  195> — In  the  case  of 
taxable  years  beginning  after  March  31,  1951,  and 
before  January  1,  1954,  a  tax  of  27  per  centum  of  the 
normal-tax  net  income. 

“(3)  Taxable  years  beginning  after  Decem¬ 
ber  31, 1953. — In  the  case  of  taxable  years  beginning  after 
December  31,  1953,  a  tax  of  25  per  centum  of  the 
normal-tax  net  income.” 
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(b)  Increase  In  Rate  of  Corporation  Surtax. — 
Section  15  (relating  to  surtax  on  corporations)  is  hereby 
amended  to  read  as  follows: 

“SEC.  15.  SURTAX  ON  CORPORATIONS. 

“(a)  Corporation  Surtax  Net  Income. — For  the 
purposes  of  this  chapter,  the  term  ‘corporation  surtax  net 
income ’  means  the  net  income  minus  the  sum  of  the  follow¬ 
ing  credits: 

“( 1)  The  credit  for  dividends  received  provided  in 
section  26  (b)  ; 

“(2)  In  the  case  of  a  public  utility,  the  credit  for 
dividends  paid  on  its  preferred  stock  provided  in  section 

26(h); 

“( 3)  In  the  case  of  a  western  hemisphere  trade 
corporation  (as  defined  in  section  109),  the  credit  pro¬ 
vided  in  section  26  (i) . 

“(b)  Imposition  of  Tax. — There  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon  the  corpora¬ 
tion  surtax  net  income  of  every  corporation  ( except  a  cor¬ 
poration  subject  to  a  tax  imposed  by  section  231  (a) ,  Supple¬ 
ment  G,  or  Supplement  Q) — 

“(i)  Calendar  year  1951. — In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and  end¬ 
ing  on  December  31,  1951,  a  surtax  of  24 ^  per  centum 
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of  the  amount  of  the  corporation  surtax  net  income  in 
excess  of  $25,000. 

“(2)  Taxable  years  beginning  after  march 

31,  1951,  AND  BEFORE  JANUARY  1,  1954. — In  the  Case 
of  taxable  years  beginning  after  March  31,  1951,  and 
before  January  1,  1954,  a  surtax  of  25  per  centum  of 
the  amount  of  the  corporation  surtax  net  income  in 
excess  of  $25,000. 

“(3)  Taxable  years  beginning  after  Decem¬ 
ber  31,  1953. — In  the  case  of  taxable  years  beginning 
after  December  31,  1953,  a  surtax  of  22  per  centum  of 
the  amount  of  the  corporation  surtax  net  income  in 
excess  of  $25,000.” 

-(b)-  Maxbvhj-m  — Seetien  4dQ  -(ft)-  -{Sf  -(relating 

to  the  limitation  on  Ike  rate  of  the  eseess  profits  tas)  is 
hereby  amended  by  striking  oat  per  centner”  and  insert¬ 
ing  in  lien  thereof  per  centum”. 

(c)  Maximum  Tax.— Section  430  (a)  (2)  (relating 
to  the  limitation  on  the  rate  of  the  excess  profits  tax)  is 
hereby  amended  as  follows: 

(1)  By  inserting  after  “(2)”  the  following:  “(A) 
in  the  case  of  taxable  years  ending  before  April  1, 
1951,”. 

(2)  By  striking  out  the  period  at  the  end  of  para- 
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graph  (2)  and  inserting  “,  or”  and  by  adding  after 
paragraph  (2)  the  following: 

“(B)  in  the  case  of  taxable  years  beginning  on 
January  1,  1951,  and  ending  on  December  31,  1951, 
an  amount  equal  to  16\  per  centum  of  the  excess  profits 
net  income  for  the  taxable  year,  except  that  in  the  case 
of  an  affiliated  group  of  includible  corporations  making 
or  required  to  make  a  consolidated  return  for  the  taxable 
year  under  section  141,  such  amount  shall  be  reduced  by 
an  amount  ivhich  bears  the  same  ratio  (but  not  in  excess 
of  100  per  centum)  to  the  increase  of  2  per  centum  in  the 
surtax  imposed  by  reason  of  section  141  (c)  as  the 
amount  of  the  consolidated  excess  profits  net  income  bears 
tcf  the  amount  of  the  consolidated  corporation  surtax  net 
income,  or 

“(C)  in  the  case  of  taxable  years  beginning  after 
March  31,  1951,  an  amount  equal  to  17  per  centum  of 
the  excess  profits  net  income  for  the  taxable  year,  except 
that  in  the  case  of  an  affiliated  group  of  includible  cor¬ 
porations  making  or  required  to  make  a  consolidated 
return  for  the  taxable  year  under  section  141,  such 
amount  shall  be  reduced  by  an  amount  which  bears  the 
same  ratio  (but  not  in  excess  of  100  per  centum)  to  the 
increase  of  2  per  centum  in  the  surtax  imposed  by  reason 
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of  section  141  (c)  as  the  amount  of  the  consolidated  excess 
; profits  net  income  hears  to  the  amount  of  the  consolidated 
corporation  surtax  net  income,  or”. 

-(e)-  Mutual  Insurance  Companies  Other  -Than 
Life  op  Mariks. — 


-(4)-  Section  SOT-  -(e)-  -(4)-  -(relating  to  normal  tax 
and  surtax  en  mu tnal  insuranee  companiesy  other  than 
life  or  marine)  is  hereby  amended  by  striking  out  sub¬ 
paragraphs  -(A)-  and  -(41)-  and  inserting  in  ben  thereof 
fee  following: 

^-(A)-  Annual  Tax- — A  normal  tax  of  00  per 
eentam  of  fee  normal-tax  net  income,-  or  00  per 

fnin  of  4 r*  fimmrn  t.  Iatt  .tv  n  i  (Iia  ta  avtyi  n  1  fo~v- 

V/VJll  tUJLII  v  i  tllvJ  cl  111  v/  till  u  tjy  v  v  lllLll  lllvj  llUl  lllcll tel  A! 

net  ineome  exeeeds  fOjOQOy  wdiiehexer  is  fee  lesser-; 

pins 

--(-B)  Surtax- — A  surtax  of  SS  per  centum 
of  fee  eor-poration  surtax  net  ineome  in  excess  of 
$25,000.” 


-fSf  Section  SOT  -(a)-  -(0)- 
tax  and  surtax  on  interinsnrers  and 


to  a  normal 


writers)-  is  hereby  amended  by  striking  out  subpara 
graphs  (A)  and  -(B)-  and  inserting  in  hen  thereof  the 
following! 

“  (A)  Aormal  Lax: — A  normal  tax  of  00  per 


centum  of  fee  normal-tax  net  income,  or  00  per 
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centum  el  tfee  amount  fey  which  tfee 
net  income  exceeds  $00-, 000,  whichever  is  tfee 
lesser ;  plus 

“-(B)-  Stir  tarn — A  surtax  el  22  per  centum  el 
tfee  corporation  surtax  net  income  in  excess  el 

AAA  Av  Q  f|irr>  at  fl)  a  o  -m  All  A  f  Ittt  ttJijaIi 

d  y  v  v  U  y  vl  e)  l)  jrur  I.  L  ll  l  Ulll  u  X  fell  Li  ttlllU  Llli  L  IJ  V  \V  111C11 

tfee  corporation  surtax  net  raceme  exceeds  $50,000y 
wfeichcxcr  is  tfee  lesser.-” 

-fdf  Reg-u-rated  I n  ve s  t m e n t  Oo-mpanies. — Section 
302-  -(fe)-  (relating  te  tax  en  regulated  investment  eem- 
panies)-  is  hereby  amended  fey  striking  ent  paragraphs  -(d)- 
and  -f4f  and  inserting  in  lien  tfeereel  tfee  tehowmgy 

■“  (-3)  '  There  shad  fee  levied,  collected,  and  paid  ler 
each  taxable  year  upon  its  supplement  Q  net  income  a 
tax  equal  te  dO  per  centum  el  tfee  amount  thereof.- 
■“-(4-)-  There  shall  fee  levied,  collected,  and  paid  ler 
each  taxable  year  upon  its  supplement  Q  surtax  net 
income  a  tax  equal  te  22  per  centum  el  tfee  amount 
tfeereol  in  excess  el  BdgpOOQO1 

-(e)-  Business  Income  oe  Cep  tain  Section  404 
Organizations. — Beetien  424  -(a)-  -(4)-  -(relating  te  im- 
position  el  tax  en  business  income  el  certain  section  404 
organizations)-  is  hereby  amended  fey  striking  out  ^220  per 
eentum”  and  inserting  in  lieu  tfeereel  ^^30  per  centum”.- 
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-(4}-  Technical  Amendments? — 

-(4-}-  -Repeal  op  section  *4? — Section  44  (relat¬ 
ing  to  normal  tax  eft  speeial  classes  el  corporations  ift  the 
ease  el  taxable  years  beginning  before  J uly  4y  1050) 
is  hereby  repealed-: 

-(Of  Amendment  op  sec-tion  -ta. — Section  45 
-(relating  to  surtax  eft  corporations)  is  hereby  amended: 
to  read  as  follows : 


2&EG*  45.  SURTAX  ON  CORPORATIONS. 

£i(af  Corporation  Surtax  Apt  Income. — her  the 
purpose  el  this  chapter,  the  term  ‘corporation  surtax  net 
ineomc’  means  the  net  income  minus  the  sum  of  the  follow  - 
ing  eredits-:- 

--(1)  The  credit  for  dividends  received  provided  in 
section  00  -(bf-j 

( 2 )  In  the  ease  of  a  public  utility,  the  credit  for 
dividends  paid  on  its  preferred  steek  provided  in  section 

■“-(§-)  In  the  ease  of  a  -western  hemisphere  trade 
eorporation  -(as  defined  in  seetion  405) ,  the  credit  pro¬ 
vided  in  section  00  -(i-fr 

£Lfb)-  Imposition  op  Tax. — -There  shah  he  levied-,  eoh 
leeted  and  paid  for  each  taxable  year  upon  the  corporation 
surtax  net  income  of  every  corporation  (except  a  corporation 
subject  to  a  tax  imposed  by  seetion  004  -(afj  supplement  Of 
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er  supplement  Qj-  a  surtax  el  22  per1  eentum  el  tire  amount 
el  tire  corperation  surtax  net  income  in  cxeess  el  tire  surtax 
exemption  provided  in  section  26-fj-) 

(d)  Mutual  Insurance  Companies  Other 
Than  Life  or  Marine. — 

(1)  Section  207  (a)  (1)  (relating  to  normal  tax 
and  surtax  on  mutual  insurance  companies,  other  than 
life  or  marine)  is  hereby  amended  by  striking  out  sub- 
paragraphs  (A)  and  (B)  and  inserting  in  lieu  thereof 
the  following: 

“( A)  Taxable  Years  Beginning  After  De¬ 
cember  31,  1950,  and  Before  April  1,  1951. — In 
the  case  of  taxable  years  beginning  after  December 
31,  1950,  and  before  April  1,  1951,  and  ending 
after  March  31,  1951 — 

“(i)  Normal  tax. — A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (1),  or  53  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000,  whichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corporation 


surtax  net  income,  computed  as  provided  in  sec¬ 
tion  15  (b)  (1). 

“(B)  Taxable  Years  Beginning  After  March 
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31,  1951,  and  Before  January  1,  1954. — In  the 
case  of  taxable  years  beginning  after  March  31, 
1951,  and  before  January  1,  1954 — 

“(i)  Normal  tax. — A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13'  (b)  (2),  or  54  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000,  whichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  provided  in 
section  15  (b)  (2). 

“(C)  Taxable  Years  Beginning  After  Decem¬ 
ber  31,  1953. — In  the  case  of  a  taxable  year  begin¬ 
ning  after  December  31,  1953 — 

“(i)  Normal  tax. — A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (3),  or  50  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000,  whichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corporation 
surtax  net  income,  computed  as  provided  in  sec¬ 
tion  15  (b)  (3)N 

(2)  Section  207  (a)  (3)  (relating  to  a  normal  tax 
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and  surtax  on  interinsurers  and  reciprocal  underwriters) 
is  hereby  amended  by  striking  out  subparagraphs  (A) 
and  (B)  and  inserting  in  lieu  thereof  the  following: 

“(A)  Taxable  Years  Beginning  After  Decem¬ 
ber  31,  1950,  and  before  April  1,  1951. — In  the 
case  of  taxable  years  beginning  after  December  31, 
1950,  and  before  April  1,  1951,  and  ending  after 
March  31,  1951 — 

“(i)  Normal  tax, — A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (1),  or  53  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $50,000,  ivhichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corpo¬ 
ration  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (1) ,  or  36 f  per  centum 
of  the  amount  by  which  the  corporation  surtax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser. 

“(B)  Taxable  Years  Beginning  After  March 
31,  1951,  and  Before  January  1,  1954. — 

“(i)  Normal  tax. — A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (2),  or  54  per 
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centum  of  the  amount  by  which  the  normal-tax 
net-income  exceeds  $ 50,000 ,  whichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corporation 
surtax  net  income,  computed  as  provided  in 
section  15  (b)  (2),  or  37\  per  centum  of  the 
amount  by  which  the  corporation  surtax  net 
income  exceeds  $50,000,  whichever  is  the  lesser. 
“(C)  Taxable  Years  Beginning  After  Decem¬ 
ber  31,  1953. — In  the  case  of  a  taxable  year  begin¬ 
ning  after  December  31,  1953 — 

“(i)  Normal  tax. — A  normal  tax  on  the 
normal-tax  net  income  computed  at  the  rate 
provided  in  section  13  (b)  (3),  or  50  per 
centum  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser;  plus 

“(ii)  Surtax. — A  surtax  on  the  corporation 
surtax  net  income,  computed  as  provided  in 
section  15  (b)  (3),  or  33  per  centum  of  the 
amount  by  which  the  corporation  surtax  net 
income  exceeds  $50,000,  whichever  is  the  lesser.” 
(e)  Regulated  Investment  Companies. — Section 
362  (b)  (relating  to  tax  on  regulated  investment  companies) 
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is  hereby  amended  by  striking  out  paragraphs  (3)  and  (4f 
and  inserting  in  lieu  thereof  the  following: 

“( 3)  In  the  case  of  taxable  years  beginning  after 
December  31,  1950,  and  before  April  1,  1951,  and  end¬ 
ing  after  March  31,  1951,  there  shall  be  levied,  collected, 
and  paid  for  each  taxable  year  upon  its  Supplement  Q 
net  income  a  tax  equal  to  26\  per  centum  of  the  amount 
thereof.  In  the  case  of  taxable  years  beginning  after 
March  31,  1951,  and  before  January  1,  1954,  there 
shall  be  levied,  collected,  and  paid  for  each  taxable  year 
upon  its  Supplement  Q  net  income  a  tax  equal  to  27 
per  centum  of  the  amount  thereof.  In  the  case  of  taxable 
years  beginning  after  December  31,  1953,  there  shall 
be  levied,  collected,  and  paid  for  each  taxable  year  upon 
its  Supplement  Q  net  income  a  tax  equal  to  25  per 
centum  of  the  amount  thereof. 

“(4)  In  the  case  of  taxable  years  beginning  after 

December  31,  1950,  and  before  April  1,  1951,  and  end- 

0 

ing  after  March  31,  1951,  there  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon  its  Supple¬ 
ment  Q  surtax  net  income  a  tax  equal  to  24\  per  centum 
of  the  amount  thereof  in  excess  of  $25,000.  In  the  case 
of  taxable  years  beginning  after  March  31,  1951,  and 
before  January  1,  1954,  there  shall  be  levied,  collected. 
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1  and  paid  for  each  taxable  year  upon  its  Supplement 

2  Q  surtax  net  income  a  tax  equal  to  25  per  centum  of  the 

3  amount  thereof  in  excess  of  $25,000.  In  the  case  of 

4  taxable  years  beginning  after  December  31,  1953,  there 

5  shall  be  levied,  collected,  and  paid  for  each  taxable  year 

6  upon  its  Supplement  Q  surtax  net  income  a  tax  equal  to 

1  22  per  centum  of  the  amount  thereof  in  excess  of 

8  $ 25,000 r 

9  (f)  Business  Income  of  Certain  Section  101 

10  Organizations. — Section  421  (a)  (1)  (relating  to  im- 

11  position  of  tax  on  business  income  of  certain  section  101 

12  organizations)  is  hereby  amended  by  inserting  before  the 

13  period  at  the  end  thereof  the  following:  except  that  (A) 

14  in  the  case  of  taxable  years  beginning  before  April  1,  1951, 

15  and  ending  after  March  31,  1951,  the  normal  tax  shall  be 
10  26\  per  centum  of  the  Supplement  U  net  income  and  the 
17  surtax  shall  be  24^  per  centum  of  the  amount  of  the  Sup- 
13  plement  U  net  income  in  excess  of  $25,000,  and  (B)  in  the 

19  case  of  taxable  years  beginning  after  March  31,  1951,  and 

20  before  January  1,  1954,  the  normal  tax  shall  be  27 

21  per  centum  of  the  Supplement  U  net  income  and  the  sur- 

22  tax  shall  be  25  per  centum  of  the  amount  of  the  Supplement 

23  TJ  net  income  in  excess  of  $25,000”. 

24  (g)  Technical  Amendment.— Section  14  (relating  to 
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U 


normal  tax  on  special  classes  of  corporations  in  the  case  of 
taxable  years  beginning  before  July  1,  1950)  is  hereby 
repealed. 

432,  €REP«FS  OF  €QRPORATIONS. 

-{ft)-  Dividends  Deoe-iveo  Credit. — Paragraphs  -{P)- 
and  -{3)-  el  section  Sd  -{b)-  -{relating  te  eredit  for  dividends 
received)-  are  hereby  amended  to  read  as  follows : 

-(D)-  In  general-. — 8S  per  centum  of  the 
as  dividends  -{other  than  dividends 
in  paragraph  -{£)-  on  the  preferred  stoek  of  a  public 
utility)-  from  a  domestic  corporation  which  is  sub-jeet 
to  taxation  under  this  chapter ;  and 

“■  (P)  Certain  preferred  stock. — 64  per 
centum  of  the  amount  received  as  dividends  on  the  pre¬ 
ferred  stock  of  a  public  utility  which  is  subject  to  taxa¬ 
tion  under  this  chapter.- 

-{hj-  Credit  for  Dividends  Paid  on  Certain 
Preferred  Stools — Phe  first  sentence  of  section  SC  -{hf 
-{4-}-  -(relating  to  amount  of  credit  for  dividends  paid  on 
certain  preferred  stock)  ■  is  hereby  amended  to  read  as  follows : 
^In  the  ease  of  a  pubfie  utibtvy  an  amount  eguat  to  P7  per 
of  the  lesser  of  -(Af  the  amount  of  dividends  paid 
the  taxable  year  on  its  preferred  stock  or  -{Bj-  the 
H.  It.  4473 - 4 
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set  income  ler  saeb  taxable  yea?  minus  the  credit 
received  provided  fir  subscetion  -(b)-  ler  saeb 


year 


-(e)-  Western  Hemisphere  Trade  Corror-ations. — 
Scetion  3b  -{4)-  (relating  to  credit  of  a  western  hemisphere 


trade  corporation)-  is  hereby 
“(i)  Western 
4n  the  ease  el  a 
defined  fir  section  TQb)^  an 

pf  i£a  it rwrn o  1— fin ~v  nol  i n emu p 
tTT  ITtJ  11U1  Illcll  lilA:  lit"  D  ITT  Ctrl  11  \A 

eredit  provided  fir  tbis  subseetien.” 


to  read  as 
-Trade  Corrqrations. — 
trade  eorporatien  -(as 
equal  to  3T  per  centum 
without  regard  te  the 


SEC.  122.  CREDITS  OF  CORPORATIONS. 


(a)  Dividends  Deceived  Credit. — Paragraphs 
(1)  and  (2)  of  section  26  (h)  (relating  to  credit  for  divi¬ 
dends  received)  are  lierebg  amended  to  read  as  follows: 

“(1)  In  general. — 85  per  centum  of  the  amount 
received  as  dividends  (other  than  dividends  described 
in  paragraph  (2)  on  the  preferred  stock  of  a  public 
utility )  from  a  domestic  corporation  which  is  subject  to 
taxation  under  this  chapter. 

“(2)  Certain  preferred  stock. — 

“(A)  Calendar  Year  1951. — In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951,  and 
ending  on  December  31,  1951,  61  per  centum  of  the 
amount  received  as  dividends  on  the  preferred  stock 
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of  a  public  utility  which  is  subject  to  taxation  under 
this  chapter  and  with  respect  to  which  the  credit 
provided  in  section  26  (h)  for  dividends  paid  is 
allowable. 

“(B)  Taxable  Years  Beginning  After  March 
31,  1951,  and  Before  January  1,  1954. — In  the 
case  of  taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954,  62  per 
centum  of  the  amount  received  as  dividends  on  the 
preferred  stock  of  a  public  utility  which  is  subject 
to  taxation  under  this  chapter  and  with  respect  to 
which  the  credit  provided  in  section  26  (h)  for 
dividends  paid  is  allowable. 

“(G)  Taxable  Years  Beginning  After  December 
31,  1953. — In  the  case  of  taxable  years  beginning 
after  December  31,  1953,  59  per  centum  of  the 
amount  received,  as  dividends  on  the  preferred  stock 
of  a  public  utility  which  is  subject  to  taxation  under 
this  chapter  and  with  respect  to  which  the  credit 
provided  in  section  26  (h)  for  dividends  paid  is 
allowable!  ’ 

(b)  Credit  for  Dividends  Paid  on  Certain 
Preferred  Stock. — The  first  sentence  of  section  26  (h) 
(1)  ( relating  to  amount  of  credit  for  dividends  paid  on 
certain  preferred  stock)  is  hereby  amended  to  read  as  follows: 
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“In  the  case  of  a  public  utility,  (A )  for  a  taxable  year 
beyinning  on  January  1,  1951,  and  ending  on  De¬ 
cember  31,  1951,  an  amount  equal  to  28  per  centum 
of  the  lesser  of  (i)  the  amount  of  dividends  paid  dur¬ 
ing  the  taxable  year  on  its  preferred  stock  or  ( ii )  the 
adjusted  net  income  for  such  taxable  year  minus  the  credit 
for  dividends  received  provided  in  subsection  (b)  for  such 
year,  (B)  for  a  taxable  year  beginning  after  March  31. 
1951,  and  before  January  1,  1954,  an  amount  equal  to 
27  per  centum  of  the  lesser  of  (i)  the  amount  of  dividends 
paid  during  the  taxable  year  on  its  preferred  stock  or  (ii) 
the  adjusted  net  income  for  such  taxable  year  minus  the 
credit  for  dividends  received  provided  in  subsection  (b) 
for  such  year,  and  ( C )  for  a  taxable  year  beginning  after 
December  31,  1953,  an  amount  equal  to  30  per  centum 
of  the  lower  of  (i )  the  amount  of  dividends  paid  during 
the  taxable  year  on  its  preferred  stock  or  (ii)  the  adjusted 
net  income  for  such  taxable  year  minus  the  credit  for 
dividends  received  provided  in  subsection  (b)  for  such  year.” 

(c)  Western  Hemisphere  Trade  Corporations. — 
Section  26  (i)  (relating  to  credit  of  a  western  hemisphere 
trade  corporation)  is  hereby  amended  to  read  as  follows: 

“( i)  Western  Hemisphere  Trade  Corporations  — 
In  the  case  of  a  western  hemisphere  trade  corporation  (as 
defined  in  section  109) — 
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1  “(1)  Calendar  Year  1951. — In  the  case  of  a 

2  taxable  year  beginning  on  January  1,  1951,  and  end- 

3  ing  on  December  31,  1951,  an  amount  equal  to  27 \ 

4  per  centum  of  its  normal-tax  net  income  computed 

5  without  regard  to  the  credit  provided  in  this  subsection. 

0  “(2)  Taxable  years  beginning  after  march 

7  31,  1951,  AND  BEFORE  JANUARY  1,  1951>. — In  the  case  of 

8  a  taxable  year  beginning  after  March  31,  1951,  and 

9  before  January  1,  1954,  an  amount  equal  to  27  per 

10  centum  of  its  normal-tax  net  income  computed  without 

11  regard  to  the  credit  provided  in  this  subsection. 

12  “(3)  Taxable  years  beginning  after  decem- 
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ber  31,  1953. — In  the  case  of  a  taxable  year  beginning 
after  December  31,  1953,  an  amount  equal  to  30  per 
centum  of  its  normal-tax  net  income  computed  without 
regard  to  the  credit  provided  in  this  subsection 

SE©  m,  SURTAX  EXEMPTIONS  AN©  CERTAIN  CREDITS 
OE  RELATED  CORPORATIONS, 

-faf  Limitation  -on  -Surtax  OIx-em-ptiox  -in  the 
Case-  oe  Related  Corporations. — Section  SO  (relating 
te  credits  el  eerporations)-  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  sab  section: 

Surtax  Exemption. — 


24 


“  (4-f  In  general-. — Execpt  m  the  ease  of  a  cor- 
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p  oration  to  which  paragraph  is  applicable  for  the 
year-,  a  surtax  exemption  of  $25,000? 

■“  (-2-)-  Related  cobbobati-onS: — 4n  the  ease  of  a 
on  December  £4-  of  any  year  is  a 
of  a  controlled  group  as  defined  ie  paragraph 
■  (-3-)-,-  a  surtax  exemption,  for  the  taxable  year  whieh 
includes  sueb  date,  in  art  amount  equal  to  $25,000 
divided  by  the  number  of  corporations  in  sueb  group  at 
the  dose  of  sueb  date.  4ft  heft  of  sueb  exemption,-  a 
surtax  exemption  of  $25,000  for  the  controlled  group 
may  be  divided  -fin  any  -manner)-  by  the  corporations 
which  at  the  close  of  sueb  date  are  members  of  sueb 
group  by  making  and  thing  with  the  Secretary  a  consent 
setting  forth  the  portion  of  the  $2-5,000  which  wdh 
be  taken  by  each  member  as  its  surtax  exemption  for 
its  tax. able  year  -which  includes  sueb  date.-  4be  consent 
shah  be  made  and  bled  at  sueb  time  and  in  sueb  manner 
as  the  Secretary  by  regulations  may  prescribe^  4f  a 
member  of  a  controlled  group  has  a  taxable  year  -w-bieb 
does  not  include  Beeember  34-y  the  surtax  exemption  for 
sueb  member  for  such  taxable  year  shall  be  an  amount 
equal  to  $25,000  divided  by  the  number  of  corporations 
in  sueb  group  at  the  close  of  sueb  taxable  year. 

Definition  of  contbolled  gboef: — Dor 
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ike  purposes  el  paragraph  f2f;  ^controlled  groups 


means: 


U 


u 


(A-)’  Any  group  of  one  or  mere  ekains  el 

pavuavo  hi  mi  o  n  rii~>  n  o  o  f  a  /I  f  1  i  vaii  'tIi  axtti~>av^]a~a  tvti  fli  o 

lUi  t/U  L  l 1 1  ItjTio  tlU 11 1 1  tUtU  vi  rtrrt'  U  1 1  tl  \\  1  tv  J  rviilr/  At  It  11  tt 

cemmen  parent  corporation  il — 

-(if  sleek  possessing  at  least  9#  per 
el  the  -voting  power  el  all  classes  el 
sleek  el  each  el  the  eerperatiens  -{-except  Ike 
eentmon  parent  corporation)  is  owned  directly 
ky  one  or  mere  el  Ike  ether  eerperatiens ;  and 

fl  i  VAfitl  TT  etAoIr  T~>A^QACtOnifll>  Q  1  A  O  C*  I  O  ^  r\Ay  tlllTl 

Till  11  tl  V  ottTUK  J J Uool ooll  1  cl  t  lL'clo  t  4/ 1/  jJUl  UL11 LL1111 

/yf  f  1 1  /~v  ttaIi  -yi  a»  TtAtTTAV  /  k  i.  pll  /.  1  n  cj  /a  q  r\  f  of  A  A*lr  A^  f 
XTt  tiTu  \  1/ 1 1 1 1  li  I1U  \  >  t  r  v7x  cl  11  tUtooto  tlX  o  lUL/It  Ur  ttt 

least  one  el  the  ether  eerporatiensy  excluding; 
in  eemputing  snek  veting  pewer,  sleek  held  ky 
seek  etker.  eerperatiens.- 

-“-(B)  Any  group  el  two  er  more  corporations 
il  at  least  95  per  centum  el  the  veting  power  el  all 
elasses  el  sleek  el  eaek  el  the  eerperatiens  is  owned; 
direetly  er  indirectly;  ky  er  ler  one  individual;  er  is 
owned;  directly  er  indirectly;  ky  er  ler  net  more 
than  kve  individuals  eaek  el  whom  owns  substan 


tiaky  Ike  same 
any  one  el  snek 


el  the  veting  power  in 
as  he  owns  in  each  el 
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f  n  a  a|  n  pt* 
1 1 1 U  U  tllL  r 


Iiav  f  -nn  vT> aI  fli  i  q 

57  I  vr  IxlU  iJUI  l7Uhv  o  \7T  tlllo 


^  \  o  i~>  1 11  /)  1  /!  1 1  Q  1  gll  Q_1 1  1  \ /A  AAll  PI  rl  AVOrl  fig 

\±f  ttrt  11  Ittl^ltt IL tti  OTTcTll  T7t7  t7t7lloll_tL  1  IU  tto 

owning  substantially  tbe  same  proportion  el  the 
voting  power  in  any  two  corporations  ifj  and 
only  ilj  bo  could  own  tbe  sumo  proportion  ol  tbo 
voting  power  in  caeb  by  increasing  by  not  more 
titan  40  per  ccntmn  bis  voting  power  in  one  ol 
tbe  corporations  and  deereasing  by  not  more 

4 1-i oy>  ~j  A  -nAy  /-ton fn -m  Inc?  iTAfni n*  tiawav  in  tliA 

til  11 11  xv7  IJUl  vJv'll  llllll  Tito  *  U  l  111 iU  \  V  1  111  lllU 

^^-(nf  stoeb  owned;  directly  or  indirectly, 
by  or  lor  a  corporation,  partnership,  estate; 
or  trust;  shall  be  considered  as  being  owned 
proportionately  by  or  lor  its  shareholders,  part¬ 
ners;  or  beneficiaries ; 

•^hi)-  an  individual  shad  be  considered  as 

by  or  lor  bis  spouse  j 

u-fiv)-  il  an  individual  owns  more  than  bO 
per  centum  ol  tbe  voting  power  in  any  corpora- 
tien  -(including  tbe  voting  power  ol  tbe  stoeb 
owned  by  him  upon  tbe  application  ol  clauses 
-{4i}-  and  -(iil)-)^  sueb  individual  shall  be  een- 
as  owning  tbe  stock  owned  in  such  eor- 
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poration7  directly  or  indirectly,  ky  or  for  kis 
ancestors  and  lineal  descendants; 

“-(v)  stock  constructively  owned  ky  a  per¬ 
son  ky  reason  of  Ike  application  ol  clause  -{nf 
shall,  for  tkc  purpose  of  applying  danse  -fii)- 
-(h l)-7  or  (iv)  ■,■  kc  treated  as  actually  owned  ky 
suck  person^  but  steek  constructively  owned  ky 

n  tv  l  li  rl  i  rl  n  <n  1  lnT  von  oaii  of  f|i  a  n  nij  n  oo  f  i  on  of 
ttTT  11  Rli  V  ittttMl  T7T  1  trr  trrrt7  Ut/i/lltJtt  11U1I  tTx 

clause  -(in)-  or  -(krf  skak  not  ke  treated  as 
owned  ky  him  for  tke  purpose  of  applying 
eitker  suek  clause  in  order  to  make  another  tke 
constmctivc  owner  of  suek  stocky  and 

^^-(vi)  if  stoek  may  ke  treated  as  construc¬ 
tively  owned  ky  two  or  more  individualsy  snek 
stock  skafb  in  any  computation  to  determine 
tke  proportionate  anting  power  of  suek  individ¬ 
uals,  ke  treated  m  suek  computation  as  construe  ■ 
tivdy  owned  ky  tke  individual  wkose  construc¬ 
tive  ownership  of  suek  stoek  results  in  tke 


corporation  keing  a 


of  a 


group-.- 

If  a  group  of  corporations  described  in  subparagraph 
-(44)-  includes  a  common  parent  corporation  ineluded  in 
a  group  described  m  subparagraph  (A) ,  then  eaek 
member  of  tke  group  described  in  subparagraph  (A-)-  of 
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which  the  common  parent  corporation  is  a  member  shah 
he  a  member  ef  the  group  described  m  subparagraph 
-(B)- t  Bor  the  purpescs  ef  this  paragraph  treasury 
stock  shah  set  he  cousidered  te  be  voting  stock/’  • 

-Section  404  -(g)-  -fre- 


-(b)-  iNstt-RAXEE-  Companies  .- 
latiug  te  credits  under  section  40 
panics)  and  seetien  404  -(f)- 
tien  40  allowed  te  insurance 
mutual)-  are  each  amended  by 
new  sentences 


hie  insurance  eem- 
te  credits  under  see- 
ether  than  life  er 

O  4  tne  ei")  r\  f  n  OVeAT 
it  t  TiiU  v  1 1  14  T7 1 1  v "  1  vJ  Ul 

the  surtax  hn- 


pesed  by  this  section,  in  the  manner  provided  in 
45  -(h) 7  the  surtax-  exemption  provided  in  seetien  40  -(j)- 

o1-lflll  Up  nllnworl  ” 

ollclll  U U  illlU  VV  ULL . 

-(e)-  Mi-nevlem  E-xoess  -Pro-fi-ts  Ebedi-t. — The  last 
sentence  ef  section  434  .-(relating  te  definition  ef  adjusted 
excess  profits  net  income)-  is  hereby  amended  te  read  as 
follows :  ^4f  sueh  sum  is  less  than  its  surtax  exemption 
provided  in  section  40  -{fj-  for  the  taxable  year,-  sueh  sum 
shall  he  increased  te  the  amount  ef  its  surtax  exemption 
for  sueh  year-/’ 

SEG,  124  GOMPUTAT-ION  04  ALTERNATIVE  GAPITAL  GAINS 
tan 

XTI7Y7 

-(a)-  Alternative  Tax. — Section  444  -(e)-  -(4)-  -(relat 

is  hereby  amended 


mg  te  alternative  tax  on 
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and  inserting  in  lieu 


by  striking  out  the  seeend 
thereof  the  following : 

■“  (A)  A  partial  tax  shah  hrst  he 
upon  the  net  income  redueed  by  the  amount  of 
seeh  cxecss,-  at  the  rates  anh  in  the  manner  as  if 
this  subscetion  hah  net  he  enacted.- 

hbere  shah  then  he  ascertained  an 
amount  equal  to  95  per  eentum  of  such  excess? 
4n  the  ease  of  taxable  years  to  wbieb  the  defense 
tax  provided  in  seetion  4h  -{ef  is  applicable,  sueh 
amount  shall  he  increased  by  the  percentage  speci  ■ 

i  n  cm  cmr*  hi  A~n 

1 1  L"  LL  111  o  11  LI  I  u L  V  1 1  1 1  • 


U 


{Of-  Ehe  total  tax  shah  he  the  partial  tax 


under  * 

o n m l  f m  1 1 1~>  ( 1  / c 
L" b'l  1 1  J J  LL  l' L  v l  TTTTtrtv  Jt”  k. 


the  amount 


-fbf  Effective  D-a-te. — Ehe  amendment  made  by  suh- 
seetion  -faf  shall  he  applicable  only  with  respect  to  taxable 
years  ending  after  August  AE  4951 

SEC.  123.  FILING  OF  CORPORATION  RETURNS  FOR  TAXABLE 
YEARS  ENDING  AFTER  MARCH  31,  1951,  AND  BE¬ 
FORE  OCTOBER  1,  1951. 


In  the  case  of  a  corporation  subject  to  a  tax  imposed 
by  chapter  1  of  the  Internal  Bevenue  Code  for  a  taxable 
year  ending  after  March  31,  1951,  but  prior  to  October  1, 
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1951,  such  corporation  shall  after  the  date  of  the  enactment 
of  this  Act  and  on  or  before  January  15,  1952,  make  a 
return  for  such  taxable  year  with  respect  to  the  tax  imposed, 
by  chapter  1  of  the  Internal  Revenue  Code  for  such  taxable 
year.  The  return  required  by  this  section  for  such  taxable 
year  shall  constitute  the  return  for  such  taxable  i/ear  for  all 
purposes  of  the  Internal  Revenue  Code;  and  no  return  for 
such  taxable  year,  with  respect  to  any  tax  imposed  by  chapter 
1  of  such  code,  filed  on  or  before  the  date  of  the  enactment 
of  this  Act  shall  be  considered  for  any  of  such  purposes  as 
a  return  for  such  year.  The  taxes  imposed  by  chapter  1 
of  such  code  ( determined  with  the  amendments  made  by  this 
Act )  for  such  taxable  year  shall  be  paid  on  January  15, 

1952,  in  lieu  of  the  time  prescribed  in  section  56  (a)  of 
such  code.  All  payments  with  respect  to  any  tax  for  such 
taxable  year  imposed  by  chapter  1  of  such  code  under  the  law 
in  effect  prior  to  the  enactment  of  this  Act,  to  the  extent 
that,  such  payments  have  not  been  credited  or  refunded, 
shall  be  deemed  payments  made  at  the  time  of  the  filing  of 
the  return  required  by  this  section  on  account  of  the  tax 
for  such  taxable  year  under  chapter  1  determined  with  the 
amendments  made  by  this  Act. 


SEC,  135,  EFFECTIVE  PATE, 


as  pgevittea  »  s 
by  Ibis  part  shad  be 


4^4-j  4be  amendments  made 
only  wbb  eespeet  to  taxable 
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years  beginning  after  -December  34^  4950.  4fer  treatment  ef 
taxable  years  beginning  in  4-930  and  ending  in  4951 7  see  part 

TTT  fJ  fl-iir.  0+1  p 

I  ll  tJx  Till >3  TTTTT3 . 


SEC.  124.  EFFECTIVE  DATE. 

The  amendments  made  by  this  part  shall  be  applicable 
only  with  respect  to  taxable  years  beginning  after  March 
31,  1951,  and  to  taxable  years  beginning  on  January  1, 
1951,  and  ending  on  December  31,  1951,  except  that  the 
amendments  made  to  sections  207,  362,  and  421  of  the  In¬ 
ternal  Revenue  Code  shall  be  applicable  to  taxable  years 
beginning  after  December  31,  1950,  and  ending  after  March 
31,  1951.  In  the  case  of  an  insurance  company  subject 
to  the  tax  imposed  by  section  207,  the  provisions  of  section 
26  (b)  of  such  code  applicable  to  the  calendar  year  1951 
shall  be  applicable  to  a  taxable  year  beginning  after  December 
31,  1950  and  before  April  1,  1951  and  ending  after  March 
31,  1951.  For  treatment  of  taxable  years  (oilier  than  the 
calendar  year  1951 )  beginning  before  April  1,  1951,  and 
ending  after  March  31,  1951,  see  section  131. 

PART  III— FISCAL  YEAR  TAXPAYERS 
SEC.  131.  FISCAL  YEAR  TAXPAYERS. 


-fn)-  ArMEXD^fEXT  op  Section  40& — Seetien  40S  is 
hereby  amended  by  striking  ent  paragraph  -(3-)-  el  snb- 
-(f)-  and  inserting  in  hen  thereof  the 


■“-(-2-)-  that  portion  of  a  tentative  tax  consisting  of 
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<f-fA)  A  tentative  normal  tax  el  25  per  centum 
el  the  norma-l-tax  net  income,-  plus 

^^-(44)-  a  tentative  surtax  el  SO  pee  eentem  el 
the  surtax  net  income  in  excess  el  $25,000, 
which  the  number  el  days  in  sued  taxable  year  alter 
June  JOy  1950,  and  belere  Jnnuary-  4y  4-954-j  bears  to 
tbe  total  number  el  days  in  sued  taxable  yearj  plus  -(d 
tire  taxable  year  ends  in  1954) 

-(3)  that  portion  el  a  tentative  tax  consisting  el — 
“-(■A)  a  tentative  normal  tax  el  00  per  centum 
el  tbe  normal  tax  net  income,  plus 


£i{34)-  a  tentative  surtax  el  20  per  centum  el 
tbe  surtax  net  income  in  exeess  el  $25,000, 

tbe  number  el  days  in  sueb  taxable  year  alter 
047  4950j  bears  to  tbe  total  number  el  days 
in  sueb  taxable  year? 

4n  computing  ler  tbe  purposes  el  paragraph  -(2)-  tbe  normal- 
tax  net  ineoine  and  tbe  corporation  surtax  net  income?  tbe 
credits  provided  in  section  26  applicable  to  taxable  years 
beginning  on  July  4j  4O50y  shall  be  allowed  in  tbe  manner 
and  to  tbe  extent  provided  in  sections  40  and  45 
applicable  to  years  beginning  on  sueb  date,  except  that 
sueb  credits  shall  be  applied  without  regard  to  tbe  amend¬ 
ments  made  to  section  26  by  title  44  ol  tbe  Excess  Profits 
Eax  Act  ol  49-50:  4n  computing  lor  tbe  purposes  ol  para- 
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graph  -f3^-  the  normal-tax  net  income  and  the 
surtax  net  income,  the  credits  provided  in  section  56  appli¬ 
cable  to  taxable  years  beginning  on  January  4y  -195-1-,  shall 
be  allowed  in  the  manner  and  to  the  extent  provided  in  sec¬ 
tions  45  and  4b  applicable  to  years  beginning  on  such  date^ 
^^-fgf  Taxable  Years  op  Corporations  Beginning 
-After  June  59y  1950,  an©  -Before  4954y  an© 
in  19-51. — In  the  ease  of  a  taxable  year  el  a 
beginning  alter  June  50y  1950y  and  before  January  4y  1951y 
and  ending  after  December  54y  4950y  the  tax  imposed  by 
sections  45  and  45  shah  be  an  amount  efpial  to  the  sum  of — 
“-(4)  that  portion  of  a  tentative  taxy  computed 
under  the  provisions  of  sections  45  and  45  applicable 
to  sneb  taxable  year,-  which  the  number  of  days  in  sueh 
taxable  year  prior  to  January  4y  1951,  bears  to  the 
total  number  of  days  m  sueh  taxable  year,  plus 

-■(2-)-  that  portion  of  a  tentative  taxy  computed 
under  the  provisions  of  sections  45  and  45  applicable  to 
years  beginning  on  January  4y  -1951-  as  if  sneb  pro¬ 
visions  -were  applicable  to  sueh  taxable  yeary  which  the 
number  of  days  in  sneb  taxable  year  after  December 
54y  4950,-  bears  to  the  total  number  of  days  in  sueh 
taxable  year.-  Dor  the  purposes  of  this  paragraph  a 
surtax  exemption  of  $55,000  shall  be  allowed  in  lieu 
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i{b)-  Certain  Taxable  Years  of  Individuals 
Beginning-  Before  September  4y  1951,  and  Ending 
After  August-  Bly  1951- — In  the  ease  el  a  taxable  year 
(other  than  one  beginning-  on  January  I7  1951,  art!  ending 
on  December  3I7  1951)-  el  a  -taxpayer?  other  than  a  eorpera- 
tien7  beginning  helere  September  I7  1951-  and  ending  alter 
August  34-y  l-hhE  the  tax  hnpesed  by  sections  U  and  14b 
section  IOO7  or  section  421  -fa}-  (2)  7  shall  he  an  amount 
etgud  to  the  sum  ol — 


U 


-(4)-  that  portion  ol  a  tentative  taxj  computed 
under  the  provisions  ol  scetions  41  and  44b  or  section 
4907  applicable  to  taxable  years  beginning  on  October  I7 

ol  calendar  months  in  sueh 
er  I7  I95I7  hears  to  the 
in  sueh  taxable  year? 


1  Q  1 1  pin  ill  p 

JL  iJ  c? \J  y  VVllUJJJL  trrl“ 

■taxable  year  prior  to 

IaIoI  11 11  mllCl  r\f 

ttJtllt  TllLlllUUr  V7T 

plus 

“  (  2  )-  that  portion  ol  a 
under  the  provisions  ol 

,  I  00  o  mil  1  o  111  o  l/x  w 
T  v  vy  it  IJ  IJ IxL  cl  fj I C  L U  )  v 

1951,  as  il  sueh 
to  hea  d  ol 


taxj 

1  1  oiiil  1  O  oorJiAii 

1  1  ttTTtt  1 +-J  }  UT  OGUtiuT 

ing  on  September  I7 
than  the  provisions 
were  applicable  to  such 


taxable  year,  vrhieh  the  number  ol  calendar  months 
in  sueh  taxable  year  alter  August  H7  1951,  hears  to 
the  total  number  ol  calendar  months  in  sueh  taxable 


year. 
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4dr  ike  purposes  of  this  subsection,  a  calendar  month  only 
port  of  -which  faffs  within  Ike  taxable  year  -fA}-  skafi  ke 
disregarded  if  less  than  45  days  of  sack  month  are  included 
in  suck  taxable  year?  and  -{©f  shall  ke  included  as  a  calendar 
month  within  the  taxable  year  if  more  than  44  days  of  sack 

net  apply  in  the  ease  of  a  trust  described  in  section  424 
-(h)-  -{2-)-  if  the  taxable  year  of  sack  trust  began  before 
January  4y  19514’ 

(a)  Amendment  of  Section  108 . — Section  108  is 
hereby  amended  by  striking  out  paragraph  (2)  of  subsec¬ 
tion  (f)  and  inserting  in  lieu  thereof  the  following: 

“(2)  that  portion  of  a  tentative  tax  consisting  of — 
“(A)  a  tentative  normal  tax  of  25  per  centum 
of  the  normal-tax  net  income,  plus 

“(B)  a  tentative  surtax  of  20  per  centum  of 
the  surtax  net  income  in  excess  of  $ 25,000 , 
which  the  number  of  days  in  such  taxable  year  after 
June  30,  1950,  and  before  April  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus  (if  the 
taxable  year  ends  after  March  31, 1951 ) 

“(3)  that  portion  of  a  tentative  tax  consisting  of — 
“(A)  a  tentative  normal  tax  of  27  per  centum 
of  the  normal-tax  net  income,  plus 
H.  R.  4473 - 5 
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“(B)  a  tentative  surtax  of  23  per  centum  of 
the  surtax  net  income  in  excess  of  $ 25,000 , 
which  the  number  of  days  in  such  taxable  year  after 
March  31,  1951,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

In  computing  for  the  purposes  of  paragraph  (2)  the  normal- 
tax  net  income  and  the  corporation  surtax  net  income,  the 
credits  provided  in  section  26  applicable  to  taxable  years 
beginning  on  July  1,  1950,  shall  be  allowed  in  the  manner 
and  to  the  extent  provided  in  sections  13  and  15 
applicable  to  years  beginning  on  such  date,  except  that 
such  credits  shall  be  applied  ivithout  regard  to  the  amend¬ 
ments  made  to  section  26  by  title  II  of  the  Excess  Profits 
Tax  Act  of  1950.  In  computing  for  the  purposes  of  para¬ 
graph  (3)  the  normal-tax  net  income  and  the  corporation 
surtax  net  income,  the  credits  provided  in  section  26  appli¬ 
cable  to  taxable  years  beginning  on  April  1,  1951,  shall 
be  allowed  in  the  manner  and  to  the  extent  provided  in  sec¬ 
tions  13  and  15  applicable  to  years  beginning  on  such  date. 

“(g)  Certain  Taxable  Years  of  Corporations 
Beginning  After  June  30, 1950,  and  Before  April  1, 
1951. — In  the  case  of  a  taxable  year  (other  than  one  be¬ 
ginning  on  January  1,  1951,  and  ending  on  December  31, 
1951 )  of  a  corporation  beginning  after  June  30,  1950,  and 
before  April  1,  1951,  and  ending  after  March  31,  1951,  the 
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tax  imposed  by  sections  13  and  15  shall  be  an  amount  equal 
to  the  sum  of — 

“( 1)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable 
to  such  taxable  year,  which  the  number  of  days  in  such 
taxable  year  prior  to  April  1,  1951,  bears  to  the 
total  number  of  days  in  such  taxable  year,  plus 

“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  13  and  15  applicable  to 
years  beyinning  on  April  1,  1951,  as  if  such  pro¬ 
visions  were  applicable  to  such  taxable  year,  which  the 
number  of  days  in  such  taxable  year  after  March 
31,  1951,  bears  to  the  total  number  of  days  in  such 
taxable  year. 

“(h)  Certain  Taxable  Years  of  Individuals 
Beginning  Before  November  1,  1951,  and  Ending 
After  October  31,  1951. — In  the  case  of  a  taxable  year 
(other  than  one  beginning  on  January  1,  1951,  and  ending 
on  December  31,  1951 )  of  a  taxpayer,  other  than  a  corpora¬ 
tion,  beginning  before  November  1,  1951,  and  ending  after 
October  31,  1951,  the  tax  imposed  by  sections  11  and  12, 
section  400,  or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“( 1)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  section 
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400,  or  section  421  (a)  (2),  applicable  to  such  year, 
which  the  number  of  calendar  months  in  such  taxable 
year  prior  to  November  1,  1951,  bears  to  the  total 
number  of  calendar  months  in  such  taxable  year,  plus 
“(2)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  sections  11  and  12,  section  400, 
or  section  421  (a)  (2),  applicable  to  years  beyinning  on 
November  1,  1951,  as  if  such  provisions  (other  than  the 
provisions  relating  to  head  of  household )  were  applicable 
to  such  taxable  year,  which  the  number  of  calendar 
months  in  such  taxable  year  after  October  31,  1951, 
bears  to  the  total  number  of  calendar  months  in  such 
taxable  year. 

This  subsection  shall  not  apply  in  the  case  of  a  trust  de¬ 
scribed  in  section  421  (b)  (2)  if  the  taxable  year  of  such 
trust  began  before  January  1,  1951. 

“(i)  Definition  of  Calendar  Month. — For  the 
purposes  of  this  section,  a  calendar  month  only  part  of 
which  falls  within  a  taxable  year  (1)  shall  be  disregarded 
if  less  than  15  days  of  such  month  are  included  in  such 
taxable  year,  and  (2)  shall  be  included  as  a  calendar  month 
within  the  taxable  year  if  more  than  14  days  of  such  month 
fall  within  the  taxable  year. 

“(j)  Taxable  Years  of  Individuals  Beginning 
in  1953  and  Ending  in  1954. — In  the  case  of  a  taxable 
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year  of  a  taxpayer,  other  than  a  corporation,  beginning 
before  January  1,  1954,  and  ending  after  December  31, 
1953,  the  tax  imposed  by  sections  11  and  12,  section  400, 
or  section  421  (a)  (2),  shall  be  an  amount  equal  to  the 
sum  of — 

“(1)  that  portion  of  a  tentative  tax,  computed  un¬ 
der  the  provisions  of  sections  11  and  12,  section  400,  or 
section  421  (a)  (2),  applicable  to  years  beginning  ori 
January  1,  1953,  which  the  number  of  calendar  months 
in  such  taxable  year  prior  to  January  1,  1954,  bears 
to  the  total  number  of  calendar  months  in  such  taxable 

f  *  f 

year,  plus 

“(2)  that  portion  of  a  tentative  tax,  computed  un¬ 
der  the  provisions  of  sections  11  and  12,  section  400, 
or  section  421  (a)  (2),  applicable  to  years  beginning 
on  January  1,  1954,  as  if  such  provisions  were  appli¬ 
cable  to  such  taxable  year,  which  the  number  of  calendar 
months  in  such  taxable  year  after  December  31,  1953, 
bears  to  the  total  number  of  calendar  months  in  such 
taxable  year. 

_  .  ^  *  <  / 

“(k)  Taxable  Years  of  Corporations  Begin¬ 
ning  in  1953  and  Ending  in  1954. — In  the  case  of  a  tax¬ 
able  year  of  a  corporation  beginning  before  January  1,  1954, 
and  ending  after  December  31,  1953,  the  tax  imposed  by 
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sections  13  and  15,  or  section  421  (a)  (1) ,  shall  he  an 
amount  equal  to  the  sum  of — 

“(1)  that  portion  of  a  tentative  tax,  computed  under 
the  provisions  of  sections  13  and  15,  or  section  421  ( a) 
(1 ),  applicable  to  years  beginning  on  January  1,  1953, 
which  the  number  of  days  in  such  taxable  year  prior  to 
January  1,  1954,  bears  to  the  total  number  of  days  in 
such  taxable  year,  plus 

“(2)  that  portion  of  a  tentative  tax,  computed  under 
the  provisions  of  sections  13  and  15,  or  section  421  ( a) 
(1),  applicable  to  years  beginning  on  January  1,  1954 , 
as  if  such  provisions  were  applicable  to  such  taxable  year , 
which  the  number  of  days  in  such  taxable  year  after 
December  31,  1953,  bears  to  the  total  number  of  days 
in  such  taxable  year.” 

(b)  Computation  of  Excess  Profits  Tax. — Sub¬ 
section  (b)  of  section  430  (relating  to  computation  of  ex¬ 
cess  profits  tax  in  the  case  of  certain  taxable  years)  is  hereby 
amended  to  read  as  follows : 

“(b)  Certain  Taxable  Years  Beginning  Before 
1951.— 

“  ( 1 )  Taxable  years  ending  before  January 
April  l,  19  51 . — In  the  case  of  a  taxable  year  beginning 
before  July  1,  1950,  and  ending  after  June  30,  1950, 
and  before  January  April  1,  1951,  the  tax  imposed  by 
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subsection  (a)  shall  be  an  amount  equal  to  that  portion 
of  a  tentative  tax,  computed  under  the  provisions  of 
subsection  (a)  applicable  to  taxable  years  ending  on 
December  31,  1950,  which  the  number  of  days  in  such 
taxable  year  after  June  30,  1950,  bears  to  the  total 
number  of  days  in  such  taxable  year. 

“  (2)  Taxable  years  ending  after,  December 
-8-L7  1950  march  81,  1951. — In  the  case  of  a  taxable  year 

ry  4-r  1-9-54-,  and  ending  after 
r  34-7  4-930  (other  than  a  taxable  year  bey  in¬ 
ning  on  January  1,  1951,  and  ending  on  December  31, 
1951 )  beginning  before  April  1,  1951,  and  ending  after 


March  31,  1951,  the  tax  imposed  by  subsection  (a) 
shall  be  an  amount  equal  to  the  sum  of — 

“(A)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  subsection  (a)  ap¬ 
plicable  to  taxable  years  ending  on  December  31, 

1950,  which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  January 
April  1,  1951,  bears  to  the  total  number  of  days 
in  such  taxable  year,  plus 

“(B)  that  portion  of  a  tentative  tax,  computed 
under  the  provisions  of  subsection  (a)  applicable 
to  taxable  years  beginning  on  January  April  1, 

1951,  which  the  number  of  days  in  such  taxable 
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year  after  December  2A-,  -1950  March  31,  1951, 
bears  to  the  total  number  of  days  in  such  taxable 
year.” 

(c)  Technical  Amendments.— 

(1)  Section  108  (e)  (2)  is  hereby  amended  by 
inserting  after  “section  400,”  the  following:  “applica¬ 
ble  to  years  beginning  on  October  1,  1950,”. 

(2)  Section  108  (g)  is  hereby  amended  by  strik¬ 
ing  out  “(g)”  and  inserting  in  lieu  thereof  “-(4)-  (l)” 

TITLE  II— WITHHOLDING  OF  TAX  AT  SOURCE 


PART  I  WITHHOLDING  OR  TAX  AT  SOURCE  OX 
DIVIDENDS,  INTEREST,  AND  ROYALTIES 
SE4  204,  COLLECTION  OE  INCOME  TAX  AT  SOURCE  ON 


DIVIDENDS, 

i-i tin  It  aI  ±La 
LltiU  17  ttr  trrltl 


h  and  royalties. 

Revenue  Code  is 


amended  by  inserting  before  chapter  7-  the  following  new 
chapter : 

CHARTER  6— COLLECTION  OE  INCOME  TAX  AT 
SOURCE  ON  DIVIDENDS,  INTEREST,  AND  ROY¬ 
ALTIES 


A — Dividends  and  Interest 


-SEC,  4300,  DEFINITIONS. 

AAs  used  in  this  chapter — 

-Afa)  Dividend. — The  term  bh-vidend’  means 
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^"1' )  Oll  V  t l’i'btt t i 0 1 1  ft  eorperation  which  is  ft 

at  as  defined  hi  section  44-5  -(ft}-;-  and 
■“  (2)-  a  payment  made  hy  a  stockbroker  te  any  pp- 
sen  as  a  substitute  for  a  dividend  -(as  defined  in  see-hen 
445  (a) )  upon  -which  a  las  is  required  te  he  deducted 
and  withheld  under  this 


U 


e¥  » 


-“(-]>)-  Interest — 4be  term  -‘interest’  means 
-f-4}-  interest  en  ah 
er  ether  evi 
any  eerporatietp  with 
form ; 

“-{Of  interest  en 
under  an 

and 


U 


with 


held  hy  an  insurance 
te  pay  interest  thereon ; 


U 


-(4)-  interest  en  the  everpayment  ef  any  internal 
tasj  exeept  income  er  cxeess  prefits  taxes  hn- 
upen 


^SEC,  420E  INCOME  TAX 


AT  SOURCE, 


--{a}-  Requirement  of  Wmine-BDi-see — Every  per¬ 
son  making  payment  after  Ec comber  34y  1054,-  ef  a  dividend 
er  interest  shah  deduct  and  withheld  upon  sueh  dividend  er 
interest  a  -tax  equal  te  20  per  eon  turn  ef  the  amount  thereeh 
4f  the  withholding  agent  is  unable  te  determine  the  person 
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1  to  whom  the  dividend  or  interest  is  payable,  sseb  tax  shad 

2  fee  deducted  end  withheld  at  the  tiatac  payment  thereof  would 

3  fee  made  if  suefe  person  were  known?  knr  certain  exemptions 

4  from  withholding,  see  section  1-20-2-.-  • 

5  “-ffe)  WITHHOLDING  WlLEE-E  AMOUNT  OF  DIVIDEND 

6  ts  Unkow-n- — 4f  the  withholding  agent  is  unafelo  to  detcr- 

7  mine  the  portion  of  a  distribution  whieh  is  a  dividend,  the 

8  tax  required  to  fee  deducted  and  withheld  under  this  sub- 

9  chapter  shall  fee  computed  on  the  entire  amount  of  the 

11  ^^-fef  INDEMNIFICATION  OF  WITHHOLDING  Ag-ENT. — 

12  A  withholding  agent  shall  not  fee  liafele,  except  as  provided 

13  in  section  1203,  to  any  person  for  the  amount  of  any  tax 

14  required  to  fee  deducted  and  withheld  under  this  subchapter; 

15  -(d)-  Oeedi-t  foe  Ean  Withheld. — Eer  credit, 

16  against  the  income  tax  of  the  recipient  of  the  income,  of 

17  amounts  required  to  fee  deducted  and  withheld  under  this 

18  subchapter  see  seetion  fed? 

19  -SEC.  1203,  EXEMPTIONS  FROM  WITHHOLDING. 


20 


of  this  chapter  shall  not  apply  to? 


21  -“-(a)  A  dividend  paid  in  the  stoek  or  rights  to  acquire 

22  the  stock  of  the  distributing  corporation,  whether  or  not  the 

23  recipient  of  suefe  stoek  or  rights  had  an  option  to  fee  paid 

24  in  money?  or  other  property,  in  lieu  of  suefe  stock  or  rights? 


25 


U 


(fef  Distributions  -(other  than 


gain  dividends 
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m  section  2G2  -(b)-  -(-7-)-)-  to  shareholders  which 
are  treated  under  chapter  4  as  amounts  received  upon  the 
sale  or  exchange  el  property,  or  distributions  with  respeet 
te  which  gain  er  less  is  net  recognized  under  chapter  4  te 
the  shareholders? 

--  (e)-  Any  amount  wdneb  is  ineludiblo  in  gross  in¬ 
come  as  a  taxable  dividend  under  the  provisions  of  section 
442  -(e)-  -(2)-  -(relating  to  certain  distributions'  made  in  pur¬ 
suance  of  a  plan  of  reorganization) ,  section  445  -(g)-  (relat- 
ing  to  redemptions  of  stock)-,  or  section  274  -(e)-  -(2)-  -(re- 

lp  4 j-i-i  (a  noyffliTi  f\ i  cj  4  l~m  hi  a ti  7!  t*qh  ft  ~n  4  4a  4l~>  a  atv!  at*  aI  flio 

TclTTl  ig  ttJ  v  v~i  lciTtt  vtl>3  LI  I  tJ  li  11U11‘3  JJ  ILl  o llTXTtv  T\j  1 1 1 U  t7l  ttvJI  tTT  t7ixt7 

Securities  and  Exchange  Commission^ 

“(d)-  A  dividend  paid  hy  a  E ederal  reserve  bank,  -Ecd- 
eral  land  hank,  E ederal  home  loan  bank-  Central  Bank  for 
Cooperatives^-  or  Bank  for  Cooperatives. 

•^^-fe)-  -Any  interest  -whieh7  irrespective  of  the  person  to 
whom  pay  able,  is  wholly  exempt  from  the  tax  imposed  hy 

“  (f)  Dividends  or  interest  paid  hy  a  corporation  to 

another  corporation  if  both  corporations  are  members  of 

wdiieh  hied  a  consolidated  return 


the  same 
under 


_1_  tat*  4  h  a 
jT  TTTT  bill 


I  t  ia  Q* 

ung 


year  of  the 


-‘-(g)  Dividends  or  interest  paid  by  a  corporation  to  one 
or  more  -(4)-  governments^-  -(2)-  political  subdivisions 
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-(g)-  international  organizations,  or  -f4f  wholly  owned  in¬ 
strumentalities  or  agcneics  o!  tiro  foregoing^  il  the  entire 
elass  of  stock  in  respect  of  which  seek  dividend  is  paid7  or  tke 
entire  class  of  obligations  in  respeet  el  wliieh  such  interest 
is  paid,-  is  owned  by  one  or  more  ol  sneb  govcmmentsy  sub- 
divisions,  organizations,-  instrumentalities,  or  agencies; 

^^-(b)-  Interest  on  equipment  trust  ccrtiheatcs? 

“(i)  Dividends  or  interest  paid  by  a  foreign  corpora- 
tieny  a  nonresident  aben  individual,  any  partnership  not  err¬ 


and 
aliens,  or  by 


gaged  in  trade  or  business  witbin  tbe 
composed  in  whole  or  in  part  of 
an  international  organization? 

-fb)-  ^my  payment  of  a 

hnn  ( 1  u 

YJ 17 1 1  \  l  TI 


to  (A)-  a 

in  trade  or  business  witbin  tbe  United  States, 
alien  individual  -(G)-  any  partnership 
not  engaged  in  trade  or  business  witlrin  tbe  United  States 
and  eomposed  in  whole  or  in  part  of  nonresident  aliens,  or 
sa  any  foreign  government  or  international  organization? 

“  (2)  Any  payment  of  coupon  bond  interest  to  a  person 
in  paragraph  -(d)-  of  this  subsection,  but  only  if  a 
bled  -(in  sueb  form  and  manner,-  and  at  such  time, 
y  may  by  regulations  prescribe)-  with  tbe 


n  g  f  1 1  a 
ttu  Tl  I  v* 
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agent  discloses  that  the  recipient  of  seek  pay 
meet  is  a  person  described  ie  paragraph  -(4)-r 

“-(k-)-  Any  payment  epon  which  hie  withholding  agent 
is  rcqeircd  to  dodeet  aed  withhold  a  tax  aeder  section  443 
-(a)-  -(relating  to  tax-free  covenant  bonds,  etc.)  determined 
withoat  regard  to  hie  provisions  of  paragraph  -(h)-  of  seek 
scetion. 


All  O  l  j  A, 

Uil  cXll  u 


before  Janaary  4^  4-9  5-4 ; 
by  which  the  obligor 
deduction  for  any  tax  which  the 
to  pay  thereon  or  to  retain  therefrom  aeder  any  law  of  the 
hJnitcd  StatesT 

paid  parsaaet  to  the  terms  of  a  lease 
into  prior  to  Janaary  4y  Jhhky  if  under 
of  the  lessor  corporation  are  ea- 


ef 

seek  lease  the 


titled  to  seek  dividends  withoat  deduction  for  any  tax  which 
any  law  of  the  Jinked  States  might  require  to  be  deducted 

— (n)  Amounts  (whether  or  not  designed  as  divi¬ 
dends)-  paid  by  a  mutual  savings  hanky  saving  and  loan 
association,  building  and  loan  association  cooperative  bank; 
homestead  association  credit  anion  any 
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tiorp  in  respect  of  withdrawable  or  rcpurchasablc  shares^ 
investment  certificates,  or  deposits? 

‘■m,  1403,  RETURNS  AN©  PAYMENT, 

--(a-)-lef  General. — Every  person  required  under  this 
sudchaptcr  to  deduct  and  withhold  any  tax  shall  make  a 
return  of  sueh  tax  and  shall  pay  sued  tasy  at  sued  thnoy  for 
sued  period,  and  in  sued  manner  as  the  Secretary  may  dy 
regulations  prcseridej  dy  making  a  return  of  the  total  amount 
of  dividends  and  interest  with  respect  to  wlrieli  tax  is 
required  to  he  deducted  and  withheld  dy  sued  person  under 
this  sudedapter  for  sued  period  and  paying  a  taxj  for  which 
sued  person  shad  he  dadley  in  an  amount  equal  to  SO  per 
of  sued  total. 

“-(b)  Adjustment  op  Tax. — If  more  or  less  than  the 
amount  of  tax  due  for  any  period  under 
-(a)-  is  paid  with  respect  to  sued  -period,  proper 
with  respect  to  the  tax  shall  he  made,  without  interest,  in 
sued  manner  and  at  sued  times  as  may  he  prescribed  dy 

ifSEC,  1304,  CREDIT  EOR  REGULATE©  INVESTMENT  COM¬ 
PANIES  AN©  PERSONAL  ©DLDING  COMPANIES, 

^Gn  the  ease  of  any  withholding  agent  which  is  a  regu¬ 
lated  investment  company  as  defined  in  seetion  or  a 
personal  holding  company  as  defined  in  seetion  oO-fi-  the 

to  he  dedueted  and  withheld  as  tax  under 
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this  chapter  with  respect  fa  dividends  end  interest  received 
by  if  during  a  taxable  year  shall  be  shewed,  under  regula¬ 
tions  prescribed  by  the  Secretary,  as  a  credit  against  (but 
not  in  excess  of)-  the  fax  for  which  such  withholding  agent 
is  liable  under  section  1203  -(a)-  in  respect  of  dividends  and 
interest  paid  by  if  during  sneh  yeaiv  Bor  the  purposes  of 
this  seetien  a  dividend  shall  he  considered  as  having  been 
paid  within  a  taxable  year  -(4-}-  in  the  ease  of  a  regulated 
investment  company,  if  treated  as  paid  during  such  taxable 
year  under  section  3-02  -(b)-  -(S-)^  or  -(2)-  in  the  ease  of  a 
personal  holding  company,  if  claimed  under  section  §04  -(of? 
in  computing  undistributed  subehapter  A  net  income?  in  the 
return  for  suck  year. 

-‘Subehapter  B — Royalties 


-SEC.  1220;  DEFINITION  OF  ROYALTY, 

^hbs  used  in  this  chapter,  the  term  ‘royalty’  means — 
^-(a)-  any  rent  or  royalty  in  respeet  of  mines,  oil 
and  gas  wells,  and  other  natural  deposits,  including  any 
delay  rental  and  any  minimum  royalty?  whether  or  not 
measured  by  production  or  by  a  share  of  gross  or  net 
income  therefrom,  and  any  payment  representing  a 
share  of  the  gross  or  net  ineome  derived  from  the 
extraction  and  sale  of  any  natural  deposit,-  but  only  if 
the  recipient  of  such  rent?  royalty,  or  payment  is  not 
personally  obligated  to  pay  a  proportionate  share  of 
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development  or  operating  expenses?  Eor  the  pur¬ 
poses  el  tins  ehaptery  it  a  royalty,-  as  defined  in 
tfee  preceding  sentence,  is  paid  in  kindy  snefi  payment 
shall  not  constitute  payment  el  a  royalty,  hat  il  the 
mineral,  oily  gasy  or  other  natural  deposit  so  received  in 
kind  is  sold  ky  or  on  behalf  of  the  recipient  to  the  pre- 
dneer  or  under  a  division  erdery  the  purchaser1  shall  he 
considered  as  making  payment  of  the  royalty  in  an 
amount  equal  to  the  purchase  price-; 

“-(h)-  any  payment,  however  designated,  made  by 
a  corporation  for  the  privilege  of  using  any  patenty  pend- 
ing  application  for  a  patenty  copyright,  secret  process  or 
formula,  trade  marky  or  trade  brandy  including  any  pay¬ 
ments  made  by  mi  to  sign  o  oi  n  i  i  exclusive  licensee 
thereof,  if  measured  by  the  use  of  a  patent;  pending 
application  for  a  patent,-  copyright,  secret  proeess  or 
formula,  trade  mark,  or  trade  brand,  or  if  payable  over 
a  period  substantially  coterminous  with  the  period  of 
the  payor’s  right  to  use  such  property,  but  not  including 
any  payments  in  respect  of  copyrights  made  to  an  or¬ 
ganisation  to  which  subsection  -(e)-  is  applicable ;  and 
e)-  any  payment  made  by  an  organisation  to 
its  members  in  respect  of  the  use  of  their  copyrights,  if 
such  organisation  is  authorised  to  license  the  use  of  such 
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copyrights  and  has  control  el  the  reeeipty  ahocationj  and 
distribution  el  the  payments  made  ler  sued  user 
ffgEC,  1231,  INGOME  TAX  COLLECTED  AT  SOCRGE, 

-  (&)  Requirement  ©p  W-iT-B-HQ-Ei>Kf(E — Every  per¬ 
son  making  payment  alter  Peeember  bTy  1951,  el  a  royalty 
shall  deduet  and  withheld  upon  sueh  reyalty  a  tax  equal  te 
SO  per  centum  el  the  amount  thereof;  41  the  withholding 
agent  is  unable  te  determine  the  person  te  whom  the  royalty 
is  payahlej  sueh  tax  shah  he  deducted  and  withheld  at  the 
time  payment  thereof  would  he  made  if  sueh  person  were 
known?  Eor  certain  exemptions  from  withholding  see  sec¬ 
tion  1222-. 


-(b)-  Tax  -Paid  by  Recipient. — 41  the  withholding 
agent,  in  violation  of  the  provisions  of  this  sub  chapter,  fads 
to  deduet  and  withhold  the  tax  under  this  subehaptcr,  and 
thereafter  the  tax  against  which  sueh  tax  may  he  credited  is 
paidy  the  tax  so  required  to  he  deducted  and  withheld  shah 
not  he  collected  from  the  withholding  agent,  hut  this  sub¬ 
section  shall  in  no  ease  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respeet  of  sueh  failure  to  deduct  and  withhold. 


U 


(ef  Liability  eou  Tax. — The 


agent 


shall  be  liable  for  the  payment  of  the  tax  required  to  be 
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and  withheld  under  this  subehaptcr,  and  shall  net 
he  liable;  te  any  person  fee  the  amount  of  any  saeh 


AND  CREDIT 


07 


“  (-1)  -Withholding  agen-t- — Where  there  has 
been  an  overpayment  ef  tax  under  this  subchaptcrj 
rofanel  er  credit  shall  he  made  to  the  withholding  agent 
only  to  the  extent  that  the  amount  ef  saeh  ovcrpajnnent 
was  aet  dedaeted  aad  withheld  under  this 

1  V\T  f  1  ^  /A  ATT  1  f  1  1  ll  /  \  1  f  1  1  1  W  >*  if^/TTT  t  . 

XTj  hi  1  v  *  '  i  lUtlUlvilIl  ^  c  t  ^  111  • 

-(2-)-  Recipient- — her  erediR  against  the  a 
tax  ef  the  reeipieat  ef  the  income,-  ef  amounts  dedaeted 
aad  withheld  under  this  subehaptcr,  see  section  dm  — 

^EEG,  1222,  EXEMPTIONS  FROM  WITHHOLDING, 


^T-hc  provisions  ef  this  chapter  shah  aet  apply-  te — 
--  (a)  Royalties  paid  te  a  corporation  er  te  a  govern- 
meat  er  political  subdivision  thereof. 

a-fb)  Royalties  paid  by  a  foreign  corporation^  a  non¬ 
resident  alien  indrviduafy  a  partnership  net  engaged  in  trade 
er  business  within  the  haded  States  aad  composed  in  whole 
er  in  part  ef  aearesideat  aheas^  er  an  international  ergani- 
zation. 

Royalties  paid  te  -f-b)-  a  nonresident  alien  indi¬ 
vidual.  -fhf  a  partnership  aet  engaged  in  trade  er  business 
within  the  haded  States  aad  composed  in  whole  er  in  part 
ef  nonresident  aliens,  er  -(d)-  an  international  organization. 
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A  ivrr) 

TXXTIT 


'-(a-)-  In  (Ieneral. — Reciy  person  required  under  tkis 
subehapter  to  deduct  and  withhold  any  tax  shad  make  a 
return  el  snek  tax  and  shah  pay  suck  taxy  at  seek  tinny  ler 
suck  pcriody  and  hr  seek  manner  as  tke  Secretary  may  ky 


^-fk)-  Adjustment  oe  Tax, — 41  mere  or  leaa  tkan  tke 
correct  amount  ol  tax  impoced  ky  tkis  aukekapter  ia  paid 
with  respect  to  any  payment  of  royalties,-  proper 
with  respect  kotk  to  tke  tax  and  tke  amount  to  ke 
sknk  ke  made,  without  mtereaty  in  suck  manner  and  at  suck 
times  as  may  ke  prcseriked  ky  regulations  made  under  tkia 


1334, 

--(■a)-  Require-mex t- — Exery  person  required  under 
tkia  aukekapter  to  deduct  and  withhold  tax  on  a  royalty-, 
slndly  not  later  tkan  January  At  of  tke  year  succeeding  tke 
calendar  year  in  which  tke  royalty  is  paid,  fumisk  to  tke 
payee  of  tke  royalty  a  written  statement  skewing  tke  amount 
of  tke  royalties  paid  to  suck  payee  during  suck  calendar 
year,  and  tke  amount  of  tax  deducted  and  withheld  under 
this  aukekapter  in  respect  of  suck  royalties. 

“  (k)-  Statements  -To  Constitute  -Ixeor-matioe 
Returns. — Tke  statements  required  to  ke  furnished  ky  this 
seetion  in  respeet  of  any  royalty  shall  ke  furnished  at  suek 
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ether  times?  shall  contain  such  ether  information?  and  shall 
he  in  sneh  form  as  the  Secretary  may  hy  regulations  pre- 
serihe.  A  duplicate  of  sneh  statement  if  made  and  hied  in 
accordance  with  regulations  prescribed  hy  the  Secretary  shall 
constitute  the  return  required  to  he  made  in  respeet  of  sneh 
royalties  under  seetion  14-7-.- 

■  ‘-(e)-  -Extension  op  -Time- — The  Secretary,-  under 
regulations  prescribed  hy  him?  may  grant  to  any  person  a 
reasonable  extension  of  time  -(not  in  excess  of  hO  days)-  with 
respect  to  the  statements  required  to  he  furnished  hy  sneh 
person  under  this  seetion. 

1325,  PENALTIES, 

-‘^-(a)  Cimminal  Penalty- — In  lien  of  any  other  pen¬ 
alty  provided  hy  law  -(except  the  penalty  provided  hy  sub¬ 
section  -(hf  of  this  section) ,  any  person  required  under  the 
provisions  of  section  -1-224  to  furnish  a  statement  who  -wiil- 
fuhy  furnishes  a  false  or  fraudulent  statement,  or  who  will¬ 
fully  fails  to  furnish  a  statement  in  the  manner,  at  the  time? 
and  showing  the  information  required  under  section  1224, 
or  regulations  prescribed  thereunder,  shall  for  eaeh  such 
offense,  upon  eonvietion  thereof?  he  fined  not  more  than 
$4-,-0QG?  or  imprisoned  for  not  more  than  one  year?  or  both. 

-(b)-  Civil  -Penalty- — In  addition  to  the  penalty  pro¬ 
vided  hy  subsection  -(a)-  of  this  seetion,  any  person  required 


under  the  provisions  of  seetion  1224  to  furnish  a  statement 
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who  willfully  furnishes  a  false  or  fraudulent  statement,'  er 
who  willfully  fads  to  furnish  a  statement  is  the  manner,  at 
the  time,  and  shewing  the  information  required  under  section 
44424-j  or  regulations  prescribed  thereunder,  shall  for  each  sued 
offense  he  subject  to  a  eivil  penalty  of  sot  more  than  $50r 
“Subchapter  € — General  Provisions 
1»  DEFINITIONS? 

AAs  used  is  this  chapter — 

-(a-)-  Taxable  Year. — The  term  ‘taxable  year*  shall 
have  the  same  meaning  as  when  used  is  chapter  4r 

‘-^-fb)-  Person. — The  term  ‘person’-  includes  any  gov¬ 
ernment  or  political  subdivision,  or  agency  or  instrumentality 
thereof;- 

Nonresident  Alien; — The  term  ‘nonresident 
alien  individual’  includes  as  alien  resident  of  Puerto  -Eieo: 
^SEG,  mt  NONDEDUCTIBILITY  OR  TAX  IN  COMPUTING 
NET  INCOME. 

-‘Any  tax  deducted  and  withheld  under  thus  ehapter  shall 
sot  he  allowed  as  a  deduction  in  computing  set  income  for 
the  purpose  of  any  tax  on  income  imposed  hy  Aet  of  Congress.- 

^SEC,  1233,  RETURN  AND  PAYMENT  BY  GOVERNMENTAL 
PAYOR- 

AEf  the  person  referred  to  is  section  42-0-3  -fa}-  or  1-2-23 
-fa)-  is  the  United  States?  or  a  State,  Territory,  or  political 
subdivision  thereof,  or  the  district  of  Columbia,  or  any 
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agency  or  instrumentality  of  any  one  or  more  of  tire  fore¬ 
going^  tfee  return  and  payment  required  by  sued  sections 
shall  fee  made  fey  any  officer  or  employee  of  tfee  United 
States,-  or  of  suefe  StateT  Territory,  or  political  subdivision 
or  of  tfee  Tfestriet  of  €olumfei%  or  of  suefe  agency  or  instru 
mcntalltyj  as  tfee  ease  may  be-j  having  eontrol  of  tfee  payment 
of  tfee  dividend,  interest^  or  royalty,  or  appropriately  desig- 
nated  for  tfeat  purpose. 

1333,  TAX-EXEMPT  ORGANIZATION S — REFUND, 

^dn  tfee  ease  of  a  person  which  is  exempt  from  tfee  tax 

i n it fov  J _  i|  fell o iti rvn n T  vnonivn/1  in  |aa  rl a/Iii 

131  jm  o  v  vl  T j'y  V-.11  cl  |J  LA'  1  1  j  XT  fell  v  ailiu  1.111  u  1  AA|LL11  fell  1 H  U  v  U.  L  LI  LlVj  1 U 11 

and  withheld  as  tax  under  tfeis  chapter  with  respeet  to 


and  interest  received  fey  it  during  any  calendar 
q  and  tfee  amount  deducted  and  withheld  as  tax  under 
tfeis  efeapter  with  respeet  to  royalties  received  by  it  during 
suefe  eaiendar  quarter^  exceed  tfee  credit  claimed  fey  and 
allowed  to  suefe  person  under  seetion  1-637  for  suefe  quarter, 
tfee  excess  sfeall  fee  immediately  refunded  or  credited  to  suefe 
person  as  an  overpayment  of  tfee  tax  imposed  fey  tfeis  efeap- 
tep  but  only  if  d-aim  tfeerefor  is  filed  -{op  if  no  claim  is 
ffieefe  if  credit  or  refund  is  made)  after  tfee  dose  of  suefe 
calendar  quarter  and  on  or  before  Marefe  4-0  of  tfee  fourth 


year 


after  tfee  dose  of  suefe  calendar 


quartan-  fefe  interest  sfeall  fee  allowed  or  paid  -with  respeet 
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to  any  sued  refund  or  credit  for  any  period  prior  to  the  date 
on  which  elaim  for  sued  refund  or  credit  is  died  Oi2  prior  to 
M fti  eh  1 G  of  tlic  calendar  year  succeeding  tire  close  ol  the 
calendar  quarter  in  respect,  ol  which  such  refund  or  credit 
is  claimed,  whichever  date  is  the  laterr 


1334 


40  FILE 


^dn  case  of  a  failure  to  make  and  die  any  return  re¬ 
paired  under  tdis  adapter  within  the  time  prescribed  by 
law  or  prescribed  by  the  Secretary  in  pursuance  of  lawy 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause 


and  not  te  willful 


d  the  addition  to  the  tax  Ol-  t  CLXCS 


required  to  be  shown  on  such  return  shad  not  be  less  than 

^SE€,  1334  Q4HER  LAWS  APFLIFABLE, 


U 


Ah  provisions  of  law7  including  penalties7  applicable 
with  respect  to  any  tax  imposed  by  section  dT-Q-Oj  and  the 

not  inconsistent  with  the  provisions  of  this  chapter,  be  ap¬ 
plicable  with  respect  to  the  tax  under  this  ebapterA 
SE<4  304  €RE©I4  FOR  FAX  WHSHElft 

Section  -3d  -{relating  to  eredit  against  income  tax)-  is 

{4rf  by  striking  from  the  heading  thereof  the  words 


WAGES’^ 


88 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 
23 


fey  inserting  at  the  beginning  el  the  hrst  para¬ 
graph  thereof  the  following  heading-?  “  (-a)-  Creeu-t  fob 
¥as  With-hefd  on  Wages. — ,JL-  and 

-fdf  fey  inserting  at  the  end  thereof  the  following 
now  subsection-? 

“  (fe)-  Credit  fob  dWs  Withheld  on  Dividends-,  In¬ 
terest,  and  RoYAETiEfe — hinder  regulations  prescribed  fey 
the  Secretary — 

“(4-)-  In  G-e-nerad — The  amount  required  to  fee 
deducted  and  withheld  as  tax  under  chapter  fe  upon  any 
payment  of  a  dividend  or  interest,  and  the  amount  de¬ 
ducted  and  withheld  as  tax  under  sueh  chapter  upon 
any  payment  of  a  royalty,  shah  fee  ahowed  as  a  credit; 
to  the  recipient  of  the  income,  against  the  tax  imposed 
fey  this  ehapter  for  the  taxable  year  in  which  the  divi 
deed,  interest,  or  royalty  is  received. 

■-(--2)-  Partnerships,  -trfsts,  and  estates. — If 
the  recipient  of  the  dividend,  interest,  or  royalty  is  a 
partnership  or  a  common  trust  fund,  then  the  credit 
shall  not  fee  allowed  to  sueh  recipient,  hut  the  members 
of  the  partnership,  or  the  participants  in  the  eemmon 
trust  fund,  as  the  ease  may  bey  shah  fee  allowed  their 
proportionate  share  of  sueh  eredit.-  If  the  recipient  is 
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aft  estate  or  trust,  and  if  any  legatee,  hen-  or  beneficiary 
subject  to  the  tax  imposed  by  this  chapter  is  required 
to  include  a  portion  ef  such  dividend,  interest,  or  royalty 
in  computing  bis  net  income,  such  legatee,  heir,-  or 
benefieiary  shah  be  allowed  sneb  portion  of  the  credit 
as  is  properly  allocable  to  him  on  the  basis  of  the  in¬ 
come  allocable  to  him  under  section  4-33  for  the  tax¬ 
able  year  of  the  estate  or  trust,  and  such  portion  of  the 
eredit  shall  not  be  allowed  to  the  estate  or  trusts 

■“  (3)  Regulated  investment  come  antes  and 
ee-bson-al  -i-iqldi-ng  COMEANGB&: — In  the  ease  of  a  regu¬ 
lated  investment  company  or  a  personal  holding  com 
pan-y,  the  eredit  provided  in  paragraph  -ft}-  shall  be 
reduced  by  the  amount  of  credit  allowed  such  company 
under  section  1-204-t 

-(4)-  Ran  exempt  oeg aniz ations . — The  eredit 
provided  by  this  subsection  shall  not  be  allowed  to  any 
recipient  which  is  exempt  from  income  tarn  Ror  credit 
against  the  liability  of  such  a  recipient  in  respect  of  the 
employment  taxes  imposed  by  subchapter  A  and  sub- 
chapter  R  of  chapter  see  section  -1-fifiTr  Ror  refund 


under  chapter  in  the  ease  of  sueh  a  recipient,  see 
section  4-2-33-.— 


90 


1  203,  CREDITS  IN  CASE  OE  ORGANIZATIONS 

2  FROM  TAX, 

3  Sub  chapter  E  el  chapter  0  (relating  to 

4  taxes)-  is  hereby  amended  by  adding  after  section  1636  the 

5  following  new  section : 

6  “SEC,  4637,  SPECIAL  CREDIT  IN  CASE  OE  ORGANIZATIONS 

7  EXEMPT  FROM  INCOME  TAX, 

8  ^dn  the  ease  of  any  person  -(-including  any  government 

9  or  political  subdi-visionj  agency^  or  instrumentality  thoreof)- 

10  whieh  is  exempt  from  the  tax  imposed  by  chapter  F  the 

11  amount  reeuired  to  he  deducted  and  withheld  as  tax  under 


12  chapter  G  with  respoet  to  dividends  and  interest  received 

13  by  it  during  any  calendar  quarter^  and  the  amount  deducted 

14  and  withheld  as  tax  under  such  chapter  with  respect  to 

15  royalties  received  by  it  during  such  calendar  quarter-  shall 

16  he  allowed,  under  regulations  prescribed  by  the  Secretary, 

17  as  a  credit  against  -(hut  not  in  execss  of)-  the  amount  shown 

18  on  the  return  of  such  person  as  its  liability  (after  the  adjust 

19  ments,-  if  anyj  provided  for  in  sections  1401  -{ef  and  1  111) 

20  for  such  quarter  in  respect  of  the  taxes  imposed  by  sub- 

21  chapter  A  and  subehapter  44  of  this  ehapterr  Such  credit 

22  shall  he  allowed  only  if  claim  cf 01  3  S  T13  ll  (l. C  y  in  aeeord- 

23  anee  with  sueh  regulations?  at  the  time  of  the  filing  of  the 

24  return  under  subehapter  A  and  subehapter  4)  for  sueh  quarter? 

25  -For  refund  under  chapter  G?  see  section  -1233F 
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8EU,  204  T-E€HNI€A4 


-(ft)-  4Ax  irOKYI-P  FTEI)  ©¥  COIxL-EOTOR; — SetAoft  §4  -fff 
-(r  eiat  fug  to  tax  computed  by  collector)-  is  hereby  amended 
to  read  as 


-(h)-  4Ax  Computed  -bv-  Collector. 
^44-)-  Return  requirements. — An  h 


on- 


titled  to  cleet  to  pay  the  tax  imposed  hy  sopplemcnt  4 

aftd  is  efttirely 


whose  gross  income  is  less  than 


ift  section  4024-  -(0)7  or  dividends  -{other  than 
a  capital  gain  dividend  as  defined  in  seetien  402  -(h)- 
(7) )  or  interest  eft  which  tax  is  required  to  he  deducted 
and  withheld  under  chapter  O7  shad  at  his  eleetion  he 
rehevedj  hy  using  the  term  preserved  as  the  ferns  for 
the  return  for  the  purposes  of  this  subsection^  from  show- 

in  a*  nn  fli  a  VAfn  ino  hi  s  Q  toy  i  ivy  TV  o  /I  Iitt  thin  /-  .l  i  r>  ~nf  ai»  T  n 

11 11;  tttt  tllu;  1  UtUJ.Il  uritu  let  A;  tllljJU&Utt  TJ  V  tltlo  UxlMptLl .  ttt 

sueh  ease  the  tax  shall  he  computed  hy  the  collector. 

“■(2)  Result  of  computation. — After  the  eoh 
lector  has  computed  the  tasy  he  shah  mail  to  the  tax¬ 
payer  a  notlee  stating  the  amount  determined  hy  the 
collector  as  payable  and  making  demand  therefor. 

-■‘-(3)  Regulations. — 4he  Secretary  shah  prescribe 
regulations  for  carrying  out  this  subsection^  and  such 
may  provide  for  the  application  of  the  rules 


of  this 


to  eases  where  the  gross 


m- 
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eludes  items  ether  than  these  enumerated  in  paragraph 
-(4-)-  il  the  gross  income  from  sueh  other  sources  is  not 
more  than  $20Qy  and  to  eases  where  the  gross  income  is 
$hjQQQ  or  more  hut  not  more  than  $5,200.  Such  regu¬ 
lations  shah  provide  lor  the  application  of  this  sub- 
section  in  the  ease  of  husband  and  wifey  ineluding  pro¬ 
visions  determining  when  a  joint  return  under  this 
subsection  may  he  permitted  or  required  and  what  con¬ 
stitutes  a  joint  return,  whether  the  liability  shall  he  joint 
and  severely  and  whether  one  spouse  may  make  return 
under  this  subsection  and  the  other  without  regard  to 
this  subseetiom 

■“■(4)  Method  ©p  election. — The  election  to 
have  the  benefits  of  this  subsection  shah  he  made  bv 
making  return  on  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  subseetiom  An  elec¬ 
tion  so  made  shah  constitute  an  eleetien  to  pay  the  tax 
imposed  by  supplement  Td^ 

-(b)-  Reouirement  of  -Declaration  of  Estimated 
-T-AX: — Section  £8-  -(a)-  -(relating  to  dcelaration  of  estimated 
tax)-  is  hereby  amended  to  read  as  follows-: 

“  (a)  -Requirement  op  Declaration. — Every  in¬ 
dividual  -(other  than  an  estate  or  trust  and  other  than  a 
nonresident  alien  with  respect  to  wrhosc  -wages,  as  defined 
in  section  -lhh-1-  -fafy  withholding  under  subchaptcr  D  of 
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9  is  net  made  applicable,  bat  including  every  alien 
individual  who  is  a  resident  of  Puerto  Rico  during  the  entire 
taxable  year-)-  shall,-  at  the  tbne  prescribed  in  subsection  -(d)-; 
make  a  declaration  of  bis  estimated  tax  tor  the  taxable 

-y-rvo 32  i  t 

Ttttr  ir 

—(4-)-  bis  gross  income  from  wages  -(ns  defined  in 
section  1624)  and  from  dividends;  interest,  and  royal¬ 
ties;  as  defined  in  chapter  6;  upon  which  a  tax  is  required 
to  be  deducted  and  withheld  under  such  ehapter,  ean 
reasonably  be  expected  to  exceed  the  sum  of  $1;5Q0 
plus  $900  with  respect  to  each  exemption  provided  in 
scetion  2#  (b)  or 

“  (2)  his  gross  income  from  sources  other  than 
wages  -(as  defined  in  section  1621)  and  other  than 
dividends,  interest,  and  royalties;  as  defined  in  ehapter  6; 
upon  which  a  tax  is  requied  to  be  deducted  and  with 
held  under  sneh  chapter;  can  reasonably  be  expected  to 
exceed  $490  for  the  taxable  year  and  his  gross  income 
to  be  $600  or  more.” 

-(e)-  Credit  -Under  Section  444 — Section  440  -(-relat- 
mg  to  withholding  of  tax  at  source)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 

4(i)-  Credit  eor  Withheld  wt  Source. — 
Where  any  person  is  required  to  deduet  and  withhold  a  tax 
under  subsection  -(h)-  on  an  amonnt  on  which  a  tax  was  re- 
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paired  te  be  deducted  and  withheld  aader  safeehapter  A  el 
chapter  d7  or  ea  an  amount  ea  whieh  a  tax  was  deducted  aad 
w-itltbeid  under  subehapter  B  el  such  chapter  such  persen 
shad  deduct  aad  withheld  only  the  excess  el — 

^^-(4)-  the  amount  -which  would  fee  required  te  fee 
dcduetcd  aad  withheld  aader  sabseet-ioe  -ffej-  feat  ler  the 

“•{2)  the  amount  required  te  fee  deducted  aad  with¬ 
held  under  safeehapter  A  el  chapter  tfe  er  the  amount 
deducted  aad  withheld-  under  safeehapter  B  el  seeh 
ehapter,  whiehexer  is  applicable.  - 
-(d)-  Ceebit  IJ-nde-e  Section  44h — Section  444  -{relat¬ 
ing  te  payment  el  corporation  ineemo  tax  at  source)  is 
hereby  amended  fey  striking  eat  the  peried  at  the  ead 
thereof  aad  adding  in  lieu  thereel  the  lellewing-r  Pro¬ 
vided  further,  -That,  where  any  person  is  required  aader 
this  section  te  deduct  aad  withheld  a  tax  ea  aa 


ea  -which  a  tax  was 


te  fee  deducted  aad  withheld 


under  safeehapter  A  el  chapter  dj  er  ea  aa  amount  ea  which 
a  tax  was  deducted  aad  withheld  under  safeehapter  B  el 
such  chapter^  such  persen  shall  deduct  aad  withhold  ealy 
the  excess  el — 

-f4}-  the  amount  whieh  weald  fee  required  te  fee 


U 


deducted  aad  -withheld  uader  this  seetiea  feat  ler  the 
el  ehapter  tfe  ewer 
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“  (2)  the  amount  required  to  be  deduetcd  and:  with  ■ 
held  under  subchaptor  A  of  chapter  Oy  or  the  amount 
deducted  and  withheld  under  subchaptcr  B  of  such 
chapter,  whichever  is  applicable.” 

-(e)-  Information  at  Source-: — Subsections  -(a-)-  and 
-(b)-  of  section  44-7  -(-relating  to  information  at  source)  are 
hereby  amended  to  read  as  follows-: 

“(a)  Payments  op  BpNTy  Salaries,  4nterest, 
Etc- — Ah  persons,  in  whatever  capacity  aetingy  including 
lessees  or  mortgagors  of  real  or  personal  property,  tid-u 
eiaries,  and  employers,  making  -payment  to  another  person, 
of — 

“  (-1-)  rent,  salaries,  wages,  premiums,  annuities,- 
compensations,  remunerationsy  emoluments,  or  other 
feed  or  determinable  gains,  prohts,  and  income  -(other 
than  payments  described  in  section  4-48  -(a)-  or  119) ,  of 
or  more  in  any  taxable  year,  or 
-■‘-(-2-)-  interest,  upon  which  tax  is  required  to  be 
and  withheld  under  chapter  dy  of  $300  or  more 
in  any  taxable  year,  or 

~(-3)-  intcresty  upon  -which  tax  is  required  to  be 
deducted  and  withheld  under  chapter  by  of  $400  or  more 
in  any  taxable  year, 

ory  in  the  ease  of  such  payments  made  by  the  United  States, 
the  officers  or  employees  of  the 


States  having  infer- 


96 

1  mation  as  to  sued  paAincnts  and  required  to  make  returns 


2  m  regard  thereto  by  tde  regulations  hereinafter  presided  imp 

3  shall  render  a  true  and  aeenrate  return  to  the  Secretary; 

4  under  sued  regulations  and  in  sued  form  and  manner  and  to 

5  sued  extent  as  may  he  prescribed  by  dinq  setting  forth  the 

6  amount  of  sued  gains;  profits,  and  income;  and  tde  name  and 

7  address  of  tde  recipient  of  sued  paymend 

8  1Lfb)-  Peturnb  Eegardless  oe  Amount  oe  Pay 

9  -MENT; — Sued  returns  may  be  required;  regardless  of 

10  amounts,  -f4f  in  tde  ease  of  payments  of  interest;  and  -ffi)- 

11  in  tde  ease  of  eoficctions  of  items  -{not  payable  in  tde  United 

12  States-)-  of  interest  upon  tde  bonds  of  foreign  countries  and 

13  interest  upon  tde  bonds  of  and  dividends  from  foreign 

14  corporations  by  persons  undertaking  as  a  matter  of  business 

15  or  for  profit  tde  eetteetien  of  foreign  payments  of  sued 

16  interest  or  dividends  by  means  of  coupons,  checks;  or  bids 

17  of  exchange,  fidis  subsection  shad  not  apply  to  payments 

18  of  interest  (other  than  coupon  bond  interest-)-  upon  which 

19  ■  tax  is  required  to  be  deducted  and  withheld  under  chapter  OA 

20  -(f)-  Information  by  €oeporations: — Section  448 

21  -(a}-  -(-relating  to  information  by  corporations  in  tde  ease  of 

22  dividend  payments)-  is  hereby  amended  by  inserting  a 

23  comma  in  fieu  of  tde  period  at  tde  end  thereof  and  adding 

24  tde  following :  —except  that  if  tde  amount  of  dividends  paid 

25  to  any  shareholder  during  a  calendar  year  is  less  than  $300 
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and  tax  is  required  to  fee  deducted  end  withheld  under  chap¬ 
ter  3  upon  the  entire  amount  el  suefe  dividends,  no  suefe 
return  sfeall  fee  required  with  respect  to  snefe  sfearefeoider  lor 
snefe  calender  year.” 

fg) h ■  Clebical  Amendment- — Section  430  -ffef  -(re¬ 
lating  to  taxation  ol  common  trust  funds)  is  hereby  amended 
fey  striking  out  iior  chapter  tfe1  and  fey  striking  out  Chapters 
and  inserting  in  lieu  thereof  “ehapter’-fe 


fhf  Amount  oe  Cbedit  Considebed  as  Payment. — 
Scetion  3241  -(a)-  -(2)-  -(relating  to  refunds  and  credits)-  is 
amended  to  read  as  follows : 

■"(2)-  Tbeatment  ar  obesits. — Lfee  amount  of 
credit  provided  in  seetien  33  against  the  tax  for  any 
taxable  year  shall;  to  the  extent  thereof;  fee  considered 

Q  o  -f~vry  Oil  fi  AT  fi  |~1  /~i  f  Q  y  f<  C1  IT  C*  1 1  A  V  TTUlOf  MOV  /T 1*  Ij  /T  f  4  n  Q 

ttu  JJ cl  \  111L11 1  vTT  Tiru  t tlA  1 U1  o ILvlI  \  v-" cl-L  y  VV  llvJ  tllL'l  U1  HU  1/  111 U 

withholding  agent  has  paid  to  the  collector  the  amount 
of  the  tax  deducted  and  withheld  at  the  source  under 


/iy  Inn 

trr  1TTT7 


id  of  chapter  0  of  subehaptcr  P  of  chapter  0 
of  tax  required  to  fee  deducted  and  with¬ 


held  at  souree  under  sufeefeapter  A  of  chapter  3A 

-(if  SrECiAt  -Pe-biob  oe  Limitations  bob  Sm-a-ll 
Refunds  on  Lax  -Withheld  at  Soubce: — Section  322 
ffef  (relating  to  statute  of  limitations  on  filing  claim  for 


H.  P.  4473 - 7 
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is  hereby  amended  by 


at  Ike  end 


new 


“(7-)  Special  rerior  of  remit  a teona  with  re- 

SPECT  T0  CERTAIN-  O  YEP  AY  MENTS  RESULTING  FROM 
TAN  WITURFBER  ON  BIA-EDENEHp  INTEREST,-  OR  ROYAE- 
TEBtE — 4n  Ike  ease  ef  an  individual  filing  a  claim  fee 
credit  er  rekmd  el  an  overpayment  fee  a  taxable  year 
tor  whiek  ke  was  eel  reepured  under  section  §4-  -(a)-  te 

credit  allowed  under  section  do  lei  tax  required  te  ke 
deducted  and  withheld  under  subekapter  A  el  chapter  0 
-(-relating  te  tax  withheld  at  seuree  en  dividends  and 
interest)-  er  ler  tax  deducted  and  withheld  under  sub- 
ekapter  41  el  suck  chapter  -(relating  te  tax  withheld  at 
seuree  en  royalties)-,  in  lieu  el  the  period  el  limitation 
prescribed  in  paragraph  -ft)^  the  period  shall  be  seven 
years  from  the  date  prescribed  by  law  ler  filing  a  return 
ler  the  taxable  year  with  respect  te  which  the  dnkn  is 
madeT  4n  such  a  ease7  the  amount  el  credit  er  rekmd 
may  exceed  the  portion  el  the  tax  paid  within  the  period 
prescribed  in  paragraph  -(4t)-T  te  the  extent  el  the 


el  the  en 


l/x  en  C«]l  eyrul  i  t 
tt7  ollvll  1  (  Ull 
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1  allowed  aader  seetiea  by  er  le  Ike  extent  el  $27  wliich- 

2  exer  is  Ike  leaser.” 

3  -(jf  P hesu m r tion s  as  to  Date  of  Payment. — &ee- 

4  lam  3tk2  -fef  / relating  le  presaarptlen  as  le  dale  el  pay- 

5  ment)  is  hereby  amended  le  read  as  lekewss 

6  ---(e)-  pFEFF-MPTTON-Sr  AS  TO  44aTE  OF  PAYMENT. - Per 

7  Ike  purpose  el  ibis  section — 
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21 

09 


--(-1)-  any  amount  allowable  as  a  credit  under  see- 
lien  k2  -(relating  le  eredit  ler  tax  wkkkeW  at  seuree  ea 

In  y  fyor*  o fi  i  \  1  an  >  / 1  x  a  n  /I  /av*  fo  vT/xTify1  Ia  n  ahvaoi 
tclA  11  U\J  v  U  V  II I  cl  i  IT  U  v  >  11  u  n  mill  tlTt  T/ctTw  ti  ivTiTn  1 7v7  1 1 U1 11  lol 

deal  alieas  aad  lorcign  eerperatians)-  ar  under  seeliea 

Q  ^  (  vrO  o  li  vi  fv  Ia  t  «Vf  wl  1 4  /->  i»  | n  y  f ^Ia i  f  1  >  ]  >  /  il  /I  a  4  c'Oiii  vfa  ah 

T/t/  ( 1  vJltl  tillg^  ttl  11  v  u  1 1  lUr  tllA  \Y  UlllilH  1U  til  oU LLi.  L'l'  U1 1 

wages7  dixideadsy  interesty  aad  reyakies}-  sbally  ia  re- 

orwwif  (  \  d'  f  Jx/A  TA  AVC1  /AAA  fill  /A /l  ji  \  Cl  1  1  /  1 1  ^  /.1'A  /Ilf  ItA  >1  AA1  YA  /A  /I 

o  | J U L  L  Tax  lllvJ  J 7 L  I  oUll  L'll  11 1 Tv  11  1U  o  l  tv  1 !  oTtAtlTy  U  v.  ttv  eixlvtl 

le  kaxe  keea  paid  by  kka  ea  Ike  last  day  prescribed 
ky  laxy  -(-detemnned  witkeut  regard  le  aay  oxteasiea  el 
time  greeted  Ike  taxpayer)-  ler  Ike  hliag  el  Ike  return 
ler  kis  taxable  year  witli  respect  le  wkiek  seek  anreunt 
is  akewable  as  a  credit  ;  aad 

“  (2)  aay  ameunt  paid  as  estaaated  lax  ler  ary- 
taxable  year  skak  be  deemed  le  kaxe  keea  paid  ea  Ike 
last  day  prescribed  ky  law  -fdetoreriaed  wrtkeat  regard 
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te  any  extension  el  time  granted  the  taxpayer)-  for  the 
filing  el  tfie  re  tarn  ler  saeh  taxable  yearh 
-(h)-  Interest  on  Overpayments; — Section  37-71  -(f)- 
is  hereby  amended  te  read  as  fellows-? 

ii-(f)-  Tax  WiTnnELD  at  Source  and  Estimated 
TAX: — 


u 


-ffif  Claims  filed  under  special  period  op 

LIMITATIONS  PROVIDED  IN  SECTION  SAg-  (b)  (Yg — II 
eredit  er  rcliind  el  the  overpayment  weald  he  barred 
ander  seetien  3thl  -(h)-  e-x-eept  ler  paragraph  -f7)-  thereof, - 
ne  interest  shall  he  ahe-wed  er  paid  with  respect  te  the 
overpayment  ler  any  period  ending  prior  te  the  expira- 
tien  el  six  months  alter  the  date  en  which  the  claim 
was  filed. 


Cross  reference. — Eer  date  el  payment  in 
respect  el  estimated  tax  and  tax  withheld  at  source,  see 
seetien  32h  -{c)-t-- 
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-(If  Definition  of  With-holding  Agent. — Seetion 
8-797-  -fa)-  -(40)-  is  hcroby  amended  fey  striking  out  “143  or 
144--,  and  fey  inserting  in  lieu  thereof  “14-3,  144,  420-4, ■  or 
4224”. 


-fm)-  -Effective  Date. — The  amendments  made  fey 
subsections  -(a)-  and  -ffef  shad  fee  applicable  to  taxable  years 
beginning  after  December  3-fe-  1954. 

PART  H— INCREASE  IN  WITHHOLDING  OP  TAX 
AT  SOURCE  ON  WAGES 
SEG  22L  PERCENTAGE  METHOD  OF  WITHHOLDING. 


Section  102-2  -(a)-  -(relating  to  percentage  method  of 
withholding)-  is  hereby  amended  fey  striking  out  ^4-S  per 
centum”  and  inserting  in  hen  thereof  AtO  per  centum”. 


SEG  232,  WAGE  BRAGKET  WITHHOLDING 


The  tafel-es  contained  m  seet-ion  1622 


/.i  \ 

yep  y-ep 


to  -wage  bracket  withholding)  are  hereby  amended  to  read 
as  follows-:- 


“If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is — 


At  least 

But  less 
than 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 _ 

$13 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$13 . . 

$14 _ 

$2.  70 

.  10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$14 _  .. 

$15  _ 

2.  90 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$15 _ 

$16 _ 

3. 10 

.  50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$16 . __ 

$17 _ 

3.30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$17 _ 

$18 _ 

3.50 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$18 _ 

$19  .  .... 

3.  70 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$19... . . 

$20 _ 

3.  90 

1.  40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$20 _ 

$21  _ 

4.  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$21 _ 

$22 _ 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$22 . 

$23  . . . 

4.  60 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$23 . . 

$24 _ 

4.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$24 . 

$25 _ 

5.00 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$25 _ 

$26 

5.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$26.. . 

$27 _ 

5.40 

2.  80 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$27 _ 

$28 . 

5.60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

$28... 

$29 _ 

5.  80 

3.20 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

$29 _ 

$30 _ 

6.00 

3.40 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$30— 

$31 _ 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

$31 _ 

$32 _ 

6.  40 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$32 _ 

$33 _ 

6.60 

4  00 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

$33 _ 

$34 _ 

6.80 

4  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$34 _ 

$35 _ 

7.00 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

$35 . 

$36. . . 

7.20 

4.60 

2.  00 

0 

0 

0 

0 

0 

0 

0 

0 

$36... . 

$37 . . 

7.  40 

4.80 

2  20 

0 

0 

0 

0 

0 

0 

0 

0 

$37. . . 

$38.  . . . 

7.  60 

5.00 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$38.. . 

$39 . . 

7.  80 

5.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

$39 . . 

$40 _ 

8.00 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

0 

0 

$40  ... 

$41 _ 

8.20 

5.60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

$41  . 

$42  .. 

8.  40 

5.  80 

3.20 

.60 

0 

0 

0 

0 

0 

0 

0 

$42 . . 

$43 _ 

8.60 

6.  00 

3.40 

.80 

0 

0 

0 

0 

0 

0 

0 

$43 _ 

$44 _ 

8.  80 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

$45 _ 

9.00 

6.  40 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

0 

$45 _ 

$46 _ 

9.20 

6.60 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

$46. . . 

$47 _ 

9.40 

6.  80 

4.  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$47 _ 

$48 _ 

9.60 

7.  00 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$49 _ 

9.80 

7.20 

4.60 

2.  00 

0 

0 

0 

0 

0 

0 

0 

$49 _ 

$50 _ 

10  00 

7.40 

4.80 

2  20 

0 

0 

0 

0 

0 

0 

0 

$50  . 

$51 . . 

10.  20 

7.60 

5.  00 

2.  40 

0 

0 

0 

0 

0 

o 

0 

$51 

$52 _ 

10.  40 

7.80 

5.  20 

2.60 

0 

0 

0 

0 

0 

o 

o 

$52 _ 

$53 _ 

10.60 

8.00 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

0 

$53 _ 

$54 _ 

10.  80 

8.20 

5.60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

$54 _ 

$55 _ 

11.00 

8  40 

5.80 

3.20 

.70 

0 

0 

0 

0 

0 

0 

$55 . 

$56 _ 

11.20 

8.  60 

6.  00 

3.  50 

.90 

0 

0 

0 

0 

0 

0 

$56 . 

$57 _ 

11.40 

8.80 

6  20 

3.  70 

1. 10 

0 

0 

0 

0 

0 

0 

$57 . 

$58.. . 

11.  60 

9  00 

6.50 

3. 90 

1.30 

0 

0 

0 

0 

0 

0 

$58 . 

$59 _ 

11.80 

9.  30 

6.  70 

4.  10 

1.  50 

0 

0 

0 

0 

0 

0 

$59 _ 

$60 _ 

12.  00 

9.  50 

6.90 

4.  30 

1.70 

0 

0 

0  • 

0 

0 

0 

$60 _ 

$62 . . 

12.  40 

9.  80 

7.20 

4.60 

2.00 

0 

0 

0 

0 

0 

0 

$62  .  . 

$64 _ 

12.  80 

10.  20 

7.  60 

5.  00 

2.  40 

0 

0 

0 

0 

o 

0 

$64 _ 

$66 . . 

13.20 

10.60 

8.00 

5. 40 

2.80 

.20 

0 

0 

0 

0 

0 

$66 _ 

$08 _ 

13.  60 

11.00 

8.40 

5.  80 

3.20 

.60 

0 

0 

0 

0 

0 

$68 _ 

$70 . . 

14.00 

11.40 

8.  80 

6  20 

3. 60 

1.00 

0 

0 

0 

0 

0 

$70 _ 

$72 _ 

14.40 

11.80 

9.  20 

6.60 

4.00 

1.40 

0 

0 

0 

0 

0 

$72.. 

$74 _ 

14.80 

12.  20 

9.  60 

7.00 

4.  40 

1.80 

0 

0 

0 

0 

0 

$74 _ 

$76 _ 

15.  20 

12.60 

10.  00 

7.  40 

4.  80 

2.20 

0 

0 

0 

0 

0 

$76 _ 

$78 _ 
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13.  00 

10.  40 

7. 80 

5.20 

2.60 

0 

0 

0 

0 

0 

$78 

880 _ 

16.  00 

13.  40 

10.  80 

8.  20 

5.  60 

3.00 

.40 

0 

0 

0 

0 

$80  . 

$82 _ 

16.  40 

13.80 

11.  20 

8.60 

6.  00 

3.  40 

.80 

0 

0 

o 

o 

$82 _ 

$84 _ 

16.80 

14.  20 

11.60 

9.  00 

6.  40 

3.80 

1.20 

0 

0 

0 

0 

$84 

$86.  . . 

17.  20 

14.  60 

12.  00 

9.  40 

6.  80 

4.  20 

1.  60 

0 

0 

o 

0 

$86 _ 

$88 _ 

17.  60 

15.  00 

12.  40 

9.  80 

7.  20 

4.60 

2.  00 

0 

0 

0 

0 

$88 _ 

$90 _ 

18.00 

15.  40 

12.  80 

10.  20 

7.60 

5.00 

2.  40 

0 

0 

0 

0 

$90 

$92. 

18.  40 

15.80 

13.  20 

10.  60 

8.00 

5.  40 

2.  90 

.30 

o 

o 

o 

$92. 

$94... 

18.  80 

16.  20 

13.  60 

11.  00 

8.  40 

5.  90 

3.  30 

.70 

0 

o 

o 

$94 

$96... 

19.  20 

16.  60 

14.00 

11.40 

8.  90 

6.  30 

3. 70 

1. 10 

o 

o 

o 

$96 _ 

$98 _ 

19.  60 

17.  00 

14.  50 

11.90 

9.30 

6.  70 

4.10 

1.50 

0 

0 

0 

$98.  . . 

$100 _ 

20.  00 

17.  50 

14.  90 

12.  30 

9.70 

7. 10 

4.  50 

1.90 

0 

o 

0 

$100 _ 

$105 _ 

20. 80 

18.  20 

15.  60 

13.00 

10.  40 

7.  80 

5.  20 

2.  60 

0 

o 

o 

$105 . . 

$110 _ 

21.80 

19.  20 

16.  60 

14.00 

11.40 

8.  80 

6.  20 

3.60 

1.00 

o 

o 

$110 _ 

$115 _ 

22.  80 

20.  20 

17.  60 

15.  00 

12.  40 

9. 80 

7.  20 

4.60 

2.  00 

o 

o 

$115 . . 

$120 _ 

23.  80 

21.  20 

18.  60 

16.00 

13.  40 

10. 80 

8.  20 

5.  60 

3.00 

.40 

0 

$120  _ 

$125 _ 

24.80 

22.  20 

19.  60 

17.  00 

14.40 

11.80 

9.  20 

6. 60 

4.00 

1.40 

o 

$125 _ 

$130 _ 

25.  80 

23.  20 

20.  60 

18.00 

15.  40 

12.  80 

10.  20 

7.  60 

5. 00 

2.  50 

o 

$130 _ 

$135 . 

26.80 

24.  20 

21.60 

19.00 

16.  40 

13.  90 

11.30 

8.  70 

6. 10 

3.  50 

.90 

$135.. . 

$140 _ 

27.  80 

25.  20 

22.  70 

20. 10 

17.  50 

14.  90 

12. 30 

9.  70 

7. 10 

4.  50 

1.  90 

$140 _ 

$145 _ 

28.90 

26.  30 

23.  70 

21. 10 

18.  50 

15.  90 

13. 30 

10.  70 

8. 10 

5.  50 

2.  90 

$145 _ 

$150 _ 

29.90 

27.  30 

24.70 

22. 10 

19.  50 

16.90 

14.30 

11.70 

9. 10 

6.  50 

3.90 

$150 . 

$160 _ 

31.40 

28.  80 

26.20 

23.  60 

21.00 

18.  40 

15. 80 

13.  20 

10.  60 

8.00 

5. 40 

$160 _ 

$170. . 

33.  40 

30.  80 

28.20 

25.60 

23.  00 

20.40 

17.80 

15.20 

12.60 

10.00 

7.50 

$170.  _ 

$180 _ 

35.40 

32.  80 

30.  20 

27.  60 

25. 10 

22.  50 

19.  90 

17.  30 

14.70 

12. 10 

9.  50 

$180 _ 

$190 _ 

37.50 

34.90 

32. 30 

29.70 

27.10 

24.60 

21.90 

19.  30 

16.  70 

14.10 

11.60 

$190 _ 

$200 _ 

39.50 

36.90 

34.30 

31.70 

29.10 

26.50 

23.90 

21.30 

18.70 

16.10 

13.50 

$200  and  over _ 

20  percent  of  the  excess  over  $200  plus— 

40.50 

37.90 

35. 30 

32.70 

30.10 

27.60 

24.  90 

22. 30 

19. 70 

17. 10 

14.50 
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r  “Tf  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages  are — 


At  least 


$0  _ 

$26  ... 
$28  ... 

$30 _ 

$32 . 

$34  _ 

$36.  .  ... 

$38  _ 

$40  _ 

$42 _ 

$44 _ 

$46 . 

$48  _ 

$50 _ 

$52. . 

$54  _ 

$56 _ 

$58 _ 

$60 _ 

$62 _ 

$64  _ 

$66 _ 

$68... 

$70 _ 

$72 _ 

$74 _ 

$76 _ 

$78 _ 

$80 _ 

$82 _ 

$84 _ 

$86 _ 

$88 _ 

$90 _ 

$92....  . 

$94 _ 

$96 . . 

$98 _ 

$100. . . 

$102. __ 

$104 _ 

$106 _ 

$108 _ 

$110 _ 

$112 _ 

$114 _ 

$116 _ 

$118 _ 

$120  .  . 

$124 _ 

$128..  . 

$132 _ 

$136 _ 

$140 _ 

$144 _ 

$148 _ 

$152 _ 

$156 _ 

$160 _ 

$164 _ 

$168 _ 

$172 _ 

$176 _ 

$180 _ 

$184 _ 

$188 _ 

$192..  . 

$196 _ 

$200  . 

$210 _ 

$220  ..  ... 
$230.. 

$240  .... 
$250  .... 

$260 . . 

$270 _ 

$280 _ 

$290 _ 

$300 _ 

$320.. . 

$340 _ 

$360. . 

$380 _ 


But  less 
than 


$26  _ 

$28  . .  . 

$30  _ 

$32  _ 

$34  . .  . 

$36 _ 

$38 _ 

$40 _ 

$42  _ 

$44  . . 

$46  _ 

$48 _ 

$50 _ 

$52  ....  . 
$54. .. 

$56 _ 

$58 . . 

$60 _ 

$62 _ 

$64 _ 

$66  _ 

$68 _ 

$70  _ 

$72  . 

$74  . 

$76 _ 

$78 _ 

$80 _ 

$82 _ 

$84 _ 

$86 . . 

$88 _ 

$90 _ 

$92 _ 

$94 _ 

$96 _ 

$98 _ 

$100 _ 

$102 _ 

$104 _ 

$106 _ 

$108 _ 

$110 _ 

$112 _ 

$114 _ 

$116 _ 

$118  _ 

$120  ... 

$124 _ 

$128.  ... 

$132 _ 

$136 _ 

$140 _ 

$144 _ 

$148 _ 

$152 _ 

$156.  .... 
$160  .... 

$164 _ 

$168 

$172  .... 
$176  .  . 

$180  . . . 

$184 _ 

$188.  .  . 

$192 _ 

$196  . 

$200 _ 

$210 

$220  .... 
$230 

$240 _ 

$260 _ 

$260  . 

$270 _ 

$280 _ 

$290 _ 

$300 _ 

$320 _ 

$340 _ 

$360 _ 

$380. . 

$400 . 


$400  and  over. 


And  the  number  of  withholding  exemptions  claimed  is — 


0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

20%  of 

wage* 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$5.  50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

5.  90 

.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6  30 

1. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6.  70 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.  10 

1  90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.  50 

2  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.90 

2.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

8.  30 

3.  10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

8.  70 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9.  10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9.50 

4.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9.  90 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10.  30 

5.  10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10.  70 

5.  50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

11.  10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0  ■ 

0 

11.  50 

6.  40 

1.20 

0 

0- 

0 

0 

0 

0 

0 

0 

11.90 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

12.  40 

7.  20 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

12.80 

7.60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

13.  20 

8.00 

2.80 

0 

0 

0 

0 

0 

0 

0 

0 

13.  60 

8.  40 

3.  20 

0 

0 

0 

0 

0 

0 

0 

0 

14.  00 

8.  80 

3.  60 

0 

0 

0 

0 

o  • 

0 

0 

0 

14.  40 

9.  20 

4.00 

0 

0 

0 

0 

0 

0 

0 

0 

14.80 

9.60 

4.  40 

0 

0 

0 

0 

0 

0 

0 

0 

15.20 

10.00 

4.80 

0 

•0 

0 

0 

0 

0 

0 

0 

15.  60 

10  40 

5.  20 

0 

0 

0 

0 

0 

0 

0 

0 

16.  00 

10.  80 

5.  60 

.40 

0 

0 

0 

0 

0 

0 

0 

16.  40 

11.20 

6.00 

.80 

0 

0 

0 

0 

0 

0 

0 

16.  80 

11.60 

6.  40 

1.20 

0 

0 

0 

0 

0 

0 

0 

17.20 

12.  00 

6.  80 

1.  60 

0 

0 

0 

0 

0 

0 

0 

17.  60 

12  40 

7.  20 

2.00 

0 

0 

0 

0 

0 

0 

0 

18.00 

12.80 

7.  60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

18.  40 

13.  20 

8.00 

2.  90 

0 

0 

0 

0 

0 

0 

0 

18.80 

13.60 

8.  40 

3.30 

0 

0 

0 

0 

0 

0 

0 

19.20 

14.00 

8.90 

3.70 

0 

0 

0 

0 

0 

0 

0 

19.60 

14.  50 

9.  30 

4.  10 

0 

0 

0 

0 

0 

0 

0 

20.  00 

14.90 

9.70 

4.  50 

0 

0 

0 

0 

0 

0 

0 

20.  50 

15.  30 

10  10 

4.90 

0 

0 

0 

0 

0 

0 

0 

20.  90 

15.  70 

10.  50 

5.  30 

.  10 

0 

0 

0 

0 

0 

0 

21.  30 

16.  10 

10.90 

5.  70 

.  50 

0 

0 

0 

0 

0 

0 

21.70 

16.  50 

11.30 

6. 10 

.90 

0 

0 

0 

0 

0 

0 

22.10 

16.  90 

11.70 

6.50 

1.30 

0 

0 

0 

0 

0 

0 

22.  50 

17. 30 

12. 10 

6.  90 

1.70 

0 

0 

0 

0 

0 

0 

22.  90 

17.  70 

12.  60 

7.30 

2. 10 

0 

0 

0 

0 

0 

0 

23.30 

18. 10 

12.  90 

7.  70 

2.50 

0 

0 

0 

0 

0 

0 

23.70 

18.  50 

13. 30 

8. 10 

2.  90 

0 

0 

0 

0 

0 

0 

24. 10 

18.  90 

13.70 

8.50 

3. 30 

0 

0 

0 

0 

0 

0 

24.70 

19.50 

14.30 

9.  10 

3.90 

0 

0 

0 

0 

0 

0 

25.  50 

20.  30 

15. 10 

9.  no 

4.  70 

0 

0 

0 

0 

0 

0 

26. 30 

21. 10 

15.  90 

10.  70 

5.60 

.40 

0 

0 

0 

0 

0 

27.10 

21.90 

16.  80 

11.60 

6.  40 

1.20 

0 

0 

0 

0 

0 

27.  90 

22.80 

17.60 

12.40 

7.20 

2.  00 

0 

0 

0 

0 

0 

28.  80 

23.60 

18.40 

13.20 

8.00 

2.  80 

0 

0 

0 

0 

0 

29.  60 

24.  40 

19.20 

14.00 

8.  80 

3.60 

0 

0 

0 

0 

0 

30.  40 

25.  20 

20.  on 

14.  80 

9.60 

4.40 

0 

0 

0 

0 

0 

31.20 

26.00 

20.  80 

15.  60 

10.  40 

5.20 

0 

0 

0 

0 

0 

32.  00 

20.  80 

21.60 

16.40 

11.20 

6.00 

.80 

0 

0 

0 

0 

32.  80 

27.60 

22.  40 

17.  20 

12.  no 

6.80 

1.70 

0 

0 

0 

0 

33.60 

28.  40 

23.  20 

IS.  00 

12.80 

7.70 

2.50 

0 

0 

0 

0 

34.40 

29.20 

24.00 

18.  80 

13.  70 

8.50 

3.30 

0 

0 

0 

0 

35.  20 

30.00 

24.90 

19.  70 

14.  50 

9.30 

4. 10 

0 

0 

0 

0 

36.00 

30.90 

25.  70 

20.  50 

15. 30 

10. 10 

4. 90 

0 

0 

0 

0 

3fi.  00 

31.70 

26.  50 

21.30 

16. 10 

10.  90 

5.  70 

.50 

0 

0 

0 

37.70 

32.  50 

27.30 

22. 10 

16.  90 

11.  70 

6.  50 

1.30 

0 

0 

0 

38.  50 

33,30 

28. 10 

22.  90 

17.70 

12.50 

7.  30 

2.10 

0 

0 

0 

39.  30 

34.  10 

28.90 

23.  70 

18.50 

13. 30 

8.  10 

2.90 

0 

0 

0 

40.10 

34.  90 

29.70 

24.50 

19.30 

14. 10 

8.  90 

3.70 

0 

0 

0 

41.50 

36.  30 

31.10 

25.  90 

20.  70 

15. 60 

10.  40 

5.20 

0 

0 

0 

43.50 

38.30 

33.  20 

28.00 

22.  80 

17.60 

12.  40 

7.20 

2.00 

0 

0 

45. 00 

40.  40 

35.  20 

30.  00 

21.80 

19.  60 

14.40 

9.20 

4.00 

0 

0 

47.60 

42.  40 

37.20 

32.  on 

26.80 

21.60 

10.  40 

11.20 

6.00 

.90 

0 

49.60 

44.40 

39.20 

34.  00 

28.  80 

23.  70 

18.  50 

13.30 

8. 10 

2.  90 

0 

51.60 

46.  40 

41.30 

36.  10 

30.  90 

25.  70 

20.  50 

15. 30 

10. 10 

4.  90 

0 

53.70 

48.  50 

43.30 

38.10 

32.  90 

27.  70 

22.  50 

17.30 

12.10 

6.90 

1. 

70 

55.  70 

50.  50 

45. 30 

40. 10 

34.90 

29.70 

24.  50 

19.30 

14.10 

9.00 

3. 

80 

57.70 

52.  50 

47. 30 

42.10 

36.90 

31.80 

26.60 

21.40 

16.20 

11.00 

5. 

80 

59.  70 

54.60 

49.40 

44.20 

39.00 

33.80 

28.60 

23.40 

18.20 

13.00 

7. 

80 

62.  80 

57.60 

52.  40 

47.20 

42.  00 

36.  80 

31.60 

26.  40 

21.20 

16.00 

10. 

90 

66.  80 

61.60 

56.40 

51.  20 

46.10 

40.90 

35.  70 

30.  50 

25.30 

20.10 

14. 

90 

70.  90 

65.  70 

60.50 

55. 30 

50. 10 

44.90 

39.  70 

34.50 

29.30 

24.10 

19. 

OO'* 

74.  90 

69.70 

64.50 

59.  30 

54.  20 

49.00 

43.  80 

38.60 

33.40 

28.20 

23. 

00 

79.00 

73.80 

68.60 

63.40 

58.20 

53. 00 

47.80 

42.60 

37.40 

32.20 

27. 

11 

20  percent  of  the  excess  over  $400  plus— 

81.00 

75.80 

70.60 

65.40 

60.20 

55.00 

49.  80 

44.70 

39.50 

34.30 

29. 10 

104 


‘If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are- 


At  least 


But  less 
than 


$0._ . 

$28 _ 

$30 _ 

$32 _ 

$34 _ 

$36 _ 

$38. . 

$40 _ 

$42. . 

$44 . 

$46  ... 

$48 . 

$50 _ 

$52. . 

$54 . 

$56 _ 

$58 . 

$60 _ 

$62 _ 

$64 _ 

$66 _ 

$68 _ 

$70 _ 

$72. . 

$74. . 

$76 _ 

$78 . . 

$80 _ 

$82 _ 

$84 _ 

$86 _ 

$88 _ 

$90 _ 

$92 . . 

$94 . . 


$28 _ 

$30 _ 

$32 _ 

$34. . . 

$36.. . 

$38 . 

$40 _ 

$42.. . 

$44 . 

$46.. . 

*48 

$50 _ 

$52 _ 

$54. . 

$56. . 

$58 _ 

$60. . . 

$62 _ 

$64 _ 

$66 _ 

$68 . 

$70 _ 

$72 . - 

$74 _ 

$76 _ 

$78 _ 


$84- . 

$86 . 


$98 _ 

$100 _ 

$102 _ 

$104—. 

$106 _ 

$108 _ 

$110 . 

$112 _ 

$114 _ 

$116 _ 

$118 _ 

$120 _ 

$124 _ 

$128 _ 

$132 _ 

$136 . 

$140.. . 

$144. . 

$148.. . 

$152.. . 

$156 _ 

$160- . 

$164 _ 

$168 _ 

$172 . . 

$176 . 

$180 . 

$184 . 

$188 _ 

$192 _ 

$196 _ 

$200 _ 

$210 _ 

$220 . 

$230. . 

$240 _ 

$250  . 

$260. . 

$270 _ 

$280 _ 

$290. . 

$300 . 

$320 _ 

$340 _ 

$360 . . 

$380 . 

$400 . . 

$420 . 

$440 . 

$460 . 

$480 . . 


And  the  number  of  withholding  exemptions  claimed  is — 


$90 _ 

$92 _ 

$94 _ 

$96 _ 

$98 . . 

$100 _ 

$102 _ 

$104 . 

$106 _ 

$108. . 

$110 _ 

$112 _ 

$114 _ 

$116 _ 

$118 _ 

$120  ... 

$124 _ 

$128 _ 

$132 _ 

$136 _ 

$140 _ 

$144 _ 

$148 _ 

$152 . 


$160 . 

$164 _ 

$168 _ 

$172 . . 

$176 _ 

$180 _ 

$184 . 

$18$ _ 

$192 _ 

$196: _ 

$200 _ 

$210 _ 

$220 _ 

$230 _ 

$240 _ 

$250 . . 

$260 . 

$270 _ 

$280 _ 

$290 _ 

$300 _ 

$320 _ 

$340 _ 

$360 _ 

$380 _ 

$400 . . 

$420 . 

$440. . 

$460. . 

$480. . 

$500 _ 


$500  and  over. 


0 

1 

2 

3 

4 

5 

6 

1 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$5.  90 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6.  30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6.  70 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.10 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.50 

1.  90 

0 

0 

0 

0 

0 
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91. 10 

79.90 

68.60 

57.  40 

46.10 

34.  90 

23.  60 

12.  40 

1.10 

0 

0 

95.20 

83.90 

72.70 

61.40 

50.20 

38. 90 

27.70 

16.  40 

5.20 

0 

0 

99.  20 

88.00 

76.  70 

65. 50 

54.20 

43.00 

31.70 

20.50 

9.20 

0 

0 

103.  30 

92.00 

80.  80 

69.  50 

58.  30 

47.00 

35. 80 

24.  50 

13.30 

2.00 

0 

107.  30 

96. 10 

84.  80 

73.60 

62.  30 

51.  10 

39.  80 

28.60 

17.  30 

6. 10 

0 

111.40 

100. 10 

88. 90 

77.  60 

66.  40 

55.  10 

43.  90 

32.60 

21.40 

10. 10 

0 

115.  40 

104.  20 

92.  90 

81.70 

70.40 

59.  20 

47.90 

36.70 

25.  40 

14.20 

2.  90 

119.  50 

108.  20 

97.00 

85.  70 

74.  50 

63.  20 

52.00 

40.  70 

29.50 

18.  20 

7.00 

125.60 

114.30 

103. 10 

91.80 

80.60 

69. 30 

58.10 

46.80 

35.  60 

24.  30 

13. 10 

133. 70 

122. 40 

111.20 

99.  90 

88.70 

77.40 

66.  20 

54.90 

43.  70 

32.  40 

21.20 

141.80 

130.  50 

119. 30 

108. 00 

96. 80 

85.  50 

74.  30 

63.00 

51.80 

40.50 

29. 30 

149.  90 

138.  60 

127.  40 

116. 10 

104.90 

93.60 

82.  40 

71.10 

59. 90 

48.60 

37.40 

158.00 

146.  70 

135. 50 

124.  20 

113.00 

101.70 

90.  50 

79.  20 

68.00 

56.  70 

45.50 

166.10 

154. 80 

143. 60 

132.  30 

121.10 

109.  80 

98.60 

87.  30 

76.10 

64.  80 

53.60 

174. 20 

162.  90 

151.  70 

140.  40 

129.  20 

117.  90 

106.70 

95.  40 

84.20 

72.90 

61.70 

182.  30 

171.00 

159.  80 

148.  50 

137. 30 

126.00 

114.80 

103.  60 

92.30 

81.00 

69.80 

190.  40 

179. 10 

167.  90 

156. 60 

145.  40 

134. 10 

122.  90 

111.60 

100.40 

89.  10 

77.90 

198.  50 

187.  20 

176.00 

164.  70 

153.  50 

142.  20 

131.00 

119.  70 

108.  50 

97.20 

86.00 

20  percent  of  the  excess  over  $1,000  plus 

202.50 

191.  30 

180.00 

168.80 

157.  50 

146. 30 

135.00 

123. 80 

112.  50 

101.  30 

90.00 

106 


“If  the  payroll  period  with  respect  to  an  employee  is  a  daily 
payroll  period  or  a  miscellaneous  payroll  period 


And  the  wages  di¬ 
vided  by  the  num¬ 
ber  of  days  in  such 
period  are — 

And  the  number  of  withholding  exemptions  claimed  is- 

0 

i 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

At  least 

than 

the  number  of  days  in  such  period — 

$0 _ 

$2.00 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00 _ 

$2.25 . 

$o".  45 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25 _ 

$2.50 _ 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50.  . 

$2.75 . 

.  55 

.  15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75-.. 

$3.00--. 

.60 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00  . 

$3.25-.. 

.65 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25  -. 

$3.50 _ 

.70 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.50 . 

$3.75 _ 

.75 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 _ 

$4.00 _ 

.80 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00 

$4.25-,. 

.85 

.45 

.  10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 _ 

$4.50 _ 

.90 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 _ 

$4.75 _ 

.95 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$4.75... 

$5.00 _ 

1.00 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 _ 

$5.25 _ 

1.05 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 _ 

$5.50 _ 

1.10 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50-  . 

$5.75 _ 

1.  15 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5.75 _ 

$6.00 . 

1.20 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.00 _ 

$6.25 . 

1.25 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.25 . . 

$6.50 _ 

1.30 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$0.50 _ 

$0.75 _ 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$6.75 _ 

$7.00 _ 

1.40 

1.00 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

$7.00 _ 

$7.25 _ 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.25 _ 

$7.50 _ 

1.50 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7.50 _ 

$7.75 _ 

1.55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

0 

0 

$7.75 _ 

$8.00 _ 

1.60 

1.20 

.85 

.50 

.10 

0 

0 

0 

0 

0 

0 

$8.00 _ 

$8.25 _ 

1.65 

1.30 

.90 

.55 

.15 

0 

0 

0 

0 

0 

0 

$8.25 _ 

$8.50 _ 

1.70 

1.35 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.50 _ 

$8.75 _ 

1.75 

1.40 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$8.75 _ 

$9.00 _ 

1.80 

1.45 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.00 _ 

$9.25 _ 

1.85 

1.  50 

1.10 

.75 

.35 

0 

0 

0 

0 

0 

0 

$9.25 _ 

$9.50 _ 

1.90 

1.55 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9.50 _ 

$9.75 _ 

1.95 

1.60 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

0 

$9.75 _ 

$10.00 _ 

2.00 

1.G5 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

2.10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

$10.50 _ 

$11.00 _ 

2.  20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

$11.00 _ 

$11.50- 

2.  30 

1.90 

1.55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

$11.50 _ 

$12.00 _ 

2.  40 

2.  00 

1.65 

1.25 

.90 

.55 

.15 

0 

0 

0 

0 

$12.00 _ 

$12.50 _ 

2.  50 

2.  10 

1.75 

1.35 

1.00 

.65 

25 

0 

0 

0 

0 

$12.50 _ 

$13.00 _ 

2.  60 

2.  20 

1.85 

1.45 

1.10 

.75 

.35 

0 

0 

0 

0 

$13.00 _ 

$13.50 _ 

2.70 

2.  30 

1.95 

1.55 

1.20 

.85 

.45 

.10 

0 

0 

0 

$13.50 _ 

$14.00 _ 

2.80 

2.  40 

2.  05 

1.65 

1.30 

.95 

.55 

.20 

0 

0 

0 

$14.00 _ 

$14.50 _ 

2.  90 

2.  50 

2.15 

1.80 

1.  40 

1.05 

.65 

.30 

0 

0 

0 

$14.50 _ 

$15.00 _ 

3.  00 

2.  60 

2.  25 

1.90 

1.50 

1.15 

.75 

.40 

.05 

0 

0 

$15.00 _ 

$15.50 . 

3. 10 

2.  70 

2.35 

2.  00 

1.60 

1.25 

.85 

.50 

.15 

0 

0 

$15.50-.- 

$16.00... 

3. 20 

2.  80 

2.  45 

2. 10 

1.70 

1.  35 

.95 

.60 

.25 

0 

0 

$16.00-. 

$16.50--. 

3. 30 

2.  90 

2.  55 

2.  20 

1.80 

1.  45 

1.05 

.70 

.35 

0 

0 

$16.50 _ 

$17.00 _ 

3.40 

3.  00 

2.65 

2.  30 

1.90 

1.55 

1. 15 

.80 

.45 

.05 

0 

$17.00 _ 

$17.50 _ 

3.  50 

3.10 

2.75 

2. 40 

2.  00 

1.65 

1.25 

.90 

.55 

.15 

0 

$17.50 _ 

$18.00 _ 

3. 60 

3.  20 

2.  85 

2.  50 

2. 10 

1.75 

1.40 

1.00 

.65 

.25 

0 

$18.00 _ 

$18.50 _ 

3.  70 

3.  35 

2.  95 

2.  60 

2.20 

1.85 

1.50 

1.10 

.  75 

.35 

0 

$18.50 . 

$19.00 _ 

3.  80 

3.45 

3.  05 

2.  70 

2.  30 

1.95 

1.60 

1.20 

.85 

.  45 

.10 

$19.00 _ 

$19.50 _ 

3.  90 

3.55 

3.15 

2.  80 

2.  40 

2.  05 

1.70 

1.30 

.95 

.55 

.20 

$19.50 _ 

$20.00 _ 

4.00 

3.  65 

3.  25 

2.  90 

2.  50 

2.  15 

1.80 

1.40 

1.05 

.65 

.30 

$20.00 _ 

$21.00 _ 

4.15 

3.  80 

3.  40 

3.  05 

2.  65 

2.  30 

1.95 

1.55 

1.20 

.80 

.45 

$21.00 _ 

$22.00..  .. 

4.  35 

4.00 

3.60 

3.  25 

2.85 

2.  50 

2. 15 

1.75 

1.40 

1.00 

.65 

$22.00 _ 

$23.00..  .. 

4.  55 

4.  20 

3.  80 

3.45 

3. 10 

2.  70 

2.  35 

1.95 

1.60 

1.25 

.85 

$23.00 _ 

$24.00 _ 

4.  75 

4.40 

4.  00 

3.65 

3.30 

2.  90 

2.  55 

2.15 

1.80 

1.45 

1.05 

$24.00 _ 

$25.00 _ 

4.95 

4.  60 

4.20 

3.  85 

3.50 

3.10 

2.  75 

2.35 

2.  00 

1.65 

1.25 

$25.00 _ 

$26.00 _ 

5. 15 

4.  SO 

4.  40 

4.  05 

3.  70 

3.  30 

2.  95 

2.  55 

2.20 

1.85 

1.45 

$26.00 . 

$27.00 _ 

5.35 

5.  00 

4.  65 

4.25 

3.  90 

3.  50 

3.  15 

2.80 

2.40 

2.  05 

1.65 

$27.00 _ 

$28.00 _ 

5.  55 

5.  20 

4.85 

4.45 

4. 10 

3.70 

3.35 

3.  00 

2.60 

2.  25 

1.85 

$28.00  .... 

$29.00 _ 

5.  75 

5.  40 

5. 05 

4.  65 

4.  30 

3.  90 

3.  55 

3.  20 

2. 80 

2.  45 

2.  05 

$29.00 _ 

$30.00 _ 

5.  95 

5.  60 

5.  25 

4. 85 

4.50 

4. 10 

3.  75 

3.  40 

3.  00 

2.  65 

2.  30 

$30  and  over.. . 

20  percent  of  the  excess  over  $30  plus— 

6. 10 

5.  70 

5.35 

4.95 

4.  60 

4.  25 

3. 85 

3.50 

3. 10 

2. 75 

2.  4042 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 
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SEC.  201.  PERCENTAGE  METHOD  OF  WITHHOLDING. 

Section  1622  (a)  (relating  to  percentage  method  o) 
withholding  on  wages)  is  hereby  amended  by  inserting  before 
the  period  at  the  end  thereof  the  following:  except  that  in 

the  case  of  wages  paid  on  or  after  November  1,  1951,  and 
before  January  1 ,  1954,  the  tax  shall  be  equal  to  20  per 
centum  of  such  excess  in  lieu  of  18  per  centum " . 

SEC.  202.  WAGE  BRACKET  WITHHOLDING. 

So  much  of  section  1622  (c)  (1)  as  precedes  the  tables 
in  such  section  is  hereby  amended  to  read  as  follows: 

“(1)  (A)  Wages  paid  after  October  31,  1951, 
and  before  January  1,  1954. — At  the  election  of 
the  employer  with  respect  to  any  employee,  the 
employer  shall  deduct  and  withhold  upon  the  wages 
paid  to  such  employee  after  October  31,  1951,  and 
before  January  1,  1954,  a  tax  determined  in  ac¬ 
cordance  with  the  following  tables,  which  shall  be 
in  lieu  of  the  tax  required  to  be  deducted  and  with¬ 
held  under  subsection  (a) : 


108 

“If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages 
are — 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least 

But  less 

than 

The  amount  of  tax  to  be  withheld  shall  be — - 

$0 _ 

$13 _ 

£ 0 %  of 

$ 0 

$ 0 

$0 

$ 0 

$0 

to 

to 

to 

to 

$0 

its _ 

$14 _ 

$2.J70 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$14 _ 

$15 _ 

2.90 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$15 _ 

$16 _ 

8.10 

.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$16.  .. 

$17 _ 

3.  SO 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$17  ... 

$ 18 ... 

S.50 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$18 _ 

$19 _ 

3.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$19 _ 

$20. . 

3.90 

1.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$20 _ 

$21 _ 

4.10 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$21 _ 

$22 _ 

4.  SO 

1.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$22 _ 

$23 _ 

4.  60 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$23  _ 

$24 _ 

4.70 

2.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$24 _ 

$25 _ 

4.90 

2.30 

0 

0 

0 

0 

0  . 

0 

0 

0 

0 

$25 _ 

$26 _ 

5.10 

2.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$26  ... 

$27 _ 

5.30 

2.70 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$27  .. 

$28 _ 

5.50 

2.90 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

$28  . 

$29 _ 

5.70 

3.10 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

$29 _ 

$30 _ 

5.90 

3.30 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$30 _ 

$31 _ 

6. 10 

3.50 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

$31 _ 

$32 _ 

6.30 

3.70 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$32 _ 

$33 _ 

6.50 

3.90 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

$33 _ 

$34 _ 

6.70 

4.10 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$34  _ 

$86 _ 

6.90 

4.  SO 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

$35  _ 

$36 _ 

7. 10 

4.  60 

2.00 

0 

0 

0 

■  0 

0 

0 

0 

0 

$36  _ 

$37 _ 

7.30 

4.  70 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

$37  _ 

$38 _ 

7.50 

4.90 

2.40 

0 

0 

0 

0 

0 

0 

0 

0 

838 

$39  _ 

7.70 

5. 10 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

$39  . 

$40  _ 

7. 90 

5.30 

2.80 

.20 

0 

0 

0 

0 

0 

0 

0 

$40 _ 

$41 _ 

8. 10 

5.50 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

$41 _ 

$42 _ 

8.  SO 

5.70 

3.20 

.60 

0 

0 

0 

0 

0 

0 

0 

$42 _ 

$43 _ 

8.50 

5.90 

3. 40 

.80 

0 

0 

0 

0 

0 

0 

0 

$ 43 _ 

$44 _ 

8.  70 

6. 10 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

$45 _ 

8.90 

6.  SO 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

0 

$45 _ 

$46 _ 

9. 10 

6.50 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

Us _ 

$47 _ 

9.30 

6.70 

4.20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$47 

$ 48 

9.  50 

6.90 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 

U8 _ 

$49 _ 

9.70 

7.10 

4. 60 

2.00 

0 

0 

0 

0 

0 

0 

0 

U9 _ 

$50 _ 

9.90 

7.30 

4. 80 

2.20 

0 

0 

0 

0 

0 

0 

0 

$50... 

$ 51 

10.10 

7.50 

5.00 

2.  40 

0  1 

0 

0 

0 

0 

0 

0 

m _ 

$52 _ 

10.30 

7.70 

5.20 

2.  60 

0 

0 

0 

0 

0 

0 

0 

$52...  .  _ 

$53 _ 

10. 50 

7.90 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

0 

$58 _ 

$54 _ 

10. 70 

8.10 

6. 60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

$54 _ 

$55 _ 

10.90 

8.30 

5. 80 

3.20 

.60 

0 

0 

0 

0 

0 

0 

$55 _ 

$56 . 

11.10 

8.50 

6.00 

3.40 

.80 

0 

0 

0 

0 

0 

0 

$56 _ 

$57 _ 

11.30 

8.70 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

$57 _ 

$58 _ 

11.50 

8.90 

6.  40 

3.  80 

1.20 

0 

0 

0 

0 

0 

0 

$58. . . 

$59  .... 

11.70 

9.10 

6.60 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

$ 59 ... 

$60  .... 

11.90 

9.30 

6.80 

4.20 

1.60 

0 

0 

0 

0 

0 

0 

$60 _ 

$62 _ 

12. 20 

9.60 

7.10 

4. 50 

1.90 

0 

0 

0 

0 

0 

0 

$62 _ 

$64 _ 

12.  60 

10.00 

7.50 

4.90 

2.30 

0 

0 

0 

0 

0 

0 

$64 _ 

$66 

13.00 

10.40 

7.90 

6.  SO 

2.70 

.20 

0 

0 

0 

0 

0 

$66...  . 

$68  . 

13. 40 

10.80 

8.30 

5.70 

3.10 

.60 

0 

0 

0 

0 

0 

$68... 

$70 

13.80 

11.20 

8.70 

6.10 

3. 60 

1.00 

0 

0 

0 

0 

0 

$70 _ 

$72  .  .. 

14.20 

11.60 

9.10 

6.50 

3.90 

1.40 

0 

0 

0 

0 

0 

$72... 

$74 

14. 60 

12.00 

9.50 

6.90 

4.  SO 

1.80 

0 

0 

0 

0 

0 

$7  i _ 

$76 _ 

15.00 

12.40 

9.90 

7.30 

4.70 

2. 20 

0 

0 

0 

0 

0 

$ 76 _ 

$78 _ 

16. 40 

12.80 

10.30 

7.70 

5.10 

2.60 

0 

0 

0 

0 

0 

$78 _ 

$80 _ 

15. 80 

13.20 

10.70 

8.10 

5.50 

3.00 

■  40 

0 

0 

0 

0 

$80 _ 

$82 _ 

16.20 

13.60 

11.10 

8.50 

5.90 

3. 40 

.80 

0 

0 

0 

0 

$82 _ 

$84 _ 

16.60 

14.00 

11.50 

8. 90 

6.30 

3.80 

1.20 

0 

0 

0 

0 

$84- . 

$86 _ 

17.00 

14. 40 

11.90 

9.30 

6.70 

4.20 

1.60 

0 

0 

0 

0 

$ 86 _ 

$88 _ 

17.  40 

14. 80 

12.30 

9.70 

7. 10 

4. 60 

2.00 

0 

0 

0 

0 

$88 _ 

$90 _ 

17.80 

15.20 

12.70 

10.10 

7.50 

5.00 

2.40 

0 

0 

0 

0 

$90 _ 

$92 _ 

18.  20 

15.60 

13. 10 

10.60 

7. 90 

5.40 

2.80 

.30 

0 

0 

0 

$92 _ 

$94 _ 

18.60 

16.  00 

13.50 

10.90 

8.30 

5.  80 

3.20 

.70 

0 

0 

0 

$94 _ 

$96 _ 

19.00 

16. 40 

13.90 

11.30 

8.70 

6.20 

3.60 

1.10 

0 

0 

0 

$96 _ 

$98 . . 

19. 40 

16.80 

14.  SO 

11.70 

9.10 

6.60 

4.00 

1.50 

0 

0 

0 

$98 . 

$ 100 _ 

19. 80 

17.20 

i\.  70 

12. 10 

9. 50 

7.00 

4. 40 

1.90 

0 

0 

0 

$100 _ 

$ 105  .... 

20.50 

17.90 

15.40 

12.80 

10. 20 

7.70 

5.10 

2.60 

0 

0 

0 

$105 _ 

$110 . 

21.60 

18.90 

16. 40 

13.  80 

11.20 

8.70 

6.10 

3. 60 

1.00 

0 

0 

$ 110 _ 

$115 . 

22.50 

19. 90 

17.40 

14-80 

12. 20 

9.70 

7.10 

4. 60 

2.00 

0 

0 

$115 _ 

$120 _ 

23.50 

20.90 

18. 40 

15.80 

13. 20 

10.70 

8.10 

5.60 

3.00 

.40 

0 

$120 _ 

$125 . 

24.  50 

21.90 

19. 40 

16.  SO 

14-20 

11.70 

9.10 

6.60 

4-00 

1.40 

0 

$125 . 

$130 _ 

26.50 

22. 90 

20.40 

17.  80 

15. 20 

12.70 

10.10 

7. 60 

5.00 

2.40 

0 

$ ISO . 

$135  ... 

26.  50 

23.90 

21.40 

18. 80 

16.20 

13.70 

11.10 

8.60 

6. 00 

3.40 

.90 

$185 _ 

$140 _ 

27. 50 

24.90 

22.40 

19.80 

17.20 

14.70 

12.10 

9.60 

7.00 

4.40 

1.90 

$ UO ... 

$145  .. 

28.50 

25.90 

23.40 

20. 80 

18.20 

15.70 

13.10 

10. 60 

8.00 

5.40 

2. 90 

$ 145 ...  . 

$ 160  .. 

29.60 

26. 90 

24. 40 

21.80 

19. 20 

16.70 

14. 10 

11.60 

9.00 

6. 40 

S.  90 

$150 _ 

$160 _ 

31.00 

28.40 

25. 90 

23.  SO 

20.70 

18.20 

15.60 

13. 10 

10.  50 

7.90 

6.40 

$ 160 _ 

$170 _ 

S3. 00 

so.  40 

27.90 

25.30 

22.70 

20. 20 

17.60 

15.10 

12.50 

9.90 

7.40 

$ 170 _ 

$180 _ 

35.00 

32. 40 

29.90 

27.30 

24.70 

22.20 

19.60 

17. 10 

14.  50 

11.90 

9.40 

$ 180 _ 

$ 190 _ 

37.00 

34. 40 

31.90 

29.  SO 

26.70 

24.20 

21.60 

19.10 

16.  50 

13.90 

11.40 

$190 _ 

$200 . 

39.00 

36. 40 

33.90 

31.30 

28.70 

26.20 

23. 60 

21.10 

18.50 

15.90 

13. 40 

$ 200  and  over . . 

20  percent  of  the  excess  over  $200  plus — 

iO.OO 


37.40 

S4.90 

32.30 

29.70 

27.20 

24-60 

22.10 

19.50 

16.90 

14.40 
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“If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages 
are — 

And  the  number  of  withholding  exemptions  claimed  is— 

At  least 

But  less 
than 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0  — 

$26 _ 

20%  of 

$0 

$0 

$0 

$0 

$0 

$ 0 

$0 

$0 

$0 

$0 . 

$26 _ 

$28 _ 

$5. 40 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$28 

$30 _ 

5. 80 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$ 30 ...  . 

$32 _ 

6. 20 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$33  .. 

$34 _ 

6.60 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

tsi _ 

$36 _ 

7.00 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30 

$38 _ 

7.40 

2.  SO 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38 _ 

$40 _ 

7.80 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$1,0- 

$42 . . 

8.20 

3.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42— . 

$44 _ 

8.60 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$U— 

$46 _ 

9.00 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$1,6 _ 

$48 _ 

9.  40 

4.  so 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48.. 

$50 _ 

9.80 

4-70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50 _ 

$52 _ 

10.20 

5. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52 

$54  .  . 

10.60 

5.50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$54 _ 

$56 _ 

11.00 

5.90 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

$56  . 

$58 _ 

11.40 

6.30 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

$58 

$60 _ 

11.80 

6.70 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

$00... 

$62 _ 

12.20 

7. 10 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

$09 

$64 _ 

12.60 

7.50 

2.30 

0 

0 

0 

0 

0 

0 

0 

0 

$64... 

$66 _ 

IS.  00 

7.90 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

$66 

$68 _ 

is.  40 

8.30 

3.10 

0 

0 

0 

0 

0 

0 

0 

0 

$68.  . 

$70 _ 

13.80 

8.70 

3. 50 

0 

0 

0 

0 

0 

0 

0 

0 

$70 

$72 _ 

14-20 

9.10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

$79.. 

$74 _ 

14-60 

9.50 

4.  SO 

0 

0 

0 

0 

0 

0 

0 

0 

$74 

$76 _ 

15.00 

9.90 

4.70 

0 

0 

0 

0 

0 

0 

0 

0 

$70 

$78 _ 

15. 40 

10.30 

5.10 

0 

0 

0 

0 

0 

0 

0 

0 

$78 

$80 _ 

15.  80 

10.70 

5.  50 

.40 

0 

0 

0 

0 

0 

0 

0 

$80  . 

$82 _ 

16.20 

11.10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0 

$82 

$84 _ 

16.60 

11.50 

6.30 

1.20 

0 

0 

0 

0 

0 

0 

0 

$84 

$86 _ 

17.00 

11.90 

6.70 

1.60 

0 

0 

0 

0 

0 

0 

0 

$86 _ 

$88 _ 

17. 40 

12.30 

7. 10 

2.00 

0 

0 

0 

0 

0 

0 

0 

$88 

$90 _ 

17.80 

12.70 

7.50 

2. 40 

0 

0 

0 

0 

0 

0 

0 

$90 

$92 _ 

18.20 

13.10 

7.90 

2.80 

0 

0 

0 

0 

0 

0 

0 

$92 

$94 _ 

18.60 

13.50 

8.30 

3.20 

0 

0 

0 

0 

0 

0 

0 

$94 . 

$96 _ 

19.00 

13.90 

8.70 

3.60 

0 

0 

0 

0 

0 

0 

0 

$96 

$98 _ 

19.40 

14.  SO 

9.10 

4.00 

0 

0 

0 

0 

0 

0 

0 

$98 

$100 _ 

19.80 

14. 70 

9.50 

4-  40 

0 

0 

0 

0 

0 

0 

0 

$ 100 _ 

$102 _ 

20.20 

15.10 

9.90 

4.80 

0 

0 

0 

0 

0 

0 

0 

$ 102 

$104 _ 

20.60 

15.50 

10.30 

5.20 

.10 

0 

0 

0 

0 

0 

0 

$ 104 

$106 _ 

21.00 

15.90 

10.  70 

6. 60 

.60 

0 

0 

0 

0 

0 

0 

$ 106 

$ 108 _ 

21.40 

16.30 

11.10 

6.00 

.90 

0 

0 

0 

0 

0 

0 

$ 108 

$ 110 _ 

21.80 

16.70 

11.50 

6.40 

1.30 

0 

0 

0 

0 

0 

0 

$ 110 

$112 _ 

22.20 

17.10 

11.90 

6.80 

1.70 

0 

0 

0 

0 

0 

0 

$112 

$ 114 _ 

22.60 

17.60 

12.30 

7.20 

2. 10 

0 

0 

0 

0 

0 

0 

$114 _ 

$116 _ 

23.00 

17.90 

12.70 

7. 60 

2. 50 

0 

0 

0 

0 

0 

0 

$116 

$118 _ 

23. 40 

18.30 

13.10 

8.00 

2.90 

0 

0 

0 

0 

0 

0 

$118 _ 

$120 _ 

23.80 

18.70 

13.50 

8. 40 

3.  SO 

0 

0 

0 

0 

0 

0 

$120 _ 

$124 _ 

24.40 

19.30 

14-10 

9.00 

3.90 

0 

0 

0 

0 

0 

0 

$124 . 

$ 128 _ 

25.20 

20. 10 

li,.90 

9.80 

4.70 

0 

0 

0 

0 

0 

0 

$128 

$ 132 _ 

26.00 

20. 90 

15.  70 

10.60 

5.60 

■  40 

0 

0 

0 

0 

0 

$182  .. 

$ 136 _ 

26.80 

21.70 

16.50 

11.40 

6.30 

1.20 

0 

0 

0 

0 

0 

$136. . . 

$140 _ 

27.60 

22.60 

17.30 

12. 20 

7.10 

2.00 

0 

0 

0 

0 

0 

$140 

$144 _ 

28. 40 

23.30 

18.10 

13.00 

7.90 

2.80 

0 

0 

0 

0 

0 

$144  . 

$148 _ 

29.20 

24-10 

18.90 

13.80 

8.70 

3. 60 

0 

0 

0 

0 

0 

$ 148 

$152 _ 

30.00 

24.90 

19.70 

14. 60 

9.50 

4.40 

0 

0 

0 

0 

0 

$ 152 _ 

$156 _ 

30.80 

25.70 

20.50 

15.40 

10.30 

5.20 

0 

0 

0 

0 

0 

$ 156 

$160 _ 

31.60 

26. 60 

21.30 

16.20 

11.10 

6.00 

.80 

0 

0 

0 

0 

$160 

$164 _ 

32. 40 

27.30 

22.10 

17.00 

11.90 

6.80 

1.60 

0 

0 

0 

0 

$164 . 

$168 _ 

33.20 

28. 10 

22.90 

17.80 

12.  70 

7.60 

2.40 

0 

0 

0 

0 

$ 168 

$172 _ 

34.00 

28.90 

23. 70 

18.60 

13.50 

8. 40 

3.20 

0 

0 

0 

0 

$172 _ 

$176 _ 

34.80 

29.70 

24.50 

19.  40 

14-30 

9.20 

4.00 

0 

0 

0 

0 

$ 176 - 

$180 _ 

85.60 

30. 60 

25.30 

20.  20 

15. 10 

10.00 

4. 80 

0 

0 

0 

0 

$180 

$184  .... 

36. 40 

31.30 

26.10 

21.00 

15.90 

10.80 

5. 60 

.50 

0 

0 

0 

$184 _ 

$ 188 _ 

37.20 

32.10 

26.90 

21.80 

16.  70 

11.60 

6. 40 

1.30 

0 

0 

0 

$188 _ 

$192 _ 

38.00 

32.90 

27.70 

22.60 

17. 50 

12. 40 

7.20 

2.10 

0 

0 

0 

$192..  . 

$196 _ 

38.80 

33.70 

28.50 

23.  40 

18.30 

13.20 

8.00 

2.90 

0 

0 

0 

$196 

$200  .... 

39. 60 

34.50 

29.30 

24.20 

19. 10 

14-00 

8.80 

3.70 

0 

0 

0 

$200. 

$210 _ 

41.00 

35.90 

80.70 

25. 60 

20.50 

15.40 

10. 20 

5.10 

0 

0 

0 

$210 

$220 _ 

43.00 

37.90 

82.70 

27.60 

22. 50 

17.  40 

12.20 

7.10 

2.00 

0 

0 

$220 

$ 230 _ 

45.00 

39.90 

34.70 

29.60 

24.50 

19. 40 

14-20 

9.10 

4.00 

0 

0 

$ 230 

$240 _ 

47.00 

41.90 

36.70 

31.60 

26.50 

21.40 

16.20 

11.10 

6.00 

.80 

0 

$ 240 

$250 _ 

49.00 

43.90 

38.70 

33.60 

28.50 

23. 40 

18.20 

13.10 

8.00 

2.80 

0 

$250 

$260  _ 

51.00 

45. 90 

40.70 

35.60 

SO.  50 

25.40 

20.20 

15.10 

10.00 

4. 80 

0 

$260 

$270 _ 

53. 00 

47.90 

42.  70 

37.60 

32.50 

27. 40 

22. 20 

17.10 

12.  00 

6.80 

1.70 

$270.. 

$280 _ 

65. 00 

49. 90 

44-  70 

39. 60 

34.50 

29.  40 

24.20 

19. 10 

14.00 

8.80 

3. 70 

$280  _ 

$ 290 _ 

67.00 

51.90 

46. 70 

41. 60 

36.60 

31. 40 

26.20 

21.10 

16.00 

10.80 

5. 70 

$290 

$300 _ 

59.00 

63. 90 

48. 70 

43. 60 

38.50 

33. 40 

28.20 

23. 10 

18.00 

12.80 

7.70 

$800 

$320 _ 

62.00 

56.90 

51.70 

46.60 

41.50 

36. 40 

31.20 

26.10 

21.00 

15.80 

10.70 

$ 320 

$340 _ 

66.00 

60.90 

55.70 

50.  60 

45.50 

40.  40 

35.20 

30.10 

25.00 

19.80 

14. 70 

$ 340 

$360 _ 

70.00 

64. 90 

59. 70 

54.60 

49. 50 

44-40 

39.20 

34.10 

29.00 

23.80 

18. 70 

$360  .  ... 

$380 _ 

74.00 

68.90 

63.70 

68.60 

63. 50 

48.  40 

43.20 

38.10 

33.00 

27.80 

22.70 

$380 _ 

$400 _ 

7  8.00 

72.90 

67.70 

62.60 

67.50 

52.40 

47.20 

42.10 

37.00 

31.80 

26.70 

$400  and  over - 

20  percent  of  the  excess  over  $400  plus — 

80.00 

74.90 

69.70 

64.60 

69.50 

64. 40 

49.20 

44- 10 

S9.00 

33.80 

28.70 
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“If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages 
are — 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least 

But  less 

more 

than 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 

$28 _ 

20%  of 

$0 

$0 

$0 

$0 

$ 0 

$0 

$0 

$0 

$0 

$0 

$28 _ 

$30 _ 

J5.80 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30  _ 

$32 _ 

6.20 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$32 _ 

$34 _ 

6.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$84  .. 

$36 _ 

7.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36  . 

$38 _ 

7.  40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38 _ 

$40 — 

7.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 

$42 _ 

8.  20 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42 _ 

$44 _ 

8.60 

3.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$u _ 

$46 _ 

9.00 

3.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 _ 

$48 _ 

9.40 

3.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48 _ 

$50 _ 

9.80 

4.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50 _ 

$52 . 
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26.40 

15.30 

4.20 

0 

0 

0 

$420 _ 

$440 _ 

86.00 

74.90 

63. 80 

52.70 

41. 60 

SO.  Jfl 

19.30 

8.20 

0 

0 

0 

$440 _ 

$460 _ 

90.00 

78. 90 

67.80 

56.70 

45. 60 

34.  Ifl 

23.30 

12.20 

1.10 

0 

0 

$460 _ 

$480 _ 

94.00 

82.90 

71.80 

60.70 

49.  GO 

38.  40 

27.30 

16.  20 

5.10 

0 

0 

$480  _ 

$500 _ 

98.00 

86.90 

75. 80 

64. 70 

53.  60 

4,2.  40 

31.30 

20.20 

9.10 

0 

0 

$500— 

$520  .... 

102.  00 

90. 90 

79.80 

68.70 

57.60 

46. 40 

35.  SO 

24.  20 

IS.  10 

2.00 

0 

$520 _ 

$540 _ 

106.  00 

91.90 

83.  80 

72.70 

61.60 

50.  40 

39.30 

28. 20 

17.10 

6.00 

0 

$540 _ 

$560 _ 

110.00 

98.  90 

87.80 

76.  70 

65.  60 

54.40 

43.  SO 

32. 20 

21.10 

10.00 

0 

$560 _ 

$680 _ 

114.00 

102.90 

91.80 

80.70 

69.60 

58.  40 

47.30 

36.  20 

25.10 

14.00 

2.  90 

$580.  . 

$600 _ 

118.00 

W6. 90 

95.80 

84.70 

73.  60 

62.40 

51.30 

40.  20 

29.10 

18.00 

6.90 

$600-.-. 

$640  _ 

124.  00 

112.90 

101.80 

90. 70 

79.  60 

68.  40 

57.30 

46.20 

35. 10 

24.00 

12.90 

$640 _ 

$ 680 _ 

132. 00 

120.  90 

109.80 

98. 70 

87.  60 

76. 40 

65.30 

54.20 

43. 10 

32.00 

20. 90 

$680  _ 

$720 _ 

140. 00 

128.90 

1 17.  80 

106. 70 

95. 60 

8.',.  40 

73.  SO 

62. 20 

51.10 

40.00 

28. 90 

$720 ... 

$760 _ 

148. 00 

136. 90 

125.  80 

114.70 

103.  60 

92.  40 

81.30 

7  0.20 

59.10 

48.00 

36.90 

$760 

$800 

156. 00 

m.  90 

133.  80 

122.70 

111.60 

100. 40 

89.  SO 

78.20 

67. 10 

56.00 

44.  90 

$800— 

$840  ... 

164. 00 

152. 90 

14U80 

ISO.  70 

119.60 

108. 40 

97.  SO 

86.20 

75. 10 

64.00 

52. 90 

$840 

$ 880  ... 

172.00 

160.90 

149.  80 

138.70 

127.60 

Ur,.  40 

105.  SO 

94.20 

83.10 

72.00 

60.90 

$880 _ 

$920 _ 

180.00 

168.90 

157. 80 

146.70 

135.  60 

124.40 

113.30 

102.  20 

91.10 

80.00 

68.90 

$920 _ 

$960 _ 

188. 00 

176.90 

165.  SO 

154.70 

1 43.60 

132. 40 

121.30 

110.  20 

99. 10 

88.00 

76. 90 

$960. . 

$1,000... 

196. 00 

I84. 90 

173.80 

162. 70 

151.60 

140. 40 

129. 30 

118. 20 

107. 10 

96.00 

84.  90 

$1,000  and  over . 

20  percent  of  the  excess  over  $1,000  plus — - 

200.  00 

188. 90 

177. 80 

166.70 

1 55. 60 

144.40 

133.  SO 

122.  20 

111.10 

100.00 

88.90 
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“If  the  payroll  period  with  respect  to  an  employee  is  a  daily  payroll 
period  or  a  miscellaneous  payroll  period 


And  the  number  of  withholding  exemptions  claimed  is — - 

viaea  oy  me  riurri- 

ber  of  days  in 

such  period  are — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

more 

At 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multi- 

least — 

than — 

plied  by  the  number  of  days  in  such  period — 

$ 0 _ 

$2.00 _ 

1 0 %  of 
wages 
$0. 1+0 

$ 0 

$0 

$0 

$0 

$0 

to 

to 

to 

to 

$0 

$ 2.00 ... 

$ 2.25 _ 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25 _ 

$2.50 _ 

1 2.75 .... 

$3.00 _ 

$3.25.... 

.45 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50 _ 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75--. 

.65 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$ 3.00 _ 

.60 

.26 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 _ 

$ 3.50 .... 
$3.75.... 
$4.00 _ 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$8.50-.- 

.70 

.85 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 _ 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4  00  ..  . 

$4.25.... 
$ 4.50 _ 

.80 

■45 

.60 

.10 

0 

0 

0 

■  0 

0 

0 

0 

0 

u.u _ 

.86 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 _ 

$4.75.... 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$1^.75 _ 

$5.00.... 

$5.25.... 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 _ 

1.00 

.66 

.30 

0  . 

0 

0 

0 

0 

0 

0 

0 

$5.25 _ 

$ 5.50 _ 

$5.75.... 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 _ 

1.10 

.76 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5.75 _ 

.  $6.00 _ 

$6.25.... 

1.15 

.80 

■  46 
.60 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.00 _ 

1.20 

.85 

.16 

0 

0 

0 

0 

0 

0 

0 

$6.35 _ 

$6.50. . . . 

1.25 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$6.50 _ 

$6.75.... 

$7.00 _ 

$7.25 _ 

1.30 

.96 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$6.75 _ 

1.35 

1.00 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

$ 7.00 _ 

1.40 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.25 _ 

$7.50... 

1.45 

1.10 

.76 

■  40 

0 

0 

0 

0 

0 

0 

0 

$ 7.50 _ 

$7.75 _ 

1.50 

1.16 

.80 

■  45 

.05 

0 

0 

0 

0 

0 

0 

$ 7.75 _ 

$8.00...- 

1.66 

1.20 

.85 

.50 

.  to 

0 

0 

0 

0 

0 

0 

$8.00 _ 

$ 8.25 _ 

1.60 

1.25 

.90 

.55 

.16 

0 

0 

0 

0 

0 

0 

$8.25 _ 

$8.50 _ 

$8.75  ... 

$ 9.00 _ 

1.66 

l.SO 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.50 _ 

1.70 

1.35 

1.00 

..65 

.25 

0 

0 

0 

0 

0 

0 

$8.75- . 

1.76 

1.40 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.00  _ 

$9.25... 
$9.50. . . 

1.80 

1.45 

1.50 

1. 10 

.76 

.35 

0 

0 

0 

0 

0 

0 

$9.25 _ 

1.85 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9.50 _ 

$9.75... 

1.90 

1.55 

1.20 

.86 

■  45 

.10 

0 

0 

0 

0 

0 

$9  75  _ 

$10.00... 

$10.50... 

1.95 

1.60 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

0 

$ 10.00 _ 

2.05 

1.70 

1.30 

.95 

.60 

.20 

0 

0 

0 

0 

0 

$10.50 _ 

$11.00... 

2.15 

1.80 

1.40 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

$11.00 _ 

$ 11.50 ... 

2.25 

1.90 

1.50 

1.16 

.80 

.40 

.05 

0 

0 

0 

0 

$11.50 _ 

$12.00... 

2.35 

2.00 

1.60 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

$12.00 _ 

$ 12.50 ... 

2.  45 

2.10 

1.70 

1.35 

1.00 

.60 

.25 

0 

0  , 

0 

0 

$12.50 _ 

$ 13.00 ... 

2.55 

2. 20 

1.80 

1.45 

1.10 

.70 

.36 

0 

0 

0 

0 

$13.00 _ 

$13.50... 

2.65 

2.  SO 

1.90 

1.55 

1.20 

.80 

■  45 

.10 

0 

0 

0 

$13.50 _ 

$14.00... 

2.75 

2.  40 

2.00 

1.65 

l.SO 

.90 

.55 

.20 

0 

0 

0 

$14.00 _ 

$14.50... 

2.85 

2.50 

2.10 

1.75 

1.40 

1.00 

.65 

.30 

0 

0 

n 

$14.50 _ 

$ 15.00 ... 

2.  95 

2.60 

2.20 

1.85 

1.50 

1. 10 

.75 

■  40 

.05 

0 

0 

$15.00 _ 

$ 15.50 ... 

3.05 

2.70 

2.30 

1.95 

1.60 

1.20 

.85 

.50 

.16 

0 

0 

$15.60 _ 

$ 16.00 ... 

S.  15 

2.80 

2.  40 

2.05 

1.70 

1.30 

.95 

.60 

.25 

0 

0 

$16.00 _ 

$16.60... 

S.  25 

2.90 

2.50 

2.  16 

1.80 

1.40 

1.06 

.70 

.35 

0 

0 

$16.50 _ 

$ 17.00 ... 

3.35 

3. 00 

2.60 

2.  25 

1.90 

1.50 

1.15 

.80 

.45 

.06 

0 

$17.00 _ 

$ 17.50 ... 

3.  45 

3.10 

2.70 

2.  35 

2.  00 

1.60 

1.25 

.90 

.65 

.16 

0 

$17.50 _ 

$ 18.00 ... 

3.  55 

3.20 

2.80 

2.  45 

2. 10 

1.70 

1.S5 

1.00 

.65 

.25 

0 

$18.00 _ 

$ 18.60 ... 

3.65 

S.SO 

2.90 

2.56 

2. 20 

1.80 

1.45 

1.10 

.75 

.35 

0 

$18.50 _ 

$ 19.00 . . . 

3.75 

3. 4O 

3. 00 

2.65 

2.30 

1.90 

1.55 

1.20 

.85 

■  45 

.10 

$ 19.00 _ 

$19.50... 

3.85 

3.50 

3.10 

2.  76 

2.40 

2.  00 

1.65 

l.SO 

.95 

.55 

.20 

$ 19.60 _ 

$20.00... 

3.95 

3.60 

3.20 

2.85 

2.50 

2. 10 

1.75 

1.40 

1.06 

.65 

.30 

$20.00 _ 

$21.00... 

4.10 

S.  75 

3.35 

3.  00 

2.65 

2. 25 

1.90 

1.55 

1.20 

.80 

.45 

$21.00 _ 

$22.00. . 

4.  SO 

3.95 

3.55 

3.  20 

2.85 

2.  45 

2. 10 

1.75 

1.40 

1.00 

.65 

$22.00 _ 

$23.00. . _ 

4.50 

4.15 

3.75 

3. 40 

3. 05 

2.65 

2.30 

1.95 

1.60 

1.20 

.85 

$23.00 _ 

$24.00. . . 

4.70 

4.  35 

3.96 

3.60 

3. 26 

2.85 

2.50 

2.15 

1.80 

1.40 

1.05 

$24.00 _ 

$25.00. . . 

4-90 

4.55 

4.15 

3.80 

3.  45 

3.  05 

2.  70 

2.35 

2.  00 

1.60 

1.25 

$25.00 _ 

$26.00. .  _ 

5.10 

4.75 

4.35 

4.00 

3.65 

S.  26 

2.90 

2. 65 

2.20 

1.80 

1.45 

$26.00 _ 

$27.00. . . 

5.30 

4.95 

4.55 

4.20 

3.85 

3.  45 

3.10 

2.75 

2.  40 

2.  00 

1.65 

$27.00 _ 

$28.00. . . 

5.50 

5.  15 

4.75 

4-  40 

4.  05 

3.65 

3.30 

2.95 

2.60 

2.  20 

1.85 

$28.00  .... 

$29.00. . . 

5.70 

5.  35 

4.95 

4. 60 

4.25 

3.85 

3.  50 

3.15 

2.80 

2.  40 

2.  05 

$29.00 _ 

$30.00... 

6.90 

5.55 

5.15 

4. 80 

145 

4.  05 

3.70 

3.35 

3. 00 

2.60 

2.25 

6. 00 

6.65 

5. 25 

4.90 

4.55 

4. 15 

3.80 

3.45 

3.10 

2.70 

2.35 

1  “(B)  Wages  paid  after  December  31,  1953. — 

2  At  the  election  of  the  employer  with  respect  to  any 

3  employee,  the  employer  shall  deduct  and  withhold 

4  upon  the  wages  paid  to  such  employee  after  Decern- 
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9 

10 

11 

12 

13 

14 
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her  31,  1953,  a  tax  determined  in  accordance  with 
the  following  tables,  which  shall  be  in  lieu  of  the 
tax  required  to  be  deducted  and  withheld  under 
subsection  (a):”. 

SEC.  233  203.  ADDITIONAL  WITHHOLDING  OF  TAX  ON 
WAGES  UPON  AGREEMENT  BY  EMPLOYER 
AND  EMPLOYEE. 

Section  1622  (relating  to  income  tax  collected  at  source 
on  wages)  is  hereby  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“  (k)  Additional  Withholding. — The  Secretary  is 
authorized  by  regulations  to  provide,  under  such  conditions 
and  to  such  extent  as  be  deems  proper,  for  withholding  in 
addition  to  that  otherwise  required  under  this  section  in  cases 
in  which  the  employer  and  the  employee  agree  (in  such 
form  as  the  Secretary  may  by  regulations  prescribe)  to  such 
additional  withholding.  Such  additional  withholding  shall 
for  all  purposes  be  considered  tax  required  to  he  deducted 
and  withheld  under  this  subchapter.'*’ 

SEC.  224  204.  EFFECTIVE  DATE. 

The  amendments  made  by  this  part  title  shall  be  appli¬ 
cable  only  with  respect  to  wages  paid  on  or  after  September 
November  1,  1951. 

TI.  R.  4473 - 8 
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TITLE  III— MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 

SEC.  301.  TAX  TREATMENT  IN  CASE  OF  HEAD  OF  HOUSE¬ 
HOLD. 

(a)  Surtax  in  Case  of  Head  of  Household. — Sec¬ 
tion  12  (c)  is  hereby  amended  to  read  as  follows: 

Head  op  Household. — 

“■  (1)  Hates  op  surtax-. — 4n  the  ease  of  taxable 
years  beginning  after  August  3-b  -lt)hl7  there  shah  he 
levied^  eeheetedy  and  paid  fer  eaeh  taxable  year  upun 
the  surtax  net  income  ef  every  individual  whu  is  the 
head  ef  a  household  the  surtax  shewn  in  the  following 
table: 


T£  Hi  a  on  -*<4  n  v  n  nf  i ri  aa  wi  a  id  » 

XT  in v  oul  Lil X  n v  1/  llll/li IIIU  lo  • 

Net  over  $2,000 _ 

Over  $2, -000  bet  eet  over  $1,000 _ 

Over  $4,000  feet  eet  over  $0,000 _ 

Cl uAi'  Oft  |~>| 1 1  \t  i i»  0 Q  000 

\  7  V  v  1  rpTTyrrTTw  T7TTT  1 1*/ 1  "  /  >  I  I  ry  O  ^ ' v  12 _ 

Over  $0,000  Let  eot  over  $10,000,  _ 
Over  $10,000  bet  eet  over  $12, C 
Over  $12,000  bet  eet  ever  i 


Tll  O  oil  o  v  oil  oil  hn  •_ 

X  II o  v*  A  BIl it  1  X  • 

17-$$  ©4  tbe  surtax  eet  bteoeter 
$040;  pies  48$$  ©4  excess  over 
$3y00r 

$700;  plus  04%-  ©4  excess  over 

$1,000: 

$1,420;  pl-us  24%-  ©4  excess  over 

$6,000. 

$1,580,  plea  27 %■  ©4  excess  over 

$oyoOr 

$2,420;  pies  89-%-  ©4  excess  over 


over 


$2-, -700;  pies  83  %•  ©4  ex© 

$12,000. 

Over  $4-l;000  bet  e©t  ©ver  $16,000,  $3,860,  plus  36$$  ©4  excess  ©ver 

$4-4,000. 

Over  $1-6,000  bet  eet  ©ver  $18,000,  $-1.-080,  pies  30$$  ©4  excess  ©ver 

$16,000. 

Over  $18,000  bet  eet  over  $20,000,  $4.-860;  pi  us  40$$  ©4  excess  over 

$1-8,000. 


©ver  $22,000, 

$5,660,  plus 
$20,000. 

41  a. 

»-  -L-  /\J 

over  $24,000, 

$6-,54Qj  plus  40$$ 
$22;000. 

over  $26,000, 

$7,160,  plus 
$84000. 

48$$ 

©ver  $28,000, 

$8,120,  plus 
$86,000. 

40$$ 

over 
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O 
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If  the  suet  ax  act  mecate  isr  The  sartax  shall  her 

Qvcr  $28,000  hat  aet  ever  $32,000,  $9,100,  phis  59  %■  ef  excess  over 


Over  $32,000  hat  aet  over  $36,000. 
Over  $36,000  hat  aet  over  i 


h  plus  51%'  of  excess  over 
$3-2,000. 

$f-3r610.-  plus  57-%-  ef  excess  over 
$36,000. 

Over  $10,000  hat  aet  ever  $11,000,  $15;920,  plus  60%-  ef  exeess  over 

$10,000. 

Over  $11,Q00  hat  aet  over  $50,000,  $18,320,  plus  62 %■  ef  exeess  over 

$11,000. 

Over  $50,000  hat  aet  ever  $60,000,  $991)10,  phis  65  %■  ef  exeess  over 


Over  $60,000  hat  aet  over  $70,000, 
Over  $70,000  hat  aet  ever  : 


$50,000. 

$28,510;  plas  68 -%•  ef  exeess  over 
$60-, -000. 

$35,310,  plas  7-1 7 '7  ©I  exeess  ever 
$70,000.- 

Over  $80,000  hat  aet  ever  $90,000,  $12,110,  plus  7l%-  ef  excess  ever 

$80,000. 

19, 810,  plus  TO^t-  ©t  exeess  over 
$90,000. 

57,110-,  plus  79 %•  ef  exeess  ever 

$-1-00,000. 


Over  $90,000  hat  aet  over 

$100,000. 

Over  $100,000  hat  aet  over 
$f-90;666. 

Over  $120,000  hat  aet  over  $73,-210,  plus  81%  ef  exeess  over 


$150, 000-.- 


$120,000. 


Over  $1-50,000  hat  aet  over  $97,510;  pfas  83-%-  ef 


ever 


$160,000. 


$150,000. 


Over  $160,000  hat  aet  ever  $1-05, 810,-  plus  81  %■  ef  exeess  over 


$-180-, -000. 


$1-60^00.- 


Ovcr  $180,000  hat  aet  over  $122,610,  phis  85%  ef  excess  over 


$200,000. 


$180,000. 


Over  $200,000  hat  aet  over  $139,-61-0;  plus  8-7 %-  ef  excess  over 


$300,000. 


$200,000. 


Over  $300-,000 _  $226;6-10,-  plas  88 %■  ef  excess  over 

$300,000. 


4»  Ike  ease  ef  the  head  ef  a 


whoso  surtax 


4k  is 


set  inceme  for  the  taxable  yeas  is  exes  SOQyOOO,  this 
skah  ftet  apply  if  the  defense  tax  provided  in 
to  seek  taxable  year?  4br  per- 

mkl i  /x  o  An  f  \  P  f  n  v  i  in Tinoo rl  ilnci 

tllU  <411144  LlII  t  tl/T  ttlA  1411 14 UijUU  U  V  tlllu 

dofty  see  seetien  4kr 

S UR TAX  NET  INCOME  OVER  — Ift 

the  ease  ef  a  taxable  year  keg-inning  after  -Augnst  k4y 
4054-,-  to  which  the  defense  tax  provided  in  seetien  4k 
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is  applicable,  if  the  surtax  net  income  fer  the  taxable 
year  of  an  individual  who  is  the  bead  of  a  household 
is  ever  $00,0607  there  shah  be  levied,  collected,-  and 
paid  for  such  taxable  year  upon  tire  surtax  net  income 
of  sueh  individual  tbe  surtax-  shown  in  the  following 
tables 

If  the  surtax  ftet  inee  me  is*  The  surtax  shaft  be* 

Over  $00,000  hat  aefe  over  $10, 8-10, ■  plus  75 ■%•  ef  excess  over 

$100,000.  $00,000. 

Over-  $100,000  hut  net  ever  $57,310,  pl-us  70%-  ef  cxeess  over 

$1-30, -000:  $100,000: 

Over  $-190,000  but  aet  over  $79,510,'  phis  78%-  ©f  excess  ever 

$110,000.  $4-90j000r 

Over  $110,000  huf  net  over  $88,140,'  plus  80 %-  ef  oxeess  over 

$160,000.  $14-0;000.- 

Ovcr  $1-60',000 _  $101-140, ■  plus  81  %■  ef  excess  over 

$160,000: 

“(c)  Bates  of  Surtax — Head  of  Household. — 
“a)  Taxable  years  beginning  after  Octo¬ 
ber  31,  1951  AND  BEFORE  JANUARY  1,  195 4. — In  the  case 
of  taxable  years  beginning  after  October  31,  1951,  and 
before  January  1,  1954,  there  shall  be  levied,  collected, 
and  paid  for  each  taxable  year  upon  the  surtax  net  income 
of  every  individual  who  is  the  head  of  a  household  the 

surtax  shown  in  the  following  table: 

“If  the  surtax  net  income  is:  The  surtax  shall  be: 

Not  over  $2,000 -  19.2%  of  the  surtax  net  income. 

Over  $2,000  but  not  over  $4,000 $384,  ptus  20.8%  of  excess  over 

$2,000. 

Over  $4,000  but  not  over  $6,000 _  $800,  plus  25%  of  excess  over 

$4,000. 

Over  $6,000  but  not  over  $8,000 _  $1,300,  plus  28%  of  excess  over 

$6,000. 

Over  $8,000  but  not  over  $10,000 _  $1,860,  plus  33%  of  excess  over 

$8,000. 
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“If  the  surtax  net  income  is: 

Over  $10,000  but  not  over  $12,000- 

Over  $12,000  but  not  over  $14,000- 
Over  $11/., 000  but  not  over  $ 16,000 _ 
Over  $16,000  but  not  over  $ 18,000 _ 
Over  $18,000  but  not  over  $20,000- 
Over  $20,000  but  not  over  $22,000- 
Over  $22,000  but  not  over  $24,000- 
Over  $24,000  but  not  over  $28,000- 
Over  $28,000  but  not  over  $32,000- 
Over  $32,000  but  not  over  $ 36,000 _ 
Over  $36,000  but  not  over  $40,000- 
Over  $40,000  but  not  over  $44,000- 
Over  $44,000  but  not  over  $ 50,000 _ 
Over  $50,000  but  not  over  $60,000- 
Over  $60,000  but  not  over  $70,000- 
Over  $70,000  but  not  over  $80,000- 
Over  $80,000  but  not  over  $ 90,000 _ 
Over  $90,000  but  not  over  $100,000- 


Over  $100,000 
$130,000. 

but 

not 

over 

Over  $130,000 
$160,000. 

but 

not 

over 

Over  $160,000 
$200,000. 

but 

not 

over 

Over  $200,000 

but 

not 

over 

$250,000. 
Over  $250,000 


The  surtax  shall  be: 

$2,520,  plus  35%  of  excess  over 

$10,000. 

$32220,  plus  41%  of  excess  over 

$12,000. 

$4,040,  plus  49%  of  excess  over 
$14,000. 

$4,940,  plus  4&%  of  excess  over 
$16,000. 

$5,900,  plus  51%  of  excess  over 
$18,000. 

$6,920,  plus  54%  of  excess  over 

$20,000. 

$8,000,  plus  56%  of  excess  over 

$22,000. 

$9,120,  plus  58%  of  excess  over 
$24,000. 

$ 11,440 ,  phis  60%  of  excess  over 
$28,000. 

$13,840,  plus  62%  of  excess  over 
$32,000. 

$ 16,320 ,  plus  64%  of  excess  over 
$36,000. 

$ 18,880 ,  plus  67%  of  excess  over 
$40,000. 

$ 21,560 ,  plus  68%  of  excess  over 

$44,000. 

$25,640,  plus  71%  of  excess  over 
$50,000. 

$32,740,  plus  74%  of  excess  over 
$60,000. 

$40,140,  plus  76%  of  excess  over 
$70,000. 

$ 47,740 ,  plus  79%  of  excess  over 
$80,000. 

$55,640,  plus  81%  of  excess  over 
$90,000. 

$ 63,740 ,  plus  84%  of  excess  over 

$100,000. 

$88,940,  plus  85%  of  excess  over 
$130,000. 

$114,440,  plus  87%  of  excess  over 
$160,000. 

$ 149,240 ,  plus  88%  of  excess  over 

$ 200,000 . 

$ 193,240 ,  plus  88.7%  of  excess  over 


2 

3 

4 


“(2)  Taxable  years  beginning  after  Decem¬ 
ber  31,  1953 . — In  the  case  of  taxable  years  beginning 
after  December  31,  1953,  there  shall  be  levied,  collected, 
and  paid  for  each  taxable  year  upon  the  surtax  net 


$250,000. 
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income  of  every  individual  who  is  the  head  of  a  household 
the  surtax  shown  in  the  following  table: 


If  the  surtax  net  income  is: 

Not  over  $2,000 _ 

Over  $2,000  Out  not  over  $4,000 _ 

Over  $4,000  Out  not  over  $6,000 — 

Over  $6,000  Out  not  over  $8,000 _ 

Over  $8,000  Out  not  over  $10,000 _ 

Over  $10,000  Out  not  over  $ 12,000 _ 

Over  $12,000  Out  not  over  $ 14,000 _ 

Over  $14,000  Out  not  over  $ 16,000 _ 

Over  $16,000  Out  not  over  $ 18,000 _ 

Over  $18,000  Out  not  over  $ 20,000 _ 

O  ver  $20,000  Out  not  over  $ 22,000 _ 

Over  $22,000  Out  not  over  $ 24,000 _ 

0  ver  $24,000  Out  not  over  $ 26,000 _ 

Over  $26,000  Out  not  over  $ 28,000 _ 

0  ver  $28,000  Out  not  over  $32,000- 

Over  $32,000  Out  not  over  $38,000- 

O  ver  $38,000  Out  not  over  $44,000- 

Over  $44,000  Out  not  over  $50,000- 

Over  $50,000  Out  not  over  $60,000- 

Over  $60,000  Out  not  over  $70,000- 

Over  $70,000  Out  not  over  $80,000- 

Over  $80,000  Out  not  over  $90,000- 

Over  $90,000  Out  not  over  $100,000- 

Over  $100,000  Out  not  over 

$110,000. 

Over  $110,000  Out  not  over 

$130,000. 

Over  $130,000  Ont  not  over 

$150,000. 


The  surtax  shall  be: 

17%  of  the  surtax  net  income. 

$340,  plus  18.5%  of  excess  over 

$2,000. 

$710,  plus  22%  of  excess  over 

$4,000. 

$1,150,  plus  25%  of  excess  over 

$6,000. 

$1,650,  plus  29%  of  excess  over 

$8,000. 

$2,230,  plus  32%  of  excess  over 

$10,000. 

$2,870,  plus  37%  of  excess  over 

$12,000. 

$3,610,  plus  40%  of  excess  over 
$14,000. 

$4,410,  plus  4$%  of  excess  over 
$16,000. 

$5,270,  plus  45%  of  excess  over 
$18,000. 

$6,170,  plus  43%  of  excess  over 

$20,000. 

$7,130,  plus  51%  of  excess  over 

$22,000. 

$8,150,  plus  52%  of  excess  over 
'$24,000. 

$9,190,  plus  54%  of  excess  over 
$26,000. 

$10,270,  plus  55%  of  excess  over 
$28,000. 

$12,470,  plus  59%  of  excess  over 
$32,000. 

$16,010,  plus  62%  of  excess  over 
$38,000. 

$ 19,730 ,  plus  66%  of  excess  over 

$44,000. 

$23,690,  plus  69%  of  excess  over 
$50,000. 

$ 30,590 ,  plus  71%  of  excess  over 
$60,000. 

$37,690,  plus  74%  of  excess  over 
$70,000. 

$45,090,  plus  78%  of  excess  over 
$80,000. 

$52,890,  plus  80%  of  excess  over 
$90,000. 

$60,890,  plus  82%  of  excess  over 

$100,000. 

$ 69,090 ,  plus  83%  of  excess  over 
$110,000. 

$ 85,690 ,  plm  84%  of  excess  over 
$130,000. 
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“If  the  surtax  net  income  is:  The  surtax  shall  be: 

Over  $150 p00  but  not  over  $ 102,490 ,  plus  85%  of  excess  over 

$170,000.  $150,000. 

Over  $170,000  but  not  over  $119 ,490,  plus  86%  of  excess  over 

$200,000.  $170,000. 

Over  $200,000  but  not  oxer  $145,290,  plus  87%  of  excess  over 

$250,000.  $200,000. 

Over  $250,000 _  $ 188,790 ,  plus  88%  of  excess  over 

$250,000. 


“  (3)  Definition  of  head  of  household. — Eor 


the  purposes  of  this  chapter,  an  individual  shall  be 


considered  a  head  of  a  household  if,  and  only  if,  such 

individual  is  not  married  at  the  close  of  his  taxable  vear 

%/ 

and  maintains  as  his  home  a  household  which  constitutes 


for  such  taxable  year  the  principal  place  of  abode,  as  a 
member  of  such  household,  of: 


U 


(A)  A  son  or  daughter  -{b 


or  stopdanghfer}-  of  the  taxpayer,  or  a 


of  such  son  or  daughter;  but  if  snob  son;  daughter; 
A  son,  stepson,  daughter,  or  stepdaughter  of  the  tax¬ 


payer,  or  a  descendant  of  a  son  or  daughter  of  the 
taxpayer,  hut  if  such  son,  stepson,  daughter,  step¬ 
daughter,  or  descendant  is  married  at  the  close  of  the 
taxpayer’s  taxable  year,  only  if  the  taxpayer  is  en¬ 
titled  to  an  exemption  for  the  taxable  year  for  such 
person  under  section  25  (b)  ;  or 

“(B)  Any  other  person  who  is  a  dependent 
of  the  taxpayer,  if  the  taxpayer  is  entitled  to  an 
exemption  for  the  taxable  year  for  such  person 
under  section  25  (b) . 
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An  individual  shall  be  considered  as  maintaining  a  house¬ 
hold  only  if  over  half  of  the  cost  of  maintaining  the 
household  during  the  taxable  year  is  furnished  by  such 
individual. 

“  (4)  Determination  of  status. — For  the  pur¬ 
poses  of  this  subsection — 

“  (A)  a  legally  adopted  child  of  a  person  shall 
be  considered  a  child  of  such  person  by  blood; 

“(B)  an  individual  who  is  legally  separated 
from  his  spouse  under  a  decree  of  divorce  or  of 
separate  maintenance  shall  not  be  considered  as 
married ; 

“(0)  a  taxpayer  shall  be  considered  as  not 
married  at  the  close  of  his  taxable  year  if  at  any 
time  during  the  taxable  year  his  spouse  is  a  non¬ 
resident  alien;  and 

“(D)  a  taxpayer  shall  be  considered  as  married 
at  the  close  of  his  taxable  year  if  his  spouse  (other 
than  a  spouse  described  in  subparagraph  (C)  )  died 
during  the  taxable  year. 

“  (5)  Nonresident  alien. — For  the  purposes  of 
this  chapter  a  taxpayer  shall  in  no  case  be  considered 
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a  head  of  a  household  if  at  any  time  during  the  taxable 
year  he  is  a  nonresident  alien.” 

-fbf  -Effective  Pm — Ehe  amendment  made  by  sub¬ 
section  -(a-)-  shall  be  applicable  only  with  respeet  to  taxable 
years  beginning  after  August  9A-  dOhE 

(b)  Computation  of  Tax  by  Collector. — 

(1)  Section  51  (f)  (1)  (relating  to  tax  computed 
by  collector  in  case  of  wage  earners)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following:  “ In  the  case 
of  a  head  of  a  household  electing  the  benefits  of  this 
subsection,  the  tax  shall  be  computed  by  the  collector 
under  Supplement  T  without  regard  to  the  taxpayers 
status  as  head  of  a  household. ” 

(2)  Section  402  (relating  to  effect  of  election  to 
pay  the  tax  imposed  by  Supplement  T )  is  hereby 
amended  by  adding  at  the  end  thereof  the  following: 
“In  the  case  of  a  head  of  a  household  electing  to  have 
his  tax  computed  by  the  collector  pursuant  to  the  pro¬ 
visions  of  section  51  (f),  the  tax  imposed  by  section  400 
shall  be  computed  without  regard  to  the  status  of  the 
taxpayer  as  a  head  of  a  household!  ’ 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  after  October  31,  1951. 
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1  SEC.  302.  PAYMENTS  TO  BENEFICIARIES  OF  DECEASED  EM- 

2  PLOYEES. 

3  (a)  Amendment  of  Section  22  (b)  (1). — Section 

4  22  (b)  (1)  (relating  to  exclusion  of  life  insurance  proceeds 

5  from  gross  income)  is  hereby  amended  to  read  as  follows: 

6  “(1)  Life  insurance,  etc. — Amounts  received — 

7  “(A)  under  a  life  insurance  contract,  paid  by 

8  reason  of  the  death  of  the  insured;  or 

9  “(B)  under  a  contract  of  an  employer  pro- 

10  viding  for  the  payment  of  such  amounts  to  the 

11  beneficiaries  of  an  employee,  paid  by  reason  of  the 

12  death  of  the  employee; 

13  whether  in  a  single  sum  or  otherwise  (but  if  such 

14  amounts  are  held  by  the  insurer,  or  the  employer,  under 

15  an  agreement  to  pay  interest  thereon,  the  interest  pay- 

36  ments  shall  be  included  in  gross  income).  The  aggregate 

17  of  the  amounts  excludible  under  subparagraph  (B)  by 

18  all  the  beneficiaries  of  the  employee  under  all  such  con- 

19  tracts  of  any  one  employer  may  not  exceed  $5,000.” 

20  (b)  Effective  Date. — The  amendment  made  by  this 

21  section  shall  be  applicable  with  respect  to  taxable  years  be- 

22  ginning  after  December  31,  1950. 
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SEC.  303.  JOINT  AND  SURVIVOR  ANNUITIES. 

(a)  Amendment  of  Section  22  (b)  (2) —Section 
22  (b)  (2)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subparagraph : 

“(C)  Joint  and  Survivor  Annuities. — For  pur¬ 
poses  of  subparagraphs  (A)  and  (B)  of  this  para¬ 
graph,  where  amounts  are  received  by  a  surviving 
annuitant  under  a  joint  and  survivor’s  annuity  con¬ 
tract  and  the  basis  of  such  survivor  annuitant’s 
interest  is  determined  under  section  113  (a)  (5) 
the  consideration  paid  for  such  survivor’s  annuity 
shall  be  considered  to  be  an  amount  equal  to  such 
basis.” 

(b)  Amendment  of  Section  113  (a)  (5). — Section 
113  (a)  (5)  is  amended  by  adding  at  the  end  thereof  the 
following:  “ For  the  purposes  of  this  paragraph,  the  survivor’s 
interest  in  a :  joint  and  survivor’s  annuity  shall  be  considered 
to  be  property  ‘acquired  by  bequest,  devise,  or  inheritance 
from  the  decedent  if  the  death  of  the  decedent  was  after 
December  31,  1950,  and  if  the  value  of  any  part  of  such 
interest  ivas  required  to  be  included  in  determining  the  value 
of  the  decedent’s  gross  estate  under  section  811.” 
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(c)  Effective  Dates. — The  amendments  made  hy  this 
section  shall  he  applicable  to  taxable  years  ending  after 
December  31,  1950. 

SEC.  304.  INCOME  FROM  DISCHARGE  OF  INDEBTEDNESS. 

(a)  Amendment  of  Section  22  (b)  (9). — Effective 
with  respect  to  discharges  of  indebtedness  occurring  within 
taxable  years  ending  after  December  31,  1950,  section  22 
(b)  (9)  (relating  to  income  from  discharge  of  indebtedness) 
is  hereby  amended  (1)  by  striking  out  “if  the  taxpayer 
makes  and  files  at  the  time  of  filing  the  return,  in  such 
manner  as  the  Commissioner,  with  the  approval  of  the  Secre¬ 
tary,  by  regulations  prescribes,  its  consent”  and  inserting  in 
lieu  thereof  “if  the  taxpayer,  at  such  time  and  in  such 
manner  as  the  Secretary  by  regulations  prescribes,  makes 
and  files  its  consent”,  and  (2)  by  striking  out  the  last  sen¬ 
tence  thereof . 

(b)  Amendment  of  Section  22  (b)  (10)  —Section 
22  (b)  (10)  (relating  to  income  from  discharge  of  indebted¬ 
ness  of  a  railroad  corporation )  is  hereby  amended  by  striking 
out  “December  31,  1951”  and  inserting  in  lieu  thereof  “De¬ 
cember  31, 1954”. 

SEC.  305.  COMPENSATION  OF  CERTAIN  MEMBERS  OF  THE  ARMED 
FORCES. 

(a)  Amendment  of  Section  22  (b)  (13)  —Section 
22  (b)  (13)  (relating  to  exclusion  from  gross  income  of 


125 


1 

9. 


3 


4 


5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


compensation  of  certain  members  of  the  armed  forces)  is 
hereby  amended  by  striking  out  subparagraphs  (A)  and 
(B)  and  inserting  in  lieu  thereof  the  following: 

“(A)  Enlisted  personnel. — Compensation  re¬ 
ceived  for  active  service  as  a  member  below  the 
grade  of  commissioned  officer  in  the  armed  forces 
of  the  United  States  for  any  month  during  any 
part  of  which  such  member — 

“( i)  served  in  a  combat  zone  after  June 
2d,  1950,  and  prior  to  January  1 ,  1954,  or 
“(ii)  was  hospitalized  as  a  result  of 
wounds,  disease,  or  injury  incurred  while  serv¬ 
ing  in  a  combat  zone  prior  to  January  1,  1954; 
but  this  clause  shall  not  apply  for  any  month 
during  any  part  of  which  there  are  no  combat¬ 
ant  activities  in  any  combat  zone  as  determined 
under  subparagraph  (C)  (Hi)  of  this  para¬ 
graph. 

“(B)  Commissio?ied  officers. — So  much  of  the 
compensation  as  does  not  exceed  $200  received  for 
active  service  as  a  commissioned  officer  in  the  armed 
forces  of  the  United  States  for  any  month  during 
any  part  of  which  such  officer — 

“(i)  served  in  a  combat  zone  after  June 
24,  1950,  and  prior  to  January  1,  1954,  or 
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“(ii)  ivas  hospitalized  as  a  result  of  wounds, 
disease ,  or  injury  incurred  while  serving  in  a 
combat  zone  prior  to  January  1,  1954;  but  this 
clause  shall  not  apply  for  any  month  during 
any  part  of  which  there  are  no  combatant  activi¬ 
ties  in  any  combat  zone  as  determined  under  sub- 
paragraph  (C)  (in)  of  this  paragraph.” 

(b)  Definition  of  Service  in  Combat  Zone. — 
Clause  (Hi)  of  section  22  (b)  (13)  (C)  is  hereby  amended 
by  striking  out  “such  zone;  and"  and  inserting  in  lieu  thereof 
“such  zone,  except  that  June  25,  1950  shall  be  considered 
the  date  of  the  commencing  of  combatant  activities  in  the 
combat  zone  designated  in  Executive  Order  10195;  and" . 

(c)  Withholding  on  Wages. — Section  1621  (a) 
(1)  (relating  to  definition  of  the  term  wages)  is  hereby 
amended  to  read  as  follows: 

“( 1)  for  active  service  as  a  member  of  the  armed 
forces  of  the  United,  States  performed  prior  to  January  1, 
1954,  in  a  month  for  which  such  member  is  entitled  to  the 
benefits  of  section  22  (b)  (13),  or". 

(d)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  be  applicable  to  taxable  years 
ending  after  June  24,  1950.  The  amendment  made  by  sub¬ 
section  (c)  shall  be  applicable  with  respect  to  wages  paid 
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after  the  tenth  day  following  the  date  of  the  enactment  of 
this  Act. 

SEC.  306.  INVOLUNTARY  LIQUIDATION  AND  REPLACEMENT  OF 
INVENTORY. 

(a)  Amendment  of  Section  22  (d)  (6)  (F)  (Hi). — 
Section  22  (d)  (6)  (F)  (Hi)  (relating  to  replacement  of 
inventory  involuntarily  liquidated)  is  hereby  amended  hy 
striking  out  the  last  sentence  and  inserting  in  lieu  thereof 
the  following:  “If,  for  any  taxable  year  ending  after  June 
30,  1950,  and  prior  to  January  1,  1953,  subparagraph 
(C )  is  applicable  with  respect  to  involuntary  liquidations 
of  goods  of  the  same  class  subject  to  the  provisions  of  both 
subparagraph  (A)  and  this  subparagraph,  the  involuntary 
liquidations  of  such  goods  subject  to  the  provisions  of  this 
subparagraph  shall  be  considered  for  the  purpose  of  sub- 
paragraph  ( C)  as  having  occurred  prior  to  the  involuntary 
liquidations  of  such  goods  subject  to  the  provisions  of  sub- 
paragraph  (A).  For  the  purpose  of  this  clause,  and  with 
respect  to  the  taxable  years  covered  by  this  subparagraph,  the 
reference  in  subparagraph  (E)  to  section  734  (d)  shall  be 
taken  as  a  reference  to  section  452  (d)  A 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  ( a)  shall  be  applicable  with  respect  to  taxable  years 
ending  after  June  30, 1950. 
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SEC.  307.  MEDICAL  EXPENSES. 

(a)  Amendment  of  Section  23  (x). — Section  23 
(x)  (relating  to  medical,  dental,  etc.,  expenses)  is  hereby 
amended  to  read  as  follows: 

“(x)  Medical,  Dental,  Etc.,  Expenses. — Ex¬ 
penses  paid  during  the  taxable  year,  not  compensated  for  by 
insurance  or  otherwise,  for  medical  care  of  the  taxpayer,  his 
spouse,  or  a  dependent  specified  in  section  25  (b)  (3) — 

“( 1)  If  neither  the  taxpayer  nor  his  spouse  has 
attained  the  age  of  65  before  the  close  of  the  taxable  year, 
to  the  extent  that  such  expenses  exceed  5  per  centum  of 
the  adjusted  gross  income;  or 

“(2)  If  either  the  taxpayer  or  his  spouse  has  at¬ 
tained  the  age  of  65  before  the  close  of  the  taxable  year, 
(A)  the  amount  of  such  expenses  for  the  care  of 
the  taxpayer  and  his  spouse,  and  (B)  the  amount  by 
which  such  expenses  for  the  care  of  such  dependents 
exceed  5  per  centum  of  the  adjusted  gross  income. 

The  deduction  under  this  subsection  shall  not  be  in  excess  of 
$ 1,250  multiplied  by  the  number  of  exemptions  allowed  under 
section  25  (b)  for  the  taxable  year  (exclusive  of  exemptions 
allowed  under  section  25  (b)  (1)  (B)  or  (C)),  with  a 
maximum  deduction  of  $2,500,  except  that  the  maximum  de¬ 
duction  shall  be  $5,000  in  the  case  of  a  joint  return  of  hus¬ 
band  and  wife  under  section  51  (b).  The  term  ‘ medical 
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care,  as  used  in  this  subsection,  shall  include  amounts  paid 
for  the  diagnosis,  cure,  mitigation,  treatment,  or  prevention  of 
disease,  or  for  the  purpose  of  affecting  any  structure  or 
function  of  the  body  (including  amounts  paid  for  accident 
or  health  insurance) .  The  determination  of  whether  an  indi¬ 
vidual  is  married  at  any  time  during  the  taxable  year  shall 
be  made  in  accordance  with  the  provisions  of  section  51 
(b)  (5)." 

(b)  Effective  Date. — The  amendment  made  by 
this  section  shall  be  applicable  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

SEC.  308.  STANDARD  DEDUCTION. 


(a)  Method  of  Election. — Subparagraphs  (A)  and 
(B)  of  section  23  (aa)  (3)  (relating  to  optional  standard 
deduction  for  individuals)  are  hereby  amended  by  striking 
out  the  word  “only’;  and  subparagraph  (C)  of  section  23 
(aa)  (3)  is  hereby  amended  to  read  as  follows: 

“(G)  If  the  taxpayer  upon  making  his  return 
fails  to  signify,  in  the  manner  provided  by  sub- 
paragraph  (A)  or  (B ),  his  election  to  take  the 
standard  deduction,  such  failure  shall  be  considered 
his  election  not  to  take  the  standard  deduction.’' 

(b)  Change  of  Election. — Section  23  (aa)  is 
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hereby  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“( 7)  Change  of  election. — Under  regulations  pre¬ 
scribed  by  the  Secretary,  a  change  of  an  election  to 
take,  or  not  to  take,  the  standard  deduction  for  any  tax¬ 
able  year  may  be  made  after  the  filing  of  the  return  for 
such  year.  If  the  spouse  of  the  taxpayer  filed  a  separate 
return  for  any  taxable  year  corresponding ,  for  the  pur¬ 
poses  of  paragraph  (4),  to  the  taxable  year  of  the  tax¬ 
payer,  the  change  shall  not  be  allowed  unless,  in  accord¬ 
ance  with  such  regulations — 

“{ A)  the  spouse  makes  a  change  of  election 
with  respect  to  the  standard  deduction  for  the  tax¬ 
able  year  covered  in  such  separate  return,  consistent 
with  the  change  of  election  sought  by  the  taxpayer, 
and 

“(B)  the  taxpayer  and  his  spouse  consent  in 
writing  to  the  assessment,  within  such  period  as 
may  be  agreed  upon  with  the  Secretary,  of  any  de¬ 
ficiency,  to  the  extent  attributable  to  such  change  of 
election,  even  though  at  the  time  of  the  filing  of 
such  consent  the  assessment  of  such  deficiency  would 
otherwise  be  prevented  by  the  operation  of  any  law 
or  rule  of  law. 

This  paragraph  shall  not  apply  if  the  tax  liability 
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of  the  taxpayer  s  spouse,  for  the  taxable  year  correspond¬ 
ing  ( for  the  purposes  of  paragraph  (4)  )  to  the  taxable 
year  of  the  taxpayer,  has  been  cojnpromised  under  the 
provisions  of  section  3761.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  after  December  31,  1949. 

SEC.  302  309.  EXPENDITURES  IN  THE  DEVELOPMENT  OF 


MINES. 


amended  fey  adding  at  the  end  thereof  the  following  new 
safe  paragraph : 

‘-‘-(D)  Development  of  meneS: — Expendi¬ 
tures  paid  or  inearred  after  December  dB  1-950,  in 
the  development  of  a  mine  or  other  nataral  deposit 


the  units  of  produced  ores  or  minerals  benefited  fey 
sueh  expenditures  are  sold.-  Such  expenditures,  and 


(fej-  -(d)-  (d)-7  shall  not  fee  taken  into  aceount  in 
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erty  el  a  character  which  is  subject  te  the  allowance 
ler  depreciation  provided  in  section  2-3-  dan5 

purposes  e!  this  subparagraph^  ahowanees  lor  de¬ 
shah  he  considered  as 


(a)  Deduction  of  Expenditures. — Section  23  (re¬ 
lating  to  deductions  from  gross  income )  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 
“( cc)  Development  of  Mines. — 

“( 1)  In  general. — Except  as  provided  in  para¬ 
graph  (2),  all  expenditures  paid  or  incurred  during  the 
taxable  year  for  the  development  of  a  mine  or  other 
natural  deposit  (other  than  an  oil  or  gas  well)  if  paid 
or  incurred  after  December  31,  1950,  and  after  the 
existence  of  ores  or  minerals  in  commercially  marketable 
quantities  has  been  disclosed.  This  subsection  shall  not 
apply  to  expenditures  for  the  acquisition  or  improvement 
of  property  of  a  character  which  is  subject  to  the  allow¬ 
ance  for  depreciation  provided  in  section  23  (l),  but 
allowances  for  depreciation  shcdl  be  considered,  for  the 
purposes  of  this  subsection,  as  expenditures. 

“(2)  Election  of  taxpayer.— At  the  election 
of  the  taxpayer,  made  in  accordance  ivith  regulations 
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prescribed  by  the  Secretary,  expenditures  described  in 
paragraph  (1)  paid  or  incurred  during  the  taxable 
year  shall  be  treated  as  deferred  expenses  and  shall 
be  deductible  on  a  ratable  basis  as  the  units  of  pro¬ 
duced  ores  or  minerals  benefited  by  such  expenditures 
are  sold.  In  the  case  of  such  expenditures  paid  or 
incurred  during  the  development  stage  of  the  mine  or 
deposit,  the  election  shall  apply  only  with  respect  to  the 
excess  of  such  expenditures  during  the  taxable  year  over 
the  net  receipts  during  the  taxable  year  from  the  ores 
or  minerals  produced  from  such  mine  or  deposit.  The 
election  under  this  paragraph,  if  made,  must  be  for 
the  total  amount  of  such  expenditures,  or  the  total  amount 
of  such  excess,  as  the  case  may  be,  with  respect  to  the 
mine  or  deposit,  and  shall  be  binding  for  such  taxable 
year. 

“(3)  Adjusted  basis  of  mine  or  deposit. — 
The  amount  of  expenditures  which  are  treated  under 
paragraph  (2)  as  deferred  expenses  shall  be  taken  into 
account  in  computing  the  adjusted  basis  of  the  mine  or 
deposit,  except  that  such  amount,  and  the  adjustments 
to  basis  provided  in  section  113  (b)  (1)  (J),  shall  be  dis- 
regarded  in  determining  the  adjusted  basis  of  the  prop¬ 
erty  for  the  purpose  of  computing  a  deduction  for  deple¬ 


tion  under  section  114:' 
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(b)  Adjusted  Basis  for  Determining  Gain  or 
Loss  Upon  Sale  or  Exchange. — Section  113  (b)  (1) 
(relating  to  adjusted  basis  of  property)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  subparagraph: 

“(J)  for  amounts  allowed  as  deductions  under 
section  3-3  -fa)-  -(4-)-  -{Df  as  deferred  expenses  under 
section  23  (cc)  (2)  (relating  to  certain  expendi¬ 
tures  in  the  development  of  mines)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer’s  taxes  under  this 
chapter,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable  year  and  prior 
years.” 

(c)  Technical  Amendment. — Section  24  (a)  (2) 

(relating  to  items  not  deductible)  is  hereby  amended  by 
adding  after  the  word  “estate”  the  following:  except 

expenditures  for  the  development  of  mines  or  deposits 
deductible  under  section  23  -fa)-  -(4-)-  -(D)-  (cc)1’. 

(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950. 

SEC.  310.  GROSS  INCOME  OF  DEPENDENT  OF  TAXPAYER. 

(a)  Increase  in  Amount  of  Gross  Income  Per¬ 
mitted. — Section  25  (b)  (1)  (D)  (relating  to  exemptions 
for  dependents  of  taxpayer)  is  hereby  amended  by  striking 
out  “$500"  and  inserting  in  lieu  thereof  “$600" . 
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(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  311.  CREDIT  FOR  DIVIDENDS  RECEIVED. 

(a)  Dividends  from  Foreign  Corporation  En¬ 
gaged  in  Trade  or  Business  in  the  United  States. — 
Section  26  (b)  (relating  to  dividends  received  credit)  is 
hereby  amended  by  inserting  after  paragraph  (2)  the  follow¬ 
ing  new  paragraph : 

“(3)  Dividends  received  from  certain 
foreign  corporations. — In  the  case  of  dividends 
received  from  a  foreign  corporation  ( other  than  a  for¬ 
eign  personal  holding  company)  which  is  subject  to  tax¬ 
ation  under  this  chapter,  if,  for  an  uninterrupted  period 
of  not  less  than  36  months  ending  with  the  close  of  such 
foreign  corporation’ s  taxable  year  preceding  the  declara¬ 
tion  of  such  dividends  ( or  if  the  corporation  has  not  been 
in  existence  for  36  months  at  the  close  of  the  taxable 
year  preceding  the  declaration  of  such  dividends,  for  the 
period  the  foreign  corporation  has  been  in  existence) — 
“(A)  such  foreign  corporation  has  been  en¬ 
gaged  in  trade  or  business  within  the  United  States; 
and 

“(B)  50  per  centum  or  more  of  the  gross 
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income  of  such  foreign  corporation  has  been  derived 
from  sources  within  the  United  States, 

85  per  centum  of  the  amount  received  as  dividends  from 
earnings  or  profits  accumulated  during  such  uninter¬ 
rupted  period  but  not  in  excess  of  an  amount  which  bears 
the  same  ratio  to  85  per  centum,  of  the  amount  received 
as  dividends  from  earnings  or  profits  accumulated  during 
such  uninterrupted  period  as  the  normal-tax  net  income 
of  such  foreign  corporation  for  such  uninterrupted 
period  from  sources  within  the  United  States  bears  to  its 
entire  normal-tax  net  income  for  such  uninterrupted 
period 

(b)  Technical  Amendment. — Section  119  (a)  (2) 
(B)  (relating  to  rules  as  to  source  of  income  in  the  case  of 
dividends)  is  hereby  amended  by  inserting  before  the  semi¬ 
colon  at  the  end  thereof  the  following:  “to  the  extent  exceeding 
the  amount  which  is  100 /85ths  of  the  amount  of  the  credit  ' 
allowable  under  section  26  (b)  in  respect  of  such  dividends’' . 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  ivith  respect  to  taxable  years 
beginning  after  December  31, 1950. 

SEC.  312.  JOINT  RETURN  AFTER  FILING  SEPARATE  RETURN. 

(a)  Change  of  Election— Section  51  of  the  In¬ 
ternal  Revenue  Code  (relating  to  making  of  individual  re- 
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turns)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(g)  Joint  Return  After  Filing  Separate  Re¬ 
turn. — 

“( 1)  In  general. — If  an  individual  has  filed  a 
separate  return  for  a  taxable  year  for  which  a  joint 
return  could  have  been  made  by  him  and  his  spouse  under 
subsection  (b)  of  this  section,  a?id  the  time  prescribed 
by  law  for  filing  the  return  for  such  taxable  year  has 
expired,  such  individual  and  his  spouse  may  nevertheless 
make  a  joint  return  for  such  taxable  year.  A  joint  re¬ 
turn  filed  by  the  husband  and  wife  in  such  a  case  shall 
constitute  the  return  of  the  husband  and  wife  for  such 
taxable  year,  and  all  payments,  credits,  refunds,  or  other 
repayments  made  or  alloived.  with  respect  to  the  separate 
return  of  either  spouse  for  such  taxable  year  shall  be 
taken  into  account  in  determining  the  extent  to  which 
the  tax  based  upon  the  joint  return  has  been  paid. 

“(2)  Payments  required  before  joint  re¬ 
turn  can  be  made. — A  joint  return  can  be  made  under 
paragraph  (1)  only  if  there  is  paid  in  fidl  at  or  before 
the  time  of  the  filing  of  the  joint  return — 

“(A)  all  amounts  previously  assessed  with  re¬ 
spect  to  either  spouse  for  such  taxable  year; 
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“(B)  all  amounts  shown  as  the  tax  by  either 
spouse  upon  his  separate  return  for  such  taxable 
year;  and 

“(C)  any  amount  determined,  at  the  time  of 
the  filing  of  the  joint  return,  as  a  deficiency  with 
respect  to  either  spouse  for  such  taxable  year  if, 
prior  to  such  filing,  a  notice  under  section  272  (a) 
of  such  deficiency  has  been  mailed. 

“( 3)  Time  For  Making  Joint  Return. — A 
joint  return  cannot  be  made  under  paragraph  (1)  — 

“(A)  after  the  expiration  of  three  years  from 
the  last  date  prescribed  by  law  for  filing  the  return 
for  such  taxable  year  (determined  without  regard 
to  any  extension  of  time  granted  to  either  spouse) ; 

“(B)  after  there  has  been  mailed  to  either 
spouse,  with  respect  to  such  taxable  year,  a  notice 
of  deficiency  under  section  272  (a),  if  the  spouse, 
as  to  such  notice,  files  a  petition  with  the  Tax  Court 
of  the  United  States  within  the  time  prescribed  in 
such  section; 

“(C)  after  either  spouse  has  commenced  a  suit 
in  any  court  for  the  recovery  of  any  part  of  the 
tax  for  such  taxable  year;  or 

“(D)  after  either  spouse  has  entered  into  a 
closing  agreement  under  section  3760  with  respect 
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to  such  taxable  year,  or  after  any  civil  or  crimi¬ 
nal  case  arising  against  either  spouse  with  respect 
to  such  taxable  year  has  been  compromised  under 
section  3761. 

“(4)  Elections  made  in  separate  return. — 
If  a  joint  return  is  made  under  this  subsection,  any 
election  ( other  than  the  election  to  file  a  separate  return ) 
made  by  either  spouse  in  his  separate  return  for  such 
taxable  year  with  respect  to  the  treatment  of  any  income, 
deduction,  or  credit  of  such  spouse  shall  not  be  changed 
in  the  making  of  the  joint  return  where  such  election 
would  have  been  irrevocable  if  the  joint  return  had  not 
been  made. 

“(5)  Death  of  spouse. — If  a  joint  return  is 
made  under  this  subsection  after  the  death  of  either 
spouse,  such  return  with  respect  to  the  decedent  can  be 
made  only  by  his  executor  or  administrator. 

“(6)  Additions  to  the  tax. — Where  the  amount 
shown  as  the  tax  by  the  husband  and  wife  on  a  joint 
return  made  under  this  subsection  exceeds  the  aggregate 
of  the  amounts  shown  as  the  tax  upon  the  separate  return 
of  each  spouse — 

11  (A)  Negligence. — If  any  part  of  such  excess 
is  attributable  to  negligence  or  intentional  disregard, 
of  rules  and  regulations  (but  without  intent  to  de- 
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fraud)  at  the  time  of  the  making  of  such  separate 
return,  then  5  per  centum  of  the  total  amount  of 
such  excess  shall  he  assessed,  collected,  and  paid  in 
the  same  manner  as  if  it  were  a  deficiency; 

(B)  Fraud. — If  any  part  of  such  excess  is 
attributable  to  fraud  with  intent  to  evade  tax  at 
the  time  of  the  making  of  such  separate  return,  then 
50  per  centum  of  the  total  amount  of  such  excess 
shall  be  so  assessed,  collected,  and  paid,  in  lieu  of 
the  50  per  centum  addition  to  the  tax  provided  in 
section  3612  (d)  (2) . 

“(7)  Rules  for  application  of  sections  275 
and  291. — For  the  purposes  of  section  275  (relating  to 
period  of  limitations  upon  assessment  and  collection), 
and  for  the  purposes  of  section  291  (relating  to  delin¬ 
quent  returns) ,  a  joint  return  made  under  this  subsection 
shall  be  deemed  to  have  been  filed — 

“(A)  where  both  spouses  filed  separate  returns 
prior  to  making  the  joint  return — on  the  date  the 
last  separate  return  ivas  filed  (but  not  earlier  than 
the  last  date  prescribed  by  law  for  filing  the  return 
of  either  spouse); 

“(B)  where  only  one  spouse  filed  a  separate 
return  prior  to  the  making  of  the  joint  return,  and 
the  other  spouse  had  less  than  $ 600  of  gross  income 
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for  such  taxable  year — on  the  date  of  the  filing  of 
such  separate  return  (but  not  earlier  than  the  last 
date  prescribed  by  law  for  the  filling  of  such  sepa¬ 
rate  return)  ;  or 

“(C)  where  only  one  spouse  filed  a  separate 
return  prior  to  the  making  of  the  joint  return,  and 
the  other  spouse  had  gross  income  of  $ 600  or  more 
for  such  taxable  year — on  the  date  of  the  filing  of 
such  joint  return. 

“(8)  Rule  for  application  of  section  322. — 
For  the  purposes  of  section  322  (relating  to  refunds 
and  credits),  a  joint  return  made  under  this  subsection 
shall  be  deemed  to  have  been  filed  on  the  last  date  pre¬ 
scribed  by  law  for  filing  the  return  for  such  taxable 
year  (determined  without  regard  to  any  extension  of 
time  granted  to  either  spouse). 

“(9)  Additional  time  for  assessment. — If  a 
joint  return  is  made  under  this  subsection,  the  period  of 
limitations  provided  in  sections  275  and  276  on  the 
making  of  assessments  and  the  beginning  of  distraint 
or  a  proceeding  in  court  for  collection  shall  with  respect 
to  such  return  include  one  year  immediately  after  the 
date  of  the  filing  of  such  joint  return  ( computed  without 
regard  to  the  provisions  of  paragraph  (7)  of  this  sub¬ 
section  ) . 
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“(10)  Rule  for  application  of  section 
3809  (a). — For  the  'purposes  of  section  3809  (a)  (relating 
to  criminal  penalties  in  the  case  of  fraudulent  returns) 
the  term  * return ’  includes  a  separate  return  filed  by  a 
spouse  with  respect  to  a  taxable  year  for  which  a  joint 
return  is  made  under  this  subsection  after  the  filing  of 
such  separate  return.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  ( a)  shall  be  applicable  only  with  respect  to  taxable 
years  begining  after  December  31,  1950. 

SEC.  313.  MUTUAL  SAVINGS  BANKS,  BUILDING  AND  LOAN  ASSO¬ 
CIATIONS,  COOPERATIVE  BANKS. 

(a)  Mutual  Savings  Banks. — Section  101  (2)  (re¬ 
lating  to  exemption  from  tax  of  mutual  savings  banks)  is 
hereby  repealed. 

(b)  Building  and  Loan  Associations  and  Coop¬ 
erative  Banks. — Section  101  (4)  (relating  to  exemption' 
from  tax  of  building  and  loan  associations  and  cooperative 
banks)  is  hereby  amended  to  read  as  follows: 

“(4)  Credit  unions  without  capital  stock  organized 
and  operated  for  mutual  purposes  and  without  profit;”. 

(c)  Federal  Savings  and  Loan  Associations. — 
Section  5  (li)  of  the  Home  Owners'  Loan  Act  of  1933,  as 
amended  (12  U.  S.  C.  1464  (h)),  is  hereby  amended  by 
striking  out  “date)”  and  inserting  in  lieu  thereof  the  follow- 
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ing :  “date,  and  except,  in  the  case  of  taxable  years  beginning 
after  December  31,  1951,  income,  war-profits,  and  excess- 
profits  taxes)”. 

(d)  Bad  Debt  Reserves. — Section  23  (k)  (1)  ( re¬ 
lating  to  deduction  from  gross  income  of  bad  debts )  is 
hereby  amended  by  adding  at  the  end  thereof  the  following: 
“In  the  case  of  a  mutual  savings  bank  not  having  capital 
stock  represented  by  shares,  a  domestic  building  and  loan 
association,  and  a  cooperative  bank  without  capital  stock 
organized  and  operated  for  mutual  purposes  and  without 
profit,  the  reasonable  addition  to  a  reserve  for  bad  debts 
shall  be  determined  with  due  regard  to  the  amount  of  the 
taxpayer  s  surplus  or  bad  debt  reserves  existing  at  the  close 
of  December  31,  19 5 IB 

(e)  Dividends  Paid  to  Depositors. — Section  23 
(r)  (relating  to  the  deduction  from  gross  income  of  certain 
dividends  paid  by  banking  corporations)  is  hereby  amended 
to  read  as  follows: 

“(r)  Dividends  Paid  by  Banking  Corpora¬ 
tions. — 

“( 1)  In  the  case  of  mutual  savings  banks,  coopera¬ 
tive  banks,  and  domestic  building  and  loan  associations, 
amounts  paid  to  depositors  or  credited  to  the  accounts  of 
depositors  as  dividends  on  their  deposits  or  withdrawable 
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“(2)  For  deduction  of  dividends  paid  by  certain 
other  banking  corporations,  see  section  121." 

(f)  Deduction  for  Repayment  to  the  United 
States  of  Certain  Loans. — Section  23  (relating  to  de¬ 
ductions  from  gross  income)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following: 

“(dd)  Repayment  by  Mutual  Savings  Banks  of 
Certain  Loans. — In  the  case  of  a  mutual  savings  bank  not 
having  capital  stock  represented  by  shares,  amounts  paid  by 
the  taxpayer  d wring  the  taxable  year  in  repayment  of  loans 
made  prior  to  September  1,  1951  by  the  United  States  or 
any  agency  or  instrumentality  thereof  which  is  wholly  owned 
by  the  United  States." 

(y)  Definition  of  Bank. — Section  104  (a)  (relat¬ 
ing  to  definition  of  bank)  is  hereby  amended  by  inserting  at 
the  end  thereof  the  following:  “ Such  term  also  means  a 
domestic  building  and  loan  association." 

(h)  Definition  of  Domestic  Building  and  Loan 
Association. — Section  3797  (a)  (relating  to  definitions  for 
the  purposes  of  the  Internal  Revenue  Code)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

“(19)  Domestic  building  and  loan  associa¬ 
tion. — The  term  ‘ domestic  building  and  loan  associa¬ 
tion ’  means  a  domestic  building  and  loan  association,  a 
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domestic  savings  and  loan  association,  and  a  Federal 
savings  and  loan  association,  substantially  all  the  busi¬ 
ness  of  which  is  confined  to  making  loans  to  members.” 
(i)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  .after  December  31,  1951. 

SEC.  314.  INCOME  TAX  TREATMENT  OF  EXEMPT  COOPERATIVES. 

(a)  Amendment  of  Section  101  (12). — Section  101 
(12)  is  hereby  amended  as  follows: 

(1)  By  inserting  after  “(12)”  the  following: 
“(A)”. 

(2)  By  inserting  after  such  paragraph  the  fol¬ 
lowing: 

“(B)  An  organization  exempt  from  taxation  under 
the  provisions  of  subparagraph  (A)  shall  be  subject  to 
the  taxes  imposed  by  sections  13  and  15,  or  section  117 
(c)  (1),  except  that  in  computing  the  net  income  of  such 
an  organization  there  shall  be  allowed  as  deductions  from 
gross  income  (in  addition  to  other  deductions  allowable 
under  section  23) — 

“(i)  amounts  paid  as  dividends  during  the  tax¬ 
able  year  upon  its  capital  stock,  and 

“(ii)  amounts  allocated  during  the  taxable  year 
to  patrons  with  respect  to  its  income  not  derived  from 
H.  K.  4473 - 10 


146 


^  patronage  (whether  or  not  such  income  was  derived 

2  during  such  taxable  year)  whether  paid  in  cash , 

3  merchandise,  capital  stock,  revolving  fund  certifi- 

4  cates,  retain  certificates,  certificates  of  indebtedness, 

5  letters  of  advice,  or  in  some  other  manner  that  dis- 

6  closes  to  each  patron  the  dollar  amount  allocated  to 

7  him . 

8  Patronage  dividends,  refunds,  and  rebates  to  patrons 

9  with  respect  to  their  patronage  ( whether  paid  in 

10  cash,  merchandise,  capital  stock,  revolving  fund  cer- 

11  tificates,  retain  certificates,  certificates  of  indebted- 

12  ness,  letters  of  advice,  or  in  some  other  manner  that 

13  discloses  to  each  patron  the  dollar  amount  of  such 

14  dividend,  refund,  or  rebate)  shall  be  taken  into  account 

15  in  computing  net  income  in  the  same  manner  as  in  the 

16  case  of  a  cooperative  organization ■  not  exempt  under 

17  subparagraph  (A).  Such  dividends,  refunds,  and  re- 

18  bates  made  after  the  close  of  the  taxable  year  and  on 

19  or  before  the  loth  day  of  the  third  month  following  the 

20  close  of  such  year  shall  be  considered  as  made  on  the 

21  last  day  of  such  taxable  year  to  the  extent  the  dividends, 

22  refunds,  or  rebates,  are  attributable  to  patronage  occurring 

23  before  the  close  of  such  year. 

24  (b)  Technical  Amendments.— 

25  (1)  Section  101  is  hereby  amended  by  striking  out 
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“Except  as  provided  in  supplement  U”  and  inserting  in 
lieu  thereof  the  following:  “Except  as  provided  in  para- 
!  graph  (12)  (B)  and  in  supplement  U”. 

(2)  The  last  sentence  of  section  101  is  hereby 

>  amended  by  striking  out  “Notwithstanding  supplement 

>  U”  and  inserting  in  lieu  thereof  “Notwithstanding  para¬ 
graph  (12)  (B)  and  supplement  U”. 

(c)  Information  Returns. — Section  148  (relating 

*  to  information  by  corporations)  is  hereby  amended  by  adding 
9  at  the  end  thereof  the  following: 

L  “(f)  Patronage  Dividends. — Any  corporation  alio - 
1  eating  amounts  as  patronage  dividends,  rebates,  or  refunds 
^  (whether  in  cash,  merchandise,  capital  stock,  revolving  fund 
1  certificates,  retain  certificates,  certificates  of  indebtedness, 
5  letters  of  advice,  or  in  some  other  manner  that  discloses  to 
5  each  patron  the  amount  of  such  dividend,  refund,  or  rebate) 

1  shall  render  a  correct  return  stating  (1)  the  name  and 

$  address  of  each  patron  to  whom  it  has  made  such  allocations 
^  amounting  to  $100  or  more  during  the  calendar  year,  and 
0  (2)  the  amount  of  such  allocations  to  each  patron.  If  re- 

*  quired  by  the  Secretary,  any  such  corporation  shall  render 

2 

a  correct  return  of  all  patronage  dividends,  rebates,  or 
refunds  made  during  the  calendar  year  to  its  patrons.” 

(d)  Withholding  of  Tax  at  Source. — If  any  law 
( other  than  sections  143  and  144  of  the  Internal  Revenue 
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Code )  enacted  by  Congress  requires  the  withholding  at  soi 
of  tax  on  corporate  dividends  paid  in  cash,  patronage  d 
dends,  rebates,  and  refunds  ( whether  paid  in  cash,  mercl 
dise,  capital  stock,  revolving  fund  certificates,  retain  cer 
cates,  or  otherwise)  shall  be  subject  to  the  provisions  of  s 
law  in  the  same  manner  and  to  the  same  extent  as  prov'i 
in  such  law  with  respect  to  corporate  dividends  paid  in  c 
(e)  Effective  Date. — The  amendments  made  by  i 
sections  (a)  and  (b)  of  this  section  shall  be  applicable  c 
with  respect  to  taxable  years  beginning  after  December 
1951 .  The  amendment  made  by  subsection  (c)  shall  be 
plicable  to  the  calendar  year  1951  and  subsequent  calen 
years. 

SEC.  315.  SURTAX  ON  CORPORATIONS  IMPROPERLY  ACCU 
EATING  SURPLUS. 

(a)  Long-Term  Capital  Gains. —Section  102 
(1)  ( relating  to  definition  of  section  102  net  income )  is  her 
amended  by  adding  at  the  end  thereof  the  following  new  t 
paragraph : 

“(D)  Long-Term  Capital  Gains.— The  ex 
of  the  net  long-term  capital  gain  for  the  taxable  y 
over  the  net  short-term  capital  loss  for  such  year,  mi 
the  taxes  imposed  by  this  chapter  attributable  to  s 
excess.  The  taxes  attributable  to  such  excess  s 
be  an  amount  equal  to  the  difference  between  ( i ) 
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taxes  imposed  by  this  chapter  (except  the  tax  im¬ 
posed  by  this  section)  for  such  year  and  (ii)  such 
taxes  computed  for  such  year  without  including  such 
excess  in  net  income 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  316.  ELECTION  AS  TO  RECOGNITION  OF  GAIN  IN  CERTAIN 
CORPORATE  LIQUIDATIONS. 

(a)  Amendment  of  Section  112  (b)  (7) —Section 
112  (b)  (7)  (relating  to  recognition  of  gain  in  certain  cor¬ 
porate  liquidations)  is  hereby  amended  by  striking  out  in 
subparagraph  (A)  (ii)  “1951”  and  by  inserting  in  lieu 
thereof  “ 1951  or  1952”. 

(b)  Basis  of  Property —Section  113  (a)  (18) 
(relating  to  basis  of  property  received  in  certain  corporate 
liquidations)  is  amended  by  striking  out  “the  Revenue  Act 
of  1950”  and  by  inserting  in  lieu  thereof  “any  revenue  act”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  to  taxable  years  ending  after 
December  31,  1951. 

SEC.  317.  CERTAIN  DISTRIBUTIONS  OF  STOCK  ON  REORGANI¬ 
ZATION. 

(a)  Distributions  Not  in  Liquidation. — Section 
112  (b)  (relating  to  nonrecognition  of  gain  or  loss  in  the 
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1  case  of  certain  exchanges)  is  hereby  amended  by  addin 

2  the  end  thereof  the  following  new  paragraph: 


“(11)  Distribution  of  stock  not  in  liquj 
tion. — Tf  there  is  distributed,  in  pursuance  of  a 
of  reorganization,  to  a  shareholder  of  a  corporc 
which  is  a  party  to  the  reorganization,  stock  ( other 
preferred  stock)  in  another  corporation  which  is  a  p 
to  the  reorganization,  without  the  surrender  by 
shareholder  of  stock,  no  gain  to  the  distributee  front 
receipt  of  such  stock  shall  be  recognized  unless  it  app 
that  (A)  any  corporation  which  is  a  party  to  sue l 
organization  was  not  intended  to  continue  the  active 
duct  of  a  trade  or  business  after  such  reorganizatioi 
(B)  the  corporation  whose  stock  is  distributed  was 
principally  as  a  device  for  the  distribution  of  ear% 
and  profits  to  the  shareholders  of  any  corpora, tic 
party  to  the  reorganization 

(b)  Basis  of  Stock— Section  113  (a)  (relatin 

19  unadjusted  basis  for  determining  gain  or  loss)  is  he 

20  amended  by  adding  at  the  end  thereof  the  following 

21  paragraph : 

22  “  (23)  Tax-free  distributions. — If  the  pro]. 

23  consists  of  stock  distributed  after  the  date  of  the  ei 

24  ment  of  the  Revenue  Act  of  1951  to  a  taxpayer  in 
nection  with  a  transaction  described  in  section  112 
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(11)  (hereinafter  in  this  paragraph  catted  ‘ new  stock' ) , 
or  consists  of  stock  in  respect  of  which  such  distribution 
was  made  (hereinafter  in  this  paragraph  called  ‘old 
stock' ) ,  then  the  basis  of  the  new  stock  and  of  the  old 
stock,  respectively,  shall,  in  the  shareholder  s  hands,  be 
determined  by  allocating  between  the  old  stock  and  the 
new  stock  the  adjusted  basis  of  the  old  stock;  such  alloca¬ 
tion  to  be  made  under  regulations  prescribed  by  the 
Secretary .” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  with  respect  to  taxable  years  ending 
after  the  date  of  the  enactment  of  this  Act,  but  shall  apply 
only  with  respect  to  distributions  of  stock  made  after  such  date. 

SEC.  m  318.  GAIN  FROM  SALE  OR  EXCHANGE  OF  TAX¬ 
PAYER’S  RESIDENCE. 

(a)  Nonrecognition  of  Gain  in  Certain  Cases.— 
Section  112  (relating  to  recognition  of  gain  or  loss)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“  (n)  Gain  From  Sale  or  Exchange  of  Resi¬ 
dence.— 

“  ( 1 )  Nonrecognition  of  gain— If  property 
(hereinafter  in  this  subsection  called  ‘old  residence’) 
used  by  the  taxpayer  as  bis  principal  residence  is  sold 
by  him  and,  within  a  period  beginning  one  year  prior 
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to  the  date  of  such  sale  and  ending  one  year  after  such 
date,  property  (hereinafter  in  this  subsection  called  ‘new 
residence’)  is  purchased  and  used  by  the  taxpayer  as 
his  principal  residence,  gain  (if  any)  from  such  sale 
shall  be  recognized  only  to  the  extent  that  the  taxpayer’s 
selling  price  of  the  old  residence  exceeds  the  taxpayer’s 
cost  of  purchasing  the  new  residence. 

“  (2)  Rules  foe  application  of  subsection  — 
For  the  purposes  of  this  subsection : 

“(A)  An  exchange  by  the  taxpayer  of  his 
residence  for  other  property  shall  be  considered  as 
a  sale  of  such  residence,  and  the  acquisition  of  a 
residence  upon  the  exchange  of  property  shall  be 
considered  as  a  purchase  of  such  residence. 

“(B)  If  the  taxpayer’s  residence  (as  a  result 
of  its  destruction  in  whole  or  in  part,  theft,  or 
seizure)  is  compulsorily  or  involuntarily  converted 
into  property  or  into  money,  such  destruction,  theft, 
or  seizure  shall  be  considered  as  a  sale  of  the  resi¬ 
dence;  and  if  the  residence  is  so  converted  into 
property  which  is  used  by  the  taxpayer  as  his  resi¬ 
dence,  such  conversion  shall  be  considered  as  a 
purchase  of  such  property  by  the  taxpayer. 

“(C)  In  the  case  of  an  exchange  or  conversion 
described  in  subparagraph  ( A )  or  ( B ) ,  in  deter- 
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mining  the  extent  to  which  the  selling  price  of  the 
old  residence  exceeds  the  taxpayer’s  cost  of  purchas¬ 
ing  the  new  residence,  the  amount  realized  by  the 
taxpayer  upon  such  exchange  or  conversion  shall  be 
considered  the  selling  price  of  the  old  residence. 

“(D)  A  residence  any  part  of  which  was  con¬ 
structed  or  reconstructed  by  the  taxpayer  shall  he 
considered  as  purchased  by  the  taxpayer.  In  de¬ 
termining  the  taxpayer’s  cost  of  purchasing  a  resi¬ 
dence,  there  shall  be  included  only  so  much  of  his 
cost  as  is  attributable  to  the  acquisition,  construc¬ 
tion,  reconstruction,  and  improvements  made  which 
are  properly  chargeable  to  capital  account,  during 
the  period  specified  in  paragraph  ( 1 ) . 

“(E)  If  a  residence  is  purchased  by  the  tax¬ 
payer  prior  to  the  date  of  his  sale  of  the  old  resi¬ 
dence,  the  purchased  residence  shall  not  be 
treated  as  his  new  residence  if  sold  or  otherwise 
disposed  of  by  him  prior  to  the  date  of  the  sale  of 
the  old  residence. 

“(F)  If  the  taxpayer,  during  the  period  de¬ 
scribed  in  paragraph  ( 1 ) ,  purchases  more  than  one 
residence  which  is  used  by  him  as  his  principal 
residence  at  some  time  within  one  year  after  the  date 
of  the  sale  of  the  old  residence,  only  the  last  of  such 
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residences  so  used  by  him  after  the  date  of  such 
sale  shall  constitute  the  new  residence.  If  within 
the  one  year  referred  to  in  the  preceding  sentence 
property  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  destroyed,  stolen,  seized,  requisitioned,  or 
condemned,  or  is  sold  or  exchanged  under  threat 
or  imminence  thereof,  then  for  the  purposes  of 
the  preceding  sentence  such  one  year  shall  be  con¬ 
sidered  as  ending  with  the  date  of  such  destruction, 
theft,  seizure,  requisition,  condemnation,  sale,  or 
exchange. 

“(G)  In  the  case  of  a  new  residence  the  con¬ 
struction  of  which  was  commenced  by  the  taxpayer 
prior  to  the  expiration  of  one  year  after  the  date 
of  the  sale  of  the  old  residence,  the  period  specified 
in  paragraph  (1) ,  and  the  one  year  referred  to  in 
subparagraph  (F )  of  this  paragraph,  shall  be  con¬ 
sidered  as  including  a  period  of  18  months  be¬ 
ginning  with  the  date  of  the  sale  of  the  old 
residence. 

“  (3)  Limitation.— The  provisions  of  paragraph 
( 1 )  shall  not  be  applicable  with  respect  to  the 
sale  of  the  taxpayer’s  residence  if  within  one  year  prior 
to  the  date  of  such  sale  the  taxpayer  sold  at  a  gain  other 
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property  used  by  him  as  his  principal  residence,  and  any 
part  of  such  gain  was  not  recognized  by  reason  of  the 
provisions  of  paragraph  (1).  For  the  purposes  of  this 
paragraph,  the  destruction,  theft,  seizure,  requisition,  or 
condemnation  of  property  or  the  sale  or  exchange  of 
property  under  threat  or  imminence  thereof,  shall  not  be 
considered  as  a  sale  of  such  property. 

“  (4)  Basis  of  new  residence.— Where  the  pur¬ 
chase  of  a  new  residence  results,  under  paragraph  ( 1 ) , 
in  the  nonrecognition  of  gain  upon  the  sale  of  an  old 
residence,  in  determining  the  adjusted  basis  of  the  new 
residence  as  of  any  time  following  the  sale  of  the  old 
residence,  the  adjustments  to  basis  shall  include  a  reduc¬ 
tion  by  an  amount  equal  to  the  amount  of  the  gain  not 
so  recognized  upon  the  sale  of  the  old  residence.  For 
this  purpose,  the  amount  of  the  gain  not  so  recognized 
upon  the  sale  of  the  old  residence  includes  only  so  much 
of  such  gain  as  is  not  recognized  by  reason  of  the  cost, 
up  to  such  time,  of  purchasing  the  new  residence. 

“(5)  Tenant-stockholder  in  a  cooperative 
apartment  corporation. — For  the  purposes  of  this 
subsection,  section  113  (b)  (1)  (K) ,  and  section  117 
00  (7).  references  to  property  used  by  the  taxpayer 
as  his  principal  residence,  and  references  to  the  residence 
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of  a  taxpayer,  shall  include  stock  held  by  a  tenant- 
stockholder  (as  defined  in  section  23  (z)  (2)  )  in  a 
cooperative  apartment  (as  defined  in  such  section)  if — 
“  (A)  in  the  case  of  stock  sold,  the  apartment 

•  4 

which  the  taxpayer  was  entitled  to  occupy  as  such 
stockholder  was  used  by  him  as  his  principal  resi¬ 
dence,  and 

“(B)  in  the  case  of  stock  purchased,  the  tax¬ 
payer  used  as  his  principal  residence  the  apartment 
which  he  was  entitled  to  occupy  as  such  stockholder. 
“(6)  Husband  and  wife.— If  the  taxpayer  and 
his  spouse,  in  accordance  with  regulations  which  shall 
be  prescribed  by  the  Secretary  pursuant  to  this  para¬ 
graph,  consent  to  the  application  of  subparagraph  (B) 
of  this  paragraph,  then — 

“  (A)  for  the  purposes  of  this  subsection,  the 
words  ‘taxpayer’s  selling  price  of  the  old  residence’ 
shall  mean  the  selling  price  (of  the  taxpayer,  or 
of  the  taxpayer  and  his  spouse)  of  the  old  residence, 
and  the  words  ‘taxpayer’s  cost  of  purchasing  the 
new  residence’  shall  mean  the  cost  (to  the  tax¬ 
payer,  his  spouse,  or  both)  of  purchasing  the  new 
residence  (whether  held  by  the  taxpayer,  his  spouse, 
or  the  taxpayer  and  his  spouse)  ;  and 

“(B)  so  much  of  the  gain  upon  the  sale  of  the 
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old  residence  as  is  not  recognized  solely  by  reason 
of  this  paragraph,  and  so  much  of  the  adjustment 
under  paragraph  (4)  to  the  basis  of  the  new  resi¬ 
dence  as  results  solely  from  this  paragraph,  shall 
be  allocated  between  the  taxpayer  and  his  spouse  as 
provided  in  such  regulations. 

This  paragraph  shall  apply  only  if  the  old  residence  and 
the  new  residence  are  each  used  by  the  taxpayer  and  his 
spouse  as  their  principal  residence.  In  case  the  tax¬ 
payer  and  his  spouse  do  not  consent  to  the  application 
of  subparagraph  (B)  of  this  paragraph,  then  the  recog¬ 
nition  of  gain  upon  the  sale  of  the  old  residence  shall  be 
determined  under  this  subsection  without  regard  to  the 
rules  provided  in  this  paragraph. 

“(7)  Statute  of  limitations. — If  the  taxpayer 
during  a  taxable  year  sells  at  a  gain  property  used  by 
him  as  his  principal  residence,  then — 

“(A)  the  statutory  period  for  the  assessment 
of  any  deficiency  attributable  to  any  part  of  such 

gair  -'vt  expire  prior  to  the  expiration  of  three 
years  from  the  date  the  Secret*^  by  the 

taxpayer  (in  such  manner  as  the  Secretary  may  by 

regulations  prescribe)  of—  • 

“  (i)  the  taxpayer’s  cost  of  purchasing  the 

new  residence  which  the  taxpayer  claims  re- 
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suits  in  nonrecognition  of  any  part  of  such  gain, 
“  (ii)  the  taxpayer’s  intention  not  to  pur¬ 
chase  a  new  residence  within  the  period  speci 
fied  in  paragraph  ( 1 ) ,  or 

“  (iii)  a  failure  to  make  such  purchase 
within  such  period;  and 
“(B)  such  deficiency  may  be  assessed  prior  to 
the  expiration  of  such  three-year  period  notwith¬ 
standing  the  provisions  of  any  other  law  or  rule  of 
law  which  would  otherwise  prevent  such  assess¬ 
ment.” 

(b)  Technical  Amendments. — 

(1)  Section  112  (f)  (relating  to  involuntary  con¬ 
versions)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  “This  subsection  shall  not  apply, 
in  the  case  of  property  used  by  the  taxpayer  as  his 
principal  residence,  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  the  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 

imminence  thereof,  occurs—1  *  '  Jj^Vvmbei;  31.  1950  ” 
\—ri  section  113  (a)  (9)  (relating  to  basis’ of 

property  acquired  as  a  result  of  involuntary  conversions) 

is  hereby  amended  by  adding  at  the  end  thereof  the 

following:  “This  paragraph  shall  not  apply  in  respect 

of  property  acquired  as  a  result  of,  a  compulsory  or 
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involuntary  conversion  of  property  used  by  the  taxpayer 

« 

as  his  principal  residence  if  the  destruction,  theft,  seizure, 
requisition,  or  condemnation  of  such  residence,  or  the 
sale  or  exchange  of  such  residence  under  threat  or 
imminence  thereof,  occurred  after  December  31,  1950.” 

(3)  Section  113  (b)  (1)  (relating  to  adjusted 

basis  of  property)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 

“  (K)  in  the  case  of  a  residence  the  acquisition 
of  which  resulted,  under  the  provisions  of  section 
112  (n) ,  in  the  nonrecognition  of  any  part  of  the 
gain  realized  upon  the  sale,  exchange,  or  involun¬ 
tary  conversion  of  another  residence,  to  the  extent 
provided  in  section  112  (n)  (4).” 

(4)  Section  117  (h)  (relating  to  determination  of 
holding  period)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  (7)  In  determining  the  period  for  which  the  tax¬ 
payer  has  held  a  residence,  the  acquisition  of  which 
lesuneu  undei  112  (n)  ’m  the  nonrecognition  of 

any  part  of  the  gain  realized  on  the  sale,  ^kaxige,  or 
involuntary  conversion  of  another  residence,  there  shall 
be  included  the  period  for  which  such  other  residence 
had  been  held  as  of  the  date  of  such  sale,  exchange,  or 
involuntay  conversion.” 
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(5)  Section  276  (relating  to  period  of  limitation 

* 

upon  assessment  and  collection)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following: 

“  (e)  Gain  Upon  Sale  or  Exchange  of  Resi¬ 
dence. — In  the  case  of  a  deficiency  described  in  section 
112  (n)  (7),  such  deficiency  may  be  assessed  at  any  time 
prior  to  the  expiration  of  the  time  therein  provided.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950,  but  the  provisions  of  section  112  (n) 
(1)  and  (6)  of  the  Internal  Revenue  Code  shall  apply  only 
with  respect  to  residences  sold  (within  the  meaning  of  such 
section)  after  such  date. 

SEC.  304  319.  PERCENTAGE  DEPLETION. 

(a)  Allowance  of  Percentage  Depletion. — So 
much  of  paragraph  (4)  of  section  114  (b)  as  precedes  the 
last  sentence  of  subparagraph  (A)  is  hereby  amended  to 
read  as  follows: 

“(4)  Percentage  depletion  for  coal  and 

METAL  MINES  AND  ^  '“=" «xa!N  OTHER  MINES  Aisu 
^-.tmAL  MINERAL  DEPOSITS. — 

“  (A)  In  general.— The  ahowance  for  deple¬ 
tion  under  section  23  (m)  in  the  case  of  the  follow¬ 
ing  mines  and  other  natural  deposits  shall  be _ 

(  i)  hi  the  case  of  asb^stesy  sandy  gravely 
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stone 


n  o]w1  i j  1 » a  f / > \ 
rxtlTj  txxitir  o  l  (l  L  u  l  y 

briek  anh  tile  clay,  shale,  oyster  shelly  clam 
shelly  granite,  anh  marhlc,  §  per  centum, 

“(h)  In  the  ease  of  eeai,  40  per  centum, 
“  (iii)  in  the  ease  of  metal  mines,  bauxite, 
hnerspaiy  flake  graphitCy  vermiculitc,  heryl, 


y  mica,  tale 


pyrophillitc) , 

iitey  spodumcnc,  barite,  hah  anh  sagger 
clay,  china  clay,  phosphate  rock,  reek  asphalt, 
trona,  benteni-tey  gilsenite,  thenarhito  (incluh- 
ing  thenar hite  from  brines  or  mixtures  ot 
brine)  -  potashy  borax,  teller’s  earthy  tripoli,  re¬ 
fractory  anh  hre  clay,  quartzitCy  perlitey  hiato- 
maceous  earthy  metallurgical  grahe  limestone,- 
anh  chemical  grahe  limestoncy  4#  per  centum, 
anh 


“(i)  in  the  case  of  sand,  gravel,  slate, 
stone  (including  pumice  and  scoria),  brick  and 
tile  clay,  shale,  oyster  shell,  clam  shell,  granite, 
marble,  sodium  chloride,  and,  if  from,  brine 
wells,  calcium  chloride,  magnesium  chloride, 
potassium  chloride,  and  bromine,  5  per  centum, 
“(it)  in  the  case  of  coal,  asbestos,  brucite, 
dolomite,  magnesite,  wollastonite ,  borax,  fullers 
PI.  R.  4473 - 1 1 
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earth,  tripoli,  refractory  and  fire  clay,  quartzite, 
perlite,  diatomaceous  earth,  metallurgical  grade 
limestone,  and  chemical  grade  limestone,  10  per 
centum, 

“  (Hi )  in  the  case  of  metal  mines,'  aplite, 
bauxite,  fluorspar,  flake  graphite,  vermiculite, 
beryl,  feldspar,  mica,  talc  ( including  pyro- 
phyllite ) ,  lepidolite,  spodumene,  barite,  ball  clay, 
sagger  clay,  china  clay,  phosphate  rock,  rock 
asphalt,  trona,  bentonite,  gilsonite,  thenardite, 
and  potash,  15  per  centum,  and 

“  (iv)  in  the  case  of  sulfur,  23  per  centum, 
of  the  gross  income  from  the  property  during 
the  taxable  year,  excluding  from  such  gross  in¬ 
come  an  amount  equal  to  any  rents  or  royalties 
paid  or  incurred  by  the  taxpayer  in  respect  of 
the  property.” 

(b)  Technical  Amendment. — So  much  of  para¬ 
graph  (2)  of  section  114  (b)  as  precedes  “discovered  by 
the  taxpayer  after  February  28,  1913”  is  hereby  amended 
to  read  as  follows : 

“(2)  Discovery  value  in  the  case  of 
mines. — In  the  case  of  mines  (except  mines  in  respect 
of  which  percentage  depletion  is  allowable  under  para¬ 
graph  (4)  of  this  subsection)  ”. 

(c)  Effective  Date. — The  amendments  made  by  this 
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section  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1950. 

SEC.  320.  REDEMPTION  OF  STOCK  TO  PAY  DEATH  TAXES. 

(a)  Amendment  of  Section  115  (g)  (3). — Section 
115  (g)  (3)  (relating  to  redemption  of  stock  to  pay  death, 
taxes)  is  hereby  amended  by  striking  out  “50  per  centum” 
and  inserting  in  lieu  thereof  “25  per  centum” . 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  to  taxable  years  ending  on  or 
after  the  date  of  the  enactment  of  this  Act,  but  shall  apply 
only  to  amounts  distributed  on  or  after  such  date. 

SEC.  321.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE 
UNITED  STATES. 

(a)  Exclusion  From  Gross  Income.— Section  116 
(a)  (relating  to  earned  income  from  sources  without  the 
United  States)  is  hereby  amended  by  striking  out  para¬ 
graphs  (1)  and  (2)  and  inserting  in  lieu  thereof  the 
following: 

“(1)  Bona  fide  resident  of  foreign  coun¬ 
try. — In  the  case  of  an  individual  citizen  of  the  United 
States,  who  establishes  to  the  satisfaction  of  the  Secretary 
that  he  has  been  a  bona  fide  resident  of  a  foreign  country 
or  countries  for  an  uninterrupted  period  which  includes 
an  entire  taxable  year,  amounts  received  from  sources 
without  the  United  States  (except  amounts  paid  by  the 
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United  States  or  any  agency  thereof)  if  such  amounts 
constitute  earned  income  ( as  defined  in  paragraph  (3)  ) 
attributable  to  such  period;  but  such  individual  shall 
not  be  allowed  as  a  deduction  from  his  gross  income 
any  deductions  properly  allocable  to  or  chargeable 
against  amounts  excluded  from  gross  income  under  this 
paragraph. 

“(2)  Presence  in  foreign  country  for  17 
months. — In  the  case  of  an  individual  citizen  of  the 
United  States,  who  during  any  period  of  IS  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  ( except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  if  such  amounts  constitute  earned  income  (as 
defined  in  paragraph  (3))  attributable  to  such  period; 
but  such  individual  shall  not  be  allowed  as  a  deduction 
from  his  gross  income  any  deductions  properly  allocable 
to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  paragraph 

(b)  Withholding  of  Tax  on  Wages.— Section  1621 
(a)  (8)  (A)  ( relating  to  definition  of  wages )  is  hereby 
amended  to  read  as  follows: 

"(A)  for  services  for  an  employer  ( other  than 
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the  United  States  or  any  agency  thereof)  performed 
in  a  foreign  country  by  a  citizen  of  the  United  States, 
if  at  the  time  of  the  payment  of  such  remuneration  the 
employer  is  required  by  the  law  of  any  foreign 
country  to  withhold  income  tax  upon  such  remunera¬ 
tion,  or  it  is  reasonable  to  believe  that  such  remunera¬ 
tion  will  be  excluded  from  gross  income  under  the 
provisions  of  section  116  (a)  (1)  or  (2),  or”. 

(c)  Effective  Dates. — The  amendment  made  by 
subsection  (a)  shall  be  applicable  to  taxable  years  beginning 
after  December  31,  1950.  The  amendment  made  by  sub¬ 
section  (b)  shall  be  applicable  with  respect  to  wages  paid 
on  or  after  January  1,  1952. 

SEC.  305  322.  CAPITAL  GAINS  AND  LOSSES. 

(a)  Treatment  of  Long-Term  Capital  Gains  and 
Losses  — 

(1)  Amendment  of  section  23.— Section  23  (re¬ 
lating  to  deductions  from  gross  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“-fee}-  (ee)  Long-Term  Capital  Gains. — In  the  case 
of  a  taxpayer  other  than  a  corporation,  the  deduction  for 
long-term  capital  gains  provided  in  section  117  (b).” 

(2)  Amendment  of  section  117  (b). — Section 
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117  (b)  (relating  to  treatment  of  long-term  capital  gains 
and  losses)  is  hereby  amended  to  read  as  follows: 

“(b)  Deduction  From  Gross  Income. — In  the  case 
of  a  taxpayer  other  than  a  corporation,  if  for  any  taxable 
year  the  net  long-term  capital  gain  exceeds  the  net  short¬ 
term  capital  loss,  50  per  centum  of  the  amount  of  such 
excess  shall  be  a  deduction  from  gross  income.  In  the  case 
of  an  estate  or  trust,  the  deduction  shall  be  computed  by 
excluding  the  portion  (if  any) ,  of  the  gains  for  the  taxable 
year  from  sales  or  exchanges  of  capital  assets,  which,  under 
section  162  (b)  or  (c),  is  includible  by  the  income  bene¬ 
ficiaries  as  gain  derived  from  the  sale  or  exchange  of  capital 
assets.” 

(b)  Alternative  Tax. —Section  117  (c)  (2)  (re¬ 
lating  to  alternative  tax)  is  hereby  amended  to  read  as 
follows : 

“  (2)  Other  taxpayers— If  for  any  taxable  year 
the  net  long-term  capital  gain  of  any  taxpayer  (other 
than  a  corporation)  exceeds  the  net  shorM  nn  capital 
loss,  there  shall  be  levied,  collected,  an  :  paid,  in  lieu 
of  the  tax  imposed  by  sections  11  and  12  (or,  in  the 
case  of  certain  tax-exempt  trusts,  in  lieu  of  the  tax 
imposed  by  section  421),  a  tax  determined  as  follows, 
if  and  only  if  such  tax  is  less  than  the  tax  imposed  by 
such  section: 
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“(A)  A  partial  tax  shall  first  be  computed 
upon  the  net  income  reduced  by  an  amount  equal 
to  50  per  centum  of  such  excess,  at  the  rates  and 
in  the  manner  as  if  this  subsection  had  not  been 
enacted. 

“(B)  There  shall  then  be  ascertained  an  amount 
equal  to  25  per  centum  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term 
capital  loss.  In  the  ease  of  taxable  years  to  -whieh 
the  defense  lax  provided  in  section  T6  -(c)-  is  appli- 
eabky  sunk  amount  shall  be  increased  by  ike  pern 
eentago  specified  in  suck  seetiem 

“(0)  The  total  tax  shall  be  the  partial  tax 
computed  under  subparagraph  (A)  plus  the  amount 
computed  under  subparagraph  (B) 

(c)  Technical  Amendments. — 

(1)  Amendment  of  section  22  (n). — Section  22 
(n)  (relating  to  the  definition  of  adjusted  gross  income) 
is  hereby  amended  by  striking  out  the  word  “and”  at 
the  end  of  paragraph  (5),  by  striking  out  the  period 
at  the  end  of  paragraph  (6)  and  inserting  in  lieu  thereof 
and”,  and  by  inserting  after  paragraph  (6)  the  fol¬ 
lowing  new  paragraph: 

“  (7)  Long-term  capital  gains. — The  deduction 
allowed  by  section  23  -{eef  ( ee ).” 
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(2)  Amendment  of  section  n  7  (a). — Paragraphs 
(2)  and  (4)  of  section  117  (a)  (relating  to  definitions 
of  short-term  capital  gain  and  long-term  capital  gain) 
are  each  hereby  amended  by  striking  out  “net  income” 
and  inserting  in  lieu  thereof  “gross  income”. 

(3)  Amendment  of  section  117  (j). — Section 
117  (j)  (2)  (A)  (relating  to  gains  and  losses  from 
involuntary  conversion  and  from  the  sale  or  exchange 
of  certain  property  used  in  the  trade  or  business)  is 
hereby  amended  to  read  as  follows: 

“(A)  In  determining  under  this  paragraph 
whether  gains  exceed  losses,  the  gains  described 
therein  shall  be  included  only  if  and  to  the  extent 
taken  into  account  in  computing  gross  income  and 
the  losses  described  therein  shall  be  included  onlv 
if  and  to  the  extent  taken  into  account  in  computing 
net  income,  except  that  subsection  (d)  shall  not 
apply.” 

(4)  Amendment  of  section  122  (d)  (4). — Section 
122  (d)  (4)  (relating  to  computation  of  net  operating 
loss  deduction)  is  hereby  amended  to  read  as  follows: 

“  (4)  The  amount  deductible  on  accoimt  of  losses 
from  sales  or  exchanges  of  capital  assets  shall  not  exceed 


1 

9 

LJ 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


169 

the  amount  includible  on  account  of  gains  from  such 
sales  or  exchanges.  The  deduction  provided  in  section 
23  (ce)  (ee)  shall  not  be  allowed.” 

(5)  Amendment  of  section  162  (a). — Section 
162  (a)  (relating  to  computation  of  net  income  of 
estates  and  trusts)  is  hereby  amended  by  striking  out 
the  semicolon  and  inserting  in  lieu  thereof  a  period  and 
the  following:  “Where  any  amount  of  the  income  so 
paid  or  set  aside  is  attributable  to  gain  from  the  sale 
or  exchange  of  capital  assets  held  for  more  than  six 
months,  proper  adjustment  of  the  deduction  otherwise 
allowable  under  this  subsection  shall  be  made  for  any 
deduction  allowable  to  the  trust  under  section  23  (ce)T 
(ee)/’ 

(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  on  or  after  the  date  of  the  enactment  of  this  Act. 
In  determining  under  section  117  (e)  of  the  Internal  Rev¬ 
enue  Code  the  amount  of  the  carryover  to  a  taxable  year 
beginning  on  or  after  such  date,  of  the  capital  loss  for  a 
taxable  year  beginning  before  such  date,  such  amendments 
shall  not  affect  the  computation  of  the  amount  of  the  net 
capital  loss  or  of  the  net  capital  gain  for  any  taxable  year 
beginning  before  such  date. 
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SEC.  323.  SALE  OF  LAND  WITH  UNHARVESTED  CROP. 

fa)  Treatment  of  Gain  or  Loss —Section  117  (j) 
(relating  to  sale  or  exchange  of  property  used  in  the  trade 
or  business)  is  hereby  amended — 

(1)  By  inserting  immediately  before  the  period  at 
the  end  of  the  second  sentence  of  paragraph  (1)  thereof 
the  following:  “and  unharvested  crops  to  which  para¬ 
graph  (3)  is  applicable” ;  and 

(2)  By  adding  at  the  end  thereof  a  new  paragraph 
to  read  as  follows: 

“(3)  Sale  of  land  with  unharvested  crop.— 
In  the  case  of  an  unharvested  crop  on  land  used  in 
the  trade  or  business  and  held  for  more  than  6  months, 
if  the  crop  and:  the  land  are  sold  or  exchanged  (or  com¬ 
pulsorily  or  involuntarily  converted,  as  described  in 
paragraph  (2) )  at  the  same  time  and  to  the  same  person, 
the  crop  shall  be  considered  as  ‘ property  used  in  the 
trade  or  business’.” 

(b)  Treatment  of  Deductions. — 

(1)  Amendment  of  section  2b. — Section  24  (re¬ 
lating  to  items  not  deductible)  is  hereby  amended  by 
adding  at  the  end  thereof  a  new  subsection  to  read  as 
follows: 

“(f)  Sale  of  Land  With  Unharvested  Crop. — 
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Where  an  unharvested  crop  sold  hy  the  taxpayer  is  con¬ 
sidered  under  the  provisions  of  section  117  (j)  (3)  as 
‘property  used  in  the  trade  or  business’,  in  computing  net 
income  no  deduction  (whether  or  not  for  the  taxable  year 
of  the  sale  and  whether  for  expenses,  depreciation,  or  other¬ 
wise)  attributable  to  the  production  of  such  crop  shall  be 
allowed.” 

(2)  Amendment  of  section  113  (b)  (i). — Section 
113  (b)  (1)  (relating  to  adjustments  to  basis)  is  hereby 
amended  by  adding  at  the  end  thereof  a  new  subpara¬ 
graph  to  read  as  follows: 

“(L)  for  deductions  to  the  extent  disallowed 
under  section  24  (f),  notwithstanding  the  provisions 
of  any  other  subparagraph  of  this  paragraph.” 

(c)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  sales,  ex¬ 
changes,  and  conversions,  occurring  in  taxable  years  be¬ 
ginning  after  December  31,  1950.  The  amendments  made 
by  subsection  (b)  shall  be  applicable  to  any  taxable  year 
for  which  a  deduction  is  disallowed  by  reason  of  sales,  ex¬ 
changes,  or  conversions  to  which  subsection  (a)  is  applicable. 
SE€,  m>,  SAiES  OF  LIVESTOCK; 

Effective  witk  respect  te  taxable  years  beginning  alter 
December  £4?  sccti-en  444-  -(jf  -{4f  is  kereby  amended 
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1  by  adding  at  the  end  thereof  the  following  new  sentence : 

2  “Such  term  also  includes  livestock  held  by  the  taxpayer  for 

3  draft,-  breeding,  or  dairy  purposes  for  h2  months  or  more;  -’ 

4  SEC.  324.  SALES  OF  LIVESTOCK. 

5  Section  117  (j)  (1)  is  hereby  amended  by  adding  at  the 

6  end  thereof  the  following  new  sentence:  “Such  term  also 

7  includes  livestock,  regardless  of  age,  held  by  the  taxpayer  for 

8  draft,  breeding,  or  dairy  purposes,  and  held  by  him  for  12 

9  months  or  more  from  the  date  of  acquisition.  Such  term  does 

10  not  include  poultry;  except  that  such  term  includes  turkeys, 

11  regardless  of  age,  held  by  the  taxpayer  for  breeding  purposes, 

12  and  held  by  him  for  12  months  or  more  from  the  date  of 

1 3  acquisition.''  The  first  sentence  added,  to  section  117  (j) 

14  (1 )  by  the  amendment  made  by  this  section  shall  be  applicable 

15  with  respect  to  taxable  years  beginning  after  December  31, 

16  1.941,  except  that  the  extension  of  the  holding  period  from 

17  6  to  12  months  shall  be  applicable  only  ivith  respect  to  taxable 

18  years  beginning  after  December  31,  1950.  The  second  sen- 
10  tence  added  to  section  117  (j)  (1)  by  the  amendment  made 

20  by  this  section  shall  be  applicable  only  with  respect  to  taxable 

21  years  beginning  after  December  31,  1950. 

22  SEC.  m  325.  TAX  TREATMENT  OF  COAL  ROYALTIES. 

20  (a)  Definition  of  Property  Used  in  the  Trade  or 

21  Business. — Section  117  (j)  (1)  (relating  to  the  definition 
25  of  property  used  in  the  trade  or  business)  is  hereby  amended 
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by  adding  after  the  word  “timber”  in  the  second  sentence 
thereof  the  following:  “or  coal”. 

(b)  Gain  or  Loss  Upon  Certain  Disposals  of 
Timber  or  Coal. — Section  117  (k)  (2)  (relating  to  the 
disposal  of  timber)  is  hereby  amended  to  read  as  follows: 

“  (2)  In  the  case  of  the  disposal  of  timber  or  coal 
-{held:  for  more  than  %  months  prior  to  snob  disposal-)  ■ 
(including  lignite),  held  for  more  than  6  months  prior 
to  such  disposal,  by  the  owner  thereof  under  any  form  or 
type  of  contract  by  virtue  of  which  the  owner  retains  an 
economic  interest  in  such  timber  or  coal,  the  difference 
between  the  amount  received  for  such  timber  or  coal 
and  the  adjusted  depletion  basis  thereof  shall  be  con¬ 
sidered  as  though  it  were  a  gain  or  loss,  as  the  case  may 
be,  upon  the  sale  of  such  timber  or  coal.  Such  owner 
shall  not  be  entitled  to  the  allowance  for  percentage 
depletion  provided  for  in  section  114  (b)  (4)  with 

respect  to  such  coal.  Is  the  ease  of  eoalj  this  para¬ 
graph  shall  not  apply  if  sueh  owner  is  personally 
obligated  to  pay  a  share  of  the  eost  of  mining  opera- 
tions.  This  paragraph  shall  not  apply  to  income 
realized  by  the  owner  as  a  co-adventurer,  partner, 
or  principal  in  the  cutting  of  such  timber  or  in  the 
mining  of  such  coal.  The  date  of  disposal  of  such  timber 
or  coal  shall  be  deemed  to  be  the  date  such  timber  is  cut 
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or  such  coal  is  mined.  In  determining  the  gross  income, 
the  adjusted  gross  income,  or  the  net  income  of  the  lessee, 
the  deductions  allowable  with  respect  to  rents  and  royal¬ 
ties  shall  be  determined  without  regard  to  the  provisions 
of  this  paragraph  .” 

(c)  Clekical  Amendment— The  heading  to  section 
117  (k)  (relating  to  the  gain  or  loss  upon  the  cutting  of 
timber)  is  hereby  amended  to  read  as  follows:  “  (k)  Gain 
OR  Loss  IN  THE  CASE  OF  TIMBER  OR  COAL.— 

(d)  Technical  Amendment. — Section  481  (a)  (4) 
is  hereby  amended  by  striking  out  “cutting  or  disposal  of 
timber ”  and  inserting  in  lieu  thereof  “ cutting  of  timber,  or 
the  disposal  of  timber  or  coal,”. 

(e)  Conforming  Amendments. — 

(1)  Section  433  (relating  to  computation  of  excess 
profits  net  income)  is  hereby  amended  by  inserting  at  the 
end  thereof  the  following  new  subsection: 

“(d)  Gain  or  Loss  Upon  Certain  Disposals  of 
Coal  in  Base  Period. — For  the  purpose  of  subsection  (b), 
the  excess  profits  net  income  shall  be  computed  as  if  the 
provisions  of  section  117  (j)  and  (k)  (2)  which  relate  to 
disposals  of  coal  were  a  part  of  the  law  applicable  to  the 
taxable  year  for  which  excess  profits  net  income  is  computed.” 

(2)  Section  440  (a)  (1)  ( relating  to  definition  of 
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“inadmissible  assets”)  is  hereby  amended  by  striking 
out  “and”  at  the  end  of  subparagraph  (A);  by  striking 
out  the  period  at  the  end  of  subparagraph  (B )  and 
inserting  in  lieu  thereof  “;  and” ;  and  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 

“(C)  The  economic  interest  referred  to  in  the 
provisions  of  section  117  (k)  (2)  relating  to  coal 
if  the  taxpayer  is  subject  to  such  provisions  with 
respect  to  the  income  from  such  coal.” 

(3)  The  amendments  made  by  this  subsection  shall 
be  applicable  in  computing  the  tax  under  subchapter  D 
of  chapter  1  for  taxable  years  ending  after  December 
31,  1950. 

-fdf  (f)  Effective  Date. — 4he  Except  as  provided 
in  subsection  (e),  the  amendments  made  by  this  section 
shall  be  applicable  only  with  respect  to  taxable  years 
ending  after  December  31,  1950  (whether  the  disposal 
of  the  eeal  occurred  contract  was  made  on,  before,  or  after 
such  date ) ,  but  shall  apply  only  with  respect  to  amounts 
received  or  accrued  after  such  date. 

SEC.  308  326.  COLLAPSIBLE  CORPORATIONS. 

,(a)  Definitions  With  Respect  to  Collapsible 
Corporations. — Section  117  (m)  (2)  (relating  to  defini- 
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tions  with  respect  to  collapsible  corporations)  is  hereby 
amended  to  read  as  follows: 

“(2)  Definitions  — 

“(A)  For  the  purposes  of  this  subsection,  the 
term  ‘collapsible  corporation’  means  a  corporation 
formed  or  availed  of  principally  for  the  manufacture, 
construction,  or  production  of  property,  for  the  pur¬ 
chase  of  property  which  (in  the  hands  of  the  cor¬ 
poration)  is  property  described  in  subsection  (a) 

( 1 )  ( A ) ,  or  for  the  holding  of  stock  in  a  corpora¬ 
tion  so  formed  or  availed  of,  with  a  view  to — 

“(i)  the  sale  or  exchange  of  stock  by  its 
shareholders  (whether  in  liquidation  or  other¬ 
wise)  ,  or  a  distribution  to  its  shareholders,  prior 
to  the  realization  by  the  corporation  manufac¬ 
turing,  constructing,  producing,  or  purchasing 
the  property  of  a  substantial  part  of  the  net  in¬ 
come  to  be  derived  from  such  property,  and 
“  (ii)  the  realization  by  such  shareholders 
of  gain  attributable  to  such  property. 

“(B)  For  the  purposes  of  subparagraph  (A), 
a  corporation  shall  be  deemed  to  have  manufac¬ 
tured,  constructed,  produced,  or  purchased  property, 
if— 

“  (i)  it  engaged  in  the  manufacture,  con- 
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struction,  or  production  of  such  property  to  any 
extent, 

“(ii)  it  holds  property  having  a  basis  de¬ 
termined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  such  property  in  the  hands  of  a  per¬ 
son  who  manufactured,  constructed,  produced, 
or  purchased  the  property,  or 

“  (hi)  it  holds  property  having  a  basis 
determined,  in  whole  or  in  part,  by  reference  to 
the  cost  of  property  manufactured,  constructed, 
produced,  or  purchased  by  the  corporation.” 

(b)  Limitations  on  Application  of  Section  117 
(m). — Subparagraphs  (A),  (B),  and  (C)  of  section  117 
(m)  (3)  (relating  to  the  limitations  on  the  application  of 
section  117  (m)  )  are  hereby  amended  to  read  as  follows: 

“  (A)  this  subsection  shall  not  apply  unless,  at 
any  time  after  the  commencement  of  the  manufac¬ 
ture,  construction,  or  production  of  the  property,  or 
at  the  time  of  the  purchase  of  the  property  described 
in  subsection  (a)  (1)  (A)  or  at  any  time  there¬ 
after,  such  shareholder  (i)  owned  (or  was  con¬ 
sidered  as  owning)  more  than  10  per  centum 
in  value  of  the  outstanding  stock  of  the  corporation 
or  (ii)  owned  stock  which  was  considered  as  owned 
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at  such  time  by  another  shareholder  who  then  owned 
(or  was  considered  as  owning)  more  than  10  per 
centum  in  value  of  the  outstanding  stock  of  the 
corporation ; 

“  (B)  this  subsection  shall  not  apply  to  the 
gain  recognized  during  a  taxable  year  unless  more 
than  70  per  centum  of  such  gain  is  attributable  to 
the  property  so  manufactured,  constructed,  pro¬ 
duced,  or  purchased;  and 

“(C)  this  subsection  shall  not  apply  to  gain 
realized  after  the  expiration  of  three  years  following 
the  completion  of  such  manufacture,  construction, 
production,  or  purchase.” 

-fef  Eppec-ti-ve  D-ATtp — The  amendment  made  fey  this 
section  shah  fee  applicable  to  taxable  years  beginning  after 
December  d-h  1950.  Ehe  determination  of  the  tax  treat 
ment  of  gains  realized  in  taxable  years  beginning  prior  to 
January  E  1951,  shall  fee  made  as  if  this  seetion  had  not 
been  enacted  and  without-  inferences  drawn  from  the  fact 
that  the  amendment  to  section  -hhf  -(m)-  made  fey  this  see- 

ATI  IQ  1  W  t  f  A  V  n  1*  /  \  tj  r<  1  v  r  iyi  Q  rl  a  n  y\T\1  P  t  a  Ct'Cl  1 11  O  T*Q  Q  ]ir/A/1  ill 

blUll  Ttt7t;  UAJpl  Txlrtttt^  ll Jrpl  1 L  l 4 U  trtr  gcttllD  I L  llll/jUtt  m 

taxable  years  beginning  prior  to  such  date  and  without 
inferences  drawn  from  the  limitations  contained  in  seetion 

117  i  ill  \  o  c<  p  pyi  A  r\ cl  1  nT  f  10  qaaIi 

4  1  t  ^  Ill  f  y  tro  <  tl iJOll  11 1  el  U  V  til  Id  o h  1  1 4 U 4 1  • 

( c )  Effective  Date. — The  amendments  made  by  this 
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section  shall  be  applicable  to  taxable  years  ending  after 
August  31,  1951 ,  but  shall  be  applicable  only  with  respect  to 
gains  realized  after  such  date.  The  determination  of  the 
tax  treatment  of  gains  realized  prior  to  September  1,  1951, 
shall  be  made  as  if  this  section  had  not  been  enacted  and 
without  inferences  drawn  from  the  fact  that  the  amendments 
to  section  117  (m)  made  by  this  section  are  not  expressly 
made  applicable  to  gains  realized  prior  to  September  1,  1951, 
and  without  inferences  drawn  from  the  limitations  contained 
in  section  117  (m),  as  amended  by  this  section . 

SEC.  m  327.  DEALERS  IN  SECURITIES— CAPITAL  GAINS 
AND  ORDINARY  LOSSES. 

Effective  with  respect  to  sales  or  exchanges  made  after 
the  expiration  of  the  thirtieth  day  after  the  date  of  the  enact¬ 
ment  of  this  Act,  section  117  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(n)  Dealers  in  Securities. — 

“  (1)  Capital  gains. — Gain  by  a  dealer  in  securi¬ 
ties  from  the  sale  or  exchange  of  any  security  shall  in  no 
event  be  considered  as  gain  from  the  sale  or  exchange 
of  a  capital  asset  unless — 

“(A)  the  security  was,  prior  to  the  expiration 
of  the  thirtieth  day  after  the  date  of  its  acquisition  or 
after  the  date  of  the  enactment  of  the  Revenue  Act 
of  1951  (whichever  is  the  later) ,  clearly  identified 
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in  tlie  dealer’s  records  as  a  security  held  for  invest¬ 
ment;  and 

“(B)  the  security  was  not,  at  any  time  after 
the  expiration  of  such  thirtieth  day,  held  by  such 
dealer  primarily  for  sale  to  customers  in  the  ordinary 
course  of  his  trade  or  business. 

“  (2)  Ordinary  losses. — Loss  by  a  dealer  in  se¬ 
curities  from  the  sale  or  exchange  of  any  security  shall 
shall,  except  as  otherwise  provided  in  subsection  (i) 
(relating  to  bond,  etc.,  losses  of  banks),  in  no  event  be 
considered  as  loss  from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset  if  at  any  time  after  the 
thirtieth  day  following  the  date  of  the  enactment  of  the 
Revenue  Act  of  1951  the  security  was  clearly  identified 
in  the  dealer’s  records  as  a  security  held  for  investment. 

“  ( 3 )  Definition  of  security. — For  the  purposes 
of  this  subsection  the  term  ‘security’  means  any  share 
of  stock  in  any  corporation,  certificate  of  stock  or  in¬ 
terest  in  any  corporation,  note,  bond,  debenture,  or  evi¬ 
dence  of  indebtedness,  or  any  evidence  of  an  interest 
in  or  right  to  subscribe  to  or  purchase  any  of  the 
foregoing.” 
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SEC,  U&  TREATMENT  OF  GAIN  ON  SALES  OF 


IN  SPOGSES  AN© 


AN 


AN©  A 


CORPORA¬ 


TION, 

-(a)-  Disallowance  of  Capital  Gain  Treatment. — 
Section  44-7  -(relating  to  capital  gains  and  losses)-  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection-:- 

“  (o)  Gain  From  Sale  of  Certain  Property  Be¬ 
tween  Spouses  op  Between  an  Individual  and  a 
Controlled  Corporation. — 

£i(4-)-  Treatment  of  oatn  as  ordinary  in¬ 
come; — In  die  ease  of  a  sale  or  exehange,  directly  or 
g  of  properly  described  in  paragraph  -(B) — 
CM  between  a  husband  and  wifeg  or 
-(B)-  between  an  individual  and  a  corporation 
more  than  SQ  per  eentnm  in  value  of  the  outstand- 
ing  s+oek-  of  which  is  owned,  directly  or  indirectly, 
by  or  for  snob  individual, 

any  gain  recognized  to  the  transferor  from  the  sale  or 
exchange  of  such  property  shall  he  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a 
asset  nor  property  described  in  snhseetion  -())-? 
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-(2-)-  Subsection  applioa-bbe  onby  to  sabes  or 

EXCHANGES  OF  DEPREOIASBB  PPOPEBTY. — dhis  subscc  ■ 

an  oli  n  1 1  rvr1TT  run  1 1 7  m  fli  c  o o  o  r\  r\§  o  o  o  1  n  nv  n-yn  n  o  tv  rr  ru£ 

tlUll  ijlluil  ttj/pajr  Ulllj  11 1  tlllj  Uuutj  111  tfc  uillU  U 1  LAUl  Iclll^  U  HI 

property  by  a  transferor  which  in  tbe  hands  of  tbe  trans¬ 
feree  is  property  of  a  character  -wh-ieb  is  subject  to  tbe 
allowance  for  depreciation  provided  in  section  20  -{4)-7 
-  (-3-)  ■  Stock  ownebb-iiep: — For  tbe  purposes  of 
determining,  in  applying  paragraph  -(4)-  -(P>j tbe 
of  stoeb — 


“  (A)  stoeb  owned,  direetly  or  indirectly,-  by  or 
for  a  corporation,  partnersbip7  estate?  or  trust?  shall 
be  considered  as  being  owned  proportionately-  by  or 
for  its  shareholders,  partners,  or  beneficiaries  ; 

“-(B)-  an  individual  shall  be  considered  as  own¬ 
ing  tbe  stoeb  owned,  direetly  or  mdireetly?  by  or  for 
bis  spouse-;- 

-(G)-  if  an  individual  owns  more  than  4-0  per 
in  value  of  tbe  outstanding  stoeb-  of  a  eor- 


U 


(including  stoeb  considered  as  owned  by 
him  under  subparagraphs  (A)  and  -(B-) ) ,  sueh 
individual  shall  be  considered  as  owning  tbe  stoeb 
owned  in  sueh  corporation?  direetly  or  indirectly? 
by  or  for  bis  brothers  and  sisters  -(whether  by  the 
whole  or  tbe  half  blood) ,  ancestors,  and  lineal 
descendants ; 
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ii-(44)-  steeb  eonstmctivoly  owned  by  ft  person 
by  reason  of  the  application  of  snbparngraph  -(A-)- 
shall,  for  the  pnrposc  of  applying  snbparn  graph 
(A)  7  -(E)  f  or  -(G)-?  bo  treated  as  aetnally  owned 
by  soeb  person,  bat  steeb  eonstmetwofy  owned  by 
an  mdmdnaf  by  reason  of  the  application  of  sob- 
paragraph  -(44)-  or  -(G)-  shall  not  be  treated  as 
owned  by  him  for  tbe  pnrpese  of  applying  either 

niw.li  pit  J-4~»-~kr>  T4  ll  m  AIV 1  nv  f  A  v>~>  o  I  -  o  pnAf  A  V  t  li  a 

o UUll  o 111  '(/U 1  ill  U1  Uvl  tU  rnttTCv  cl  J 1  v*  I'Xl v"JL  MIL" 

constmetivc  owner  ef  sneh  stoeb.- 


-(b)-  Effective  44w4n^ — Tbe  amendment  made  by  snb- 
seetion  -(af  shall  be  applicable  with  respcet  to  taxable  years 
ending  after  April  1-9  5  C  bat  shall  apply  only  with 

respeet  to  sales  or  esehangos  made  after  May  ^  1951. 

SEC.  328.  RECEIPTS  OF  CERTAIN  TERMINATION  PAYMENTS  BY 
EMPLOYEE. 

(a)  Taxability  to  Employee  Capital 

Cain. — Section  117  of  the  Internal  Revenue  Code  is  hereby 
amended  by  adding  at  the  end  thereof  the  following 
subsection :  vl 

“(o)  Taxability  to  Employee  of  Termination 
Payment. — Amounts  received  from  the  assignment  or  re¬ 
lease  by  an  employee,  after  more  than  twenty  years’  employ¬ 
ment,  of  all  his  rights  to  receive,  after  termination  of  his 
employment,  a  percentage  of  future  profits  or  receipts  of  his 
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employer  shall  he  considered  an  amount  received  from  the 
sale  or  exchange  of  a  capital  asset  held  for  more  than  six 
months,  if  such  rights  ivere  included  in  the  terms  of  the  em¬ 
ployment  of  such  employee  for  not  less  than  twelve  years, 
and  if  the  total  of  the  amounts  received  for  such  assignment 
or  release  are  received  in  one  taxable  year  and  after  the 
termination  of  such  employment." 

(h)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  19.50. 

SEC.  329.  NET  OPERATING  LOSS  CARRY-OVER. 

(a)  Loss  for  Taxable  Year  Beginning  Before 
1948. — So  much  of  subparagraph  (A)  of  section  122  (b) 
(2)  (relating  to  the  amount  of  carry-overs)  as  precedes 
“the  taxpayer"  is  hereby  amended  to  read  as  follows: 

“( A)  Loss  for  Taxable  Year  Beginning  Before 
1948. — Except  as  provided  in  subparagraph  (D), 
if  for  any  taxable  year  beginning  before  January 
1,  1948 J . 

(b)  Allowance  of  Four-Year  Loss  Carry-Over 
From  Taxable  Years  1948-1949. — Section  122  (b)  (2) 
( relating  to  the  amount  of  carry-over )  is  hereby  amended  by 
adding  after  subparagraph  (B )  the  following  new  sub- 
paragraphs  : 

“(Cl)  Loss  for  Taxable  Year  Beginning  After 
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December  31,  1947,  and  Before  January  1,  1950. — 
If  for  any  taxable  year  beginning  after  December 
31,  1947,  and  before  January  1,  1950,  the  tax¬ 
payer  has  a  net  operating  loss,  such  net  operating  loss 
shall  be  a  net  operating  loss  carry-over  for  each  of  the 
four  succeeding  taxable  years,  except  that  the  carry¬ 
over  in  the  case  of  each  such  succeeding  taxable  year 
(other  than  the  first  succeeding  taxable  year )  shall 
be  the  excess,  if  any,  of  the  amount  of  such  net 
operating  loss  over  the  sum  of  the  net  income  for  each 
of  the  intervening  years  computed — 

“(i)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1),  (2), 
(4),  and  (6),  and 

“(ii)  by  determining  the  net  operating  loss 
deduction  for  each  intervening  taxable  year 
without  regard  to  such  net,  operating  loss  or  to 
the  net  operating  loss  for  any  succeeding  taxable 
year  a.nd  without  regard  to  any  reduction 
specified  in  subsection  (c). 

For  the  purpose  of  the  preceding  sentence,  the  net 
operating  loss  for  any  taxable  year  beginning  after 
December  31,  1947  and  before  January  1,  1950 
shall  be  reduced  by  the  sum  of  the  net  income  for 
each  of  the  two  preceding  taxable  years  computed — 
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“(Hi)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 

(2),  (4),  and  (6),  and, 

“( iv)  by  determining  the  net  operating 
loss  deduction  without  regard  to  such  net 
operating  loss  or  to  the  net  operating  loss  for 
the  succeeding  taxable  year,  and  without  regard 
to  any  reduction  specified  in  subsection  (c). 
“(D)  Loss  for  Taxable  Year  Beginning  After 
December  31,  1945  and  Before  January  1,  1948 
in  the  Case  of  a  Corporation  Which  Commenced 
Business  After  December  31,  1945. — 7/  for  any 
taxable  year  beginning  after  December  31,  1945, 
and  before  January  1,  1948,  a  corporation  which 
commenced  business  after  December  31,  1945,  has 
a  net  operating  loss,  such  net  operating  loss  shall  be 
a  net  operating  loss  carry-over  for  each  of  the  four 
succeeding  taxable  years,  except  that  the  carry-over 
in  the  case  of  each  such  succeeding  taxable  year 
(other  than  the  first  succeeding  taxable  year)  shall 
be  the  excess,  if  any,  of  the  amount  of  such  net  operat¬ 
ing  loss  over  the  sum  of  the  net  income  for  each  of  the 
intervening  years  computed — 

“(i)  with  the  exceptions,  additions,  and 
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limitations  provided  in  subsection  (d)  (1) , 

(2),  (4),  and  (6),  and 

“(ii)  by  determining  the  net  operating  loss 
deduction  for  each  intervening  taxable  year 
without  regard,  to  such  net  operating  loss  or  to 
the  net  operating  loss  for  any  succeeding  taxable 
year  and  without  regard  to  any  reduction 
specified  in  subsection  (c). 

For  the  purpose  of  the  preceding  sentence,  the  net 
operating  loss  for  any  taxable  year  beginning  after 
December  31,  1945,  shall  be  reduced  by  the  sum 
of  the  net  income  for  each  of  the  two  preceding 
taxable  years  computed — 

“(Hi)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 

(2),  (4),  and  (6) ,  and, 

“( iv)  by  determining  the  net  operating  loss 
deduction  without  regard  to  such  net  operating 
loss  or  to  the  net  operating  loss  for  the  succeeding 
taxable  year,  and  without  regard  to  any  reduc¬ 
tion  specified  in  subsection  (c).” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  be  applicable  in  computing  the  net  operat- 


1 

2 

O 

D 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


188 


big  loss  deduction  for  taxable  years  beginning  after  Decem¬ 
ber  31,  1948. 

SEC.  330.  STOCK  OPTIONS. 

(a)  Option  Subject  to  Stockholder  Approval. — 
Section  130 A  (d)  (relating  to  definition  of  restricted  stock 
option)  is  hereby  amended  by  striking  out  11  As  used  in’  and 
inserting  “For  the  purposes  of "  and  by  adding  at  the  end 
thereof  the  following: 

“(5)  Stockholder  approval. — If  the  grant  of 
an  option  is  subject  to  approval  by  stockholders,  the  date 
of  grant  of  the  option  shall  be  determined  as  if  the  option 
had  not  been  subject  to  such  approval ." 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  effective  as  if  it  had  been  enacted  as  part 
of  section  218  of  the  Revenue  Act  of  1950. 

SEC.  331.  CREDIT  FOR  TAXES  OF  FOREIGN  CORPORATIONS. 

(a)  Foreign  Subsidiary  of  a  Domestic  Corpora¬ 
tion. — Effective  with  respect  to  dividends  received  by  a 
domestic  corporation  from  a  foreign  corporation  during  tax¬ 
able  years  beginning  after  December  31,  1950,  the  first  sen¬ 
tence  of  section  131  (f)  (1)  is  hereby  amended  by  striking 
out  “a  majority  '  and  inserting  in  lieu  thereof  “at  least  10 
per  centum' . 

(b)  Foreign  Subsidiary  of  a  Foreign  Corpora¬ 
tion. — Effective  with  respect  to  dividends  received  by  a 
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foreign  corporation  from  another  foreign  corporation  in 
taxable  years  beginning  after  December  31,  1950,  section  131 
( f )  (2)  is  hereby  amended  by  striking  out  “all  the  voting 
stock  (except  qualifying  shares )”  and  inserting  in  lieu  thereof 
“a  majority  of  the  voting  stock”. 

(c)  Clerical  Amendment. — So  much  of  section  131 
(f)  (1)  as  precedes  the  first  sentence  thereof  is  hereby 
amended  to  read  as  follows: 

“(f)  Taxes  of  Foreign  Corporation. — 

“( 1)  Treatment  of  taxes  paid  by  foreign 

CORPORA  TION. — ’  ’ . 

SEC.  332.  INFORMATION  AT  SOURCE  ON  PAYMENTS  OF  INTEREST. 

Section  147  (a)  is  hereby  amended  by  striking  out 
“interest,”  in  the  first  sentence.  Section  147  (b)  is  hereby 
amended  to  read  as  follows: 

“(b)  Returns  Regardless  of  Amount  of  Pay¬ 
ment. — Such  returns  may  be  required,  regardless  of  amounts, 
a)  in  the  case  of  payments  of  interest,  and  (2)  in  the  case 
of  collections  of  items  (not  payable  in  the  United  States)  of 
interest  upon  the  bonds  of  foreign  countries  and  interest  upon 
the  bonds  of  and  dividends  from  foreign  corporations  by  per¬ 
sons  undertaking  as  a  matter  of  business  or  for  profit  the  col¬ 
lection  of  foreign  payments  of  such  interest  or  dividends  by 
means  of  coupons,  checks,  or  bills  of  exchange.” 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


190 


SEC.  333.  ABATEMENT  OF  INCOME  TAX  FOR  CERTAIN  MEMBERS 
OF  ARMED  FORCES  UPON  DEATH. 

Supplement  D  of  chapter  1  of  the  Internal  Revenue 
Code  (relating  to  returns  and  payment  of  tax)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  154.  INCOME  TAXES  OF  MEMBERS  OF  ARMED  FORCES  UPON 
DEATH. 

“In  the  case  of  any  individual  who  dies  after  June  24, 
1950,  and  prior  to  January  1,  1954,  ivhile  in  active  service 
as  a  member  of  the  Armed  Forces  of  the  United  States,  if 
such  death  occurred  while  serving  in  a  combat  zone  ( as 
determined  under  section  22  (b)  (IS))  or  as  a  result  of 
wounds,  disease,  or  injury  incurred  while  so  serving — 

“(a)  the  tax  imposed  by  this  chapter  shall  not  apply 
with  respect  to  the  taxable  year  in  which  falls  the  date 
of  his  death,  or  with  respect  to  any  prior  taxable  year 
ending  on  or  after  the  first  day  he  so  served  in  a  combat 
zone  after  June  24,  1950 ;  and 

“(b)  the  tax  under  this  chapter  and  under  the  cor¬ 
responding  title  of  each  prior  revenue  law  for  taxable 
years  preceding  those  specified  in  clause  (a)  which  is 
unpaid  at  the  date  of  his  death  (including  interest,  addi¬ 
tions  to  the  tax,  and  additional  amounts )  shall  not  be 
assessed,  and  if  assessed  the  assessment  shall  be  abated, 
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a/ni  if  collected  shall  he  credited  or  refunded  as  an 
overpayment 

SEC.  334.  EMPLOYEES’  TRUSTS. 

(a)  Amendment  of  Section  165  (b). — Section  165 
(h)  (relating  to  taxability  of  beneficiary  on  distributions  from 
an  employees’  trust)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  sentence:  “Where  such  total 
distributions  include  securities  of  the  employer  corporation, 
there  shall  be  excluded  from  such  excess  the  net  unrealized 
appreciation  attributable  to  that  part  of  the  total  distributions 
which  consists  of  the  securities  of  the  employer  corporation 
so  distributed.  The  amount  of  such  net  unrealized  appre¬ 
ciation  and  the  resulting  adjustments  to  basis  of  the  securities 
of  the  employer  corporation  so  distributed  shall  be  determined 
in  accordance  with  regulations  which  shall  be  prescribed  by 
the  Secretary.  For  purposes  of  this  subsection,  the  term 
1 securities’  means  only  shares  of  stock  and  bonds  or  debentures 
issued  by  a  corporation  with  interest  coupons  or  in  registered 
form”. 

(b)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  with  respect  to  distributions  made 
after  December  31, 1950. 

SE4  3H  UFE  INSURANCE  COMPANIES. 

-(af  Reserve  v®  Other  Policy  Liability  Credit 
eor  1-95-1. — Se  mu-ell  el  scetion  90S-  -{If  fAj-  -(relating  to 
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definition  of  reserve  and:  ether  pefiey  liability  ercdit-J-  as 
precedes  subparagraph  -(A}-  there©!  is  hereby  amended  to 
read  as  follower 

--f2f  Special  beeb  mom  -ne5%  ase>  en-etr — 

In  the  ease  ef  the  taxes  hnpesed  fer  a  tax-able  year 
beginning  in  1-949-,-  4990^  ©r  1951,  the  figure  t©  be  used 
fer  sueh  year  shah  be  computed  as  provided  in  paragraph 
-fi-)-  cxeept  that — A 

-fbf  Effective  Date. — hbe  amendment  made  by 
subsection  -faf  shah  be  applicable  t©  taxable  years  beginnin 
in  499E 


& 


SEC.  335.  LIFE  INSURANCE  COMPANIES. 

(a)  Tax  for  1951. — Section  201  (a)  (1)  (relating 
to  imposition  of  tax  on  life  insurance  companies)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following:  “In  lieu 
of  the  taxes  imposed  by  the  preceding  sentence,  there  shall 
be  levied,  collected,  and  paid  for  taxable  years  beginning  in 
1951  upon  the  1951  adjusted  normal-tax  net  income  ( as 
defined  in  section  203 A )  of  every  life  insurance  company  a 
tax  equal  to  the  sum  of  the  following: 

“3 f  per  centum  of  the  amount  thereof  not  in  excess 
of  $200,000,  plus 

“6y  per  centum  of  the  amount  thereof  in  excess 
of  $200,000 r 

(b)  Adjusted  Normal-Tax  Net  Income  for 
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1951. — Chapter  1  is  hereby  amended  by  inserting  after 
section  203  the  following  new  section: 

“SEC.  203A.  1951  ADJUSTED  NORMAL-TAX  NET  INCOME. 

“(a)  1951  Adjusted  Normal-Tax  Net  Income. — 
For  the  purposes  of  section  201,  the  term  ‘ 1951  adjusted  nor¬ 
mal-tax  net  income  means  the  normal-tax  net  income  plus 
eight  times  the  amount  of  the  adjustment  for  certain  reserves 
provided  in  section  202  (c)  and  minus  the  reserve  interest 
credit,  if  any,  provided  in  subsection  (b)  of  this  section. 

“(b)  Reserve  Interest  Credit. — For  the  purposes 
of  subsection  (a) ,  the  reserve  interest  credit  shall  be  an 
amount  determined  as  follows: 

“(1)  Divide  the  amount  of  the  adjusted  net  income 
(as  defined  in  subsection  (c))  by  the  amount  of  the 
required  interest  ( as  defined  in  subsection  (d) ). 

“(2)  If  the  quotient  obtained  in  paragraph  (1) 
is  1.05  or  more,  the  reserve  interest  credit  shall  be  zero. 

“(3)  If  the  quotient  obtained  in  paragraph  (1)  is 
1.00  or  less,  the  reserve  interest  credit  shall  be  an  amount 
equal  to  50  per  centum  of  the  normal-tax  net  income. 

“( 4)  If  the  quotient  obtained  in  paragraph  (1) 
is  more  than  1.00  but  less  than  1.05,  the  reserve  interest 
credit  shall  be  the  amount  obtained  by  multiplying  the 
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normal-tax  net  income  by  10  times  the  difference  be¬ 
tween  the  figure  1.05  and  such  quotient. 

“(c)  Adjusted  Net  Income. — For  the  purposes  of 
subsection  (b)  (1),  the  term  ‘adjusted  net  income  means 
the  net  income  computed  without  any  deduction  for  tax-free 
interest  minus  50  per  centum  of  the  amount  of  the  adjustment 
for  certain  reserves  provided  in  section  202  (c) . 

“(d)  Required  Interest. — For  the  purposes  of  sub¬ 
section  (b)  (1),  the  term  ‘required  interest’  means  the 
total  of — 

“( 1)  The  sum  of  the  amounts  obtained  by  multi¬ 
plying  (A)  each  rate  of  interest  assumed  in  computing 
the  taxpayer  s  life  insurance  reserves  by  (B)  the  means 
of  the  amounts  of  the  taxpayer’s  adjusted  reserves  com¬ 
puted  at  that  rate  at  the  beginning  and  end  of  the  tax¬ 
able  year , 

“(2)  2  per  centum  of  the  reserve  for  deferred  divi¬ 
dends,  and 

“(3)  Interest  paid.” 

(c)  Technical  Amendments. — 

a)  Section  433  (a)  (1)  (H)  (relating  to  excess 

♦ 

profits  net  income  of  life  insurance  companies)  is  hereby 
amended  by  changing  the  semicolon  at  the  end  thereof 
to  a  period  and  by  inserting  thereafter  the  following: 
“In  the  case  of  taxable  years  beginning  in  1951,  there 
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shall  be  used,  in  lieu  of  the  figure  referred  to  in  clause 
(i)  of  the  first  sentence  of  this  subparagraph,  the  figure 

.87;”. 

(2)  Section  201  (f)  (relating  to  disallowance  of 
double  deductions)  is  hereby  amended  by  striking  out 
“or  203 ”  and  inserting  in  lieu  thereof  “,  203,  or  203A” . 
(d)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  beginning  in  1951. 
SEC.  ZV2  336.  TAX  TREATMENT  OF  CERTAIN  INVESTMENT 
COMPANIES. 


(a)  Inclusion  of  Certain  Eegistered  Manage¬ 
ment  Companies  in  the  Definition  of  Eegulated 
Investment  Company. — Section  361  (relating  to  defini¬ 
tion  of  regulated  investment  companies)  is  hereby  amended 
by  adding  at  the  end  thereof  the  followmg  new  subsection: 

£Lfe)-  Certain  Investment  Companies. — If  the 
Securities  and  -Eschang-c  Commission  determines  in  aeeord- 


anee  with 


dens  issued  by  by  and  certifies  te  the  Sccro 


tary  net  mere  than  6-0  days  prior  te  the  close  of  the 
year  of  a  registered  management  coinpanyj  that  such  invest¬ 
ment  company  is  principally  engaged  in  the  famishing  of 
capital  te  other  corporations  which  are  principally  engaged 

mill  /"*  / 1  ATtiUn  I  0 1’  QYTlI  Ai  tn  fi  a- /_v_P  1  1  OllC  f  A/,|>  . 

l/ll  Llv  >  II  v'  1 71 11  v  1 1  L  oi  TT  Alllvtl  mi  1U1 1  v/x  Ill  >  LlltlUllu^  11  ell 

nelegical  developments,-  new  processes^  or  products  not 
previously  generally  available,  such 
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may,  in  the  computation  of  §9  per  centum  of  Ike  value  el 
its  assets  under  subparagraph:  -(A)-  el  subsection  -(h)-  -(9)- 
ler  any  quarter  el  such  taxable  year,  include  with  respect 
to  any  issuer  securities  which  constitute  mere  than  (40)  per 


el  such  issuer  il 

n  a  /  I  njxjr 
1  A I  4  LI  till  ^ 

i  Ci  AAl  a  i~\  o  nil 

trour  trvJlll  Uclll  V 

prescribed 

nil  A  11 
o  UCll 

el  this  sub- 


centum  el  the  outstanding  voting 
the  investment  company  has  net  eenti: 
security  el  such  issuer  -(or  el  any 
el  such  issuer  as  determined  under 
by  the  Secretary)  ler  49  er  mere 
quarter  el  such  taxable  yearr  4he 
section  shah  net  apply  at  the  dose  el  any  quarter  el  a  tax¬ 
able  year  te  an  investment  company  il  at  the  close  el  such 

AUO  yf  AT  in  AIT*  4  1 1  O  1  >  O  v>  ai*  aatAi  l  ill  (  \  f  f  1 1  r*  lii  r\  /  \  f  -I  tn  4  4  <r\  1 

vjttctTTtu  lllv/1  vj  111(111  Ld  *_/  T7  v  1  U  Ull  1 11111  Ur  1 1  lu  vttxttu  t7T  1  I/O  IU  Li  11 

te  each  el  which  the  investment  company  holds  mere  than 
49  per  centum  el  the  outstanding  voting  securities  el  such 
issuer  and  in  respect  el  each  el  which  er  any  predecessor 
thereel  the  investment  company  has  continuously  held  any 
security  ler  49  er  mere  years  preceding  such  quarter  unless 
the  value  el  its  total  assets  so  represented  is  reduced  te 


hb  per  centum  er  less  within  99  days  alter  the  dose  el  such 
4be  terms  used  in  this  subsection  shah  have  the 


jame 
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to  to 


(b)-  -(9)-  el  this  sectiem  ber 
7  a  corporation  shah  be  een- 
m  the  development  er 
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exploitation  el  inventions,  tccfinologicnl  improvements,  new 
processes,  er  predaets  net  previously  generally  available^  ler 
at-  least  40  years  alter  tfie  elate  el  tfie  first  aeqnisitien  el  any 
seearity  in  snefi  eerperatien  er  any  predecessor  tfiereel  fiy 
snefi  investment  eenrpany  il  at  tfie  date  el  snefi  acquisition 

f  1 1  /~v  fil  Alt  AV  i  to  llTAtlAAAC'QAT  TTTf>  o  yyari  i~>  r* i  tl  O  1 1  T 7  r«  avi_ 

*11 U  v  t  1 1 1 / '  * l  <  *  t  r wtt  Ur  Tto  1/1  l  Ut H  oM'l  vTttu  Tn  11  1U1 1  ‘il  1 1  V  IjU  v  l  1 

Seenrities  and  -Exchange  Commission  sfiall  have  anther ity  to 

looii  n  c  m  i  / « 1  \  i’ll  ]  y/vi-Ti  1 1 » >  4 1  /  >i  \  c*  p  i  >  i\  o  yi  /I  I  t  \  /nni/lnef  on/«l> 

1  op  1 1  v  Tttitoj  rvgtt  iTirttl  TTo  <t1  I  u  U1  ul.Tr5  j  til  1*1  tU  l*  )J  llllivt  ettUTT 

investigations  and  hearings  eitfier  pnfilie  er  private^-  as  it 

OTT  /I  aatvi  o  TniTAiiTi  e  to  ^ 

TTitT  v  utTntr  1 1  I )  | )  1  U  |  l  x  1 M  l 

“(c)  Certain  Investment  Companies. — If  the  Se¬ 
curities  and  Exchange  Commission  determines  in  accordance 
with  regulations  issued  by  it,  and  certifies  to  the  Secretary 
not  more  than  60  days  prior  to  the  close  of  the  taxable  year 
of  a  registered  management  investment  company,  that  such 
investment  company  is  principally  engaged  in  the  furnishing 
of  capital  to  other  corporations  which  are  principally  engaged 
in  the  development  or  exploitation  of  inventions,  technological 
improvements,  new  processes,  or  products  not  previously  gen¬ 
erally  available,  such  investment  company  may,  in  the  com¬ 
putation  of  50  per  centum  of  the  value  of  its  assets  under 
subparagraph  (A)  of  subsection  (b)  (3)  for  any  quarter 
of  such  taxable  year,  include  the  value  of  any  securities  of 
an  issuer,  notwithstanding  the  fact  that  such  investment  com- 
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pany  holds  more  than  10  per  centum  of  the  outstanding 
voting  securities  of  such  issuer,  but  only  if  the  investment 
company  has  not  continuously  held  any  security  of  such 
issuer  (or  of  any  predecessor  company  of  such  issuer  as 
determined  under  regulations  prescribed  by  the  Secretary) 
for  10  or  more  years  preceding  such  quarter  of  such  taxable 
year .  The  provisions  of  this  subsection  shall  not  apply  at  the 
close  of  any  quarter  of  a  taxable  year  to  an  investment 
company  if  at  the  close  of  such  quarter  more  than  25  per 
centum  of  the  value  of  its  total  assets  is  represented  by 
securities  of  issuers  with  respect  to  each  of  which  the  invest¬ 
ment  company  holds  more  than  10  per  centum  of  the  out¬ 
standing  voting  securities  of  such  issuer  and  in  respect  of 
each  of  which  or  any  predecessor  thereof  the  investment 
company  has  continuously  held  any  security  for  10  or  more 
years  preceding  such  quarter  unless  the  value  of  its  total 
assets  so  represented  is  reduced  to  25  per  centum  or  less 
within  30  days  after  the  close  of  such  quarter.  The  terms 
used  in  this  subsection  shall  have  the  same  meaning  as  in 
subsection  (b)  (3)  of  this  section.  For  the  purposes  of 
this  subsection,  unless  the  Securities  and  Exchange  Com¬ 
mission  determines  otherwise,  a  corporation  shall  be  considered 
to  be  principally  engaged  in  the  development  or  eocploitation 
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of  inventions,  technological  improvements,  new  processes, 
or  products  not  previously  generally  available,  for  at  least 
10  years  after  the  date  of  the  first  acquisition  of  any  security 
in  such  corporation  or  any  predecessor  thereof  by  such  in¬ 
vestment  company  if  at  the  date  of  such  acquisition  the 
corporation  or  its  predecessor  was  principally  so  engaged, 
and  an  investment  company  shall  be  considered  at  any  date 
to  be  furnishing  capital  to  any  company  whose  securities  it 
holds  if  within  10  years  prior  to  such  date  it  has  acquired 
any  of  such  securities,  or  any  securities  surrendered  in  ex¬ 
change  therefor,  from  such  other  company  or  predecessor 
thereof.  For  the  purposes  of  the  certification  hereunder,  the 
Securities  and,  Exchange  Commission  shall  have  authority 
to  issue  such  rules,  regulations  and,  orders,  and  to  conduct 
such  investigations  and  hearings,  either  public  or  private,  as 
it  may  deem  appropriate .” 

(b)  Technical  Amendment.  Section  361  (b)  (3) 

(A)  is  hereby  amended  by  inserting  after  “the  total  assets 
of  the  taxpayer  and”  the  following:  except  and  to  the 

extent  provided  in  subsection  (c),”. 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  only  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 
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SEC.  337.  EXCHANGES  AND  DISTRIBUTIONS  IN  OBEDIENCE  TO 
ORDERS  OF  SECURITIES  AND  EXCHANGE  COMMIS¬ 
SION. 

(a)  Definition  of  System  Group. — Section  373 
(d)  (1)  (relating  to  the  definition  of  the  term  “ system 
group1’ )  is  hereby  amended  to  read  as  follows: 

“( 1)  At  least  90  per  centum  of  each  class  of  the 
stock  ( other  than  (A  )  stock  which  is  preferred  as  to  both 
dividends  and  assets,  and  (B)  stock  which  is  limited 
and,  preferred  as  to  dividends  but  which  is  not  preferred 
as  to  assets  but  only  if  the  total  value  of  such  stock 
is  less  than  1  per  centum  of  the  aggregate  value  of  all 
classes  of  stock  which  are  not  preferred  as  to  both  divi¬ 
dends  and  assets)  of  each  of  the  corporations  (except  the 
common  parent  corporation)  is  owned  directly  by  one 
or  more  of  the  other  corporations ;  and  ’ . 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  applicable  with  respect  to  taxable  years 
affected  by  an  exchange  or  distribution  made  after  December 
31,  1947. 

SEC.  338.  TAXATION  OF  BUSINESS  INCOME  OF  STATE  COLLEGES 
AND  UNIVERSITIES. 

(a)  Amendment  of  Section  421  (b). — Section  421 
(b)  (1)  (organizations  subject  to  tax  under  Supplement  U) 
is  hereby  amended  to  read  as  follows: 
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“(1)  Organizations  taxable  as  corpora¬ 
tions. — 

“(A)  Organizations  exempt  under  section  101 
(1),  (6),  (7)  and  (14). — The  taxes  imposed  by 
subsection  (a)  (1)  shall  apply  in  the  case  of  any 
organization  (other  than  a  church,  a  convention  or 
association  of  churches,  or  a  trust  described  in  para¬ 
graph  (2 ) )  which  is  exempt,  except  as  provided  in 
this  supplement,  from  taxation  under  this  chapter 
by  reason  of  paragraph  (1),  (6),  or  (7)  of  section 
101.  Such  taxes  shall  also  apply  in  the  case  of  a 
corporation  described  in  section  101  (14)  if  the 
income  is  payable  to  an  organization  which  itself  is 
subject  to  the  tax  imposed  by  subsection  (a)  or  to  a 
church  or  to  a  convention  or  association  of  churches. 

“( B)  State  colleges  a?id  universities. — The 
taxes  imposed  by  subsection  (a)  (1)  shall  apply  in 
the  case  of  any  college  or  university  which  is  an 
agency  or  instrumentality  of  any  government  or  any 
political  subdivision  thereof,  or  which  is  owned  or 
operated  by  a  government  or  any  political  subdivision 
thereof  or  by  any  agency  or  instrumentality  of  any 
one  or  more  governments  or  political  subdivisions. 
Such  taxes  shall  also  apply  in  the  case  of  any  cor- 
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202 


l  poration  wholly  owned  by  one  or  more  such  colleges 

9  or  universities.  ” 

3  (b)  Unrelated  Trade  or  Business. — Section  422 

4  (b)  (definition  of  unrelated  trade  or  business)  is  hereby 

5  amended  as  follows: 

6  (1)  By  inserting  after  “ under  section  101 ”  the 

7  following:  “(or,  in  the  case  of  an  organization  described 

8  in  section  421  (b)  (1)  ( B ) ,  to  the  exercise  or  per  for  m- 

9  mice  of  any  purpose  or  function  described  in  section 

10  101(6))”. 

11  (2)  By  inserting  in  paragraph  (2)  thereof  after 

12  “section  101  (6)”  the  following:  “or  in  the  case  of  a 

13  college  or  university  described  in  section  421  (b)  (1) 

14  (B)”. 

15  (c)  Effective  Date. — The  amendments  made  by  this 

16  section  shall  be  applicable  only  with  respect  to  taxable  years 
IT  beginning  after  December  31,  1951. 

18  SEC.  US  339.  FAMILY  PARTNERSHIPS. 

19  (a)  Definition  of  Partner. — Section  3797  (a)  (2) 

20  is  hereby  amended  by  adding  at  the  end  thereof  the  follow- 

21  ing:  “A  person  shall  he  recognized  as  a  partner  for  income 

22  tax  purposes  if  he  owns  a  capital  interest  in  a  partnership  in 

23  which  capital  is  a  material  income-producing  factor,  whether 
21  or  not  such  interest  was  derived  by  purchase  or  gift  from 


any  other  person.” 
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(b)  Allocation  of  Partnership  Income. — Sup¬ 
plement  P  of  chapter  1  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  section : 

“SEC.  191.  FAMILY  PARTNERSHIPS. 

“In  the  case  of  any  partnership  interest  created  by 
gift,  the  distributive  share  of  the  donee  under  the  partner¬ 
ship  agreement  shall  be  includible  in  his  gross  income,  except 
to  the  extent  that  such  share  is  determined  without  allow¬ 
ance  of  reasonable  compensation  for  services  rendered  to 
the  partnership  by  the  donor,  and  except  to  the  extent  that 
the  portion  of  such  share  attributable  to  donated  capital  is 
proportionately  greater  than  the  share  of  the  donor  attribut¬ 
able  to  the  donor’s  capital.  The  distributive  share  of  a  part¬ 
ner  in  the  earnings  of  the  partnership  shall  not  be  dimin¬ 
ished  because  of  absence  due  to  military  service.  Por  the 
purpose  of  this  section,  an  interest -purchased  by  one  mem¬ 
ber  of  a  family  from  another  shall  be  considered  to  be  created 
by  gift  from  the  seller,  and  the  fair  market  value  of  the  pur¬ 
chased  interest  shall  be  considered  to  be  donated  capital. 
The  ‘family’  of  any  individual  shall  include  only  his  spouse, 
ancestors,  and  lineal  descendants,  and  any  trust  for  the 
primary  benefit  of  such  persons.” 

-(e)-  Effect-lye  44atH: — The  amendments  made  by  this 
seetien  shah  he  applicable  with  respect  to  taxable  years 


beginning  after  December  b47  4bb0r  The 
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as  to  whether  e  person  shall  he  recognized  a*  ft  partner  for 
income  tan  purposes  for  any  taxable  year  beginning  before 
January  4y  4bb4  shall  be  made  as  if  this  section  bad  not 
been  enacted  and  wit-hoot  inference*  drawn  from  the  fact 
that  this  section  is  not  expressly  made  applicable  with 
respect  to  taxable  years  beginning  before  January  4y  -1 9bl-i 
(c)  Effective  Date. — 

(1)  General  rule. — Except  as  otherwise  provided 
in  this  subsection ,  the  amendments  made  by  this  section 
shall  be  applicable  only  with  respect  to  taxable  years  be- 
yinniny  after  December  31,  1950. 

(2)  Retroactive  applications.— At  the  elec¬ 
tion  of  a  taxpayer  made  in  accordance  with  reputations 
prescribed  by  the  Secretary,  the  amendments  made  by 
this  section  shall  also  be  applicable  with  respect  to  such 
taxable  years  beginning  after  December  31,  1938,  and 
before  January  1,  1951,  as  are  specified  by  the  taxpayer 
in  making  such  election.  Such  election  for  any  taxable 
year  shall  not  be  valid  unless,  prior  to  the  expiration 
of  ninety  days  after  the  filmy  of  such  election  (or  such 
longer  period,  as  the  Secretary  may  by  regulations  pre¬ 
scribe)  each  family  partner  of  the  taxpayer  files,  in 
accordance  with  such  regulations,  a  written  consent  to 
the  application  of  such  amendments  to  his  taxable  years 
corresponding  to  the  taxable  years  for  which  the  election 
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is  made  by  the  taxpayer.  In  lieu  of  such  consent  by 
any  family  partner,  there  may  be  paid,  under  reputa¬ 
tions  prescribed  by  the  Secretary  and  within  the  time 
provided  for  filing  such  consent,  an  amount  equal  to 
the  deficiency  and  interest  which  would  be  assessed  with 
respect  to  such  family  partner  if  he  filed  such  consent. 
Such  election,  and  any  consent  filed  in  respect  of  such 
election,  shall  be  applicable  only  to  such  partnerships 
as  are  specified  in  the  election.  For  the  purpose  of 
this  subsection,  the  term  “ family  partner' ’  means  any 
person  who  upon  the  filing  of  such  consent  would  be 
liable  for  a  deficiency  attributable  to  income  considered, 
but  for  the  application  of  the  amendments  made  by  this 
section,  as  income  of  the  taxpayer.  The  period  of  limi¬ 
tations  provided  in  sections  275  and  276  of  the  Internal 
Revenue  Code  on  the  making  of  assessments  and  the 
beginning  of  distraint  or  a  proceeding  in  court  for 
collection  shall  with  respect  to  any  deficiency  and  inter¬ 
est  thereon  resulting  from  any  such  election  or  consent 
include  one  year  immediately  following  the  date  such 
election  or  consent  is  filed,  and  such  assessment  and 
collection  may  be  made  notwithstanding  any  provision 
of  law  or  any  rule  of  law  which  otherwise  would  prevent 
such  assessment  and  collection.  If  an  election  by  a  tax¬ 
payer  should  be  filed  for  a  taxable  year  for  which  allow- 
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ance  of  credit  or  refund,  of  an  overpayment  is  barred 
( at  the  time  of  such  filing )  by  any  law  or  rule  of  law , 
any  consent  filed  by  a  family  partner  of  the  taxpayer 
ivith  respect  to  such  year  shall  be  void. 

(3)  Taxable  year  of  partner  different 
FROM  TAXABLE  YEAR  OF  PARTNERSHIP. — In  applying 
paragraphs  (1)  and  (2)  of  this  subsection  where  the 
taxable  year  of  the  taxpayer  or  a  family  partner  is 
different  from  the  taxable  year  of  the  partnership — 

(A)  if  a  taxable  year  of  the  partnership  ending 
in  1951  ends  within  or  with  a  taxable  year  of  the 
taxpayer  or  a  family  partner  which  began  before 
January  1,  1951 ,  the  amendments  made  by  this 
section  shall  be  applicable,  with  respect  to  the  dis¬ 
tributive  shares  of  income  derived  by  the  taxpayer 
and  the  family  partners  from  such  taxable  year  of 
the  partnership,  only  pursuant  to  the  provisions  of 
paragraph  (2)  of  this  subsection,  notwithstanding 
that  paragraph  (1)  of  this  subsection  might  other- 
wise  be  applicable  to  some  of  the  partners. 

(B)  if  a  taxable  year  of  the  partnership  end¬ 
ing  in  1939  ended  within  or  with  a  taxable  year  of 
the  taxpayer  or  a  family  partner  which  began  before 
January  1,  1939,  the  amendments  made  by  this  sec¬ 
tion  shall  not  be  applicable  with  respect  to  any  of 
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the  distributive  shares  of  income  derived  by  the  tax¬ 
payer  and  the  family  partners  from  such  taxable 
year  of  the  partnership ,  notwithstanding  that  para¬ 
graph  (2)  of  this  subsection  might  otherwise  be 
applicable  to  some  of  the  partners. 

SEC.  340.  WAR  LOSSES. 

(a)  Tax  Upon  War  Loss  Recovery.— Section  127 

"N 

(c)  ( relating  to  recoveries  included  in  gross  income)  is  hereby 
amended  to  read  as  follows: 

“(c)  Recoveries. — 

“(1)  General  rule. — Upon  the  recovery  in  the 
taxable  year  of  any  money  or  property  in  respect  of 
property  considered  under  subsection  (a)  as  destroyed, 
or  seized  in  any  prior  taxable  year,  the  amount  of  such 
recovery  shall  be  included  in  gross  income  to  the  extent 
provided  in  paragraph  (2),  unless  the  provisions  of 
paragraph  (3)  are  applicable  to  the  taxable  year  pur¬ 
suant  to  an  election  made  by  the  taxpayer  under  the 
provisions  of  paragraph  (5 ) . 

“(2)  Inclusion  in  gross  income. — 

“(A)  Amount  of  Recovery. — The  amount 
of  the  recovery  of  any  money  or  property  in  respect 
of  property  considered  under  subsection  ( a)  as  de¬ 
stroyed  or  seized  in  any  prior  taxable  year  shall  be 
an  amount  equal  to  the  aggregate  of  such  money  and 
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the  fair  market  value  of  such  property,  determined 
as  of  the  date  of  the  recovery. 

“(B)  Amount  of  Gain  Includible. — To  the 
extent  that  the  amount  of  the  recovery  plus  the 
agyregate  of  the  amounts  of  previous  such  recoveries 
do  not  exceed  that  part  of  the  agyregate  of  the  allow¬ 
able  deductions  in  prior  taxable  years  on  account 
of  the  destruction  or  seizure  of  property  described 
in  subsection  (a)  which  did  not  result  in  a  reduc¬ 
tion  of  any  tax  of  the  taxpayer  under  this  chapter 
or  chapter  2,  such  amount  shall  not  be  includible  in 
gross  income  and  shall  not  be  deemed  gain  upon 
the  involuntary  conversion  of  property  as  a  result 
of  its  destruction  or  seizure.  To  the  extent  that  such 
amount  plus  the  aggregate  of  the  amounts  of  pre¬ 
vious  such  recoveries  exceed  that  part  of  the  aggregate 
of  such  deductions,  which  did  not  residt  in  a  reduc¬ 
tion  of  any  tax  of  the  taxpayer  under  this  chapter 
or  chapter  2  and  do  not  exceed  that  part  of  the 
aggregate  of  such  deductio7is  which  did  result  in 
a  reduction  of  any  tax  of  the  taxpayer  wider  this 
chapter  or  chapter  2,  such  amount  shall  be  included, 
in  gross  income  but  shall  not  be  deemed  a  gain 
upon  the  involuntary  conversion  of  property  as  a 
result  of  its  destruction  or  seizure.  To  the  extent 
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that  such  amount  plus  the  aggregate  of  the  amounts 
of  previous  such  recoveries  exceed  the  aggregate  of 
the  allowable  deductions  in  prior  taxable  years  on 
account  of  the  destruction  or  seizure  of  property 
described  in  subsection  (a) ,  such  amount  shall  be 
considered  a  gain  upon  the  involuntary  conversion 
of  property  as  a  result  of  its  destruction  or  seizure 
and  shall  be  recognized  or  not  recognized  as  provided 
in  section  112  (f).  If  for  any  previous  taxable 
year  the  taxpayer  chooses  under  subsection  (b)  to 
treat  any  obligations  and  liabilities  as  discharged 
or  satisfied  out  of  the  property  or  interest  described 
in  subsection  (a),  and  if  such  obligations  and 
liabilities  were  not  so  discharged  or  satisfied,  the 
amount  of  such  obligations  and  liabilities  treated  as 
discharged  or  satisfied  under  subsection  (b)  shall 
be  considered  for  the  purposes  of  this  section  as  a 
deduction  by  reason  of  this  section  which  did  not 
result  in  a  reduction  of  any  tax  of  the  taxpayer 
under  this  chapter  or  chapter  2.  For  the  purposes 
of  this  paragraph  an  allowable  deduction  for  any 
taxable  year  on  account  of  the  destruction  or  seizure 
of  property  described  in  subsection  (a)  shall,  to 
the  extent  not  allowed  in  computing  the  tax  of  th& 
H.  R.  4473 - 14 
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taxpayer  for  such  taxable  year,  be  considered  an 
allowable  deduction  ivhich  did  not  result  in  a  reduc¬ 
tion  of  any  tax  of  the  taxpayer  under  this  chapter 
or  chapter  2. 

“( 3)  Tax  adjustment  measured  by  prior 
benefits. — If  the  provisions  of  this  paragraph  are 
applicable  to  the  taxable  year  pursuant  to  an  election 
made  by  the  taxpayer  under  the  provisions  of  para¬ 
graph  (5) — 

“(A)  Amount  of  Becovei'y. — The  amount  of 
the  recovery  in  the  taxable  year  of  any  money  or 
property  in  respect  of  property  considered  under 
subsection  (a)  as  destroyed  or  seized  in  any  prior 
taxable  year  shall  be  an  amount  equal  to  the  aggre¬ 
gate  of  such  money  and  the  fair  market  value  of 
such  property,  determined  as  of  the  date  of  the 
recovery.  For  the  purpose  of  this  paragraph,  in  the 
case  of  the  recovery  of  the  same  property  or  interest 
considered  under  subsection  (a)  as  destroyed  or 
seized,  the  fair  market  value  of  such  property  or 
interest  shall  not  exceed  the  adjusted  basis  (for  de¬ 
termining  loss)  of  such  property  or  interest  in  the 
hands  of  the  taxpayer  on  the  date  of  the  loss. 

“( B)  Adjustment  for  Prior  Tax  Bene¬ 
fits. — That  part  of  the  amount  of  the  recovery,  in 
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respect  of  any  property  considered  under  subsection 
(a)  as  destroyed  or  seized ,  which  is  not  in  excess  of 
the  allowable  deductions  in  prior  taxable  years  on 
account  of  such  destruction  or  seizure  of  the  property 
( the  amount  of  such  allowable  deductions  being 
first  reduced  by  the  aggregate  amount  of  any  prior 
recoveries  in  respect  of  the  same  property)  shall  not 
be  included  in  gross  income  for  the  taxable  year  of 
the  recovery  for  the  purpose  of  computing  the  tax 
under  this  chapter  and  chapter  2;  but  there  shall 
be  added  to ,  and  assessed  and  collected  as  a  part  of, 
the  tax  under  this  chapter  for  the  taxable  year  of 
the  recovery  the  total  increase  in  the  tax  under  this 
chapter  and  chapter  2  for  all  taxable  years  ivkich 
would  result  by  decreasing,  in  an  amount  equal  to 
such  part  of  the  recovery,  such  deductions  allowable 
in  the  prior  taxable  years  with  respect  to  the  de¬ 
struction  or  seizure  of  the  property.  Such  increase 
in  the  tax  for  each  such  year  so  resulting  shall  be 
computed  in  accordance  with  regulations  prescribed 
by  the  Secretary.  Such  regulations  shall  give  effect 
to  previous  recoveries  of  any  hind  with  respect  to 
any  prior  year,  and  shall  provide  for  the  case  where 
there  was  no  tax  for  the  prior  year,  but  shall  other¬ 
wise  treat  the  tax  previously  determined  for  any 
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year  in  accordance  with  the  principles  set  forth  in 
section  3801  (d).  All  credits  allowable  against  the 
tax  for  any  year  and  all  carry-overs  and  carry¬ 
backs  affected  by  so  decreasing  the  allowable  deduc¬ 
tions  shall  be  taken  into  account  in  computing  the 
increase  in  the  tax. 

“(C)  Gain  Upon  Recovery. — The  amount  of 
any  recovery  or  part  thereof,  in  respect  of  property 
considered  under  subsection  (a)  as  destroyed  or 
seized  which  is  not  subject  to  the  provisions  of  sub- 
paragraph  (B )  shall  be  considered  for  the  taxable 
year  of  the  recovery  as  gain  on  the  involuntary  con¬ 
version  of  property  as  a  result  of  its  destruction  or 
seizure  and  shall  be  recognized  or  not  recognized  as 
provided  in  section  112  (f). 

“(D)  Recoveries  Treated  as  Gross  Income  for 
Certain  Purposes. — For  the  purposes  of  sections  51, 
52,  and  3801  (b)  the  recovery  in  the  taxable  year 
of  any  money  or  property  in  respect  of  property 
considered  under  subsection  (a)  as  destroyed  or 
seized  in  any  prior  taxable  year  shall  be  deemed  to 
be  an  item  includible  in  gross  income  for  the  taxable 
year  in  which  the  recovery  is  made. 

“(4)  Restoration  of  value  of  investments 

REFERABLE  TO  DESTROYED  OR  SEIZED  PROPERTY. — 

For  the  purpose  of  this  subsection  the  restoration  in 
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whole  or  in  part  of  the  value  of  any  interest  described 
in  subsection  (a)  (3)  by  reason  of  any  recovery  of 
money  or  property  in  respect  of  property  to  ivhich  such 
interest  related  and  which  teas  considered  under  subsec¬ 
tion  (a)  (1)  or  (2)  as  destroyed  or  seized  shall  be 
deemed  a  recovery  of  property  in  respect  of  property 
considered  under  subsection  ( a)  as  destroyed  or  seized. 
In  applying  paragraph  (3)  such  restoration  shall  be 
treated  as  the  recovery  of  the  same  interest  considered 
under  subsection  (a)  as  destroyed  or  seized. 

“(5)  Election  by  taxpayer  for  application 
OF  paragraph  (3). — If  the  taxpayer  elects  to  have 
the  provisions  of  paragraph  (3)  applicable  to  any  tax¬ 
able  year  in  which  he  recovered  any  money  or  property 
in  respect  of  property  considered  under  subsection  (a) 
as  destroyed  or  seized,  the  provisions  of  paragraph  (3) 
shall  be  applicable  to  all  taxable  years  of  the  taxpayer 
beginning  after  December  31,  1940,  other  than  a  taxable 
year  for  ivhich,  at  the  time  of  making  such  election,  a 
refund  or  credit  of  the  entire  amount  of  any  overpayment 
( resulting  from  an  application  of  paragraph  (3)  to  such 
year)  would  be  prevented  by  section  322  or  by  the 
provisions  of  any  other  law  or  rule  of  law.  Such 
election  shall  be  made  in  accordance  with  regulations 
prescribed  by  the  Secretary.  If  pursuant  to  such  election 
the  provisions  of  paragraph  (3)  are  applicable  to  any 
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taxable  year,  then  the  time  for  assessment  and  col¬ 
lection  of — 

“(A)  the  amount  to  be  added  to  the  tax  for  such 
year  under  the  provisions  of  paragraph  (3),  and 
“(B)  any  deficiency  for  such  year  or  for  any 
other  taxable  year,  to  the  extent  attributable  to  basis 
of  the  recovered  property  being  determined  under 
the  provisions  of  subsection  (d)  (2), 
shall  not  expire  prior  to  the  expiration  of  two  years 
following  the  time  of  the  making  of  such  election,  and 
such  amount  and  such  deficiency  may  be  assessed  at 
any  time  prior  to  the  expiration  of  such  period  notwith¬ 
standing  any  law  or  rule  of  law  which  would  otherwise 
prevent  such  assessment.  In  the  case  of  any  taxable  year 
ending  before  the  date  of  the  making  by  the  taxpayer  of 
an  election  under  this  paragraph ,  no  interest  shall  be  paid 
on  any  overpayment  resulting  from  the  making  of  such 
election,  and  no  interest  shall  be  assessed  or  collected  with 
respect  to  the  amount  specified  in  clause  (A)  or  with 
respect  to  any  deficiency  specified  in  clause  (B) ,  for  any 
period  prior  to  the  expiration  of  six  months  following 
the  date  of  the  making  of  such  election  by  the  taxpayer 
(b)  Basis  of  Recovered  Property  —Section  127 
(d)  (relating  to  basis  of  recovered  property)  is  hereby 
amended  to  read  as  folloivs: 
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“(d)  Basis  of  Recovered  Property. — 

“( 1)  In  general. — The  unadjusted  basis  of 
property  recovered  in  respect  of  property  considered  as 
destroyed  or  seized  under  subsection  (a)  shall  be  deter¬ 
mined  under  this  subsection.  Such  basis  shall  be  an 
amount  equal  to  the  fair  market  value  of  such  property , 

determined  as  of  the  date  of  the  recovery,  reduced  by 

% 

an  amount  equal  to  the  excess  of  the  aggregate  of  such 
fair  market  value  and  the  amounts  of  previous  recoveries 
of  money  or  property  in  respect  of  property  considered 
under  subsection  (a)  as  destroyed  or  seized  over  the 
aggregate  of  the  allowable  deductions  in  prior  taxable 
years  on  account  of  the  destruction  or  seizure  of  property 
d, escribed  in  subsection  (a),  and  increased  by  that  por¬ 
tion  of  the  amount  of  the  recovery  which  under  subsection 
(c)  is  treated  as  a  recognized,  gain  from  the  involuntary 
conversion  of  property.  Upon  application  of  the  tax¬ 
payer,  the  aggregate  of  the  bases  (determined  under  the 
preceding  sentence)  of  any  properties  recovered  in  respect 
of  properties  considered  under  subsection  (a)  as  de¬ 
stroyed  or  seized  may  be  allocated  among  the  properties 
so  recovered  in  such  manner  as  the  Secretary  may  deter¬ 
mine  under  regulations  prescribed  by  him,  and  the 
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amounts  so  allocated  to  any  such  property  so  recovered 
shall  he  the  unadjusted  basis  of  such  property  in  lieu  of 
the  unadjusted  basis  of  such  property  determined  under 
the  preceding  sentence. 

“(2)  Property  recovered  in  taxable  year 

TO  WHICH  SUBSECTION  (c)  (3)  IS  APPLICABLE. — If 
property  is  recovered  in  a  taxable  year  to  which  the 
provisions  of  subsection  (c)  (3)  are  applicable  pursuant 
to  an  election  made  under  the  provisions  of  subsection 
(c)  (5),  the  basis  of  such  property  shall  be  (in  lieu  of 
the  amount  determined  under  paragraph  (1)  of  this  sub¬ 
section)  an  amount  equal  to  the  value  at  which  such 
property  is  included  in  the  amount  of  the  recovery  under 
subsection  (c)  (3)  (A),  reduced  by  such  part  of  the 
gain  under  subsection  (c)  (3)  (C)  which  is  not  recog¬ 
nized  as  provided  in  section  112  (f).” 

(c)  Credit  for  Foreign  Taxes. — Section  131  (a) 
( relating  to  allowance  of  credit  for  taxes  of  foreign  countries 
and  possessions  of  the  United  States)  is  hereby  amended  by 
inserting  after  “ section  102”  the  following:  “and  except  the 
additional  tax  imposed  for  the  taxable  year  under  the  pro¬ 
visions  of  section  127  (c)  (3)”. 

(d)  Effective  Dates. — The  amendments  made  by 
this  section  shall  be  applicable  to  taxable  years  beginning  after 
December  31,  1040. 
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SEC.  341.  DEDUCTION  OF  EXPENDITURES  FOR  MINE  EXPLORA¬ 
TION. 

(a)  Deduction  of  Mine  Exploration  Expendi¬ 
tures. — Section  23  ( relating  to  deductions  from  gross  in¬ 
come)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“( ff)  Deduction  of  Exploration  Expendi¬ 
tures— 

“( 1)  In  general. — In  the  case  of  expenditures 
paid  or  incurred  during  the  taxable  year  for  the  purpose 
of  ascertaining  the  existence,  location,  extent,  or  quality 
of  any  deposit  of  ore  or  other  mineral,  and  paid  or 
incurred  prior  to  the  beginning  of  the  development  stage 
of  the  mine  or  deposit,  so  much  of  such  expenditures  as 
does  not  exceed  $ 75,000 .  This  subsection  shall  apply 
only  with  respect  to  the  amount  of  such  expenditures 
which,  but  for  this  subsection,  would  not  be  allowable  as 
a  deduction  for  the  taxable  year.  This  subsection  shall 
not  apply  to  expenditures  for  the  acquisition  or  improve¬ 
ment  of  property  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  23  (l),- 
but  allowances  for  depreciation  shall  be  considered,  for 
the  purposes  of  this  subsection,  as  expenditures  paid  or 
incurred.  In  no  case  shall  this  subsection  apply  with 
respect  to  amounts  paid  or  incurred  for  the  purpose  of 
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ascertaining  the  existence,  location,  extent,  or  quality  of 
any  deposit  of  oil  or  gas. 

“(2)  Election  of  taxpayer. — If  the  taxpayer 
elects,  in  accordance  with  regulations  prescribed  by  the 
Secretary,  to  treat  as  deferred  expenses  any  portion  of 
the  amount  deductible  for  the  taxable  year  under  para¬ 
graph  (1) ,  such  portion  shall  not  be  deductible  under 
paragraph  (1)  but  shall  be  deductible  on  a  ratable  basis 
as  the  units  of  produced  ores  or  minerals  discovered  or 
explored  by  reason  of  such  expenditures  are  sold.  An 
election  made  under  this  paragraph  for  any  taxable 
year  shall  be  binding  for  such  year. 

“(3)  Limitation. — This  subsection  shall  not  apply 
to  any  amounts  paid  or  incurred,  in  any  taxable  year  if 
in  any  four  preceding  years  the  taxpayer,  or  any  indi¬ 
vidual  or  corporation  who  has  transferred  to  the  tax¬ 
payer  any  mineral  property  under  circumstances  which 
make  the  provisions  of  paragraph  (7),  (8),  (11),  (13), 
(15),  (17),  (20),  or  (22)  of  section  113  (a)  appli¬ 
cable  to  such  transfer,  has  either  (A)  been  allowed  a 
deduction  under  paragraph  (1)  of  this  subsection  or 
( B )  made  the  election  provided  under  paragraph 
(2)  of  this  subsection. 
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“(4)  Adjusted  basis  of  .mine  or  deposit. — 

) 

The  amount  of  expenditures  which  are  treated  under 
paragraph  (2)  as  deferred  expenses  shall  be  taken  into 
account  in  computing  the  adjusted  basis  of  the  mine  or 
deposit,  but  such  amounts,  and  the  adjustments  to  basis 
provided  in  section  113  (b)  (1)  (M)  shall  be  disre¬ 
garded  in  determining  the  adjusted  basis  of  the  property 
for  the  purpose  of  computing  a  deduction  for  depletion 
under  section  114.” 

(b)  Adjusted  Basis  for  Determining  Gain  or 
Loss  upon  Sale  or  Exchange— Section  113  (b)  (1) 
(relating  to  adjusted  basis  of  property)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following: 

“( M)  for  amounts  allowed  as  deductions  as 
deferred  expenses  under  section  23  (ff)  (2)  (relat¬ 
ing  to  certain  exploration  expenditures)  and  result¬ 
ing  in  a  reduction  of  the  taxpayer  s  taxes  under 
this  chapter,  but  not  less  than  the  amounts  allowable 
under  such  section  for  the  taxable  year  and  prior 
years.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  to  taxable  years  ending  after 
December  31,  1950. 


1 

2 

O 

O 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 


220 


SEC.  342.  CORPORATE  LIQUIDATIONS. 

(a)  Treatment  of  Gain. — Section  115  (relating  to 
distributions  by  corporations)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(n)  Liquidation  With  Distribution  of  Stock 
in  JReal  Estate  Corporation. — If  a  corporation,  pur¬ 
suant  to  a  plan  of  liquidation,  exchanges  part  of  its  assets 
consisting  of  unimproved  real  estate  solely  for  the  entire 
stock  of  a  newly  organized  corporation  and,  within  a  period 
of  twenty-four  months  from  the  date  of  adoption  of  the 
plan  of  liquidation  all  of  the  assets  of  such  corporation 
together  with  the  stock  in  such  new  corporation  are  distributed 
in  liquidation,  the  amounts  so  distributed  shall  be  deemed 
amounts  distributed  in  complete  liquidation  of  such  corpora¬ 
tion  and  the  recognized  gain,  if  any,  to  the  shareholders  from 
such  liquidation  shall  be  treated  as  a  capital  gain,  despite 
any  other  provision  of  this  chapter.  This  subsection  shall 
apply  only — 

“(1)  if  the  business  of  the  old  corporation  is  dis¬ 
continued, 

“( 2)  if  the  corporation  to  which  the  unimproved 
real  estate  was  transferred  teas  organized  and  is  operated 
for  the  sole  purpose  of  holding  title  to  such  real  estate 
and  collecting  income  from  the  leasing  or  sale  thereof, 
and 

“(3)  if  there  was  a  sound  business  reason  for 
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organizing  such  new  corporation  to  hold  title  to  the  un¬ 
improved  real  estate .” 

(h)  Effective  Date. — The  amendment  made  bg  this 
section  shall  apply  to  taxable  ye'ars  beginning  after  December 
31,  1947. 

SEC.  343.  DEFINITION  OF  EMPLOYEE. 

(a)  Amendment  of  Section  3797  (a)  .—Section  3797 
(a)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“(20)  Employee. — For  the  purpose  of  applying 
the  provisions  of  chapter  1  with  respect  to  contributions 
to  or  under  a  stock  bonus,  pension,  profit-sharing,  or 
annuity  plan,  and  with  respect  to  distributions  under  such 
a  plan  or  by  a  trust  forming  part  of  such  a  plan,  the 
term  ‘ employee ’  shall  include  a  full-time  life  insurance 
salesman  who  is  considered  an  employee  for  the  purpose 
of  subchapter  A  of  chapter  9,  or,  in  the  case  of  services 
performed  before  January  1,  1951,  who  would  be  con¬ 
sidered  an  employee  if  his  services  were  performed 
during  1951.” 

(b)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1938. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

/ 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


222 


TITLE  IV— EXCISE  TAXES 


Part  I — Tax  on  Admissions  and  Cabarets 


SEC.  401.  REMOVAL  OF  TAX  ON  FREE  ADMISSIONS. 


Section  1700  (a)  (1)  (relating  to  tax  on  single  or 

season  tickets)  is  hereby  amended  by  striking  out  the 
second  and  fourth  second,  fourth,  and  fifth  sentences  thereof. 
SEC.  402.  EXEMPTIONS  FROM  ADMISSIONS  TAX. 


(a)  Reinstatement  of  Prewar  Exemptions.— 
Notwithstanding  section  541  (b)  of  the  Revenue  Act  of 
1941,  the  provisions  of  section  1701  (relating  to  exemptions 
from  the  admissions  tax)  shall  apply  to  amounts  paid  on 
or  after  the  effective  date  specified  in  section  403  of  this 
Act  for  admissions  on  or  after  such  date. 

-(b)-  -Amendment  of  Section  1701  -faf: — Section 
4-704  -(a)-  -(relating  to  rehgiousy  educational,  or  charitable 
entertainments)  is  hereby  amended  to  read  as  folio  ws-i 

iL(af  Religious,-  Edltcational7  or  Charitable 
-Entertainments,-  Ere^ — 

-f4)-  4n  general: — Exeept  as  provided  in  para¬ 
graph  -f2)-7  any  admissions  all  the  proceeds  of  which 
inure — 


exclusively  to  the  benefit  of 


educationalj  or  eharitahlc  institutionsy  societies,  or 
organizations,  societies  for  the  prevention  of  eruelty 
to  children  or  animals,  or  societies  or  organizations 
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conducted  for  the  sole  purpose  of  maintaining  sym¬ 
phony  ore]  los  teas  and  receiving  substantial  support 
from  voluntary  contributions  or  of  maintaining  a 
cooperative  or  community  center  moving  picture 
theatre — if  no  part  of  the  net  earnings  thereof  inures 
to  the  benefit  of  any  private  stockholder  or  indi¬ 
vidual- 

-  (B)  exclusively  to  the  benefit  of  ^rational 
Guard  organization  Reserve  Officers’  associations 
or  organizations^  posts  or  organizations  of  war  vet¬ 
erans,  or  auxiliary  units  or  societies  of  any  sueh  posts 
or  organizations,  if  such  posts, ■  organization^  u»its, 
or  societies  are  organized  in  the  United  States  or  any 
of  its  possessions,'  and  if  no  part  of  their  net  earn¬ 
ings  inures  to  the  benefit  of  any  private 


i  or 


“(G)-  exclusively  to  the  benefit  of  a  police  or 
fire  department  of  any  eityj  town,  village,  or  other 
municipality,  or  exclusively  to  a  fund  for  the  sole 
benefit  of  members  of  such  a  police  or  fire  depart- 
ment  or  the  dependents  or  heirs  of  such  members. 
“  (2-)-  rVQXEXE-MPT  admission — ffihe  exemption 
provided  under  paragraph  -ft)-  shall  not  apply  in  the 
ease  of  admissions  to  -(A)-  any  athletic  game  or  cxliibi  ■ 
tion  unless  the  proceeds  inure  exclusively  to  the  benefit 
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ol  as  elemental  or  seeerthtry  school,-  -(44)-  wrestling 
matchesy  prize  fights,  or  bosingy  sparrmgy  or  other  pugi  ■ 
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m  which  any  professional  performer  or  operator 
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(b)  Amendment  of  Section  1701  (a)  and  (b). — 
Subsections  (a)  and  (b)  of  section  1701  (relating  to  exemp¬ 
tions  from  admissions  tax)  are  hereby  amended  to  read  as 
follows: 

“(a)  Certain  Religious,  Educational,  or  Chari¬ 
table  Entertainments,  Etc. — 

“(1)  In  general. — Except  as  provided  in  para¬ 
graph  (2),  any  admissions  all  the  proceeds  of  which 
inure — 
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“(A)  exclusively  to  the  benefit  of — 

“(i)  a  church  or  a  convention  or  association 
of  churches ; 

“( ii)  an  educational  institution  which  is 
exempt  under  section  101  (6)  or  which  is  an 
educational  institution  of  a  government  or 
political  subdivision  thereof,  if  such  organization 
normally  maintains  a  regular  faculty  and  cur¬ 
riculum  and  normally  has  a  regularly  organ¬ 
ized  body  of  pupils  or  students  in  attendance  at 
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the  place  where  its  educational  activities  are 
regularly  carried  on; 

“  (Hi)  a  corporation  or  any  community 
chest,  fund,  or  foundation  organized  and  oper¬ 
ated  exclusively  for  charitable  purposes,  exempt 
under  section  101  (6),  if  such  corporation  or 
organization  is  supported,  in  whole  or  in  part, 
by  funds  contributed  by  the  United  States  or 
any  State  or  political  subdivision  thereof,  or  is 
primarily  supported  by  contributions  from  the 
general  public; 

u(iv)  a  society  or  organization  conducted 
for  the  sole  purpose  of  maintaining  symphony 
orchestras  or  operas  and  receiving  substantial 
support  from  voluntary  contributions — 
if  no  part  of  the  net  earnings  thereof  inures  to  the 
benefit  of  any  private  stockholder  or  individual; 

“(B)  exclusively  to  the  benefit  of  National 
Guard  organizations,  Beserve  officers  associations 
or  organizations,  posts  or  organizations  of  war  vet¬ 
erans,  or  auxiliary  units  or  societies  of  any  such 
posts  or  organizations,  if  such  posts,  organizations, 
units,  or  societies  are  organized  in  the  United  States 
H.R.  4473 - 15 
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or  any  of  its  possessions,  and  if  no  part  of  their  net 
earnings  inures  to  the  benefit  of  any  private  stock¬ 
holder  or  individual;  or 

“(C)  exclusively  to  the  benefit  of  a  police  or 
fire  department  of  any  city,  town,  village,  or  any 
municipality  or  exclusively  to  a  retirement,  pension, 
or  disability  fund  for  the  sole  benefit  of  members  of 
such  a  police  or  fire  department  or  to  a  fund  for  the 
heirs  of  such  members. 

“(2)  Non  exempt  admissions. — The  exemption 
provided  under  paragraph  (1)  shall  not  apply  in  the 
case  of  admissions  to  (A)  any  athletic  game  or  exhibi¬ 
tion  unless  the  proceeds  inure  exclusively  to  the  benefit 
of  an  elementary  or  secondary  school,  (B)  wrestling 
matches,  prize  fights,  or  boxing,  sparring,  or  other  pugi¬ 
listic  matches  or  exhibitions,  (C )  carnivals,  rodeos,  or 
circuses  in  which  any  professional  performer  or  operator 
participates  for  compensation,  or  (D )  any  motion  picture 
exhibition. 

“(b)  Agricultural  Fairs. — Any  admissions  to  agri¬ 
cultural  fail's  if  no  part  of  the  net  earnings  thereof  inure  to 
the  benefit  of  any  stockholders  or  members  of  the  association 
conducting  the  same — if  the  proceeds  therefrom  are  used  ex¬ 
clusively  for  the  improvement,  maintenance,  and  operation  of 
such  agricultural  fairs;  or' . 
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(c)  Admissions  to  Municipal  Swimming  Pools, 
Etc. — Section  1701  is  hereby  amended  by  striking  out  the 
period  at  the  end  of  subsection  (c)  and  inserting  in  lieu 
thereof  or”  and  by  adding  at  the  end  of  such  section  the 
following  new  subsection  subsections : 

“(d)  Municipal  Swimming  Pools,  Etc— Any  ad¬ 
missions  to  swimming  pools,  bathing  beaches,  skating  rinks, 
or  other  places  providing  facilities  for  physical  exercise,  op¬ 
erated  by  any  State  or  political  subdivision  thereof  or  by  the 
United  States  or  any  agency  or  instrumentahty  thereof — if 
the  proceeds  therefrom  inure  exclusively  to  the  benefit  of 
the  State,  political  subdivision,  United  States,  agency,  or 
instrumentality.  For  the  purposes  of  this  subsection  the 
term  ‘State’  includes  Alaska,  Hawaii,  and  the  District  of 
OetenbiftT^  Columbia;  or 

“(e)  (1)  Home  and  Garden  Tours. — Any  admis¬ 
sion  to  a  home  or  garden  which  is  temporarily  opened  to  the 
general  public  as  part  of  a  program  conducted  by  a  society  or 
organization  to  permit  the  inspection  of  historical  homes  and 
gardens — if  no  part  of  the  net  earnings  thereof  inures  to  the 
benefit  of  any  private  stockholder  or  individual. 

“( 2)  Historic  Sites. — Any  admissions  to  historic  sites< 
houses,  and  shrines,  and  museums  conducted  in  connection 
therewith,  maintained  and  operated  by  a  society  or  organiza¬ 
tion  devoted  to  the  preservation  and  maintenance  of  such 
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historic  sites,  houses,  shrines,  and  museums — if  no  part  of  the 
net  earnings  thereof  inures  to  the  benefit  of  any  private  stock¬ 
holder  or  individual .” 

SEC.  403.  EFFECTIVE  DATE  OF  AMENDMENTS  RELATING 
TO  ADMISSIONS. 

The  amendments  made  by  sections  401  and  402  shall 
be  applicable  with  respect  to  amounts  paid  on  or  after  the 
first  day  of  the  first  month  which  begins  more  than  ten 
days  after  the  date  of  the  enactment  of  this  Act  for  admis¬ 
sions  on  or  after  such  date. 

SEC.  404.  TAX  ON  CABARETS,  ROOF  GARDENS,  ETC. 

(a)  Ballrooms  and  Dance  Halls. — Section  1700 
(e)  (1)  (relating  to  tax  on  cabarets,  roof  gardens,  etc.)  is 
hereby  amended  by  inserting  after  the  second  sentence 
thereof  the  following  new  sentence:  “In  no  case  shall  such 
term  include  any  ballroom,  dance  hall,  or  other  similar  place 
where  the  serving  or  selling  of  food,  refreshment,  or  mer¬ 
chandise  is  merely  incidental,  unless  such  place  would  be 
considered,  without  the  application  of  the  preceding  sentence, 
as  a  ‘roof  garden,  cabaret,  or  other  similar  place’/’ 

(b)  Effective  Date. — The  amendment  made  oy 
subsection  (a)  shall  be  applicable  only  with  respect  to 
periods  after  10  antemeridian  on  the  first  day  of  the  first 
month  which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 
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Part  II — Tax  on  Cigarettes 
SEC.  421.  TAX  ON  CIGARETTES. 

(a)  Increase  in  Rate.— Section  2000  (c)  (2) 

(tax  on  cigarettes)  is  hereby  amended  by  striking  out 
-$3t5(U  and  inserting  in  ben  thereof  “$d”  “$3.50  per 
thousand ”  and  inserting  in  lieu  thereof  “$4  per  thousand 
until  January  1,  1954,  and  $ 3.50  per  thousand  on  and  after 
January  1,  1954”. 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  Act. 

SEC.  422.  FLOOR  STOCKS  TAX  AND  FLOOR  STOCKS  REFUND 
ON  CIGARETTES. 

Section  2000  (relating  to  tax  on  tobacco,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection  subsections: 

“  (f)  1951  Floor  Stocks  Tax  — 

“(1)  Tax. — Upon  cigarettes  subject  to  tax  under 
this  section  weighing  not  more  than  three  pounds  per 
thousand,  which  on  the  effective  date  of  section  421 
of  the  Revenue  Act  of  1951  are  held  by  any  person 
for  sale,  there  shall  be  levied,  assessed,  collected,  and 
paid  a  floor  stocks  tax  at  a  rate  equal  to  the  increase 
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1  in  rate  of  tax  made  applicable  to  such  cigarettes  by  the 

2  Revenue  Act  of  1951. 

3  “(2)  Returns. — Every  person  required  by  this 

4  subsection  to  pay  any  floor  stocks  tax  shall,  on  or  before 

5  the  end  of  the  month  next  following  the  month  in  which 

6  section  421  (a)  of  the  Revenue  Act  of  1951  takes  effect, 

7  under  such  regulations  as  the  Secretary  shall  prescribe, 

8  make  a  return  and  pay  such  tax,  except  that  in  the  case 

9  of  such  cigarettes  held  by  manufacturers  and  importers, 

10  the  Secretary  may  collect  the  tax  with  respect  to  such 

11  cigarettes  by  means  of  stamps  rather  than  return,  and 

12  in  such  case  may  make  an  assessment  against  such  manu- 

13  facturer  or  importer  having  cigarette  tax  stamps  on 

14  hand  on  the  effective  date  of  such  section  for  the  differ- 

15  ence  between  the  amount  paid  for  such  stamps  and  the 

16  increased  rate  imposed  by  such  section. 

17  “(3)  Laws  applicable.— All  provisions  of  law, 

18  including  penalties,  applicable  in  respect  of  the  taxes 

19  imposed  by  section  2000,  shall,  insofar  as  applicable 

20  and  not  inconsistent  with  this  subsection,  be  applicable 

21  with  respect  to  the  floor  stocks  tax  imposed  by  this 

22  subsection.”  subsection. 

23  “(g)  Floor  Stocks  Refunds  on  Cigarettes. — 

24  “(1)  In  general. — With  respect  to  cigarettes, 
weighing  not  more  than  three  pounds  per  thousand,  upon 
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which  the  tax  imposed  by  subsection  (c)  (2),  or  upon 
which  floor  stocks  tax  imposed  by  subsection  (f),  has 
been  paid,  and  which,  on  January  1,  1954,  are  held  by 
any  person  and  intended  for  sale,  or  are  in  transit  from ■ 
foreign  countries  or  insular  possessions  of  the  United, 
States  to  any  person  in  the  United  States  for  sale,  there 
shall  be  credited  or  refunded  to  such  person  (without 
interest ) ,  subject  to  such  regulations  as  may  be  prescribed 
by  the  Secretary,  an  amount  equal  to  the  difference 
between  the  tax  paid  on  such  cigarettes  and  the  tax  made 
applicable  to  such  articles  on  January  1,  1954,  if  claim 
for  such  credit  or  refund  is  filed  with  the  Secretary  prior 
to  April  1,  1954. 

“(2)  Limitations  on  eligibility  for  credit 
OR  refund. — No  person  shall  be  entitled  to  credit  or 
refund  under  paragraph  (1)  unless  (A)  such  person, 
for  such  period  or  periods  both  before  and  after  Janu¬ 
ary  1,  1954  (but  not  extending  beyond  one  year  there¬ 
after),  as  the  Secretary  shall  by  regulations  prescribe, 
makes  and  keeps,  and  files  with  the  Secretary  such 
records  of  inventories,  sales,  and  purchases  as  may  be 
prescribed  in  such  regulations;  and  (B)  such  person 
establishes  to  the  satisfaction  of  the  Secretary,  with 
respect  to  the  cigarettes  for  which  credit  or  refund  is 
claimed  by  him  under  this  section,  that  on  and  after 
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January  1,  1954 ,  and  until  the  expiration  of  three 
months  thereafter,  the  price  at  which  cigarettes  of  such 
class  were  sold  ( until  a  number  equal  at  least  to  the 
number  on  hand  on  January  1,  1954,  were  sold) 
reflected,  in  such  manner  as  the  Secretary  may  by 
regulations  prescribe,  the  amount  of  the  tax  reduction. 

11  (3)  Penalty  and  administrative  proce¬ 
dures. — All  provisions  of  law,  including  penalties, 
applicable  in  respect  of  internal  revenue  taxes  on  ciga¬ 
rettes  shall,  insofar  as  applicable  and  not  inconsistent 
with  this  subsection,  be  applicable  in  respect  of  the  credits 
and  refunds  provided  for  in  this  subsection  to  the  same 
extent  as  if  such  credits  or  refunds  constituted  credits  or 
refunds  of  such  taxes.” 

SEC.  423.  REDUCTION  OF  TAX  ON  SNUFF  AND  CHEWING 
TOBACCO. 

(a)  Reduction  in  Rate. — Section  2000  (a)  (relat¬ 
ing  to  tax  on  tobacco  and  snuff)  is  hereby  amended  by  striking 
out  paragraphs  (1)  and  (2)  and  inserting  in  lieu  thereof 
the  following: 

“(1)  Snuff  and  chewing  tobacco. — On  snuff, 
manufactured  of  tobacco  or  any  substitute  for  tobacco, 
ground,  dry,  damp,  pickled,  scented,  or  otherwise,  of  all 
descriptions,  when  prepared  for  use ;  and  on  all  scrap 
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chewing ,  plug,  twist,  fine-cut,  or  cavendish  tobacco;  a 
tax  of  10  cents  per  pound. 

“(2)  Smoking  tobacco. — On  all  smoJcing  tobacco, 
cut  or  granulated,  of  every  description;  on  tobacco  re¬ 
duced  into  a  condition  to  be  consumed,  or  in  any  manner 
other  than  the  ordinary  mode  of  drying  and  curing, 
prepared  for  sale  or  consumption,  even  if  prepared  with¬ 
out  the  use  of  any  machine  or  instrument,  and  without 
being  pressed  or  sweetened;  and  on  all  fine-cut  shorts 
and  refuse  scraps,  clippings,  cuttings,  and  sweepings  of 
tobacco;  a  tax  of  18  cents  per  pound.” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  take  effect  on  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  the  enact¬ 
ment  of  this  Act. 


Part  III — Retailers’  Excise  Taxes 
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SEC.  482  431.  RETAILERS’  EXCISE  TAX  ON  TOILET  PREP- 
ARATIONS. 

(a)  Baby  Oils,  Etc. — Section  2402  (a)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “The  tax  imposed  by  this  subsection  shall  not  apply 
to  lotion,  oil,  powder,  or  other  article  intended  to  be  used  or 
applied  only  in  the  care  of  babies.” 

(b)  Sales  to  Barber  Shops,  Etc— Section  2402 
(b)  is  hereby  amended  to  read  as  follows : 

“(b)  Beauty  Parlors,  Etc— For  the  purposes  of 
subsection  (a) ,  the  sale  of  any  article  described  in  such  sub¬ 
section  to  any  person  operating  a  barbershop,  beauty  parlor, 
or  similar  establishment  for  use  in  the  operation  thereof,  or 
for  resale,  shall  not  be  considered  as  a  sale  at  retail.  The 
resale  of  such  article  at  retail  by  such  person  shall  be  subject 
to  the  provisions  of  subsection  (a) 

SEC.  488  432.  EFFECTIVE  DATE  OF  PART  III. 

The  amendments  made  by  this  part  shall  apply  only 
to  articles  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the  enact¬ 
ment  of  this  Act. 
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Part  4¥ — Diesel  Fuel 


SEE,  44L 


FTTFT.  TmFT)  TN 

X  CTdXJ  TTrjXTtT  ITT 


VEHICLES. 


-faf  Imposition  op  Tax. — The  Internal 
is  hereby  amended  by  adding  after  chapter  TP  the 
new  chapter-: 

“GHAPTER  20  DIESEL  FUEL 


pnf]P 

vy  Uv.lv 


^SEC,  3450,  TAN  OX 


FUEL. 


“There  is  hereby  imposed  a  tax  of  4  eents  a  gallon  upon 
any  liquid  -{other  than  any  produet  taxable  under  section 

^4-)-  sold  by  any  person  to  an  owner,  lessce7  or 
other  operator  of  a  diesel  powered  highway  vehicle,  for 
use  as  a  fuel  in  sueh  vehielc,  or 

“-{2)  used  by  any  person  as  a  fuel  in  a  diesel 
powered  highway  vehicle  unless  there  was  a  taxable  sale 
of  sueh  liquid  under  clause  (-1) . 

“SEE,  3454,  RETURNS  AN©  P-AVMENT, 

-‘■^-fa-)-  Requirement- — Every  person  liable  for  tax  under 
this  chapter  shall  make  returns  and  pay  the  taxes  due  to 
the  collector  for  the  district  in  which  is  located  his  principal 
place  of  business-,-  or  if  he  has  no  principal  place  of  business 
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in  tbe  -United  States,  then  to  Hie  collector  at 
Maryland.  Such  returns  shall  contain  sueb  n 
He  made  at  such  times  and  in  sneli  manner  as  Hie 


may  by  recitations  prescribe? 

“  (b)  Interest? — hbe  tax  shed?  without  assessment  or 
notice,  be  dne  and  payable  to  tbe  eobeetor  at  tbe  Hme  pre¬ 
scribed  for  filing  tbe  return.  4f  tbe  tax  is  not  paid  when 
due?  tbere  sbab  be  ad  dial  as  part  of  tbe  tax  interest,  at  tbe 
rate  of  6  per  cent um  per  annum  from  tbe  time  when  tbe 

4 a l)or<oi  /1 1 1  o  1 1 1  >  4 1 1  tv o  i  /I 

til  A.  '  It  v  il'I  J  it."  tillv'  tttt  tit  Util  U  • 

2452:  GRE4MTS  AN©  REEEN©^ 

£f-(a)  Aox  Taxable  bfes  or  Sare  ba  A-exdee-: — A 
eredit  against  tax  under  this  chapter?  or  a  refund?  may  be 

nil  Ai*  ino/lo  4a  xx  aovcaa  i n  4l )  o  *r> r\i vnt  o\f  4o  V  A Q  1  /I  lnT 

UJ1U  V V  1  U  1/1  1 1  let  l  11"  tU  tt  TTUro UI1  ill  til  11  cl  11111 1 illti  vi  tilA  T/ttilt  !J  y 

bim  under  this  ebapter  with  respect  to  bis  sale  of  any  liquid 
.to  a  vendee  for  use  as  fuel  in  a  diesel-powered  highway 
vehicle,-  if  such  person  establishes?  in  accordance  with  regu¬ 
lations  prescribed  by  tbe  Secretary?  that — 

tbe  vendee  used  such  liquid  otherwise  than 
as  fuel  in  such  a  vehicle  or  resold  such  liquid,  and 

-(-A)-  sueb  person  has  repaid  or  agreed  to  repay 
tbe  amount  of  such  tax  to  sueb  vendee,  or  has  obtained 


tbe  consent  of  tbe  vendee  to  tbe  allowance  of  tbe  credit 
or  refund.- 
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Xo  interest  shall  he  allowed  with  respect  to  any  amount  o! 
tax  credited  or  refunded  under  the  provisions  of  this  sub¬ 
section.- 

“  (b)  Dnoor  Deqeiee©  m  Case  oe  Cer-eaix  Qaer- 
FA-¥-MEXTfe — Xo  overpayment  of  tax  under  this  chapter 
shall  be  credited  or  refunded  -fotlierwise  than  under  sub- 


(a) )  in  pursuance  of  a  court  decision  or 
unless  the  person  who  paid  the  tax  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  -(4-)-  that 
he  has  not  included  the  tax  in  the  price  of  the  article  with 
respect  to  which  it  was  imposed,  or  collected  the  amount 
of  tax  from  the  vendee,  or  -(-2-)-  that  he  has  repaid  the  amount 
of  the  tax  to  the  ultimate  purchaser  of  the  artiehy  or  hies 
with  the  Secretary  written  consent  of  such  ultimate  pur¬ 
chaser  to  the  allowance  of  the  credit  or  refund? 


^SE€,245£  TAX-FREE  SALES. 

^  ‘TT-n  f\  ov  vn  m  1 1  o  hi  mi  c<  >orl  t-1  i»xr  ,  nn  f  o  v 

U  1111  vl  JL  Uw  LLlctl  lUllu  I  /  4  I"  ib  C  X  JL  t/  v_  CL  til  U  v."  vl  v  tctl  V  ^  11U  1  tlA 

under  this  ehaptcr  shah  be  imposed  with  respeet  to  the 
sale  of  any  liquid  for  the  exclusive  use  of  any  Statej  Terri¬ 
tory  of  the  United  States,  or  any  political  subdivision  of  the 
foregoing,  or  the  District  of  Columbia;  or  with  respeet  to 

1  1  r\  ncm  1  >|TT  o  ~iv  t  r  nf  Cl  >  /v  ava  ry  ryf  1  \  ( \  1 1 1  /I  O  c<  ~Pi  i  a|  i  -i^  o 

tllv  ttoC  TTj  tlllj'  U1  tllU  TUI  ux  ctiTj  Xitjttxvt  ctu  X It U1  Ill  it 

diesel-powered  highway  vehicle: 
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-‘iSEG,  2454  APPLICABILITY  04  ADMINISTRATIVE 
SIONS, 

^  All  T4VATT1  giAll  O  ni  1  A  TTT-  /ill  r4p  /]  Til  O*  IT  CM 4  O  1  f  1  AC1  \ 

1  Hi  1/1  U  V  lolUilo  U1  let  W  I  lllcl UAlIlltr  l/vllcll  HUo  I 

in  respect  ©I  tbe  taxes  imposed  fey  section  2700  shallj  inso-- 
far  as  applicable  and  not  inconsistent  with  tins  chapter,  be 
applicable  in  respect  ol  tbe  taxes  imposed  by  tfeis  chapter 
cgEOv  2454  ROLES  AND  REGULATIONS, 


gjxQ  I  I 

kUlttll 


all  needful 


1 1  /~\tr*  r>  i  y  A  ypQ‘1  ilp  f  4  A I  1  sJ  il-UA  /~M  >  II  rn  \  1  f  \  P  f  1  \  ilj 

ILiUo  cl  1 1  v  L  1 1  Ivy  1  tllL  vlllUl  LUllIUlit  t/x  lllllb 

-(b)-  Effeutfce  Date^ — Tbe  amendment  made  by  sub¬ 
section  -(a)-  shall  tabe  effeet  on  tbe  first  day  of  tbe  first 
month  which  begins  more  than  ten  days  after  tbe  date  of 
tfee  enactment  of  tins  Aetr 

Part  V  IV — Liquor 


SEC.  454  441.  INCREASE  IN  TAX  ON  DISTILLED  SPIRITS 
FROM  $9  TO  $10.50  PER  GALLON. 

(a)  Distilled  Spirits  Generally.— Section  2800 
(a)  (1)  is  hereby  amended  by  striking  out  “$6”  and  in¬ 
serting  in  lieu  thereof  “$10.50”,  and  by  inserting  after  the 
first  sentence  the  following  new  sentence:  “On  and  after 
January  1,  1954,  the  rate  of  tax  imposed  by  this  paragraph 
shall  be  $9  in  lieu  of  $10.50.” . 

(b)  Imported  Perfumes  Containing  Distilled 

Spirits. — Section  2800  (a)  (3)  is  hereby  amended  by 

striking  out  “$6”  and  inserting  in  lieu  thereof  “$10.50”, 
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and  by  adding  at  the  end  thereof  the  following  new  sentence: 
“On  and  after  January  1,  1954,  the  rate  of  tax  imposed  by 
this  paragraph  shall  be  $9  in  lieu  of  $10.50.” . 

(c)  Floor  Stocks  Tax— Section  2800  is  amended 
by  inserting  at  the  end  thereof  the  following  new  subsection : 
“  (1)  1951  Floor  Stocks  Tax.— 

“(1)  Tax. — Upon  all  distilled  spirits  upon  which 
the  internal  revenue  tax  imposed  by  law  has  been  paid, 
and  which  on  the  effective  date  of  section  4S4  441  (a)  of 
the  Revenue  Act  of  1951,  are  held  and  intended  for  sale 
or  for  use  in  the  manufacture  or  production  of  any  article 
intended  for  sale,  there  shall  be  levied,  assessed,  col¬ 
lected,  and  paid  a  floor  stocks  tax  of  $1.50  on  each  proof- 
gallon,  and  a  proportionate  tax  at  a  like  rate  on  all  frac¬ 
tional  parts  of  such  proof-gallon. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by 
paragraph  (1)  to  pay  any  floor  stocks  tax  shall,  on  or 
before  the  end  of  the  thirtieth  day  following  the  effective 
date  of  section  4 54-  441  (a)  of  the  Revenue  Act  of  1951 
make  a  return  and  shall,  on  or  before  the  first  day  of 
the  third  month  following  such  effective  date,  pay  such 
tax.  Payment  of  the  tax  shown  to  be  due  may  be  ex¬ 
tended  to  a  date  not  later  than  the  first  day  of  the  tenth 
month  following  the  effective  date  of  such  section  upon 
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the  filing  of  a  bond  for  payment  thereof  in  such  form 
and  amount  and  with  such  surety  or  sureties  as  the 
Secretary  may  prescribe. 

“(3)  Laws  applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  internal 
revenue  taxes  on  distilled  spirits  shall,  insofar  as  appli¬ 
cable  and  not  inconsistent  with  this  subsection,  be  appli¬ 
cable  in  respect  of  the  floor  stocks  tax  imposed  here¬ 
under.  For  the  purposes  of  this  subsection  the  term 
‘distilled  spirits’  shall  include  products  produced  in  such 
manner  that  the  person  producing  them  is  a  rectifier 
within  the  meaning  of  section  3254  (g) .” 

SEC.  452  442.  WINES. 

(a)  Increase  in  Rate  of  Tax. — 

(1)  Still  wines.— So  much  of  section  3030  (a) 
(l)  (A)  (tax  on  still  wines,  etc.)  as  precedes  the  sec¬ 
ond  sentence  thereof  is  hereby  amended  to  read  as 
follows : 

“  ( A)  Imposition. — Upon  all  still  wines,  in¬ 
cluding  vermouth,  and  all  artificial  or  imitation 
wines  or  compounds  sold  as  still  wine,  produced  in 
or  imported  into  the  United  States  on  or  after  the 
effective  date  of  section  452  442  (a)  of  the  Revenue 
Act  of  1951,  or  which  on  such  date  were  on  any 
winery  premises  or  other  bonded  premises  or  in 
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transit  thereto  or  at  any  custom  house,  there  shall 
be  levied,  collected,  and  paid  taxes  at  rates  as  fol¬ 
lows,  when  sold,  or  removed  for  consumption  or 
sale: 

“On  wines  containing  not  more  than  14  per 
centum  of  absolute  alcohol,  17  cents  per  wine- 
gallon,  the  per  centum  of  alcohol  under  this  section 
to  be  reckoned  by  volume  and  not  by  weight,  except 
that  on  and  after  January  1,  1954,  the  rate  shall 
he  15  cents  per  wine-gallon ; 

“On  wines  containing  more  than  14  per  centum 
and  not  exceeding  21  per  centum  of  absolute  alco¬ 
hol,  67  cents  per  wine-gallon,  except  that  on  and 
after  January  1,  1954,  the  rate  shall  he  60  cents  per 
wine-gallon ; 

“On  wines  containing  more  than  21  per  centum 
and  not  exceeding  24  per  centum  of  absolute  alcohol, 
$2.25  per  wine-gallon,  except  that  on  and  after 
January  1,  1954,  the  rate  shall  he  $2  per  wine- 
gallon  ; 

“All  such  wines  containing  more  than  24  per 
centum  of  absolute  alcohol  by  volume  shall  be  classed 
as  distilled  spirits  and  shall  pay  tax  accordingly.” 
(2)  Sparkling  wines,  liqueurs,  and  cor- 
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dials. — Section  3030  (a)  (2)  ( tax  on  sparkling  wines, 
liqueurs,  and  cordials)  is  hereby  amended  as  follows: 

(A)  By  striking  out  “after  June  30,  1940,  or 
which  on  July  1,  1940”  and  inserting  in  lieu  thereof 
“on  or  after  the  effective  date  of  section  4-52  442  (a) 
of  the  Revenue  Act  of  1951,  or  which  on  such  date”; 

-(B)-  By  striking  out  ^4-0  cents”  and  inserting 
m  lieu  thereof  ^4-7  cents” ;  and 

-fOf  By  striking  out  ^5  cents”  each  place  it 
occurs  and  inserting  in  lieu  thereof  ^4-2  cents”. 

(B)  by  striking  out  “10  cents  on  each  one-half 
pint  or  fraction  thereof ”  and  inserting  in  lieu  thereof 
“17  cents  on  each  one-half  pint  or  fraction  thereof, 
except  that  on  and  after  January  1,  1954,  the  rate 
shall  be  15  cents  on  each  one-half  pint  or  fraction 
thereof' ;  and 

(C )  by  striking  out  “5  cents  on  each  one-half 
pint  or  fraction  thereof"  each  place  that  it  occurs  and 
inserting  in  lieu  thereof  “12  cents  on  each  one-half 
pint  or  fraction  thereof,  except  that  on  and  after 
January  1,  1954,  the  rate  shall  be  10  cents  on  each 
one-half  pint  or  fraction  thereof 

(b)  Floor  Stocks— Subchapter  F  of  chapter  26  is 
hereby  amended  by  inserting  at  the  end  thereof  the  following 
new  section: 
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“SEC.  3195.  1951  FLOOR  STOCKS  TAX  ON  WINES. 

“(a)  Upon  all  wines  upon  which  the  internal  revenue 
tax  imposed  by  law  has  been  paid,  and  which  on  the  effective 
date  of  section  45#  442  (a)  of  the  Revenue  Act  of  1951  are 
held  and  intended  for  sale  or  for  use  in  the  manufacture  or 
production  of  an  article  intended  for  sale,  there  shall  he  levied, 
assessed,  collected,  and  paid  a  floor  stocks  tax  at  rates  equal 
to  the  increases  in  rates  of  tax  made  applicable  to  such  articles 
by  section  45#  442  (a)  of  the  Revenue  Act  of  1951. 

“(b)  Returns. — Under  such  regulations  as  the  Secre¬ 
tary  shall  prescribe,  every  person  required  by  subsection  (a) 
to  pay  any  floor  stocks  tax  shall,  on  or  before  the  end  of  the 
thirtieth  day  following  the  effective  date  of  section  45#  442 
(a)  of  the  Revenue  Act  of  1951  make  a  return  and  shall,  on 
or  before  the  first  day  of  the  third  month  following  such  effec¬ 
tive  date,  pay  such  tax.  Payment  of  the  tax  shown  to  be  due 
may  be  extended  to  a  date  not  later  than  the  first  day  of  the 
tenth  month  following  the  effective  date  of  section  45#  442 
(a)  of  the  Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(c)  Laws  Applicable. — All  provisions  of  law,  in¬ 
cluding  penalties,  applicable  in  respect  of  the  taxes  imposed 
by  section  3030  (a)  shall,  insofar  as  applicable  and  not  in- 
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consistent  with  this  section,  be  applicable  with  respect  to  the 
floor  stocks  tax  imposed  by  subsection  (a).” 

SEC.  453  443.  FERMENTED  MALT  LIQUOR. 

(a)  Increase  in  Tax  on  Fermented  Malt  Liquors 
From  $8  to  $9  per  Barrel. — Section  3150  (a)  (tax 
on  fermented  malt  liquors )  is  hereby  amended  ( 1 )  by  strik¬ 
ing  out  “$7”  and  inserting  in  lieu  thereof  “$9”,  and  (2) 
by  striking  out  the  second  sentence  tkei^f  and  inserting 
in  lieu  thereof  the  following:  “On  and  after  January  1, 
1954,  the  tax  imposed  by  the  preceding  sentence  shall  be  at 
the  rate  of  $8  in  lieu  of  $91  \ 

(b)  Floor  Stocks  Tax. — Section  3150  is  hereby 
amended  by  inserting  at  the  end  thereof  the  following  new 
subsection : 

“(g)  1951  Floor  Stocks  Tax. — 

“  (1)  Tax. — Upon  all  fermented  malt  liquors  upon 
which  the  internal  revenue  tax  imposed  by  law  has  been 
paid,  and  which  on  the  effective  date  of  section  4-5-3  443 
(a)  of  the  Revenue  Act  of  1951  are  held  by  any  person 
and  intended  for  sale  there  shall  be  levied,  assessed, 
collected,  and  paid  a  floor  stocks  tax  at  a  rate  of  $1  per 
barrel  of  31  gallons. 

“(2)  Returns. — Under  such  regulations  as  the 
Secretary  shall  prescribe,  every  person  required  by  para¬ 
graph  ( 1 )  to  pay  any  floor  stocks  tax  shall,  on  or  before 
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the  eml  of  the  thirtieth  day  following  the  effective  date 
of  section  453-  443  (a)  of  the  Revenue  Act  of  1951  make 
a  return  and  shall,  on  or  before  the  first  day  of  the  third 
month  following  such  effective  date,  pay  such  tax.  Pay¬ 
ment  of  the  tax  shown  to  be  due  may  be  extended  to  a 
date  not  later  than  the  first  day  of  the  tenth  month 
following  the  effective  date  of  section  4-33  443  (a)  of  the 
Revenue  Act  of  1951,  upon  the  filing  of  a  bond  for 
payment  thereof  in  such  form  and  amount  and  with  such 
surety  or  sureties  as  the  Secretary  may  prescribe. 

“(3)  Laws  Applicable. — All  provisions  of  law, 
including  penalties,  applicable  in  respect  of  the  taxes 
imposed  by  subsection  (a)  shall,  insofar  as  applicable 
and  not  inconsistent  with  this  subsection,  be  applicable 
with  respect  to  the  floor  stocks  tax  imposed  by  this 
subsection.” 

SEC.  444.  FLOOR  STOCKS  REFUNDS. 

(a)  Amendment  of  Section  1656  (a). — Section 
1656  (a)  (relating  to  floor  stocks  refunds  on  distilled  spirits, 
etc.)  is  amended  to  read  as  follows: 

“(a)  In  General. — With  respect  to  any  article  upon 
which  tax  is  imposed  under  section  2800  (a),  3030  (a), 
or  3150  (a),  upon  which  internal  revenue  tax  (including 
floor  stocks  tax )  at  the  applicable  rate  prescribed  by  such 
section  has  been  paid,  and  which ,  on  January  1,  1954,  is 
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held  by  any  'person  and  intended  for  sale  or  for  use  in  the 
manufacture  or  production  of  any  article  intended  for  sale, 
there  shall  be  credited  or  refunded  to  such  person  ( without 
interest),  subject  to  such  regidations  as  may  be  prescribed  by 
the  Secretary,  an  amount  equal  to  the  difference  between  the 

tax  so  paid  and,  the  rate  made  applicable  to  such  articles 

.  / 

on  and  after  January  1,  1954,  by  such  section,  if  claim  for 
such  credit  or  refund,  is  filed  with  the,  Secretary  prior  to 
February  1,  1954.” 

(b)  Amendment  of  Section  1656  (b) . — Section 
1656  (b)  (relating  to  limitations  on  eligibility  for  floor 
stocks  refunds  on  distilled  spirits,  etc.)  is  amended  by  striking 
out  “ the  rate  reduction  date”  wherever  it  appears  therein 
and  inserting  in  lieu  thereof  11  January  1,  1954” . 

SEC.  454  445.  CLERICAL  AMENDMENT. 


The  table  contained  in  section  1650  (relating  to  the  war 
tax  rates  of  certain  miscellaneous  taxes)  is  hereby  amended 


by  striking  out  the  following: 


“2800  (a)  (1). 
2800  (a)  (3)  — 

3030  (a)  (1)... 


3030  (a)  (2). 


3150. 


Distilled  Spirits _  _ 

Imported  Perfumes  Containing 
Distilled  Spirits. 

Still  Wines: 

(1)  Not  over  14%  of  Alcohol-. 

(2)  Over  14%  and  not  over 
21%  of  Alcohol. 

(3)  Over  21%  and  not  over 
24%  of  Alcohol. 

Sparkling  Wines,  Liqueurs,  and 
Cordials: 

(1)  Champagne  or  Sparkling 
Wine. 

(2)  Artificially  Carbonated 
Wine. 

(3)  Liqueurs,  Cordials,  Etc... 

Fermented  Malt  Liquors _ 


$6  per  gallon 
$6  per  gallon 


10  cents  per  gallon 
40  cents  per  gallon 

$1  per  gallon _ 


10  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

5  cents  per  half-pint  or 
fraction  thereof. 

$7  per  barrel _ 


$9  per  gallon. 
$9  per  gallon. 


15  cents  per  gallon. 
60  cents  per  gallon. 

$2  per  gallon. 


15  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

10  cents  per  half-pint  or 
fraction  thereof. 

$8  per  barrel.’’ 
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SEC.  455  446.  EFFECTIVE  DATE  OF  PART  V IV. 

The  amendments  made  by  this  part  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins  more  than 
10  days  after  the  date  of  the  enactment  of  this  Act. 

Part  AT  V — Occupational  Taxes 
SEC.  454  451.  DEALERS  IN  LIQUORS. 

(a)  Wholesale  Dealers  in  Liquors. — Section 
3250  (a)  (1)  (relating  to  occupational  tax  on  wholesale 
dealers  in  liquors)  is  hereby  amended  by  striking  out  “$110” 
and  inserting  in  lieu  thereof  “$2-00”  “$200,  except  that  on 
and  after  July  1,  1954,  such  special  tax  shall  be  $110“ . 

(b)  Retail  Dealers  in  Liquors. — Section  3250 
(b)  (1)  (relating  to  occupational  tax  on  retail  dealers  in 
liquors)  is  hereby  amended  by  striking  out  “$27.50”  and 
inserting  in  lieu  thereof  “$50”  “ $50 ,  except  that  on  and 
after  July  1,  1954,  such  special  tax  shall  be  $27.50“ . 

(c)  Wholesale  Dealers  in  Malt  Liquors. — Sec¬ 
tion  3250  (d)  (1)  (relating  to  tax  on  wholesale  dealers  in 
malt  liquors)  is  hereby  amended  by  striking  out  “$55”  and 
inserting  in  lieu  thereof  “$100”  “$100,  except  that  on  and, 
after  July  1 , 1954,  such  special  tax  shall  be  $55“ . 
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SEC.  462  452.  DRAWBACK  IN  THE  CASE  OF  DISTILLED 
SPIRITS  USED  IN  THE  MANUFACTURE  OF 
CERTAIN  NONBEVERAGE  PRODUCTS. 
Dra-wbac-k- — Section  3490  -(4 f  -fbf  -{relating  to 

/  vf  /iorln  i  n  i  >av)  1  cv/v  uvoiluufo  i  i a  otoIit7 

trr  'VI  let  III  T  T  *  M  I  I  /  v\  II  |H  vullv  In  J  lo  1 1 11  U  U  V 

by  striking  out  A$3 Ab”  and  inserting  in  lien 

thereof  “$-9.50”-.- 

-fbf  Effective  Date. — Eke  amendment  made  by  sub- 
seetien  -(a-)-  shall  he  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  daw  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  onaetment 

/  >  f  fl>iQ  A  it  t  .  tiiirl  J.r«1  >  f]  I  a  lit  f  ayn  a  1  v/>  yat~>  i~|  a  fa  \r  a  r>  ai«l 

\7T  tttio  TlUty  ttTTtT  111  I  TTnitTl  TTT“  TTTTvI  I  ic  11  iU  V  vIIllU  tTtTTV  VV  Ho  TTttTtt 

at  t|ia  va  t  a  a{  A  lyA  OTIUUlfl  Arl  444-  Cipptl  /ATI  O  Q  Af )  /a  \  /  1  \  av 

il  l  tiTU  TctTv  v'l  tjj’TT/Tt/t/  o  I  / UUlIil  vl  111  u UL  llv/ll  ZS  O l/U  1  ll  I  I  1  )  vl 

at  a  rate  equivalent,  to  such  rater 

-(-of  -T-fgh-necal  -A-me-nd-uent. — Section  309  -{ef  of  the 
-Revenue  Act  of  4943  is  hereby  amended  by  adding  at  the 
end  thereof  the  following:  ^Subsection  -fb)-  shah  not  be 
applicable  in  any  ease  in  which  drawback  is  allowed  at  the 
rate  of  $9rb0  under  section  32-50  -{!)-  -(b)-  of  the  -Internal 
Revenue  Code,-  as  amended  by  the  Revenue  Act  of  4954.” 

(a)  Drawback. — Section  3250  (l)  (5)  (relating  to 
manufacturers  or  producers  of  designated  nonbeverage  prod¬ 
ucts)  is  amended  to  read  as  follows: 

(5)  Drawback. — In  the  case  of  distilled  spirits 
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tax-paicl  and  used  as  provided  in  this  subsection,  a 
drawback  shall  be  allowed — 

“(A)  at  the  rate  of  $6  on  each  proof  gallon 
upon  which  tax  is  paid  at  a  rate  of  $9  per  proof 
gallon  prior  to  the  effective  date  of  section  452  of 
the  Revenue  Act  of  1951, 

“(B)  at  the  rate  of  $ 9.50  on  each  proof  gallon 
upon  which  tax  is  paid  at  a  rate  of  $10.50  per 
proof  gallon  on  and  after  the  effective  date  of  section 
452  of  the  Revenue  Act  of  1951 ,  and 

“(C)  at  the  rate  of  $8  on  each  proof  gallon 
upon  which  tax  is  paid  at  a  rate  of  $9  per  proof 
gallon  after  December  31,  1953. 

Such  drawback  shall  be  due  and  payable  quarterly 
upon  filing  of  a  proper  claim  with  the  Secretary.  No 
claim  under  this  subsection  shall  be  allowed  unless  filed 
with  the  Secretary  within  the  three  months  next  succeed¬ 
ing  the  quarter  for  which  the  drawback  is  claimed 
(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  ( a)  shall  be  applicable  only  with  respect  to  distilled 
spirits  used  on  or  after  the  first  day  of  the  first  month  which 
begins  more  than  ten  days  after  the  date  of  the  enactment 
of  this  Act. 


1  SEC.  463  453.  TAX  ON  COIN-OPERATED  GAMING  DEVICES. 
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Section  3267  (a)  (tax  on  coin-operated  gaming  de¬ 
vices)  is  hereby  amended  by  striking  out  “$150”  wherever 
appearing  therein  and  inserting  in  lieu  thereof  “$250”. 


SEGt  464  TAX  ON  BOWLING 


AND 


AND 


POOL 

-faf  Increase  in  Rate. — Seetkm  3268  -{relating  to 
rate  of  tax--)-  is  hereby  amended  by  striking  out  “$10”  and 
inserting  in  hen  thereof  “$25”. 

-fbf  OnEftieAt  Amendment. — The  table  contained  in 
seetien  4656  (relating  to  the  war  tax  rates  of  eertain  nhs- 


taxcs)'  is  hereby 


i-tn  4-  4-1-t  A 

trtrc  ll  Iv' 


“3268- 


Billiard  and  Pool  Tables;  and 
Bowling  Alleys. 


$10  per  year  per  table; 
$10  per  year  per.  alley. 


$20  per  year  per  table;  $20 
per  year  per  alley.” 


J 


14  SEC.  465  454.  EFFECTIVE  DATE  OF  PART  VI  V. 

15  The  amendments  made  by  sections  46A  464k  and  464 

16  451  and  453  shall  take  effect  on  the  first  day  of  the  first 

17  month  which  begins  more  than  ten  days  after  the  date  of  the 

18  enactment  of  this  Act.  In  the  case  of  the  year  beginning 

19  July  1,  1951,  where  the  trade  or  business  on  which  the  tax 

20  is  imposed  was  commenced  prior  to  the  first  day  of  the  month 

21  specified  in  the  preceding  sentence,  the  increase  in  tax  re- 

22  suiting  from  such  amendments  shall  be  reckoned  propor- 

23  tionately  from  the  first  day  of  such  month  to  and  including 
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the  thirtieth  day  of  June  following  and  shall  be  due  on,  and 
payable  on  or  before,  the  last  day  of  the  month  specified  in 
the  preceding  sentence. 

Part  WH  VI — Wagering 
SEC.  m  461.  WAGERING  TAXES. 

(a)  Imposition  of  Taxes— Subtitle  B  (relating  to 
miscellaneous  taxes)  is  hereby  amended  by  inserting  after 
chapter  27  the  following  new  chapter: 

“CHAPTER  27A— WAGERING  TAXES 
“Subchapter  A — Tax  on  Wagers 
“SEC.  3285.  TAX. 

“(a)  Wagers. — There  shall  be  imposed  on  wagers,  as 
defined  in  subsection  (b),  an  excise  tax  equal  to  10  per 
centum  of  the  amount  thereof. 

“(b)  Definitions. — For  the  purposes  of  this  chapter — 

“(1)  The  term  ‘wager’  means  (A)  any  wager 
with  respect  to  a  sports  event  or  a  contest  placed  with  a 
person  engaged  in  the  business  of  accepting  such  wagers, 
(B)  any  wager  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest,  if  such  pool  is  conducted 
for  profit,  and  (C)  any  wager  placed  in  a  lottery  con¬ 
ducted  for  profit. 

“  (2)  The  term  ‘lottery’  includes  the  numbers  game, 
policy,  and  similar  types  of  wagering.  The  term  does 
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1  not  include  (A)  any  game  of  a  type  in  which  usually 

2  (i)  the  wagers  are  placed,  (ii)  the  winners  are  deter- 

3  mined,  and  (iii)  the  distribution  of  prizes  or  other 

4  property  is  made,  in  the  presence  of  all  persons  placing 

5  wagers  in  such  game,  and  (B)  any  drawing  conducted 

6  by  an  organization  exempt  from  tax  under  section  101,  if 

7  no  part  of  the  net  proceeds  derived  from  such  drawing 

8  inures  to  the  benefit  of  any  private  shareholder  or 

9  individual. 

10  “(c)  Amount  of  Wager. — In  determining  the  amount 

1 1  of  any  wager  for  the  purposes  of  this  subchapter,  all  charges 

12  incident  to  the  placing  of  such  wager  shall  he  included; 

13  except  that  ii  the  taxpayer  establishes,  in  accordance  with 

14  regulations  prescribed  by  the  Secretary,  that  an  amount 

15  equal  to  the  tax  imposed  by  this  subchapter  has  been  col- 

10  lected  as  a  separate  charge  from  the  person  placing  such 

17  wager,  the  amount  so  collected  shall  be  excluded. 

18  “(d)  Persons  Liable  for  Tax. — Each  person  who  is 

19  engaged  in  the  business  of  accepting  wagers  shall  be  liable 

20  for  and  shall  pay  the  tax  under  this  subchapter  on  all  wagers 

21  placed  with  him.  Each  person  who  conducts  any  wagering 

22  pool  or  lottery  shall  be  liable  for  and  shall  pay  the  tax  under 

23  this  subchapter  on  all  wagers  placed  in  such  pool  or  lottery. 

24  “(e)  Exclusions  From  Tax.— No  tax  shall  be  im- 

25  posed  by  this  subchapter  (1)  on  any  wager  placed  with, 
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or  on  any  wager  placed  in  a  wagering  pool  conducted  by,  a 
parimutuel  wagering  enterprise  licensed  under  State  law, 
and  (2)  on  any  wager  placed  in  a  coin-operated  device  with 
respect  to  which  an  oceupational  tax  is  imposed  by  section 
3267. 

“(f)  Territorial  Extent— The  tax  imposed  by  this 
subchapter  shall  apply  only  to  wagers  (1)  accepted  in  the 
United  States,  or  (2)  placed  by  a  person  who  is  in  the 
United  States  (A  )  with  a  person  who  is  a  citizen  or  resident 
of  the  United  States,  or  (B)  in  a  wagering  pool  or  lottery 
conducted  by  a  person  who  .is  a  citizen  or  resident  of  the 
United  States. 

“SEC.  3286.  CREDITS  AND  REFUNDS. 

“  (a)  No  overpayment  of  tax  under  this  subchapter  shall 
be  credited  or  refunded  (otherwise  than  under  subsection 
(b)  ),  in  pursuance  of  a  court  decision  or  otherwise,  unless 
the  person  who  paid  the  tax  establishes,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  (1)  that  he  has 
not  collected  (wiiether  as  a  separate  charge  or  otherwise) 
the  amount  of  the  tax  from  the  person  who  placed  the  wager 
on  which  the  tax  was  imposed,  or  ( 2 )  that  he  has  repaid  the 
amount  of  the  tax  to  the  person  who  placed  such  wager, 
or  unless  he  files  with  the  Secretary  written  consent  of  the 
person  wrho  placed  such  wager  to  the  allowance  of  the  credit 
or  the  making  of  the  refund.  In  the  case  of  any  laid-off 
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wager,  no  overpayment  of  tax  under  this  subchapter  shall 
be  so  credited  or  refunded  to  the  person  with  whom  such 
laid-off  wager  was  placed  unless  he  establishes,  in  accord¬ 
ance  with  regulations  prescribed  by  the  Secretary,  that  the 
provisions  of  the  preceding  sentence  have  been  complied 
with  both  with  respect  to  the  person  who  placed  the  laid-off 
wager  with  him  and  with  respect  to  the  person  who  placed 
the  original  wager. 

“(b)  Where  any  taxpayer  lays  off  part  or  all  of  a  wager 
with  another  person  who  is  liable  for  tax  under  this  sub¬ 
chapter  on  the  amount  so  laid  off,  a  credit  against  the  tax 
imposed  by  this  subchapter  shall  be  allowed,  or  a  refimd 
shall  be  made  to,  the  taxpayer  laying  off  such  amount.  Such 
credit  or  refund  shall  be  in  an  amount  which  bears  the  same 
ratio  to  the  amount  of  tax  which  such  taxpayer  paid  under 
this  subchapter  on  the  original  wager  as  the  amount  so  laid 
off  bears  to  the  amount  of  the  original  wager.  Credit  or 
refund  under  this  subsection  shall  be  allowed  or  made  only 
in  accordance  with  regulations  prescribed  by  the  Secretary; 
and  no  interest  shall  be  allowed  with  respect  to  any  amount 
so  credited  or  refunded. 

“SEC.  3287.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“All  provisions  of  law,  including  penalties,  applicable 
with  respect  to  any  tax  imposed  by  section  2700  shall, 
insofar  as  applicable  and  not  inconsistent  with  the  provisions 


255 


1  of  this  subchapter,  be  applicable  with  respect  to  the  tax 

2  imposed  by  this  subchapter.  In  addition  to  all  other  records 

3  required  pursuant  to  section  2709,  each  person  liable  for  tax 

4  under  this  subchapter  shall  keep  a  daily  record  showing  the 

5  gross  amount  of  all  wagers  on  which  he  is  so  liable. 

6  “Subchapter  B — Occupational  Tax 

7  “SEC.  3290.  TAX. 

8  “A  special  tax  of  $50  per  year  shall  be  paid  by  each 

9  person  who  is  liable  for  tax  under  subchapter  A  or  who  is  en- 

10  gaged  in  receiving  wagers  for  or  on  behalf  of  any  person 

11  so  liable. 

12  “SEC.  3291.  REGISTRATION. 

13  “  (a)  Each  person  required  to  pay  a  special  tax  under 

14  this  subchapter  shall  register  with  the  collector  of  the 

15  district — 

16  “  ( 1 )  his  name  and  place  of  residence ; 

17  “  (2)  if  he  is  liable  for  tax  under  subchapter  A,  each 

18  place  of  business  where  the  activity  which  makes  him  so 

19  liable  is  carried  on,  and  the  name  and  place  of  resi- 

20  dence  of  each  person  who  is  engaged  in  receiving  wagers 

21  for  him  or  on  his  behalf ;  and 

22  “  (3)  if  he  is  engaged  in  receiving  wagers  for  or  on 

23  behalf  of  any  person  liable  for  tax  under  subchapter 

24  A,  the  name  and  place  of  residence  of  each  such  person. 

25  “(b)  Where  subsection  (a)  requires  the  name  and 
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place  of  residence  of  a  firm  or  company  to  be  registered, 
the  names  and  places  of  residence  of  the  several  persons 
constituting  the  firm  or  company  shall  he  registered. 

“(c)  In  accordance  with  regulations  prescribed  by  the 
Secretary,  the  collector  may  require  from  time  to  time  such 
supplemental  information  from  any  person  required  to  regis¬ 
ter  under  this  section  as  may  be  needful  to  the  enforcement 
of  this  chapter. 

“SEC.  3292.  CERTAIN  PROVISIONS  MADE  APPLICABLE. 

“Sections  3271,  3273  (a) ,  3275,  3276,  3277,  3279,  and 
3280  shall  extend  to  and  apply  to  the  special  tax  imposed 
by  this  subchapter  and  to  the  persons  upon  whom  it  is 
imposed,  and  for  that  purpose  any  activity  which  makes  a 
person  liable  for  special  tax  under  this  subchapter  shall  be 
considered  to  be  a  business  or  occupation  described  in  chap¬ 
ter  27.  No  other  provision  of  subchapter  B  of  chapter  27 
shall  so  extend  or  apply. 

“SEC.  3293.  POSTING. 

“Every  person  liable  for  special  tax  under  this  sub¬ 
chapter  shall  place  and  keep  conspicuously  in  his  principal 
place  of  business  the  stamp  denoting  the  payment  of  such 
special  tax;  except  that  if  he  has  no  such  place  of  business, 
he  shall  keep  such  stamp  on  his  person,  and  exhibit  it,  upon 
request,  to  any  officer  or  employee  of  the  Bureau  of  Internal 
Revenue. 
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“SEC.  3294.  PENALTIES. 

“  (a)  Failure  to  Pay  Tax— Any  person  who  does 
any  act  which  makes  him  liable  for  special  tax  under  this 
subchapter,  without  having  paid  such  tax,  shall,  besides  be¬ 
ing  liable  to  the  payment  of  the  tax,  be  fined  not  less  than 
$1,000  and  not  more  than  $5,000. 

“(b)  Failure  to  Post  or  Exhibit  Stamp. — Any 
person  who,  through  negligence,  fails  to  comply  with  section 
3293,  shall  be  liable  to  a  penalty  of  $50,  and  the  cost  of 
prosecution.  Any  person  who,  through  willful  neglect  or 
refusal,  fails  to  comply  with  section  3293,  shall  be  liable  to  a 
penalty  of  $100,  and  the  cost  of  prosecution. 

“(c)  Willful  Violations. — The  penalties  prescribed 
by  section  2707  with  respect  to  the  tax  imposed  by  section 
2700  shall  apply  with  respect  to  the  tax  imposed  by  this 
subchapter. 

“Subchapter  C — Miscellaneous  Provisions 
“SEC.  3297.  APPLICABILITY  OF  FEDERAL  AND  STATE  LAWS. 

“The  payment  of  any  tax  imposed  by  this  chapter  with 
respect  to  any  activity  shall  not  exempt  any  person  from  any 
penalty  provided  by  a  law  of  the  United  States  or  of  any 
State  for  engaging  in  the  same  activity,  nor  shall  the  payment 
of  any  such  tax  prohibit  any  State  from  placing  a  tax  on  the 
same  activity  for  State  or  other  purposes. 

H.  E.  4473 
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“SEC.  3298.  INSPECTION  OF  BOOKS. 

“Notwithstanding  section  3631,  the  books  of  account  of 
any  person  liable  for  tax  under  this  chapter  may  be  examined 
and  inspected  as  frequently  as  may  be  needful  to  the  en¬ 
forcement  of  this  chapter.” 

(b)  Technical  Amendment. — Section  3310  (f) 

(relating  to  discretion  allowed  the  Commissioner  with  re¬ 
spect  to  returns  and  payment  of  tax)  is  hereby  amended  by 
inserting  after  “subchapter  A  of  chapter  25,”  the  following: 
“subchapter  A  of  chapter  27A,”. 

SEC.  472  462.  EFFECTIVE  DATE  OF  PART  VB  VI. 

The  tax  imposed  by  subchapter  A  of  chapter  2  7 A,  as 
added  by  section  474  461,  shall  apply  only  with  respect  to 
wagers  placed  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the  date  of  enactment 
of  this  Act.  No  tax  shall  be  payable  under  subchapter  B  of 
chapter  2 7 A,  as  added  by  section  474  461,  with  respect  to 
any  period  prior  to  the  first  day  of  the  first  month  which 
begins  more  than  10  daj^s  after  the  date  of  enactment  of  this 
Act.  In  the  case  of  any  person  who  is  liable  for  tax  under 
subchapter  A  of  chapter  27 A,  as  added  by  section  461,  or 
who  is  engaged  in  receiving  wagers  for  or  on  behalf  of  any 
person  so  liable,  and  who  commenced  the  activity  which  makes 
him  subject  to  such  tax,  or  who  was  engaged  in  receiving  such 
wagers,  prior  to  the  first  day  of  the  first  month  specified  in 
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the  preceding  sentence,  the  tax  under  subchapter  B  of  chapter 
27 A,  as  added  by  section  461,  shall  be  reckoned  proportion¬ 
ately  from  the  first  day  of  such  month  to  and  including  the 
thirtieth  day  of  June  following  and  shall  be  due  on,  and 
payable  on  or  before,  the  last  day  of  the  month  specified  in 
the  preceding  sentence. 

Part  ¥444  VII — Manufacturers’  Excise  Taxes 


SEC.  481  471.  AUTOMOBILES,  TRUCKS,  AND  PARTS  OR  AC¬ 
CESSORIES. 

(a)  Increase  in  Tax  on  Trucks.— Section  3403 
(a)  (tax  on  trucks,  busses,  etc.)  is  hereby  amended  by 
striking  out  “5  per  centum”  and  inserting  in  lieu  thereof 

^  per  centum”  “8  per  centum,  except  that  on  and  after 
January  1,  1954,  the  rate  shall  be  5  per  centum” . 


(b)  Increase  in  Tax  on  Passenger  Automobiles 
and  Motorcycles— Section  3403  (b)  (tax  on  automo¬ 
bile  chassis  and  bodies,  etc.)  is  hereby  amended  to  read  as 
follows : 

Other  Chassis  anh  BoniESy  eth — 

“-W  -Other  astoeWe  chassis  and  bodies,  chassis 
and  bodies  for  trailers  and  semi  trailers  -(other  than 
house  trailers-)-  suitable  for  use  in  connection  with  pas¬ 
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therewith  or  with  the  sale  thereof) ,  except  tractors,  40 
per  centime 

(2)-  Chassis  and  bodies  for  house  trailers  -(-includ¬ 
ing  hr  eaeh  ease  parts  er  accessories  therefor  sold  on  or 
hi  connection:  therewith  or  whh  the  safe  thereof) ,  7 
per  centum. 

A  safe  of  an  antomobiky  trailer,  or  semi-trailer  shall,  for 
the  purposes  of  this  subsection^  he  considered  to  he  a  sale  of 
the  chassis  and  of  the  body.” 

“(b)  Other  Chassis  and  Bodies,  Etc. — Other  auto¬ 
mobile  chassis  and  bodies,  chassis  and  bodies  for  trailers  and 
semitrailers  (other  than  house  trailers)  suitable  for  use  in  con¬ 
nection  with  passenger  automobiles,  and  motorcycles  (includ¬ 
ing  in  each  case  parts  or  accessories  therefor  sold  on  or  in 
connection  therewith  or  with  the  sale  thereof) ,  except  tractors, 
10  per  centum,  except  that  on  and  after  January  1,  1954, 
the  rate  shall  be  7  per  centum.  A  sale  of  an  automobile, 

•V 

trailer,  or  semitrailer  shall,  for  the  purposes  of  this  subsection, 
be  considered  to  be  a  sale  of  the  chassis  and  of  the  body  A 
(c)  Increase  in  Tax  on  Parts  or  Accessories  — 
Section  3403  (c)  (tax  on  parts  or  accessories  for  automo¬ 
biles,  etc.)  is  hereby  amended  by  striking  out  “5  per  centum” 
and  inserting  in  lieu  thereof  ^  per  centum”  “8  per  centum, 
except  that  on  and  after  January  1,  1954,  the  rate  shall 
be  5  per  centum ”. 
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(d)  Rebuilt  Parts  or  Accessories— Section  3403 
(c)  (tax  on  parts  or  accessories)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  determining 
the  sale  price  of  a  rebuilt  automobile  part  or  accessory  there 
shall  be  excluded  from  the  price,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  value  of  a  like  part  or 
accessory  accepted  in  exchange.” 

(e)  Technical  Amendment —Section  3403  (e) 

(relating  to  certain  credits  against  the  tax  imposed  by  section 
3403)  is  hereby  amended  by  striking  out  “in  the  case  of  an 
article  taxable  under  subsection  (a),  5  per  centum,  and  in 
the  case  of  an  article  taxable  under  subsection  (b),  7  per 
centum”  and  inserting  in  lieu  thereof  ^un  the  ease  of  an  article 
taxable  under  subsection-la)?  8  per  centum,  in  the  ease  of 
an  artiele  taxable  under  subseetlon  -(b)-  (1) ,  40  per  centum? 
and  in  the  ease  of  an  article  taxable  under  subsection  -(b)- 
-(-2) ,  7-  per  centum”  “in  the  case  of  an  article  taxable  under 
subsection  (a)  or  subsection  (b),  the  applicable  percentage 
rate  of  tax  provided  in  such  subsections" . 

(f)  Parts  or  Accessories  for  Parm  Equip¬ 
ment. — Section  3443  (a)  (3)  (A)  is  hereby  amended 

by  striking  out  the  period  at  the  end  of  clause  (v)  and  in¬ 
serting  in  lieu  thereof  a  semicolon,  and  by  inserting  after 
clause  (v)  the  following: 

“(vi)  in  the  case  of  articles  taxable  under 
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section  3403  (c)  (other  than  spark  plugs, 
storage  batteries,  leaf  springs,  coils,  timers,  and 
tire  chains ) ,  used  or  resold  for  use  as  repair 
or  replacement  parts  or  accessories  for  farm 
equipment  (other  than  equipment  taxable 
under  subsection  (a)  or  (b)  of  section 
3403) 

(g)  Effective  Date  of  Subsection  (f) . — The 
amendment  made  by  subsection  (f)  shall  be  effective  with 
respect  to  articles  purchased  (by  the  user  thereof)  on  or 
after  the  first  day  of  the  first  month  which  begins  more 
than  ten  days  after  the  date  of  the  enactment  of  this  Act. 

(h)  Removal  of  Tax  on  Teres  for  Toys,  Etc. — 
Paragraph  (1)  of  section  3400  (a)  (relating  to  tax  on 
tires)  is  hereby  amended  by  adding  at  the  end  thereof  the 
following:  “The  tax  imposed  by  this  paragraph  shall  not 
apply  to  (A)  tires  which  are  not  more  than  20  inches  in 
diameter  and  not  more  than  one  and  three-fourths  inches 
in  cross-section,  if  such  tires  are  of  all-rubber  construction 
(whether  hollow  center  or  solid)  without  fabric  or  metal 
reinforcement,  or  (B)  tires  of  extruded  tiring  with  internal 
wire  fastening  agent.” 
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SEC.  483  472.  NAVIGATION  RECEIVERS  SOLD  TO  THE 
UNITED  STATES. 

(a)  Exemption  on  Sales  to  United  States  of 
Certain  Radio  Sets— Section  3404  (a)  (relating  to  man¬ 
ufacturers’  excise  tax  on  radio  receiving  sets,  etc.)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new  sen¬ 
tence:  “No  tax  shall  be  imposed  under  this  subsection  with 
respect  to  the  sale  to  the  United  States  for  its  exclusive  use 
of  a  communication,  detection,  or  navigation  receiver  of  the 
type  used  in  commercial,  military,  or  marine  installations.” 

(b)  Tax-Free  Sales  of  Radio  Parts— Section  3404 
(b)  (relating  to  manufacturers’  excise  tax  on  component 
parts  of  radio  receiving  sets,  etc.)  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  sentence:  “Under 
regulations  prescribed  by  the  Secretary,  no  tax  shall  be  im¬ 
posed  under  this  subsection  with  respect  to  the  sale  of  any 
article  for  use  by  the  vendee  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  communication, 
detection,  or  navigation  receivers  of  the  type  used  in  com¬ 
mercial,  military,  or  marine  installations  if  such  receivers 
are  to  be  sold  by  the  vendee  to  the  United  States  for  its 
exclusive  use.  If  any  article  sold  tax-free  to  such  vendee 
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is  not  so  used  by  him,  or  being  so  used  the  receiver  is  not  so 
sold,  the  vendee  shall  be  considered  as  the  manufacturer  or 
producer  of  such  article/’ 

(c)  Refund  in  Case  of  Use  of  Parts. — Section 
3443  (a)  (1)  (relating  to  credits  and  refunds)  is  hereby 
amended  to  read  as  follows : 

“  ( 1 )  to  a  manufacturer  or  producer,  in  the  amount 
of  any  tax  under  this  chapter  which  has  been  paid 
with  respect  to  the  sale  of — 

“(A)  any  article  ( other  than  a  tire,  inner  tube, 
or  automobile  radio  or  television  receiving  set  tax¬ 
able  under  section  3404)  purchased  by  him  and 
used  by  him  as  material  in  the  manufacture  or 
production  of,  or  as  a  component  part  of,  an  article 
with  respect  to  which  tax  under  this  chapter  has 
been  paid,  or  which  has  been  sold  free  of  tax  by 
virtue  of  section  3442,  relating  to  tax-free  sales ; 

“(B)  any  article  described  in  section  3404  (b) 
purchased  by  him  and  used  by  him  as  material  in 
the  manufacture  or  production  of,  or  as  a  com¬ 
ponent  part  of,  communication,  detection,  or  navi¬ 
gation  receivers  of  the  type  used  in  commercial, 
military,  or  marine  installations  if  such  receivers 
have  been  sold  by  him  to  the  United  States  for  its 
exclusive  use.” 
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(d)  Refund  in  Case  of  Resale  to  United 
States. — Section  3443  (a)  (3)  (A)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following: 

“  (vii)  in  the  case  of  a  communication, 
detection,  or  navigation  receiver  of  the  type 
used  in  commercial,  military,  or  marine  installa¬ 
tions,  resold  to  the  United  States  for  its  ex¬ 
clusive  use.” 

(e)  Use  by  Manufacturer  of  Taxable  Parts.— 
Section  3444  (b)  (relating  to  tax  on  use  by  manufacturer  of 
taxable  articles)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following :  ^^Tbis  to  read  as  folloivs: 

“(b)  This  section  shall  not  apply  with  respect  to  the 
use  by  the  manufacturer,  producer,  or  importer  of  articles 
described  in  section  3404  (b)  if  such  articles  are  used  by 
him  as  material  in  the  manufacture  or  production  of,  or  as 
a  component  part  of,  communication,  detection,  or  navi¬ 
gation  receivers  of  the  type  used  in  commercial,  military, 
or  marine  installations  if  such  receivers  are  to  be  sold  to  the 
United  States  for  its  exclusive  use.” 

(f)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  take  effect  as  provided  in 
section  4r&9  480.  The  amendments  made  by  subsections  (c) 
and  (e)  shall  be  applicable  with  respect  to  articles  used  in 
receivers  sold  to  the  United  States  on  or  after  the  first  day  of 
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1  the  first  month  which  begins  more  than  ten  days  after  the 

2  date  of  the  enactment  of  this  Act,  and  the  amendment  made 

3  hy  subsection  (d)  shall  be  applicable  with  respect  to 

4  articles  resold  to  the  United  States  on  or  after  such 

5  first  day. 

6  SEC.  473.  TAX-FREE  SALES  OF  REFRIGERATOR  COMPONENTS  TO 

7  WHOLESALERS  FOR  RESALE  TO  MANUFACTURERS. 

8  Section  3405  (b)  is  hereby  amended  by  inserting 

9  u (hereinafter  referred  to  as  ‘refrigerating  equipment’ )”  be- 

10  fore  the  period  at  the  end  of  the  first  sentence  and  by  striking 

11  out  the  second  and  third,  sentences  and  inserting  in  lieu 

12  thereof  the  following:  “Under  regulations  prescribed  by  the 

13  Secretary,  the  tax  under  this  subsection  shall  not  apply  in 

14  the  case  of  sales  of  any  such  refrigerator  components  by  the 

15  manufacturer,  producer,  or  importer  to  (1)  a  manufac- 

16  turer  or  producer  of  refrigerating  equipment,  or  (2)  a  vendee 

17  jor  resaJe  f0  a  manufacturer  or  producer  of  refrigerating 

18  equipment  if  such  components  are  in  due  course  so  resold. 

19  If  any  such  refrigerator  components  are  resold  by  the  manu- 

20  facturer  or  producer  to  whom  sold  or  resold  otherwise  than 

21  on  or  in  connection  with,  or  with  the  sale  of,  complete  re- 

22  frigerating  equipment  manufactured  or  produced  by  him, 

23  then  for  the  purposes  of  this  section  such  manufacturer  or 
21=  producer  shall  be  considered  the  manufacturer  or  producer 
25  .of  the  refrigerator  components  so  resold  by  him.” 
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SEC  48&  REPEAL  OE  TAX  ON  CERTAIN 


r.ooD9- 

uv/V/i/kjy 


INCREASE  IN  TAX  ON  REMAINING  SPORTING 


Section  3406  -{ft}-  -(4-)-  -{rdating  to  manufacturers’  ex- 
eise  tax  on  sporting  goods-)-  is  hereby-  amended  to  read  as 
follows  :■ 


U 


-{4}-  Sporting  Good&: — Badminton  nets;  badminton 
rackets  -{measuring  33  inches  over-all  or  more  in  length-; 
badminton  racket  frames  (measuring  22  inches  over-all  or 


strings 


shuttle- 


more  in  length}-; 
cocks-;  badminton  standards ;  baseballs ;  baseball  hats  -{meas¬ 
uring  30  inches  or  more  in  length)  ;  baseball  body  protcetors 
and  shin  guards  ;  baseball  gloves  and  mitts-;  baseball  masks-; 
billiard  and  pool  tables  (measuring  4b  inches  over-all  or 
more  in  length)  ;  billiard  and  pool  balls  and  cues  for  sueb 
tables ;  bowling  balls  and  pins ;  day  pigeons  and  traps  for 
thro-wing  day  pigeons ;  croquet  balls  and  mallets ;  curling 
stones-;  deck  tennis  rings,-  netsy  and  posts-;  fishing  rodsy  creels, - 
redsy  and  ar-tifielal  lures,  baitsy  and  flies;  golf  bags  (mcasur- 
ing  30  niches  or  more  in  length)  -;  golf  balls-;  golf  clubs 
-{measuring  00  inches  or  more  in  length)-;  polo  balls-;  polo 
mallets;  skis;  ski  poles ;  snow  shoes-;  squash  balls;  squash 
rackets  (measuring  33  inehes  over-all  or  more  in  length)-; 
squash  racket  frames  -{measuring  33  inches  over-all  or  more 
in  length)  -;  squash  raeket  string ;  table  tennis  tablesy  ballsy 
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netsy  paddles;  tennis  bails-;  tennis  nets-;  tennis  rackets 
-(measuring  2-2  inches  o-vor-all  er  more  m  length)  ;  tennis 
racket  frames  (measuring  22  inches  0¥er-ah  or  more  in 
length-)--;  tennis  racket  string-;  4-§  per  centum.” 

SEC.  474.  SPORTING  GOODS. 

Section  3406  (a)  (1)  ( relating  to  manufacturers  excise 
tax  on  sporting  goods)  is  hereby  amended  to  read  as  follows: 

“( 1)  Sporting  Goods. — Badminton  nets;  badminton 
rackets  (measuring  22  inches  over  all  or  more  in  length); 
badminton  racket  frames  ( measuring  22  inches  over  all  or 
more  in  length )  ;  badminton  racket  string;  badminton  shuttle¬ 
cocks;  badminton  standards;  billiard  and  pool  tables  (meas¬ 
uring  45  inches  over  all  or  more  in  length )  ;  billiard  and  pool 
balls  and  cues  for  such  tables;  bowling  balls  and  pins;  clay 
pigeons  and  traps  for  throwing  clay  pigeons;  cricket  balls; 
cricket  bats;  croquet  balls  and  mallets;  curling  stones;  deck 
tennis  rings,  nets,  and  posts;  golf  bags  ( measuring  26  inches 
or  more  in  length )  ;  golf  balls;  golf  clubs  ( measuring  30  inches 
or  more  in  length) ;  lacrosse  balls;  lacrosse  sticks;  polo  balls; 
polo  mallets;  skates;  skis;  ski  poles;  snow  shoes;  snow  tobog¬ 
gans  and  sleds;  squash  balls;  squash  rackets  (measuring  22 
inches  over  all  or  more  in  length);  squash  racket  frames 
( measuring  22  inches  over  all  or  more  in  length ) ;  squash 
racket  string;  table  tennis  tables,  balls,  nets,  and  paddles; 
tennis  balls;  tennis  nets;  tennis  rackets  ( measuring  22  inches 
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over  all  or  more  in  length) ;  tennis  racket  frames  (measuring 
22  inches  over  all  or  more  in  length)  ;  tennis  racket  string; 
15  per  centum;  fishing  rods,  creels,  reels,  and  artificial  lures, 
baits,  and  flies;  10  per  centum .” 

SEC.  484  475.  ADDITION  OF  CERTAIN  ITEMS  TO  THE  TAN 
ON  ELECTRIC-,  CAS 5  AND  (HE  APPLIANCES ; 
REMOVAL  OF  TAX  ON  ELECTRIC  II  EAT  INF 
FADS  ELECTRIC,  GAS,  AND  OIL  APPLIANCES. 

(a)  Items  Subject  to  Tax. — Section  3406  (a)  (3) 
(relating  to  manufacturers’  excise  tax  on  electric,  gas,  and 
oil  appliances)  is  hereby  amended  (1)  by  inserting  after 
“ Electric  direct  motor-driven  fans  and  air  circulators"  the 
following:  11  (not  of  the  industrial  type)" ,  (2)  by  striking  out 
“ electric  air  heaters  (not  including  furnaces)"  and  inserting 
in  lieu  thereof  “ electric  air  heaters  (not  including  furnaces 
and  electric  air  heaters  of  the  blower  type)”,  (3)  by  striking 
out  “electric  beating  pads  and  blankets”  and  inserting  in 
lieu  thereof  “electric  blankets,  sheets,  and  spreads”,  and 
(4)  by  inserting  after  “juicers;”  the  following:  “and 
the  following  appliances  of  the  household  type:  electric 
belt-driven  fans;  electric  exhaust  blowers;  electric  or  gas 
clothes  driers;  electric  door  chimes;  electric  dehumidifiers ; 
electric  dishwashers;  electric  floor  polishers  and  waxers; 
electric  food  choppers  and  grinders;  electric  hedge  trim¬ 
mers;  electric  ice  cream  freezers;  electric  mangles;  electric 
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motion  or  still  picture  projectors;  electric  pants  pressers; 
electric  shavcrs-j  electric  vacuum  cleaners;  electric  washing 
machines ;  electric  garbage  disposal  units ;  and  power  lawn 
mowers;”. 

(b)  Determination  of  Sale  Price. — Section  3441 
(b)  is  hereby  amended  by  striking  out  “or”  at  the  end  of 
clause  (2),  by  inserting  “or”  at  the  end  of  clause  (3),  and 
by  adding  after  clause  (3)  the  following  new  clause: 

“(4)  sold  at  retail  under  an  arrangement  whereby 
the  manufacturer  negotiates  the  sale  on  behalf  of  the 
retailer;”. 

SEU48&  ADJUSTMENTS  Q E  TAX  RATES  ON  PHOTOGRAPHIG 
APPARATUS  AN©  EILMf  REREAD  ©E  TAX  ON 
CERTAIN  ITEMS; 

-(a)-  Items  Subject  to  Tax. — Section  3406  -(a)-  -f4)- 
-frelating  to  tiro  manufacturers’  excise  tax  on  photographic 
apparatus)-  is  hereby  amended  to  read  as  fohows-r 

“-(4) ■  Photographic  Apparatus. — Cameras  and 
camera  lenses,  and  uncxposcd  photographic  hhn  in  rods 
-(including  motion  picture  film)  SO  per  centum.  The 
tax  imposed  under  this  paragraph  shall  not  apply  to 
-X  ray  cameras;  to  cameras  weighing  more  than  four 
pounds  exclusive  of  lens  and  accessories,  to  still  eamora 
lenses  having  a  focal  length  of  more  than  one  hundred 
and  twenty  millimeters,  to  motion  picture  camera  lenses 
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having  a  fecal  length  ef  more  than  thirty  millimeters,  to 


-X-ray  thug  te  him  more  than  one  hundred  and  hfty 
feet  in  length,  or  te  hhn  more  than  twenty-five  feet 
in  length  and  mere  than  thirty  millimeters  in  -width;- 
Any  person  who  acquires  un exposed  photographic  hhn 
net  subject  te  tax  under  this  paragraph  and  sells  seeh 
hhn  in  form  and  dimensions  subject  te  tax 
-(or  in  connection  with  a  sale  cuts  such  hhn 
te  form  and  dimensions  subject  te  tax  hereunder)  shall 
for  the  purposes  ef  this  subsection  be  considered  the 
manufacturer  ef  the  hhn  so  sold  by  him.” 

-fhj-  -Floor  Stocks  Refunds  Bulbs. — 

respect  te  any  photo  flash  or  ether  bulb 
upon  which  the  tax  imposed  under  section  3406  -(a)- 
-(4)-  ef  the  Internal  Revenue  Gede  has  been  paid,  and 
which-  en  the  effective  date  specified  in  section  4X9-  ef 
tins  Aet  is  held  by  any  person  and  intended  for  saley  or 
for  use  in  the  manufacture  or  production  ef  any  artielo 
intended  for  sahy  there  shah  he  credited  or  refunded  te 
the  manufacturer  or  producer  ef  seeh  bulb  (without 
interest)^  subject  te  seeh  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary,  an  amount  equal  te  so  much 
ef  the  tax  so  paid  as  has  been  paid  by  seeh  manufacturer 
or  producer  te  soeb  person  as  reimbursement  for  the 
elimination  en  seeh  effective  date  ef  the  tax  en  such  bulb,- 
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if  claim  for  sueh  credit  or  refund  is  filed  with  the  Scero- 
tary  prior  to  the  expiration  of  three  months  after  sueh 
effective  hater  An  credit  or  refund  shah  he  allowable 
under  this  paragraph  for  any  bulb  held  by  any  person 
for  sale  whieh  was  purchased  by  such  person  as  a  com¬ 
ponent  part  of  any  other  article. 

-(h)-  An  person  shah  he  entitled  to  credit  or  refund 
under  paragraph  -(4-)-  unless  he  has  in  his  possession  sueh 
evidence  of  the  inventories  with  respeet  to  which  he  has 
made  the  reimbursements  described  in  paragraph  -ft)-  as 
the  regulations  under  paragraph  -ft)-  shah  prescribe? 

-{Sj-  Ah  provisions  of  lawy  including  penalties,  ap¬ 
plicable  with  respect  to  the  tax  imposed  under  section 
3406  -(a)-  -(4)-  of  the  Internal  Revenue  Godc  shah; 
insofar  as  applicable  and  not  inconsistent  with  this  sub¬ 
section,  he  applicable  in  respect  of  the  credits  and  refunds 
provided  for  in  this  subsection  to  the  same  extent  as  if 
sueh  credits  or  refunds  constituted  credits  or  refunds  of 
sueh  taxes. 

SEC.  476.  PHOTOGRAPHIC  APPARATUS. 

Section  3406  (a)  (4)  is  hereby  amended  to  read  as 
follows: 

“(4)  Photographic  apparatus. — Cameras  ( ex¬ 
cept  cameras  weighing  more  than  four  pounds  exclusive 
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of  lens  and  accessories)  and  lenses;  photographic  appa¬ 
ratus  and  equipment;  any  apparatus  or  equipment  de¬ 
signed  especially  for  use  in  the  taking  of  photographs  or 
motion  pictures  or  in  developing,  printing,  or  enlarging 
photographs  or  motion  pictures;  unexposed  photographic 
films  (including  motion  picture  films  hut  not  including 
X-ray  film) ;  unexposed  photographic  plates;  and  unex¬ 
posed  sensitized  paper;  15  per  centum.  The  amount  of 
tax  payable  on  a  sale  of  unexposed  thirty-five  millimeter 
color  positive  print  motion  picture  film  shall  be  computed, 
in  lieu  of  on  the  price  for  which  so  sold,  on  the  price  for 
which  an  equivalent  quantity  of  unexposed  thirty-five 
millimeter  black  and  white  positive  print  motion  picture 
film  is  sold,  in  the  ordinary  course  of  trade,  by  manu¬ 
facturers  or  producers  thereof,  as  determined  by  the 
Secretary .” 

SEC.  486  477.  IMPOSITION  OF  TAX  ON  MECHANICAL  PEN¬ 
CILS  AN©  FOUNTAIN  AN©  BALL  POINT 
PENS  PENCILS,  FOUNTAIN  AND  BALL  POINT 
PENS,  AND  MECHANICAL  LIGHTERS  FOR  CIGA¬ 
RETTES,  CIGARS,  AND  PIPES. 

Chapter  29  (relating  to  manufacturers’  excise  and  im¬ 
port  taxes)  is  hereby  amended  by  adding  after  section  3407 
the  following  new  section: 

H.  R.  4473 - 18 
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“SEC.  3408.  TAX  ON  MECHANICAL  PENCILS  AND  EOLNTALN 
AN©  BALL  POINT  PENS  PENCILS,  FOUNTAIN 
AND  BALL  POINT  PENS,  AND  MECHANICAL  LIGHT¬ 
ERS  FOR  CIGARETTES,  CIGARS,  AND  PIPES. 

“  (a)  Imposition  of  Tax— There  shall  be  imposed 
on  the  following  articles,  sold  by  the  manufacturer,  producer, 
or  importer,  a  tax  equal  to  20  10  per  centum  of  the  price 
for  which  so  sold:  Mechanical  pencils,  fountain  pens,  and 
ball  point  pens  pens;  mechanical  lighters  for  cigarettes,  cigars, 
and  pipes. 

“(b)  Exemption  if  Article  Taxable  as  Jew¬ 
elry. — No  tax  shall  be  imposed  under  this  section  on  any 
article  taxable  under  section  2400  (relating  to  jewelry  tax) . 
If  any  article,  on  the  sale  of  which  tax  has  been  paid  under 
this  section,  is  further  manuf actured  or  processed  resulting  in 
an  article  taxable  under  section  2400,  the  person  who  sells 
such  article  at  retail  shall,  in  the  computation  of  the  retailers'1 
excise  tax  due  on  such  sale,  be  entitled  to  a  credit  or  refund 
in  an  amount  equal  to  the  tax  paid  under  this  section 
SEC.  487  478.  REPEAL  OF  TAX  ON  ELECTRICAL  ENERGY. 

(a)  Repeal  of  Tax. — Section  3411  (relating  to  tax 
on  electrical  energy  for  domestic  or  commercial  consump¬ 
tion)  ,  and  sections  3441  -fdfy  34 1 1  -{h)-  ##4  fgj  anc[  3447 
(c)  (related  provisions),  are  hereby  repealed. 
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(b)  Effective  Date.— 

(1)  Except  as  provided  in  paragraph  (2),  the 
provisions  of  subsection  (a)  shall  apply  to  electrical 
energy  sold  on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  ten  days  after  the  date  of  the 
enactment  of  this  Act. 

(2)  In  the  case  of  electrical  energy  sold  which  is 
billed  to  the  customer  for  a  period  beginning  before  the 
effective  date  specified  in  paragraph  (1)  and  ending 
on  or  after  such  date,  the  provisions  of  subsection  (a) 
shall  apply  to  that  portion  of  the  amount  billed  for  the 
electrical  energy  sold  during  such  period  which  the  num¬ 
ber  of  days  in  such  period  on  and  after  such  effective  date 
bears  to  the  total  number  of  days  in  such  period.  This 
section  shall  not  apply  to  electrical  energy  sold  before 
such  effective  date  for  which  a  bill  was  rendered  prior 
to  such  date. 

SEC.  488  479.  TAX  ON  GASOLINE. 

(a)  Incbease  in  Hate. — Section  3412  (a)  is  hereby 
amended  by  striking  out  “1-|  cents”  and  inserting  in  lieu 

thereof  “ 2  cents”  and  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  sentence:  “On  and  after  January  1,  1954,  the 
tax  imposed  by  this  section  shall  be  14;  cents  a  gallon  in  lieu  of 
2  cents  a  gallon .”. 
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(b)  Floor  Stocks  Tax  and  Refund. — Section  3412 
is  hereby  amended  by  adding  at  the  end  thereof  the  following 
new  subsection  subsections: 

“  (f)  1951  Floor  Stocks  Tax— On  gasoline  subject  to 
tax  under  this  section  which,  on  the  effective  date  of  section 
4r8&  479  (a)  of  the  Eevenue  Act  of  1951,  is  held  and  in¬ 
tended  for  sale,  there  shall  be  levied,  assessed,  collected,  and 
paid  a  floor  stocks  tax  at  the  rate  of  ^  cent  per  gallon.  The 
tax  shall  not  apply  to  gasoline  in  retail  stocks  held  at  the 
place  where  intended  to  be  sold  at  retail,  nor  to  gasoline  held 
for  sale  by  the  manufacturer;  producer;  or  importer  thereof-A 
a  producer  or  importer  of  gasoline. 

“(g)  Floor  Stock  Refund  — 

“( 1)  In  general. — With  respect  to  any  gasoline 
taxable  under  this  section,  upon  which  tax  (including 
floor  stocks  tax )  at  the  applicable  rate  has  been  paid, 
and  which,  on  January  1,  1954,  is  held  and  intended, 
for  sale  by  any  person,  there  shall  be  credited  or  re¬ 
funded  (without  interest)  to  the  producer  or  importer 
who  paid  the  tax,  subject  to  such  regulations  as  may  be 
prescribed  by  the  Secretary,  an  amount  equal  to  so  much 
of  the  difference  between  the  tax  so  paid  and  the  amount 
of  tax  made  applicable  to  such  gasoline  on  and  after  Jan¬ 
uary  1,  1954,  as  has  been  paid  by  such  producer  or  irn- 
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porter  to  such  person  as  reimbursement  for  the  tax 
reduction  on  such  gasoline ,  if  claim  for  such  credit  or 
refund  is  filed  with  the  Secretary  prior  to  April  1,  1954. 
No  credit  or  refund  shall  be  allowable  under  this  sub¬ 
section  with  respect  to  gasoline  in  retail  stocks  held  at 
the  place  where  intended  to  be  sold  at  retail,  nor  with 
respect  to  gasoline  held  for  sale  by  a  producer  or  im¬ 
porter  of  gasoline. 

“( 2)  Limitation  on  eligibility  for  credit  or 
refund. — No  producer  or  importer  shall  be  entitled  to  a 
credit  or  refund  under  paragraph  (1)  unless  he  has  in 
his  possession  satisfactory  evidence  of  the  inventories 
with  respect  to  which  he  has  made  the  reimbursements 
described  in  such  paragraph,  and  establishes  to  the  sat¬ 
isfaction  of  the  Secretary  with  respect  to  the  quantity  of 
gasoline  as  to  which  credit  or  refund  is  claimed  under 
such  paragraph,  that  on  or  after  January  1,  1954,  such 
quantity  of  gasoline  ivcis  sold,  to  the  ultimate  consumer 
at  a  price  which  reflected,  the  amount  of  the  tax  reduction. 

“(3)  Penalty  and  administrative  proce¬ 
dures. — All  provisions  of  law,  including  penalties,  ap¬ 
plicable  in  respect  of  the  tax  imposed  under  this  section 
shall,  insofar  as  applicable  and  not  inconsistent  ivith  this 
subsection,  be  applicable  in  respect  of  the  credits  and 
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refunds  'provided  for  in  this  subsection  to  the  same  extent 
as  if  such  credits  or  refunds  constituted  credits  or  refunds 
of  such  taxes.” 

SEC.  489  480.  EFFECTIVE  DATE  OF  PART  V4I4  VII. 

Except  as  otherwise  expressly  provided  in  this  part, 
the  amendments  made  by  this  part  shall  take  effect  on  the 
first  day  of  the  first  month  which  begins  more  than  10  days 
after  the  date  of  the  enactment  of  this  Act. 

Part  IX  VIII — Miscellaneous  Excise  Tax  Amendments 


SEC.  494  481.  REDUCTION  OF  TAX  ON  TELEGRAPH  DIS¬ 
PATCHES. 

(a)  Reduction  of  Tax. — The  first  sentenee  ef  seetien 
3465  -faf  -(4-)"  -(Rf  R  hereby  amended  to  read  as  fellows-: 
^hln  the  amount  paid  within  the  droited  States  for  eaeh 
telegraph ,  cable,  or  radio  dispatch  or  message  a  tax  egual 
to  fiO  per  centum  of  the  amount  so  paidy  except  that  in  the 
ease  of  eaeh  international  telegraphy  cable,  or  radio  de¬ 
er  message  the  rate  shall  he  40  per 


-fbf  Clerical  Amendment. — The  table  contained  in 
section  1650  (relating  to  the  war  tax  rates  of  certain  miscel¬ 
laneous  taxes)  is  hereby  amended  by  striking  out  the 
following : 


"3  465  (a)  (1)  (B)  (In-  Domestic  Telegraph,  Cable,  or 
sofar  as  it  relates  to  Radio  Dispatches, 
domestic  telegraph, 
cable,  and  radio  dis¬ 
patches). 


15  per  centum 


26  per  centum.” 
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-fe}-  (b)  Effective  Date. — Subject  to  the  provisions 
of  subsection  -fdf  (c),  the  amendments  made  by  this  section 
shall  apply  with  respect  to  amounts  paid  on  or  after  the 
rate  reduction  date  (as  defined  in  subsection  (d))  for 
services  rendered  on  or  after  such  date. 

-fdf  (c)  Amounts  Paid  Pursuant  to  Bills  Ren¬ 
dered. — The  amendments  made  by  this  section  shall  not 
apply  with  respect  to  amounts  paid  pursuant  to  bills  rendered 
prior  to  the  rate  reduction  date.  In  the  case  of  amounts  paid 
pursuant  to  bills  rendered  on  or  after  the  rate  reduction  date 
for  services  for  which  no  previous  bill  was  rendered,  the 
amendments  made  by  this  section  shall  apply  except  with 
respect  to  such  services  as  were  rendered  more  than  2 
months  before  such  date.  In  the  case  of  services  rendered 
more  than  2  months  before  such  date  the  provisions  of 
sections  1650  and  3465  of  the  Internal  Revenue  Code  in 
effect  at  the  time  such  services  were  rendered  shall  be 
applicable  to  the  amounts  paid  for  such  services. 

-fe)-  (d)  Rate  Reduction  Date. — For  the  purposes  of 
this  section  the  term  “rate  reduction  date”  means  the  first  day 
of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act. 
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SEC.  482.  EXEMPTION  OF  CERTAIN  OVERSEAS  TELEPHONE  CALLS 
FROM  THE  TAX  ON  TELEPHONE  FACILITIES. 

(a)  Telephone  Calls  From  Members  of  Armed 
Forces  in  Combat  Zones. — Section  3466  is  amended  by 
redesignating  subsection  (c)  thereof  as  subsection  “( d)" 
and  by  inserting  after  subsection  (b)  the  following  new 
subsection : 

11  (c)  No  tax  shall  be  imposed  under  section  3465  (a) 
(1)  (A)  upon  any  payment  received  for  any  telephone  or 
radio  telephone  message  which  originates  within  a  combat 
zone,  as  defined  in  section  22  (b)  (13),  from  a  member  of 
the  Armed  Forces  of  the  United  States  performing  service  in 
such  combat  zone,  as  determined  under  such  section,  provided 
a  certificate,  setting  forth  such  facts  as  the  Secretary  may  by 
regulations  prescribe,  is  furnished  to  the  person  receiving 
such  payments 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  enactment  of  this  Act  for  telephone  or  radio 
telephone  messages  made  on  or  after  such  date. 

SEC.  403  483.  EXEMPTION  OF  FISHING  TRIPS  FROM  TAX  ON 
TRANSPORTATION. 

(a)  Exemption— Section  3469  (b)  (relating  to 
exemption  of  certain  trips  from  tlie  tax  on  transportation  of 
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persons)  is  hereby  amended  by  striking  out  “or  to  amounts” 
and  inserting  in  lieu  thereof  “to  amounts”,  and  by  inserting 
after  the  words  “one  month  or  less”  the  following  “,*  or  to 
amounts  paid  for  transportation  by  boat  for  the  purpose  of 
fishing  from  such  boat”. 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act  for  transportation  on 
or  after  such  first  day. 

see,  transportation  of  oif  icy  water. 

-faf  Imposition  of  Tax. — Chapter  3-0  -{relating  to 
transportation  and  communications  taxes)-  is  kereby  amended 
by  adding  at  the  end  thereof  the  following  new  sub-ehapter-e 

“SUBCHAPTER  F  TRANSPORTATION  OF  04U  B¥ 

WATER 


^SE€;  34T&  TRANSPORTATION  OF  OIF  B¥  WATER, 

“  (a)-  Tax; — There  shall  he  imposed  upon  all  transporta¬ 
tion  -{other  than  transportation  taxable  under  section  34-7-5-)- 
of  crude  petroleum  and  btpud  products  thereof  by  watery 
from  one  point  In  the  United  States  to  another^  a  tax  egual  to 
3  per  centum  of  the  fair  eharge  for  sueb  trail sportatlem 
--(b)  Fair  Charge  Defined. — For  the  purposes  of 
this  section,  the  fair  eharge  for  transportation  shall  he  com¬ 
puted  on — 
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■“  (1-)  the  kasis  ef  tke  eliargc  fee  sack 
made  ky  persons  performing  like  transportation  fee  kire^ 

-(2)-  if  ne  suek  ekarge  exists,  tken  en  tke  Oasis 
ef  a  reasenakle  ekarge  fee  seek  transportation^-  as  deter¬ 
mined  by  fke  Seeretaryr 

— {ef  Exemption  Erom  Tax. — Tke  tax  imposed  by 
tkis  seetiea  skak  net  apply  te — 

^-ftf  transportation  vritkin  tke  premises  ef  a  pee- 
daeiag  property,  rekneryj  kalk  plenty  tormiaal,  ee  gase- 
liae  plant-;- 

—  (gf  teaaspeetatiea  ia  a  vessel  ef  a  peedaet  te  ke 
ased  fvritkeut  aaleadiagf  as  fael  suppkesy  skip-s  stores 
sea  stores?  ee  legitimate  equipment,  ea  seek  vessel ; 

—  (3)  teaaspeetatiea  by  and:  fee  tke  exelasive  use  ef 
tke  Eevermnent  ef  tke  United  Statesy  ee  ky  and  fee  tke 
exelasive  ase  ef  any  8tate7  Territeryy  ee  pektieal  sakdi 
vision  tkereof,  ee  tke  Eistriet  ef  Oolamkia ;  ae 

--{4f  peedaets  transported  ky  an  individual  fee  kis 
peeseaal  ase  and  net  fee  kusiness  paepesesr 
£L(df  Ee-tprx  an©  Paxmen-t  of  Ea?a — Tke  tax  im¬ 
posed  ky  tkis  seetiea  skall  ke  paid  ky  tke  peesea  faenisking 
tke  transportation  suk-jeet  te  tlie  taxr  Every  person  liakle  fee 
tke  tax  imposed  under  tkis  seetiea  skak  make  returns  and  pay 
suek  taxes  te  tke  eekeeter  fee  tke  district  in  wkick  is  leeated 
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bis  principal  place  el  business  eg  II  he  bee  no  principal  place 
el  business  in  fhe  United  States,  then  te  the  collector  a4 


Seek  returns  shall  contain  such  infer- 


mation  anti  he  made  at  seek  times  and  in  seek 


as  the 


Secretary  by  regulations  may  prescribe.- 

-(h)-  Technical  Amexdme-nt: — Seetien-  347-5  -(af 
-(relating  te  tax  en  transportation  el  property)  ■  is  hereby 
amended  he  adding  at  the  end  thereel  the  toll  e-wing  new 
a  ^4n  the  ease  el  transportation  el  emde 


and  htpiid  prednets  thereel  by  water  Irens  ene  point  in  the 
-Hinted  States  te  another,  il  -(ether  than  in  the  ease  el  an 
ernes  length  transaction)-  the  amount  paid  ler  such  trans¬ 
portation  is  less  than  the  fair  charge  therefor  -(as  defined  in 
section  347h  -(h)-)-  the  tax  imposed  by  seetien  347th  and  net 
the  tax  imposed  by  this  seetien  shah  apply  noth  respeet  te 


-(e)-  IhFEeTWfi  Hate. — The  amendments  made  by  this 
section  shah  he  applicable  only  with  respeet  to  transportation 
which  begins  en  or  after  the  first  day  el  the  first  month 
wkiek  begins  more  than  ten  daws  after  the  date  of  the 
of  this  Aetr 


SEC.  484.  TAX  ON  TRANSPORTATION  OF  PERSONS. 

(a)  Exemption  of  Certain  Foreign  Travel. — 
Section  3469  (a)  of  the  Internal  Revenue  Code  (relating 
to  tax  on  transportation  of  persons)  is  hereby  amended  by 
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striking  out  the  third  sentence  and  inserting  in  lieu  of  such 
sentence  the  following:  “In  the  case  of  transportation  by 
water  on  a  vessel  which  makes  one  or  more  intermediate  stops 
at  ports  within  the  United,  States,  Canada,  or  Mexico  on  a 
voyage  which  begins  or  ends  in  the  United  States  and  ends 
or  begins  outside  the  northern  portion  of  the  Western  Hemi¬ 
sphere,  no  part  of  such  transportation  shall  be  considered  for 
the  purposes  of  the  preceding  sentence  to  be  from  any  port 
within  the  United  States,  Canada,  or  Mexico  to  any  other 
such  port  if  the  vessel  in  stopping  at  any  such  intermediate 
port  is  not  authorized  both  to  discharge  and  to  take  on  passen¬ 
gers.  A  port  or  station  within  Newfoundland  shall  not,  for 
the  purposes  of  the  preceding  two  sentences,  be  considered  as 
a  port  or  station  within  Canada 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  ( a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  ten  days  after 
the  date  of  the  enactment  of  this  Act  for  transportation  on  or 
after  such  first,  day. 

SEC.  485.  TRANSPORTATION  OF  MATERIAL  EXCAVATED  IN  THE 
COURSE  OF  CONSTRUCTION  WORK. 

(a)  Amendment  of  Section  3475. — Section  3475 
( relating  to  tax  on  transportation  of  property )  is  hereby 
amended  by  adding  at,  the  end  thereof  the  following:  “The 
tax  imposed  by  this  section  shall  not  apply  to  the  transpor- 
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tation  of  earth,  rock,  or  other  material  excavated  within  the 
boundaries  of,  and  in  the  course  of,  a  construction  project 
and  transported  to  any  place  within,  or  adjacent  to,  the 
boundaries  of  such  project 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  amounts  paid  on  or  after  the  first 
day  of  the  first  month  which  begins  more  than  ten  days  after 
the  date  of  enactment  of  this  Act  for  transportation  on  or 
after  such  first  day. 

SEC.  4M  486.  ARTICLES  FROM  FOREIGN  TRADE  ZONES. 

(a)  Imported  Articles. — Upon  all  articles  specified 
in  section  2000  (c)  (2),  2800  (a),  3030  (a),  or  3150 
(a)  of  the  Internal  Revenue  Code  on  which  the  internal 
revenue  taxes  imposed  by  law  have  been  determined, 
pursuant  to  section  3  of  the  Act  of  June  18,  1934,  as 
amended  (U.  S.  C.,  title  19,  sec.  81c),  prior  to  the 
effective  date  of  the  rates  of  tax  imposed  on  such 
articles  by  this  Act,  and  which  on  or  after  such  effective 
date  are  brought  from  foreign  trade  zones  into  customs 
territory  of  the  United  States,  there  shall  be  levied,  assessed, 
collected,  and  paid  on  such  articles,  in  addition  to  the  tax 
so  determined,  an  additional  tax  at  rates  equal  to  the  in¬ 
creases  in  rates  of  tax  made  applicable  to  such  articles  by 
this  Act.  The  tax  imposed  by  this  subsection  shall  be  col¬ 
lected,  paid,  and  accounted  for  at  the  same  time  and  in  the 


28  6 


1  same  manner  as  tax  on  sueli  article  is  collected,  paid,  and 

2  accounted  for  when  brought  from  the  foreign  trade  zone 

3  into  the  customs  territory. 

4  (b)  Previously  Taxpaid  Articles. — Upon  all  tax- 

5  paid  articles  specified  in  section  2000  (c)  (2),  2800  (a), 

6  3030  (a),  or  3150  (a)  of  the  Internal  Revenue  Code 

7  which  have  been  taken  into  foreign  trade  zones  from 

8  the  customs  territory  of  the  United  States  and  placed 

9  under  the  supervision  of  the  collector  of  customs,  pur- 

10  suant  to  the  second  proviso  of  section  3  of  the  Act 

11  of  June  18,  1934,  as  amended  (U.  S.  C.,  title  19,  sec. 

12  81c) ,  prior  to  the  effective  date  of  the  rates  of  tax  imposed 

13  on  suc|i  articles  by  this  Act,  and  which  on  or  after  such 

14  effective  date  are  (without  loss  of  identity)  returned  from 

15  foreign  trade  zones  to  customs  territory  of  the  United  States, 

16  there  shall  he  levied,  assessed,  collected,  and  paid  on  such 

17  articles  an  additional  tax  at  rates  equal  to  the  increases  in 

18  rates  of  tax  made  applicable  to  such  articles  by  this  Act. 

19  The  tax  imposed  by  this  subsection  on  any  article  shall  be 

20  collected,  paid,  and  accounted  for  at  the  same  time  and  in 

21  the  same  manner  as  if  such  article  had  been  taken  into  the 

22  foreign  trade  zone  free  of  tax. 

23  SEC.  487.  REFUNDS  ON  ARTICLES  FROM  FOREIGN  TRADE  ZONES. 

24  (a)  Imported  Articles. — With  respect  to  any  article 

25  specified  in  section  2000  (c)  (2),  2800  (a),  3030  (a),  or 
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3150  (a)  of  the  Internal  Revenue  Code  on  which  internal 
revenue  tax  at  the  applicable  rate  prescribed  in  such  section 
has  been  determined  pursuant  to  section  3  of  the  Act  of 
June  18,  1934,  as  amended  (U.  S.  C.,  title  19,  sec.  81c), 
prior  to  January  1,  1954,  and  which  on  or  after  such  date 
is  brought  from  a  foreign  trade  zone  into  customs  territory 
of  the  United  States  and  the  tax  so  determined  thereon  paid, 
there  shall  be  credited  or  refunded  (without  interest)  to  the 
taxpayer,  subject  to  such  regulations  as  may  be  prescribed 
by  the  Secretary,  an  amount  equal  to  the  difference  between 
the  tax  so  paid  and  the  amount  of  tax  made  applicable  to 
such  articles  on  and  after  January  1,  1954,  if  claim  for 
such  credit  or  refund  is  filed  with  the  Secretary  within  thirty 
days  after  payment  of  the  tax. 

(b)  Previously  Taxpaid  Articles. — With  respect 
to  any  article  specified  in  section  2000  (c)  (2),  2800  (a), 
3030  (a),  or  3150  (a)  of  the  Internal  Revenue  Code,  upon 
which  internal  revenue  tax  (including  floor  stocks  tax)  at  the 
applicable  rate  prescribed  in  such  section  has  been  paid,  and, 
which  was  taken  into  a  foreign  trade  zone  from  the  customs 
territory  of  the  United  States  and  placed  under  the  super¬ 
vision  of  the  collector  of  customs,  pursuant  to  the  second 
proviso  of  section  3  of  the  Act  of  June  18,  1934,  as  amended 
(U .  S.  C.,  title  19,  sec.  81c) ,  prior  to  January  1,  1954,  and 
which  on  or  after  such  date  is  (without  loss  of  identity) 
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returned  from  a  foreign  trade  zone  to  customs  territory  of 
the  United  States,  there  shall  he  credited  or  refunded  ( with¬ 
out  interest)  to  the  person  so  returning  such  article,  subject 
to  such  regulations  as  may  be  prescribed  by  the  Secretary, 
an  amount  equal  to  the  difference  between  the  tax  so  paid  and 
the  amount  of  tax  made  applicable  to  such  articles  on  and 
after  January  1,  1954,  if  claim  for  such  credit  or  refund 
is  filed  with  the  Secretary  within  thirty  days  after  the  return 
of  the  article  to  customs  territory. 

TITLE  V— EXCESS  PROFITS  TAX 

SEC.  501.  MAXIMUM  TAX  FOR  NEW  CORPORATIONS. 

Section  430  (relating  to  imposition  of  tax)  is  hereby 
amended  as  follows: 

(1)  By  adding  at  the  end  of  subsection  (a)  thereof, 
as  amended  by  section  121  of  this  Act,  the  following: 

“(3)  In  the  case  of  a  corporation  for  which  an 
amount  is  determined  for  the  taxable  year  under  sub¬ 
section  (e),  the  amount  determined  under  such  sub¬ 
section.” 

(2)  By  redesignating  subsection  (e)  as  subsection 
(f);  and 

(3)  By  inserting  after  subsection  (d)  the  following 
new  subsection: 

“(e)  New  Corporations. — 

“(1)  Alternative  amount. — In  the  case  of  a 
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taxpayer  which  commenced  business  after  July  1, 
1945,  the  amount  referred  to  in  subsection  (a)  (3) 
shall  be — 

“(A)  If  the  taxable  year  is  the  first  or  second 
taxable  year  of  the  taxpayer,  an  amount  equal  to  5 
per  centum  of  the  excess  profits  net  income  for  the 
taxable  year,  except  that  if  the  excess  profits  net 
income  exceeds  $400,000,  the  amount  shall  be  the 
sum  of  $20,000  plus  the  amount  determined  under 
subparagraph  (E)  of  this  paragraph. 

“(B)  If  the  taxable  year  is  the  third  taxable 
year  of  the  taxpayer,  an  amount  equal  to  8  per  cen¬ 
tum  of  the  excess  profits  net  income  for  the  taxable 
year,  except  that  if  the  excess  profits  net  income  ex¬ 
ceeds  $400,000,  the  amount  shall  be  the  sum  of 
$32,000  plus  the  amount  determined  under  subpara¬ 
graph  (E)  of  this  paragraph. 

“(C)  If  the  taxable  year  is  the  fourth  taxable 
year  of  the  taxpayer,  an  amount  equal  to  11  per 
centum  of  the  excess  profits  net  income  for  the  taxable 
year,  except  that  if  the  excess  profits  net  income 
exceeds  $400,000,  the  amount  shall  be  the  sum  of 
$44,000  plus  the  amount  determined  under  subpara - 
graph  (E)  of  this  paragraph. 

H.  R.  4473 - 19 
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“(D)  If  the  taxable  year  is  the  fifth  taxable 
year  of  the  taxpayer,  an  amount  equal  to  14  per 
centum  of  the  excess  profits  net  income  for  the  taxable 
year,  except  that  if  the  excess  profits  net  income  ex¬ 
ceeds  $ 400,000 ,  the  amount  shall  be  the  sum  of 
$ 56,000  plus  the  amount  determined  under  subpara¬ 
graph  (E)  of  this  paragraph. 

“(E)  The  amount  determined  wider  this  sub- 
paragraph  shall  be — 

“(i)  if  the  taxable  year  ends  before  April 
1,  1951,  an  amount  equal  to  15  per  centum  of 
the  excess  of  the  excess  profits  net  income  for  the 
taxable  year  over  $ 400,000 . 

“( ii)  if  the  taxable  year  begins  on  January 
1,  1951,  and  ends  on  December  31,  1951,  an 
amount  equal  to  16 1-  per  centum  of  the  excess 
of  the  excess  profits  net  income  for  the  taxable 
year  over  $400,000. 

“(in)  if  the  taxable  year  (other  than  a 
taxable  year  described  in  clause  (ii) )  ends 
after  March  31,  1951,  an  amount  equal  to  17 
per  centum  of  the  excess  profits  net  income  for 
the  taxable  year  over  $400,000. 

“(2)  First  four  taxable  years.— For  the  pur¬ 
pose  of  this  subsection — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


291 


“(A)  The  taxable  year  in  which  the  taxpayer 
commenced  business  and  the  first,  second,  third,  and 
fourth  succeeding  taxable  years  shall  be  considered 
its  first,  second,  third,  fourth,  and  fifth  taxable  years, 
respectively. 

“(B)  The  taxpayer  shall  be  considered  to  have 
been  in  existence  and  to  have  had  taxable  years  for 
any  period  during  which  it  or  any  corporation 
described  in  any  clause  of  this  subparagraph  was  in 
existence,  and  the  taxpayer  shall  be  considered  to 
have  commenced  business  on  the  earliest  date  on 
which  it  or  any  such  corporation  commenced 
business: 

“(i)  Any  corporation  which  is  a  party  with 
the  taxpayer  to  a  transaction  described  in  sec¬ 
tion  4A5  (g)  (2)  (whether  or  not  such  transac¬ 
tion  is  described  in  section  461  (a)  ) ,  determined 
as  if  the  date  ‘ January  1,  1946’  were  substi¬ 
tuted  for  the  date  ‘ December  1,  1950 ’  in  section 
445  (g). 

“(ii)  Any  corporation  if  a  group  of  not 
more  than  4  persons  who  control  the  taxpayer 
at  any  time  during  the  taxable  year  also  control 
such  corporation  during  the  taxable  year,  or 
controlled  such  corporation  at  any  time  during 
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the  period  beginning  12  months  preceding  their 
acquisition  of  control  of  the  taxpayer;  but  only 
if  at  any  time  during  the  period  beginning  12 
months  preceding  the  acquisition  of  control  of 
the  taxpayer  and  ending  with  the  close  of  the 
taxable  year  ( and  while  such  persons  controlled 
such  corporation)  such  corporation  was  en¬ 
gaged  in  a  trade  or  business  substantially  simi¬ 
lar  to  the  trade  or  business  of  the  taxpayer  dur¬ 
ing  the  taxable  year.  For  the  purpose  of  this 
clause,  the  ternn  ‘control’  means  the  owner¬ 
ship  of  more  than  50  per  centum  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  more  than  50  per  centum  of 
the  total  value  of  shares  of  all  classes  of  stock. 
A  person  shall  not  be  deemed  a  member  of  the 
group  referred  to  in  this  clause  unless  he  owns 
stock  in  both  the  corporation  and  the  taxpayer. 
For  the  purpose  of  this  clause,  the  ownership  of 
stock  shall  be  determined  in  accordance  with 
the  provisions  of  section  503,  except  that  con¬ 
structive  ownership  under  section  503  (a)  (2) 
shall  be  determined  only  with  respect  to  the  indi¬ 
vidual’s  spouse  and  minor  children. 

“(Hi)  In  case  the  taxpayer  is  a  purchasing 
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corporation  under  the  provisions  of  part  IV, 
the  selling  corporation  (as  defined  in  such  part) 
whose  properties  have  been  acquired  in  a  part 
IV  transaction. 

“( iv)  Any  corporation  which,  under  regu¬ 
lations  prescribed  by  the  Secretary,  is  deter¬ 
mined  by  one  or  more  additional  applications 
of  clauses  (i)  to  (Hi)  to  stand  indirectly  in  the 
same  relation  to  the  taxpayer  as  though  such 
corporation  were  described  in  any  such  clause. 

“(3)  Limitation. — The  provisions  of  paragraph 
(1)  of  this  subsection  shall  not  apply  to  a  taxpayer 
which  derives  more  than  50  per  centum  of  its  gross 
income  for  the  taxable  year  from  contracts  and  sub¬ 
contracts  to  which  the  provisions  of  title  I  of  the  Bene- 
gotiation  Act  of  1951  (or  the  provisions  of  any  prior 
renegotiation  act)  are  applicable.” 

SEC.  502.  PAYMENTS  FROM  FOREIGN  SOURCES  FOR  TECHNICAL 
ASSISTANCE ,  ETC. 

(a)  Amendment  of  Section  433  (a)  (1). — Section 
433  (a)  (1)  ( relating  to  excess  profits  net  income  for 
taxable  years  ending  after  June  30,  1950)  is  hereby 
amended  by  adding  at  the  e?id  thereof  the  following  new 
subparagraph : 

“(B)  Payments  From  Foreign  Sources  for 
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Technical  Assistance,  Etc. — In  the  case  of  a  domestic 
corporation  which  renders  to  a  related  foreign  cor¬ 
poration  technical  assistance,  engineering  services, 
scientific  assistance,  or  similar  services  (such  serv¬ 
ices  or  assistance  being  related  to  the  production 
or  improvement  of  products  of  the  type  manufactured 
by  such  domestic  corporation) ,  there  shall  be  ex¬ 
cluded  the  remuneration  for  such  services  or  assist¬ 
ance  if  such  remuneration  constitutes  income  derived 
from  sources  without  the  United  States.  Any  de¬ 
ductions  in  connection  with  or  properly  allocable  to 
the  rendering  of  such  services  or  assistance  shall 
not  be  allowed.  For  the  purpose  of  this  subpara¬ 
graph,  a  foreign  corporation  shall  be  considered  to 
be  a  1 related  foreign  corporation  if  the  domestic 
corporation  owns  10  per  centum  or  more  of  the 
outstanding  stock  of  such  foreign  corporation .” 

(b)  Amendment  of  Section  433  (b). — Section  433 
(b)  (relating  to  taxable  years  in  base  period)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

“( 16 )  Payments  from  foreign  sources  for 


technical  ASSISTANCE,  etc. — In  the  case  of  a  domes¬ 
tic  corporation  which  renders  to  a  related  foreign  cor¬ 
poration  technical  assistance,  engineering  services,  scien- 
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tific  assistance ,  or  similar  services  ( such  services  or 
assistance  being  related  to  the  production  or  improve¬ 
ment  of  products  of  the  type  manufactured  by  such 
domestic  corporation) ,  there  shall  be  excluded  the 
remuneration  for  such  services  or  assistance  if  such 
remuneration  constitutes  income  derived  from  sources 
without  the  United  States.  Any  deductions  in  connec¬ 
tion  with  or  properly  allocable  to  the  rendering  of  such 
services  or  assistance  shall  not  be  allowed.  For  the 
purpose  of  this  paragraph,  a  foreign  corporation  shall 
be  considered  to  be  a  ‘ related  foreign  corporation1  if 
the  domestic  corporation  owns  10  per  centum  or  more 
of  the  outstanding  stock  of  such  foreign  corporation.” 
SEC.  503.  AVERAGE  BASE  PERIOD  NET  INCOME  IN  CASE  OF  CER¬ 
TAIN  FISCAL  YEAR  TAXPAYERS. 

Section  435  (d)  (relating  to  the  general  average  method 
for  the  computation  of  average  base  period  net  income)  is 
hereby  amended  by  adding  at  the  end  thereof  the  following: 
“ For  the  purpose  of  the  computations  under  this  subsection  in 
the  case  of  a  taxpayer  whose  first  taxable  year  under  this  sub¬ 
chapter  is  a  taxable  year  which  either  began  before  January 
1,  1950,  or  was  preceded  by  a  taxable  year  beginning  before 
January  1,  1950,  and  ending  after  March  31,  1950,  there 
shall  be  substituted  for  the  base  period  of  the  taxpayer  the 
period  of  48  consecutive  months  ending  March  31,  1950,  if 
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such  substitution  produces  a  lesser  tax  under  this  subchapter 
for  the  taxable  year  for  which  the  tax  is  being  computed .” 
SEC.  504.  AVERAGE  BASE  PERIOD  NET  INCOME— ALTERNATIVE 
BASED  ON  GROWTH  IN  CASE  OF  NEW  CORPORA¬ 
TIONS. 

(a)  General  Rule. — Section  435  (e)  (1)  (relating 
to  the  alternative  based  on  growth)  is  hereby  amended  by 
striking  out  the  phrase  “the  beginning  of  its  base  period”  and 
inserting  in  lieu  thereof  the  following:  “the  end  of  its  base 
period”. 

(b)  Amendment  of  Part  II. — Section  462  (c)  (re¬ 
lating  to  the  use  by  an  acquiring  corporation  in  a  Part  II 
transaction  of  an  alternative  average  base  period  net  income 
based  on  growth)  is  hereby  amended  as  follows: 

(1)  By  amending  paragraph  (1)  thereof  to  read  as 
follows: 

“(1)  In  the  case  of  a  transaction  described  in 
section  461  (a),  other  than  a  transaction  described  in 
section  461  (a)  (1)  (E) , — 

“(A)  The  acquiring  corporation  shall  not  be 
denied  the  right  to  determine  whether  it  is  eligible 
for  the  benefits  of  section  435  (e)  without  reference 
to  the  recomputation  of  its  excess  profits  net  income 
provided  for  in  section  462  (b)  where  the  trans¬ 
action  occurred  on  or  after  July  1,  1950,  but  it  shall 
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be  denied  .such  right  where  the  transaction  occurred, 
prior  to  July  1,  1950. 

“(B)  Where,  immediately  prior  to  the  date  of 
the  transaction,  the  acquiring  corporation  and  all 
the  component  corporations  (other  than  a  corpora¬ 
tion  created  incident  to  such  transaction)  met  the  re¬ 
quirements  of  section  435  (e)  (1)  (A)  (i),  and, 
in  case  the  transaction  occurred  on  or  after  July 
1,  1950,  had  commenced  business  prior  to  the  be¬ 
ginning  of  its  base  period  (determined  without  refer¬ 
ence  to  section  461  (d)),  the  acquiring  corporation 
shall  be  entitled  to  compute  its  average  base  period, 
net  income  under  section  435  (e)  with  reference  to 
the  recomputation  of  its  excess  profits  net  income  pro¬ 
vided  for  in  section  46.2  (b)  if  the  tests  of  section 
435  (e)  are  satisfied.  For  that  purpose,  the  ac¬ 
quiring  corporation  shall  combine  with  its  total  pay¬ 
roll  and  its  total  gross  receipts  for  that  portion  of 
its  base  period  which  preceded  such  transaction  the 
total  payroll  and  total  gross  receipts  of  such  com¬ 
ponent  corporations  for  that  portion  of  such  period 
and  it  shall  combine  with  its  net  sales  for  that  por¬ 
tion  of  the  period  prior  to  January  1,  1951,  which 
preceded  such  transaction  the  net  sales  of  such  com¬ 
ponent  corporations  for  thyt  portion  of  such  period, 
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The  allocation  of  payroll  and  gross  receipts  amounts 

% 

of  a  component  corporation  to  any  such  portion  of 
such  period  shall  he  made  in  accordance  with  the 
rules  provided  in  section  435  (e)  (4)  and  (5). 
For  purposes  of  qualifying  under  section  435  (e) 
(1)  (A)  (i)  ( relating  to  total  assets  of  the  tax¬ 
payer),  such  acquiring  corporation  shall  combine  its 
total  assets  on  the  date  specified  in  section  435  (e) 
(1)  (A)  (i)  with  the  total  assets  of  each  component 
corporation  on  such  date.  The  Secretary  shall 
prescribe  by  regulation  such  rides  as  may  be  neces¬ 
sary  to  insure  that  such  combined  total  gross  re¬ 
ceipts  do  not  reflect  a  duplication  for  purposes  of 
this  section. 

“(C)  Where,  immediately  prior  to  the  date 
of  the  transaction,  either  the  acquiring  corporation 
or  one  or  more  component  corporations  ( other 
than  a  corporation  created  incident  to  such  trans¬ 
action)  did  not  meet  the  requirements  of  section  435 
(e)  (1)  (A)  (i),  or,  in  case  the  transaction  oc¬ 
curred  on  or  after  July  1, 1950,  had  not  commenced 
business  prior  to  the  beginning  of  its  base  period 
(determined  without  reference  to  section  461  (d)), 
the  acquiring  corporation  shall  not  be  entitled  to 
compute  its  average  base  period  net  income  under 
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section  435  (e)  ivith  reference  to  the  recomputation 
of  its  excess  profits  net  income  provided  for  in  sec¬ 
tion  462  (h).  In  any  such  case,  where  the  transac¬ 
tion  occurred  on  or  after  July  1,  1950,  the  monthly 
excess  profits  net  income  of  the  corporation  entitled 
to  the  henfits  of  section  435  (e)  for  any  month  of 
the  acquiring  corporation' s  base  period  shall  be,  for 
purposes  of  the  recomputation  provided  for  in  sec¬ 
tion  462  (b),  one-twelfth  of  the  average  base  period 
net  income  to  which  such  corporation  was  entitled 
under  section  435  (e).” 

(2)  By  striking  from  the  second  sentence  of  para¬ 
graph  (2)  thereof  the  words:  “ had  commenced  business 
prior  to  the  beginning  of  its  base  period  (determined 
without  reference  to  section  461  (d))  and". 

(3)  By  striking  from  paragraph  (3)  thereof  the 
words  “which  had  commenced  business  prior  to  the  be¬ 
ginning  of  its  base  period "  and  by  inserting  in  lieu 
thereof  the  following:  “which  had  commenced  business 
prior  to  the  end  of  its  base  period!'. 


SEC.  505.  AVERAGE  BASE  PERIOD  NET  INCOME— ALTERNATIVE 
BASED  ON  GROWTH. 

Section  435  (e)  (2)  (G)  (relating  to  the  alternative 
based  on  growth )  is  hereby  amended  by  striking  out  the  word 
“only". 
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SEC.  506.  ADJUSTMENTS  FOR  CHANGES  IN  INADMISSIBLE  ASSETS 
IN  CASE  OF  BANKS. 

(a)  Amendment  of  Section  435  (g). — Section  435 
(g)  (relating  to  net  capital  addition  or  reduction)  is  hereby 
amended  by  redesignating  paragraph  (8)  as  paragraph 
(11)  and  by  adding  after  paragraph  (7)  the  following 
new  paragraph: 

“(8)  Adjustments  for  changes  in  inadmis¬ 
sible  assets  in  case  of  banks. — In  the  case  of  a 

bank  (as  defined  in  section  104) — 

/ 

“(A)  The  amount  of  the  adjustment  under 
paragraph  (1)  for  an  increase  in  inadmissible  assets 
shall  not  exceed  an  amount  which  bears  the  same 
ratio  to  the  net  capital  addition  computed  without 
regard  to  such  adjustment  as  the  increase  in  inad¬ 
missible  assets  for  the  taxable  year,  determined  under 
paragraph  (5),  bears  to  the  increase  in  total  assets 
for  the  taxable  year. 

“(B)  The  amount  of  the  adjustment  under 
paragraph  (2)  for  a  decrease  in  inadmissible  assets 
shall  not  exceed  an  amount  which  bears  the  same 
ratio  to  the  net  capital  reduction  computed  without 
regard  to  such  adjustment  as  the  decrease  in  inadmis¬ 
sible  assets  for  the  taxable  year,  determined  under 
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paragraph  (5),  hears  to  the  decrease  in  total  assets 
for  the  taxable  year. 

For  the  purpose  of  this  paragraph,  the  increase  or 
decrease  in  total  assets  for  the  taxable  year  shall  be 
computed  in  the  same  manner  as  the  increase  or  de¬ 
crease  in  inadmissible  assets  for  the  taxable  year  is  com¬ 
puted  under  paragraph  (5),  except  that  such  computa¬ 
tions  shall  be  made  with  respect  to  all  assets,  whether 
admissible  or  inadmissible  assets  as  defined  in  section 

uor 

(b)  Amendment  of  Section  438. — Section  438  ( re¬ 
lating  to  new  capital  credit  changes)  is  hereby  amended  by 
adding  after  subsection  (f)  the  following  new  subsection: 

“(g)  Adjustments  for  Inadmissible  Assets  in 
Case  of  Banks. — In  the  case  of  a  bank  (as  defined  in 
section  104)  the  amount  of  the  adjustment  for  an  increase 
in  inadmissible  assets  under  subsection  (b)  shall  not  exceed, 
an  amount  which  bears  the  same  ratio  to  the  net  new  capital 
addition  computed  without  regard  to  such  adjustment  as  the 
increase  in  inadmissible  assets  for  the  taxable  year,  deter¬ 
mined  under  section  435  (g)  (5),  bears  to  the  amount  of  the 
increase  in  total  assets  (which  increase  in  total  assets  shall 
be  determined  in  the  manner  provided  in  section  435 

(g)  (8)).” 
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(c)  Amendment  of  Section  435  (f). — Section  435 
(f)  (relating  to  capital  additions  in  base  period)  is  hereby 
amended  as  follows: 

(1)  By  inserting  immediately  after  the  word  “ re¬ 
duced ”  in  paragraph  (1)  thereof,  the  following:  “(but 
not  below  zero)”. 

(2)  By  adding  at  the  end  of  paragraph  (1)  thereof 
the  following  new  sentence: 

“ For  special  rule  in  the  case  of  banks,  see  para¬ 
graph  (6).” 

(3)  By  renumbering  paragraph  (6)  as  paragraph 
(7),  and  by  adding  immediately  after  paragraph  (5) 
the  following  new  paragraph: 

“(6)  Yearly  base  period  capital  of  banks. — 
In  the  case  of  a  bank  (as  defined  in  section  104),  the 
yearly  base  period  capital  for  any  taxable  year  shall 
be  determined  as  follows: 

“(A)  A  tentative  yearly  base  period  capital 
shall  be  computed  under  paragraph  (1)  without 
regard  to  paragraph  (1)  (A). 

“(B)  The  tentative  yearly  base  period  capital 
so  determined  shall  be  reduced  by  the  amount  de¬ 
termined  under  section  440  (b)  (relating  to  inad¬ 
missible  assets).  For  the  purpose  of  this  subpara¬ 
graph,  the  computation  under  section  440  (b)  shall 
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include  only  the  daily  amounts  (described  in  such 
section)  for  the  first  day  of  such  taxable  year  ” 

SEC.  507.  DECREASE  IN  INADMISSIBLE  ASSETS. 

Section  435  (g)  (relating  to  net  capital  addition  or 
reduction)  is  hereby  amended  as  follows: 

(a)  By  adding  at  the  end  of  paragraph  (1)  thereof  the 
following: 

“For  further  adjv  iment  with  respect  to  the  amount 
determined  under  the  preceding  provisions  of  this  para¬ 
graph,  see  paragraph  (9).” 

(b)  By  adding  immediately  after  paragraph  (8),  as 
added  by  section  506  of  this  Act,  the  following  new  para¬ 
graphs: 

“(9)  Decrease  in  inadmissible  assets. — The 
excess  of  the  amount  computed  under  paragraph  (2) 
(A)  or  (B) ,  whichever  is  applicable  to  the  taxpayer 
(whether  or  not  any  amount  is  determined  under  the 
first  sentence  of  paragraph  (2) ),  over  the  amount  com¬ 
puted  under  the  first  sentence  of  paragraph  (2)  shall 
be  considered  the  net  capital  addition  for  the  taxable 
year  or  shall  be  added  to  the  net  capital  addition  other¬ 
wise  determined  under  paragraph  (1),  as  the  case  may 
be.  The  amount  of  the  excess  so  determined  shall  be  sub¬ 
ject  to  the  exceptions  and  limitations  provided  in  para¬ 
graph  (10). 
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“(10)  Exceptions  and  limitations  for  the 
purpose  of  paragraph  (9). — For  the  purpose  of 
paragraph  (9) — 

“(A)  The  adjustment  to  the  decrease  in  inad¬ 
missible  assets  required  under  subparagraph  (B) 
of  paragraph  (2)  shall  not  be  greater  than  25 
per  centum  of  the  excess  of  the  net  capital  reduction 
computed  under  the  first  sentence  of  paragraph  (2) 
( and  computed  without  regard  to  the  percentage 
limitations  in  paragraph  (4)  (C)  and  ( E ) )  over 
the  net  capital  reduction  computed  under  such  sen¬ 
tence  without  regard  to  paragraph  (4)  (C)  and 
(E). 

“(B)  The  amount  determined  under  paragraph 
(9)  shall  not  be  greater  than  the  excess  of  the  in¬ 
crease  in  operating  assets  for  the  taxable  year  over 
the  net  capital  addition  (determined  without  regard 
to  paragraph  (9)  and,  determined  without  regard  to 
the  limitation  to  75  per  centum  provided  in  paragraph 
(3)  (C)  and  paragraph  4  (C)  and  (E)).  For 
the  purpose  of  the  preceding  sentence,  the  increase  in 
operating  assets  for  the  taxable  year  shall  be  deter¬ 
mined  in  the  same  manner  as  the  increase  in  inad- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


305 


missible  assets  for  the  taxable  year  is  determined 
under  paragraph  (5).  For  the  purpose  of  such 
determination,  the  term  1 operating  assets’  means — 
“(i)  property  used  in  the  taxpayer  s  trade 
or  business  within  the  meaning  of  section  117 
( j )  (1),  and 

“(ii)  stock  in  trade  or  other  property  of 
a  kind  which  would  properly  be  includible  in 
the  inventory  of  the  taxpayer  if  owned  at  the 
close  of  the  taxable  year,  and  property  held  by 
the  taxpayer  primarily  for  sale  to  customers  in 
the  ordinary  course  of  the  taxpayer  s  trade  or 
business, 

except  any  such  assets  which  constitute  inadmissible 
assets,  stock,  securities,  or  intangible  property  (such 
intangible  property  not  being  limited  to  the  property 
described  in  section  441  (i)  ) . 

“(C)  The  provisions  of  paragraph  (9)  shall 
not  apply  in  any  case  in  which  the  Secretary  de¬ 
termines  that  the  increase  in  operating  assets  is  a 
residt,  directly  or  indirectly,  of  an  increase  in  indebt¬ 
edness  of  the  taxpayer  ( other  than  indebtedness 
which  constitutes  borrowed  capital) 

H.  R.  4473 - 20 
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SEC.  508.  ELECTION  WITH  RESPECT  TO  CERTAIN  INADMISSIBLE 
ASSETS. 

(a)  Amendment  of  Section  440. — Section  440 
(relating  to  admissible  and  inadmissible  assets )  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(c)  Treatment  of  Government  Obligations  as 
Admissible  Assets. — If  the  taxpayer  elects  for  any  taxable 
year,  in  accordance  with  regulations  prescribed  by  the  Secre- 
tary,  to  increase  its  excess  profits  net  income  by  an  amount 
equal  to  the  amount  by  which  the  interest  received  or  accrued 
during  the  taxable  year  on  Government  obligations  exceeds 
the  sum  of — 

“( 1)  the  amount  of  interest  paid  or  accrued  during 
such  year  which  is  not  allowed  as  a  deduction  under 
section  23  (b),  and 

“(2)  the  amount  of  the  adjustments  required  for 
the  taxable  year  under  section  22  (o)  (relating  to  ad¬ 
justment  for  certain  bond  premiums) ,  but  not  in  excess 
of  the  amount  of  interest  received  or  accrued  during  the 
taxable  year  on  Government  obligations  to  which  such 
section  is  applicable, 

then  for  the  taxable  year  for  which  the  election  is  made 
the  term  Admissible  assets’  shall  include  Government  obliga¬ 
tions,  and  the  term  1 inadmissible  assets’  shall  not  include 
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Government  obligations.  For  the  purpose  of  applying  sec¬ 
tion  435  to  the  taxable  year  for  which  the  election  is  made, 
Government  obligations  shall  not  be  considered  ‘inadmissible 
assets  in  determining  original  inadmissible  assets  or  yearly 
base  period  capital.  As  used  in  this  subsection  the  term 
‘Government  obligations’  means  obligations  described  in  sec¬ 
tion  22  (b)  (4)  the  interest  on  which  is  wholly  exempt  from 
taxation  under  this  chapter ;  but  such  term  does  not  include 
any  such  obligation  which  is  a  capital  asset.  For  the  pur¬ 
pose  of  determining  the  excess  profits  credit  for  a  taxable  year 
for  which  the  election  is  made,  the  excess  profits  net  income 
under  section  433  (b)  for  any  taxable  year  shall  in¬ 
clude  the  amount  by  which  the  interest  received  or  accrued 
during  such  taxable  year  on  Government  obligations  exceeds 
the  amount  of  interest  paid  or  accrued  during  such  year 
which  is  not  allowed  as  a  deduction  under  section  23  (b) 
and,  if  the  taxable  year  ends  after  June  30,  1950,  the 
amount  with  respect  to  such  year  described  in  paragraph 
(2)." 

(b)  Amendment  of  Section  433  (a)  (1). — Section 
433  ( a)  (1)  (relating  to  adjustments  in  excess  profits  net 
income  for  the  taxable  year)  is  hereby  amended  by  adding 
the  following  new  subparagraph  at  the  end  thereof : 

“( S)  Interest  on  Certain  Government  Obliga- 
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tions. — For  adjustment  in  the  case  of  a  taxpayer 
making  an  election  provided  in  section  440  ( c ), 
relating  to  dealers  in  certain  Government  obligations, 
see  section  440  (c).” 

(c)  Amendment  of  Section  433  (b). — Section  433 
(b)  (relating  to  adjustments  in  excess  profits  net  income  for 
taxable  years  in  base  period)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph : 

“(17)  Interest  on  certain  government  obli¬ 
gations. — For  adjustment  in  the  case  of  a  taxpayer 
making  an  election  provided  in  section  440  (c),  relating 
to  dealers  in  certain  Government  obligations,  see  section 
440  (c)F 

SEC.  509.  ALTERNATIVE  AVERAGE  BASE  PERIOD  NET  INCOME. 

(a)  Amendment  of  Section  442. — Section  442  (re¬ 
lating  to  abnormalities  during  the  base  period)  is  hereby 
amended  as  follows: 

(1 )  By  inserting  at  the  end  of  subsection  (a)  thereof 
the  following: 

“Jf  such  taxpayer  is  also  entitled  to  the  benefits  of  subsection 
(h),  the  taxpayers  average  base  period  net  income  deter¬ 
mined  under  this  section  shall  be  the  amount  computed  under 
subsection  (c)  or  (d),  whichever  is  applicable  to  the  tax¬ 
payer,  or  the  amount  computed  under  subsection  (h),  which¬ 
ever  results  in  the  lesser  tax  under  this  subchapter  for  the 
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taxable  year.  In  the  case  of  any  other  taxpayer  entitled  to 
the  benefits  of  subsection  (h),  the  taxpayers  average  base 
period  net  income  determined  under  this  section  shall  be  the 
amount  computed  under  subsection  (h).” 

(2)  By  striking  out  “determined.  under  this  section’ 
in  subsection  (c)  and  (d)  thereof  each  place  it,  occurs 
and  inserting  in  lieu  thereof  the  following:  “ computed 
under  this  subsection’ . 

(3)  By  inserting  after  “ subsection  (c)  (2)”  in 
subsection  (e)  (I)  thereof  the  following:  “and  sub¬ 
section  (h)”. 

(4)  By  redesignating  subsections  (h)  and  (i) 
thereof  as  (i)  and  (j) ,  respectively,  and  by  inserting 
after  subsection  (g)  thereof  the  following  new  subsection: 
“(h)  Alternative  Average  Base  Period  Net 

Income. — 

“(1)  General  rule. — A  taxpayer  which  com¬ 
menced  business  on  or  before  the  first  day  of  its  base 
period  shall  be  entitled  to  the  benefits  of  this  subsection  if 
the  aggregate  of  the  excess  profits  net  income  for  each  of 
the  12  months  selected,  under  subparagraph  (B)  of  this 
paragraph  is  less  than  35  per  centum  of  one-half  of  the, 
average  of  the  aggregate  of  the  excess  profits  net  income 
for  each  of  the  .  24  months  remaining  under  such  sub- 
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'paragraph.  The  average  base  period  net  income  com¬ 
puted  under  this  subsection  shall  be  computed  as  follows: 

“(A)  By  determining  under  subsection  (a) 
the  period  subject  to  adjustment  under  this  section. 

“(B)  By  selecting  from  such  period  whichever 
of  the  following  12  months  result  in  the  higher  re¬ 
maining  aggregate  excess  profits  net  income  or  the 
lower  remaining  aggregate  deficit  in  excess  profits 
net  income — 

“(i)  the  12  consecutive  months  the  elimina¬ 
tion  of  which  produces  the  highest  remaining 
aggregate  excess  profits  net  income  or  the  lowest 
remaining  aggregate  deficit  in  excess  profits  net 
income,  or 

“( ii)  the  12  months  which  remain  after  re¬ 
taining  the  24  consecutive  months  which  pro¬ 
duce  the  highest  remaining  aggregate  excess 
profits  net  income  or  the  lowest  remaining  ag¬ 
gregate  deficit  in  excess  profits  net  income. 
“(C)  By  computing  for  each  month  in  the  12- 
month  period,  selected  under  subparagraph  (B)  a 
substitute  excess  profits  net  income  computed  under 
subsection  (e). 

“(D)  By  computing  the  sum  of — 

“(i)  the  aggregate  of  the  substitute  excess 


1 

o 

CJ 

Q 

O 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1G 

17 

18 

19 

20 

21 

22 

23 

24 

25 


311 


profits  net  income,  as  determined  under  stib- 
para graph  (C),  for  each  month  in  the  selected 
12-month  period,  hut  the  amount  computed  un¬ 
der  this  clause  shall  not  exceed  one-half  of  the 
average  of  the  aggregate  excess  profits  net 
income  for  each  month  in  the  24-month  period 
remaining  under  subparagraph  ( B ) ,  and 

“(ii)  the  aggregate  of -the  excess  profits  net 
income  for  each  of  the  24  months  remaining 
under  subparagraph  (B) ,  computed  in  the  man¬ 
ner  provided  by  the  second  sentence  of  section 
435  (cl)  (1). 

“(E)  By  dividing  by  three  the  amount  ascer¬ 
tained  under  subparagraph  ( D  ) . 

“(2)  Special  pule. — Except  as  otherwise  pro¬ 
vided  in  paragraph  (1)  (I))  (ii),  the  excess  profits  net 
income  for  any  month  referred  to  in  paragraph  (1 )  shall 
be  determined  in  the  manner  provided  in  section  435  (d) 
(1)  without  regard,  however ,  to  that  part  of  such  sec¬ 
tion  which  provides  that  in  no  event  shall  the  excess  profits 
net  income  of  any  corporation  for  any  month  be  less  than 
zero.” 

(b)  Technical  Amendments 

(1)  Section  435  (f)  (3)  (relating  to  capital  addi¬ 
tion  in  the  base  period)  is  hereby  amended  by  inserting 
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immediately  after  the  words  “under  section  442  '(c) 
(1)”,  wherever  appearing  therein,  the  following:  “or 
under  section  442  (h)". 

(2)  Section  461  (relating  to  definitions  for  pur¬ 
poses  of  part  II )  is  hereby  amended  by  inserting  at  the 
end  thereof  the  following  new  subsection  : 

“(g)  Application  of  Section  442  (h). — For  the 
purpose  of  this  part,  the  reference  to  section  442  (c)  in  any 
section  in  this  part  shall  be  deemed  a  reference  to  section  442 
(c)  or  (h)2 

SEC.  510.  DEFINITION  OF  TOTAL  ASSETS  FOR  PURPOSES  OF  SEC¬ 
TIONS  442-446. 

Effective  with  respect  to  taxable  years  ending  after  the 
date  of  enactment  of  this  Act,  the  first  sentence  of  section  442 
(f)  (relating  to  definition  of  total  assets)  is  hereby  amended 
to  read  as  follows:  “For  the  purposes  of  this  section,  the 
taxpayer's  total  assets  for  any  day  shall  be  determined  as  of 
the  end  of  such  day  and  shall  be  an  amount  equal  to  the 
excess  of — 

“( 1)  the  sum  of  the  cash  and  the  property  (other 
than  cash,  inadmissible  assets,  and  loans  to  members  of 
a  controlled  group  as  defined  in  section  435  (f)  (4) ) 
held  by  the  taxpayer  in  good  faith  for  the  purposes  of  the 
business,  over 

“(2)  the  amount  of  any  indebtedness  (other  than 
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borrowed  capital  as  defined  in  section  439  (b)  (1)) 
to  a  member  of  a  controlled  group  ( as  defined,  in  section 
435  (g)  (6))  which  includes  the  taxpayer  ” 

SEC.  511.  AVERAGE  BASE  PERIOD  NET  INCOME— CHANGE  IN 
PRODUCTS  OR  SERVICES. 

Section  443  (f)  (relating  to  change  in  products  or 
services)  is  hereby  amended  to  read  as  follows: 

“(f)  Rules  for  Application  of  Section. — 

“( 1)  The  benefits  of  this  section  shall  not  be  allowed 
unless  the  taxpayer  makes  application  therefor  in  accord¬ 
ance  with  section  447  (e) . 

“(2)  If  after  the  end  of  the  base  period  of  the  tax¬ 
payer  there  was  a  substantial  change  in  the  products 
produced  by  the  taxpayer,  such  change  shall,  for  the 
purpose  of  subsection  (a)  (1),  be  considered  to  have, 
occurred  on  the  last  day  of  its  base  period  if  the  tax¬ 
payer  prior  to  July  1,  1950,  commenced  the  construction 
of  the  facilities  for  the  production  of  such  new  product, 
and  if  such  construction  and  the  production  of  such  new 
product  is  in  furtherance  of  a  course  of  action  to  which 
the  taxpayer  (or  a  corporation  with  which  the  taxpayer 
has  the  privilege  under  section  141  of  filing  a  consolidated l 
return  for  its  first  taxable  year  under  this  snbchapter) 
was  committed  prior  to  the  close  of  the  base  period,  by 
contract  with  another  person,  which  contract  granted  a 
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license,  franchise,  or  similar  right  essential  for  the 
production  of  such  new  product.'” 

SEC.  512.  AVERAGE  BASE  PERIOD  NET  INCOME— NEW  CORPORA¬ 
TION. 

Section  445  (c)  (relating  to  total  assets  for  first  three 
years  of  new  corporation)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “ For  the  purpose 
of  this  subsection,  the  net  capital  addition  or  reduction  shall 
be  computed  without  regard  to  the  limitation  to  75  per  centum 
provided  in  section  435  (g)  (3)  (C )  and  section  435  (g) 
(4)  (C)  and  (E).” 

SEC.  513.  EXCESS  PROFITS  CREDIT— REGULATED  PUBLIC  UTILI¬ 
TIES. 

Section  448  (c)  (3)  ( relating  to  regulated  public  util¬ 
ities)  is  hereby  amended  to  read  as  follows: 

“(3)  6  per  centum  in  the  case  of  a  corporation  en¬ 
gaged,  as  a  common  carrier  (A )  in  the  furnishing  or 
sale  of  transportation  by  railroad \,  if  subject  to  the  juris¬ 
diction  of  the  Interstate  Commerce  Commission ,  or  (B) 
in  the  furnishing  or  sale  of  transportation  of  oil  or  other 
petroleum  products  (including  shale  oil)  by  pipe  line,  if 
subject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission  or  to  the  jurisdiction  of  a  public  service  or 
public  utility  commission  or  other  similar  body  of  the 
District  of  Columbia  or  of  any  State." 
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1  SEC.  514.  CONSOLIDATED  RETURNS  OF  REGULATED  PUBLIC 

2  UTILITIES. 

3  Section  448  (e)  (relating  to  consolidated  returns  of 

4  regulated  public  utilities)  is  hereby  amended  by  adding  at 

5  the  end  thereof  the  following  new  sentence:  “ For  pur - 

6  poses  of  filing  a  consolidated  return  with  its  railroad  lessee 

7  corporation,  a  railroad  lessor  corporation  described  in  section 

8  434  (d)  shall  be  considered  a  corporation  described  in 

9  subsection  (c)  (3).” 

10  SEC.  515.  NONTAXABLE  INCOME  FROM  CERTAIN  MINING  PROP- 

11  ERTIES. 

12  Section  453  (b)  (relating  to  nontaxable  income  from 

13  exempt  excess  output )  is  hereby  amended  as  follows: 

14  (a)  By  amending  the  first  sentence  of  subsection  (a) 

15  (13)  thereof  to  read  as  follows:  “The  term  1 unit  net  income ’ 

16  means  the  amount  ascertained  by  dividing  the  net  income 

17  ( computed  with  the  allowance  for  depletion )  from  the  coal, 

18  '  ore,  sulphur,  potash,  metallurgical  grade  limestone,  chemical 

19  grade  limestone,  or  timber  recovered  from  the  mineral  prop- 

20  erty,  or  timber  block,  as  the  case  may  be,  during  the  taxable 

21  year  by  the  number  of  units  of  such  mineral  or  timber  recov- 

22  ered  from  such  property  in  such  year." 

23  (b)  By  inserting  immediately  after  the  words  “ coal 

24  mining  property”  in  subsection  (b)  (2)  thereof  the  following : 
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or  of  a  sulphur,  potash,  metallurgical  grade  limestone,  or 
chemical  grade  limestone  mineral  property,” . 

(c)  By  striking  out  so  much  of  subsection  (b)  (4)  as 
precedes  the  second,  sentence  and,  inserting  in  lieu  thereof 
the  following: 

11  (4)  Certain  properties  not  in  operation 
DURING  NORMAL  period. — For  any  taxable  year,  the 
nontaxable  income  from  exempt  excess  output  of  a  metal 
or  coal  mining  property,  of  a  sulphur,  potash,  metallurgi¬ 
cal  grade  limestone,  or  chemical  grade  limestone  mineral 
property,  of  a  timber  block,  or  of  a  natural  gas  prop¬ 
erty,  which  was  not  in  operation  during  the  normal 
period,  shall,  be  an  amount  equal  to  one-third  of  the  net 
income  for  such  taxable  year  (computed  with  the  allow¬ 
ance  for  depletion)  from,  such  property  or  timber  block, 
as  the  case  may  be.” 

SEC.  516.  TRANSITION  FROM  WAR  PRODUCTION  AND  INCREASE 
IN  PEACETIME  CAPACITY. 

(a)  In  General. — Part  I  of  subchapter  D  of  chapter 
1  is  hereby  amended  by  adding  at  the  end  thereof  a  new 
section  to  read  as  follows: 

“SEC.  459.  MISCELLANEOUS  PROVISIONS. 

“(a)  Average  Base  Period  Net  Income — Tran¬ 
sition  from  War  Production  and  Increase  in 
Peacetime  Capacity. — In  the  case  of  a  taxpayer  which 
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commenced  business  before  January  1,  1940,  and  since  such 
date  has  engaged  'primarily  in  manufacturing,  the  taxpayer  s 
average  base  period  net  income  determined  under  this  sub¬ 
section  shall  be  the  amount  computed  under  section  435 
(e)  (2)  (G)  (i)  and  (ii)  if — 

“(1)  The  adjusted  basis  for  determining  gain  of 
the  taxpayer  s  total  facilities  ( as  defined  in  section  444 
(d) )  as  of  the  first  day  of  its  base  period  (when  added 
to  the  total  facilities  for  such  day  of  all  corporations 
with  which  the  taxpayer  has  the  privilege  under  section 
141  of  filing  a  consolidated  return  for  its  first  taxable 
year  under  this  subchapter)  did  not  exceed  $10,000,000 ; 

“(2)  The  basis  (unadjusted)  for  determining  gain 
of  the  taxpayer  s  total  facilities  ( as  defined  in  sec.  444 
(d) )  on  the  last  day  of  its  base  period  was  250  per 
centum  or  more  of  the  basis  ( unadjusted)  for  determining 
gain  of  its  total  facilities  on  the  first  day  of  its  base 
period; 

“(3)  The  percentage  of  the  taxpayer  s  aggregate  gross 
income  which  was  from  contracts  with  the  United  States 
or  related  subcontracts  or  both  was  (A)  at  least  70  per 
centum  for  the  period  comprising  all  taxable  years  be¬ 
ginning  after  December  31,  1941,  and  ending  before 
January  1,  1946,  (B)  less  than  20  per  centum  for  the 
period  comprising  all  taxable  years  ending  after  De- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


318 


ccmber  31,  1945,  and  before  January  1,  1950,  and 
( C )  less  than  20  per  centum  for  the  period  comprising 
all  taxable  years  ending  after  December  31,  1949,  and 
beginning  before  July  1, 1950;  and 

“(4)  The  monthly  average  of  the  excess  profits  net 
income  of  the  taxpayer  (computed  under  section  433 
(b) )  (A)  for  all  taxable  years  ending  with  or  within 
the  last  24  months  of  its  base  period,  and  (B)  for  the 
last  taxable  year  ending  before  the  first  day  of  its  base 
period,  are  each  300  per  centum  or  more  of  such 
monthly  average  for  all  taxable  years  ending  with  or 
within  the  first  24  months  of  its  base  period .” 

(b)  Technical  Amendments. — Section  435  (c) 

(relating  to  determination  of  average  base  period  net  income ) 
is  hereby  amended  as  follows: 

(1)  By  inserting  immediately  after  “445  or  446,” 
the  following:  “or  any  subsection  of  section  459,” . 

(2)  By  inserting  immediately  after  “or  under  such 
section”  the  following:  “or  subsection” . 

SEC.  517.  BASE  PERIOD  CATASTROPHE. 

Section  459,  as  added  by  section  516  of  this  Act,  is 
hereby  amended  by  adding  after  subsection  (a)  thereof  the 
following  new  subsection: 

“(b)  Base  Period  Catastrophe. — In  the  case  of  a 
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taxpayer  wlucli  was  engaged  throughout  its  base  period  pri¬ 
marily  in  manufacturing,  if — 

“(1)  the  taxpayer  suffered  during  the  last  thirty-six 
months  of  its  base  period  a  catastrophe  by  fire,  storm, 
explosion,  or  other  casualty  which  destroyed  or  rendered 
inoperative  a  production  facility  constituting  a  complete 
plant  or  plants  having  in  the  hands  of  the  taxpayer 
immediately  prior  to  the  catastrophe  an  adjusted  basis 
for  determining  gain  equal  to  15  per  centum  or  more 
of  the  adjusted  basis  for  determining  gain  of  all  the 
taxpayer  s  production  facilities  at  such  time; 

“( 2)  as  a  result  of  such  catastrophe  the  taxpayer's 
normal  production  or  operation  was  substantially  inter¬ 
rupted  for  a  period,  of  more  than  twelve  consecutive 
months;  and 

“(3)  the  taxpayer,  prior  to  the  end  of  its  base 
period,  replaced  such  production  facility  with  a  pro¬ 
duction  facility  which  at  the  end  of  its  base  period  had 
in  its  hands  an  adjusted  basis  for  determining  gain 
not  less  than  such  adjusted  basis  immediately  prior  to 
the  catastrophe  of  the  production  facility  destroyed  or 
rendered  inoperative, 

the  taxpayer  s  average  base  period  net  income  determined 
under  this  subsection  shall  be  an  amount  computed  under 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

• 


320 


section  435  (d)  by  substituting  for  the  excess  profits  net 
income  for  each  month  in  the  taxable  year  in  which  the 
catastrophe  occurred  an  amount  equal  to  (A)  the  aggregate 
of  the  excess  profits  net  income  for  each  month  (computed 
under  section  435  (d)  (1) )  in  the  base  period  preceding 
the  taxable  year  in  which  the  catastrophe  occurred  (B) 
divided  by  the  number  of  such  preceding  base  period  months. 
The  taxpayer  s  average  base  period  net  income  detei'mined 
under  this  subsection  shall,  for  the  purpose  of  section  435 
(a)  (1)  (B),  be  considered  an  average  base  period  net 
income  determined  under  section  435  (d) 

SEC.  518.  CONSOLIDATION  OF  NEWSPAPERS. 

Section  459,  as  added  by  sections  516  and  517  of  this 
Act,  is  hereby  amended  by  adding  after  subsection  (b) 
thereof  the  following  new  subsection: 

“( c)  Consolidation  of  Newspaper  Operations. — 
In  the  case  of  a  taxpayer  engaged  primarily  in  the  news¬ 
paper  publishing  business  in  its  last  taxable  year  ending  be¬ 
fore  July  1,  1950,  the  taxpayer  s  average  base  period  net 
income  determined  under  this  subsection  shall  be  the  amount 
computed  under  section  435  (e)  (2)  (but  computed  without 
regard  to  section  435  (e)  (2)  (O)  )  if — 

“(1)  After  the  close  of  the  first  half  of  the  base 
period  of  the  taxpayer  and  prior  to  July  1,  1950,  the 
taxpayer  consolidated  its  mechanical,  circulation,  adver- 
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Using,  and  accounting  operations  in  connection  with  its 
newspaper  publishing  business  with  such  operations  of 
another  corporation  engaged,  in  the  newspaper  publishing 
business  in  the  same  area; 

“(2)  The  taxpayer  establishes  to  the  satisfaction 
of  the  Secretary  that,  during  the  period  beginning  with 
the  consolidation  and  ending  with  the  close  of  the  first 
taxable  year  beginning  after  the  consolidation,  such  con¬ 
solidation  resulted,  in  substantial  reductions  in  the 
amounts  which  would  otherwise  have  been  paid  or  in¬ 
curred  as  expenses  in  the  conduct  of  the  operations  de¬ 
scribed,  in  paragraph  (1)  ; 

“( 3)  The  total  deductions  of  the  taxpayer  under 
section  23,  computed  without  regard  to  section  23  ( s ) 
and  (bb),  for  the  first  taxable  year  beginning  after  such 
consolidation  were  not  in  excess  of  80  per  centum  of 
the  average  of  such  deductions  for  the  two  taxable  years 
of  the  taxpayer  next  preceding  the  taxable  year  in  which 
such  consolidation  began;  and 

“(4)  The  excess  profits  net  income  of  the  taxpayer, 
computed  as  provided  in  section  433  (b),  for  the  first 
taxable  year  of  the  taxpayer  beginning  after  such  con¬ 
solidation  was  125  per  centum  or  more  of  the  amount 
determined  under  section  435  (d)  (4). 


H.  E.  4473 - 21 
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This  subsection  shall  not  be  applicable  to  any  taxable  year 
of  the  taxpayer  unless  the  consolidation  described  in  para¬ 
graph  (1)  was  continued  throughout  such  taxable  year.” 

SEC.  519.  TELEVISION  BROADCASTING  COMPANIES. 

Section  459,  as  added  by  sections  516  to  518  of  this 
Act,  is  hereby  amended  by  adding  after  subsection  (c) 
thereof  the  following  new  subsection: 

“(d)  Television  Broadcasting  Companies. — 
“(1)  In  general. — In  the  case  of  a  taxpayer 
engaged  in  the  business  of  television  broadcasting 
throughout  a  period  beginning  before  January  1,  1951, 
and  ending  with  the  close  of  the  taxable  year,  the  tax¬ 
payer's  average  base  period  net  income  determined  under 
this  subsection  shall  be  the  amount  computed  as  follows: 

“( A)  hi  the  case  of  a  corporation  which  at  the 
close  of  its  base  period  was  engaged  only  in  the 
business  of  television  broadcasting,  an  amount  com¬ 
puted  by  multiplying  its  total  assets  ( as  defined  in 
section  442  (f )  )  on  the  last  day  of  its  base  period  by 
the  base  period  rate  of  return  determined  under 
section  447  (c)  for  the  industry  classification  which 
includes  radio  broadcasting. 

“(B)  In  the  case  of  a  corporation  which  at  the 
close  of  its  base  period  was  engaged  only  in  the 
business  of  television  broadcasting  and  radio  broad- 
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casting,  an  amount  computed  by  multiplying  its 
total  assets  ( as  defined  in  section  442  (f))  on  the 
last  day  of  its  base  period  by  either  its  individual 
rate  of  return  (as  defined  in  paragraph  (2) )  or  by 
the  base  period  rate  of  return  determined  under 
section  447  (c)  for  the  industry  classification  which 
includes  radio  broadcasting,  whichever  rate  of 
return  produces  the  greater  average  base  period  net 
income  under  this  subsection. 

“(C)  In  the  case  of  a  corporation  which  at 
the  end  of  its  base  period  was  engaged  in  the  business 
of  television  and  in  another  business  or  businesses, 
an  amount  computed  by  determining  its  average 
base  net  income  under  section  435  (d)  for  its  busi¬ 
nesses  other  than  television  broadcasting  and  other 
than  radio  broadcasting  ( determined  without  regard 
to  income,  deductions,  losses,  or  other  items  from 
such  television  and  radio  broadcasting  businesses) , 
and  by  adding  thereto  an  amount  computed  under 
subparagraph  (B)  by  including  in  total  assets 
only  such  part  thereof  as  was  attributable  to  the 
radio  broadcasting  business,  if  any,  and  to  the  tele¬ 
vision  broadcasting  business  on  the  last  day  of  its 
base  period. 

“(D)  In  the  case  of  a  corporation  which  ac- 
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quires  its  television  broadcasting  business  after  the 
close  of  its  base  period  and  before  January  1 ,  1951, 
an  amount  computed  by  determining  its  average  base 
period  net  income  without  regard  to  this  subpara¬ 
graph  and  by  adding  thereto  an  amount  computed 
under  subparagraph  (B)  by  including  in  total  as¬ 
sets  on  the  last  day  of  its  base  period  the  amount 
(and  only  that  amount)  which  would  be  included 
with  respect  to  the  television  business  if  the  television 
business  had  been  acquired  on  the  last  day  of  its  base 
period. 

The  Secretary  shall  by  regulations  prescribe  the  rules  for 
the  application  of  this  subsection,  the  rules  for  the  com¬ 
putation  of  the  taxpayer  s  net  capital  addition,  and  the 
rules  for  the  avoidance  of  duplication  in  any  case  in 
which  assets  included  in  computing  total  assets  under 
subparagraph  (B)  are  acquired,  directly  or  indirectly, 
through  the  use  of  assets  used  in  a  business  of  the  tax¬ 
payer  other  than  radio  or  television  broadcasting  or,  in 
the  case  of  a  taxpayer  described  in  subparagraph  (I)), 
through  the  use  of  assets  held,  at  any  time  during  its  base 


“(2)  Individual  rate  of  return —The  indi¬ 
vidual  rate  of  return  shall  be  computed  as  follows: 


“(A)  By  determining  the  amount  of  the  tax- 
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; payer's  total  assets  ( as  defined  in  section  442  ( f )  ) 
attributable  to  the  business  of  radio  broadcasting 
for  the  last  day  of  each  month  in  its  base  period. 

“(B)  By  computing  the  aggregate  of  the 
amounts  ascertained  under  subparagraph  (A)  and 
dividing  by  48. 

“(C)  By  computing  for  each  month  in  the 
base  period  the  excess  profits  net  income  of  the 
radio  broadcasting  business  ( determined,  without 
regard  to  income,  deductions,  losses,  or  other  items 
attributable  to  any  other  business),  by  adding  such 
amounts  for  all  of  the  months  in  the  base  period, 
and  by  dividing  by  four. 

“(D)  By  dividing  the  amount  computed  under 
subparagraph  (C )  by  the  amount  computed  under 
subparagraph  (B  ) . 

“(3)  Interest  adjustment. — In  any  case  in 
which  an  amount  is  computed  under  paragraph  (1) 
(A),  or  is  computed  under  paragraph  (1)  (B)  by  the 
use  of  a  base  period  rate  of  return  determined  under 
section  447  (c),  the  amount  so  computed  shall,  for  the 
purpose  of  this  subsection,  be  reduced  by  an  amount  equal 
to  the  total  interest  paid  or  incurred  by  the  taxpayer  for 
the  twelve  months  ending  with  the  close  of  its  base  period, 
and:  in  the  case  of  any  amount  determined  under  para- 
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graph  (1)  (C)  or  (D)  hy  reference  to  paragraph  (1) 
(B)  the  amount  so  determined  shall  be  reduced  by  such 
portion  of  such  interest  as  the  total  assets  determined 
under  paragraph  (1)  (B)  is  of  the  total  assets  of  the 
taxpayer  determined  under  section  442  (f)  for  the  last 
day  of  its  base  period. 

“(4)  Application  of  part  ii. — The  Secretary 
shall  prescribe  regulations  for  the  application  of  part  II 
in  the  case  of  a  transaction  described  in  section  461  (a) 
involving  an  acquiring  corporation  otherwise  entitled  to 
the  benefits  of  this  section .” 

SEC.  520.  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME  IN  CON - 
NECTION  WITH  CERTAIN  TAXABLE  ACQUISITIONS, 
(a,)  General  Rule. — Subchapter  D  (relating  to  the 
excess  profits  tax )  of  chapter  1  is  hereby  amended  by  inserting 
immediately  following  section  472  the  following  new  part: 
‘'Part  IV — Excess  Profits  Credit  Based  on  Income  in  Connection 
With  Certain  Taxable  Acquisitions  Occurring  Prior  to  Decem¬ 
ber  1,  1950 

“SEC.  474.  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME— CER¬ 
TAIN  TAXABLE  ACQUISITIONS. 

“(a)  Definitions. — For  the  purpose  of  this  part — 

“( 1)  Purchasing  corporation.— The  term 
1 purchasing  corporation ’  means  a  corporation  which, 
before  December  1,  1950,  acquired — 
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“(A)  All  or  substantially  all  of  the  properties 
(other  than  cash)  of  another  corporation  or  of  a 
partnership  in  a  transaction  other  than  a  transaction 
described  in  section  461  (a);  or 

“(B)  Properties  of  another  corporation,  in  a 
transaction  other  than  a  transaction  described  in 
section  461  (a),  if  (i)  such  properties  constituted, 
immediately  prior  to  the  acquisition,  all  of  the  prop¬ 
erties  (other  than  cash)  of  a  separate  business  of 
such  other  corporation  and  (ii)  all  or  substantially 
all  of  the  properties  ( other  than  cash )  of  such  other 
corporation  were  transferred,  in  furtherance  of  a 
single  plan  of  complete  liquidation  for  such  other 
corporation,  to  the  purchasing  corporation  and  to 
one  or  more  other  corporations;  or 

“(C)  Properties  from  a  corporation  solely  as 
paid-in  surplus  or  a  contribution  to  capital  in 
respect  of  voting  stock  owned  by  such  corporation 
if  such  properties  are  all  or  substantially  all  of 
the  properties  (other  than  cash)  acquired  immedi¬ 
ately  prior  thereto  by  such  corporation  as  a  pur¬ 
chasing  corporation  in  a  transaction  described  in 
subparagraph  (A)  or  (B) . 

“(2)  Selling  corporation. — The  term  ‘ selling 
corporation’  means  a  corporation  or  a  partnership,  as 
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the  case  may  he,  properties  of  which  were  acquired  in 
a  transaction  described  in  subparagraph  (A)  or  (B ) 
of  paragraph  (1)  by  a  purchasing  corporation  or  by 
the  corporation  referred  to  in  subparagraph  ( C )  of 
paragraph  (1) . 

11  (3)  Part  IV  transaction. — The  term  ‘ part  IV 
transaction’  means  a  transaction  described  in  paragraph 

w- 

“(b)  Average  Base  Period  Net  Income  of  Pur¬ 
chasing  Corporation. — The  average,  base  period  net  in¬ 
come  under  section  435  (d)  of  a  purchasing  corporation 
shall  be  determined  by  computing  its  excess  profits  net  income 
either  with  or  without  reference  to  this  part,  whichever  pro¬ 
duces  the  lesser  tax  under  this  subchapter  for  the  taxable  year 
for  which  the  tax  is  being  computed.  The  excess  profits  net 
income  of  such  purchasing  corporation,  if  computed  under 
this  part,  shall  be  the  excess  profits  net  income  for  each 
month  of  such  purchasing  corporation  s  base  period  increased 
or  decreased,  as  the  case  may  be,  by  the  addition  or  reduction 
resulting  from  including  the  excess  profits  net  income  (or 
deficit  therein)  for  such  month  properly  attributable  to  the 
business  acquired  by  the  purchasing  corporation  and  properly 
allocable  to  such  purchasing  corporation. 

“(c)  Limitations. — This  part  shall  apply  only  if  each 
of  the  following  conditions  is  satisfied: 
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“( 1)  Immediately  following  the  part  IV  transaction 
( or  the  last  such  transaction  described  in  subsection 
(a)  (1)  (B)),  the  selling  corporation  discontinued  all 
business  activities  and  was  completely  liquidated  in  a 
transaction  other  than  a  transaction  described  in  section 
461  (a). 

“(2)  During  so  much  of  the  base  period  of  the  pur¬ 
chasing  corporation  and  of  the  period  thereafter  as 
preceded  the  part  IV  transaction,  the  properties  acquired 
in  the  part  IV  transaction  were  substantially  all  of  the 
properties  ( other  than  cash )  which  were  used  by  the 
selling  corporation,  or  by  a  component  corporation 
(as  defined  in  section  461  (b) )  of  such  selling  corpora¬ 
tion,  in  the  operation  of  the  business  the  assets  of  which 
were  acquired  by  the  purchasing  corporation.  For  the 
purpose  of  this  paragraph,  if  the  business  in  the  hands 
of  both  the  selling  corporation  and  the  purchasing  cor¬ 
poration  was  operated  under  a  substantially  identical 
franchise  or  license,  granted  by  the  same  person,  such 
franchise  or  license  shall  be  deemed  acquired  by  the  pur¬ 
chasing  corporation  from  the  selling  corporation. 

“(3)  The  business  acquired  in  the  part  IV  trans¬ 
action  iras  operated  by  the  purchasing  corporation  from 
the  date  of  such  transaction  to  the  end  of  the  taxable  year. 
“(d)  Special  Rule. — For  the  purpose  of  subsection 
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(c)  (1)  (C),  in  determining  whether  property  is  acquired 
solely  as  paid-in  surplus  or  a  contribution  to  capital  in 
respect  of  voting  stock,  the  assumption  by  the  purchasing 
corporation  of  a  liability  of  the  transferring  corporation,  or 
the  fact  that  the  property  acquired  is  subject  to  a  liability, 
shall  be  disregarded. 

“(e)  Regulations. — The  Secretary  shall  by  regula¬ 
tions  prescribe  the  rules  (consistent  with  the  principles  of 
part  II)  for  the  application  of  this  part  to  the  parties  to  a 
part  IV  transaction,  including  rides  for  the  application 
under  this  part  of  the  principles  described  in  section  462  ( j ) 
(1)  and  the  other  provisions  of  part  II  relating  to  the  pre¬ 
vention  of  duplication,  rules  for  the  proper  application  to  the 
parties  to  a  part  IV  transaction  of  the  provisions  of  this 
subchapter  relating  to  capital  changes,  and,  rules  for  the  de¬ 
termination  of  the  amount  of  excess  profits  net  income  ( or 
deficit  therein)  attributable  to  the  business  acquired  by  a 
purchasing  corporation  in  a  part  IV  transaction  and  prop¬ 
erly  allocable  to  such  purchasing  corporation 
(b)  Technical  Amendments. — 

(1)  Section  435  (a)  (3)  (relating  to  amount  of 
excess  profits  credit)  is  hereby  amended  by  inserting 
before  the  period  at  the  end  thereof  the  following:  “,  and 
in  the  case  of  certain  taxable  acquisitions,  see  part  IV 
of  this  subchapter  ’ . 
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(2)  Section  462  (b)  (relating  to  the  method  of 
recomputation  of  excess  profits  net  income  of  an  acquir¬ 
ing  corporation)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“(4)  The  Secretary  shall  provide  by  regulations 
for  the  application  of  this  subsection  in  any  case  in  which 
a  purchasing  corporation,  as  defined  in  part  IV,  is  the 
component  corporation 
SEC.  521.  EFFECTIVE  DATE  OF  TITLE  V. 

Except  as  otherwise  provided  in  section  510,  the  amend¬ 
ments  made  by  this  title  shall  be  applicable  only  with  respect 
to  taxable  years  ending  after  June  30,  1950. 

TITLE  ¥  VI— MISCELLANEOUS  PROVISIONS 
AND  AMENDMENTS 

SEC.  501  601.  EXEMPTION  OF  CERTAIN  ORGANIZATIONS 
FROM  INCOME  TAX  FOR  PRIOR  TAXABLE 
YEARS. 

Section  302  of  the  Revenue  Act  of  1950  (relating  to 
exemption  of  certain  organizations  for  past  years)  is  amended 
adding  at  the  end  thereof  the  following  new  subsection: 
“(d)  Profits  Inuring  to  the  Benefit  of  Certain 
Educational  Organizations. — Eor  any  taxable  year 
beginning  prior  to  January  1,  1951,  an  organization  operated 
for  the  primary  purpose  of  carrying  on  a  trade  or  business 
for  profit,  no  part  of  the  net  earnings  of  which  inures  to  the 
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benefit  of  any  private  shareholder  or  individual  and  all  of  the 
net  earnings  of  which  inure  to  the  benefit  of  an  educational 
organization  which  normally  maintains  a  regular  faculty  and 
curriculum  and  normally  has  a  regularly  organized  body  of 
pupils  or  students  in  attendance  at  the  place  where  its  educa¬ 
tional  activities  are  regularly  carried  on,  shall  not  be  denied 
exemption  from  taxation  under  section  101  of  the  Internal 
Revenue  Code  on  the  ground  that  it  is  carrying  on  a  trade  or 
business  for  profit.” 

SEO,  m,  EXCESS  PROFITS  CREDIT  BASED  ON  INCOME. 


-faf  Percent  age  of  Average  -Ease  Period  Aft 


Income  Taken  Into  -Account. — 

-(4-)-  In  general. — Paragraph 
paragraph  -ffip  of  section  43fi  -(a)-  - 
profits  credit  based  on  income)  are 


-ffif  pAP  and 
(relating  to  excess 


striking  out  Phr  per  centum-’  and  inserting  in  lien 


per  centum”. 

-fPf  Taxable  years  lei 


E  LANE¬ 


ARY  Ay  1 9  5 1 7  AND  ENERNO  AFTER  DECEMBER  Op- 
■19  5  0; — &cetion  445  -(a)-  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph-- 

"-(4)-  Taxable  years  beoinnino  in  1950  and 
ending  in  19-51; — In  the  ease  of  a  taxable  vear  be- 
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ginning  before  January  P  1954,  and  ending  after 
December  fi-P  4450,  there  shaft  be  useefi  for  the  pur- 
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poses  of  paragraph  -(4-)-  -(A)-  and  paragraph  -(2)7  hi 
lieu  el  8b  per  centum  el  the  average  base  period  eel 
income,  an  amount  equal  te  the  sere  el — 

-(A)-  that  portion  el  an  amount  equal  te  8b 
per  centum  el  the  average  base  period  net  income 
which  the  number  el  days  hi  such  taxable  year  prior 
te  J anuary  4y  4953"  hears  te  the  total  number  el 
days  in  such  taxable  year,  pins 

-{44}-  that  portion  el  an  amount  equal  te  74 
per  centum  el  the  average  base  period  net  income 
whieli  the  number  el  days  in  such  taxable  year  after 
December  347  1  -9-50-,-  bears  te  the  total  number  el 
days  in  sueh  taxable  year.” 

-{b}-  Effective  Date. — 4be  amendments  made  by  sub¬ 
section  -(a)-  shall  be  applicable  only  with  respect  te  taxable 
years  ending  after  December  34^  4050? 

SEC.  602.  FOREIGN  ESTATE  TAX  CREDIT. 

(a)  Credit  Against  Basic  Estate  Tax. — Section 
813  ( relating  to  credits  against  estate  tax )  is  hereby  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 
“(c)  Same — Paid  to  Foreign  Countries. — 

“(1)  In  general. — The  tax  imposed  by  section  810 
shall  be  credited  with  the  amount  of  any  estate,  inheri¬ 
tance,  legacy,  or  succession  taxes  actually  paid  to  any 
foreign  country  in  respect  of  any  property  situated 
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within  such  foreign  country  and  included  in  the  gross 
estate  ( not  including  any  such  taxes  paid  with  respect  to 
the  estate  of  a  person  other  than  the  decedent).  If  the 
decedent  at  the  time  of  his  death  was  not  a  citizen  of  the 
United  States,  credit  shall  not  be  allowed  under  this 
subsection  unless  the  foreign  country  of  which  such 
decedent  was  a  citizen  or  subject,  in  imposing  such  taxes, 
allows  a  similar  credit  in  the  case  of  a  citizen  of  the 
United  States  resident  in  such  country.  The  deter¬ 
mination  of  the  country  within  which  property  is  situ¬ 
ated  shall  be  made  in  accordance  with  the  rules  applica¬ 
ble  under  Part  III  of  this  subchapter  in  determining 
whether  property  is  situated  within  or  without  the  United 
States. 

“(2)  Limitations  on  credit. — The  credit  pro¬ 
vided  in  this  subsection  with  respect  to  such  taxes  paid  to 
any  foreign  country — 

“( A)  shall  not  exceed  an  amount  which  bears 
the  same  ratio  to  the  taxes  actually  paid  to  such 
foreign  country  as  the  value  of  property  which  is— 
“(i)  situated  within  such  foreign  country, 
“(ii)  subjected  to  the  taxes  of  such  foreign 
country ,  and 

“(Hi)  included  in  the  gross  estate 
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bears  to  the  value  of  all  property  subjected  to  the 
taxes  of  such  foreign  country;  and 

“(B)  shall  not  exceed  an  amount  which  bears 
the  same  ratio  to  the  tax  imposed  by  section  810 
( after  deducting  from  such  tax  the  credits  provided 
by  subsections  (a)  and  (b)  of  this  section)  as  the 
value  of  property  which  is — 

“(i)  situated  within  such  foreign  country , 
“(ii)  subjected  to  the  taxes  of  such  foreign 
country ,  and 

“(Hi)  included  in  the  gross  estate 
bears  to  the  value  of  the  entire  gross  estate  reduced  by 
the  aggregate  amount  of  the  deductions  allowed  under 
subsections  (c),  (d),  and  (e)  of  section  812. 
“(3)  Valuation  of  property. — 

“(A)  The  values  referred  to  in  the  ratio  stated 
in  paragraph  (2)  (A)  are  the  values  determined 
for  the  purposes  of  the  taxes  imposed  by  such  foreign 
country. 

“(B)  The  values  referred  to  in  the  ratio  stated 
in  paragraph  (2)  (B )  are  the  values  determined 
under  this  chapter;  but,  in  applying  such  ratio,  the 
value  of  any  property  described  in  clauses  (i) ,  (ii) , 
and  (Hi)  thereof  shall  be  reduced  by  such  amount 
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as  will  properly  reflect,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  deductions 
allowed  in  respect  of  such  property  under  subsec¬ 
tions  (c),  (d),  and  (e)  of  section  812 . 

“(4)  Proof  of  credit. — The  credits  provided  in 
this  subsection  and  in  section  936  (c)  shall  be  allowed 
only  if  the  taxpayer  establishes  to  the  satisfaction  of  the 
Secretary  (A)  the  amount  of  taxes  actually  paid  to  the 
foreign  country,  (B)  the  amount  and  date  of  each  pay¬ 
ment  thereof,  (C)  the  description  and  value  of  the  prop¬ 
erty  in  respect  of  which  such  taxes  are  imposed,  and 
(D)  all  other  information  necessary  for  the  verification 
and  computation  of  the  credits. 

“(5)  Period  of  limitation. — The  credits  pro¬ 
vided  in  this  subsection  and  in  section  936  (c)  shall  be 
allowed  only  for  such  taxes  as  were  actually  paid  and 
credit  therefor  claimed  within  four  years  after  the  filing 
of  the  return  required  by  section  821,  except  that — 
“(A)  If  a  petition  for  redetermination  of  a 
deficiency  has  been  filed  with  The  Tax  Court  of  the 
United  States  within  the  time  prescribed  in  section 
871,  then  within  such  four-year  period  or  before 
the  expiration  of  60  days  after  the  decision  of  The 
Tax  Court  becomes  final. 

“(B)  If,  under  section  822  (a)  (2)  or  section 
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871  (li),  an  extension  of  time  has  been  granted  for 
payment  of  the  tax  shown  on  the  return,  or  of  a 
deficiency ,  then  within  such  four-year  period  or 
before  the  date  of  the  expiration  of  the  period  of  the 
extension. 

Refund  based,  on  such  credits  may  ( despite  the  provisions 
of  sections  910  to  912,  inclusive)  be  made  if  claim  there¬ 
for  is  filed  within  the  period  above  provided.  Any  such 
ref  und  shall  be  made  without  interest 
(b)  Credit  Against  Additional  Estate  Tax. — 
Section  936  (relating  to  credits  against  estate  tax)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection: 

“(c)  Estate,  Etc.,  Taxes  Paid  to  Foreign 
Countries. — 

“(1)  In  general. — In  the  case  of  the  estate  of  a 
citizen  or  resident  of  the  United  States,  the  tax  imposed 
by  section  935  shall  be  credited  with  the  amount  of  any 
estate,  inheritance,  legacy,  or  succession  taxes  actually 
paid  to  any  foreign  country  in  respect  of  any  property 
situated  within  such  foreign  country  and  included  in  the 
gross  estate  (not  including  any  such  taxes  paid  with 
respect  to  the  estate  of  a  person  other  than  the  decedent). 
If  the  decedent  at  the  time  of  his  death  was  not  a  citizen 
H.  R.  4473 - 22 
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of  the  United  States,  credit  shall  not  he  allowed  under 
this  subsection  unless  the  foreign  country  of  which  such 
decedent  was  a  citizen  or  subject,  in  imposing  such  taxes, 
allows  a  similar  credit  in  the  case  of  a  citizen  of  the 
United  States  resident  in  such  country.  The  determina¬ 
tion  of  the  country  within  which  property  is  situated  shall 
he  made  in  accordance  with  the  rules  applicable  under 
Part  III  of  subchapter  A  in  determining  whether  prop¬ 
erty  is  situated  within  or  without  the  United  States. 

“(2)  Limitations  on  credit. — The  credit  pro¬ 
vided  in  this  subsection  with  respect  to  such  taxes  paid  to 
any  foreign  country — 

“(A)  shall  not  exceed  the  amount  by  which  such 
taxes  paid  to  the  foreign  country  exceed  the  amount 
of  the  credit  allowed  therefor  under  section  813  (c) ; 
and 

“(B)  shall  not  exceed  an  amount  which  bears 
the  same  ratio  to  the  tax  imposed  by  section  935 
( after  deducting  from  such  tax  the  credit  provided 
by  subsection  (b)  of  this  section)  as  the  value  of 
property  which  is — 

“(i)  situated  within  such  foreign  country, 
“(ii)  subjected  to  the  taxes  of  such  foreign 
country,  and 

“(Hi)  included  in  the  gross  estate 
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bears  to  the  value  of  the  entire  gross  estate  reduced 
by  the  aggregate  amount  of  the  deductions  allowed 
under  subsections  (c),  (d),  and  (e)  of  section  812. 
“(3)  Same — special  rules. — 

“(A)  For  the  purposes  of  paragraph  (2)  (A), 
lsuch  taxes  paid  to  the  foreign  country ’  shall  be  an 
amount  which  bears  the  same  ratio  to  the  taxes 
actually  paid  to  such  foreign  country  as  the  value  of 
property  which  is — 

“(i)  situated  within  such  foreign  country, 
“( ii)  subjected  to  the  taxes  of  such  foreign 
country,  and 

“(Hi)  included  in  the  gross  estate 
bears  to  the  value  of  all  property  subjected  to  the 
taxes  of  such  foreign  country.  The  values  referred 
to  in  this  ratio  are  the  values  determined  for  the 
purposes  of  the  taxes  imposed  by  such  foreign 
country. 

“(B)  The  values  referred  to  in  the  ratio  stated 
in  paragraph  (2)  (B)  are  the  values  determined 
under  this  chapter;  but,  in  applying  such  ratio,  the 
value  of  any  property  described  in  clauses  (i),  (ii), 
and  (Hi)  thereof  shall  be  reduced  by  such  amount 
as  will  properly  reflect,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  deductions 


1 

9 

— J 

Q 

O 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


340 


allowed  in  respect  of  such  property  under  subsec¬ 
tions  (c),  (d) ,  and  (e)  of  section  812. 

“(4)  Proof  of  credit. — 

“For  provisions  relating  to  proof  of  credit,  see 
section  813  (c)  (4) . 

“(5)  Period  of  limitation. — 

“For  provisions  relating  to  period  of  limitation 
on  claiming  of  credit  or  refund,  based  thereon  and 
nonpayment  of  interest  on  refund,  see  section  813 
(c)  (5).” 

(c)  Reversionary  or  Remainder  Interest. — 
Section  927  (relating  to  credit  for  State  death  taxes)  is 
hereby  amended  to  read  as  follows: 

“SEC.  927.  CREDIT  FOR  DEATH  TAXES. 

“Such  part  of  any  estate,  inheritance,  legacy,  or  succes¬ 
sion  taxes  allowable  as  a  credit  under  section  813  (b)  or 
(c)  against  the  tax  imposed  by  this  subchapter,  or  under 
section  936  (c)  against  the  tax  imposed  by  subchapter  B, 
as  is  attributable  to  such  reversionary  or  remainder  interest 
may  be  allowed  as  a  credit  against  the  tax  attributable  to 
such  interest,  subject  to  the  limitations  on  the  amount  of 
credit  contained,  in  such  sections,  if  such  part  is  paid,  and 
credit  therefor  claimed,  at  any  time  prior  to  the  expiration 
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of  60  days  after  the  termination  of  the  precedent  interest  or 
interests  in  the  property 

(d)  Extension  of  Period  of  Limitations,  Etc., 
in  Case  of  Recovery  of  Taxes  Claimed  as 
Credit. — Section  874  (h)  (relating  to  exceptions  to  gen¬ 
eral  rule  as  to  period  of  limitation  upon  assessment  and  col¬ 
lection  of  estate  tax)  is  hereby  amended  by  inserting  at  the 
end  thereof  the  following  new  paragraph: 

“(3)  Recovery  of  taxes  claimed  as  credit. — 
If  any  tax  claimed  as  a  credit  under  section  813  (b) 
or  (c)  or  section  936  (c)  is  recovered  from  any  foreign 
country,  any  State,  any  Territory  or  possession  of  the 
United  States,  or  the  District  of  Columbia,  the  executor, 
or  any  other  person  or  persons  recovering  such  amount, 
shall  give  notice  of  such  recovery  to  the  Secretary  at  such 
time  and  in  such  manner  as  may  be  required  by  regula¬ 
tions  prescribed,  by  him,  and  the  Secretary  shall  redeter¬ 
mine  the  amount  of  the  tax  under  this  chapter  and  the 
amount,  if  any,  of  the  tax  due  upon  such  redetermination , 
shall  be  paid  by  the  executor  or  such  person  or  persons,  as 
the  case  may  be,  upon  notice  and  demand 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  be  applicable  with  respect  to  estates  of  decedents 
dying  after  the  date  of  the  enactment  of  this  Act. 
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SEC.  503  603.  ESTATE  AND  GIFT  TAX  TREATMENT  OF  UNITED 
STATES  BONDS  HELD  BY  CERTAIN  NONRESI¬ 
DENT  ALIENS. 

(a)  Estate  Tax. — Effective  with  respect  to  estates  of 
decedents  dying  after  February  10,  1939,  section  861  (re¬ 
lating  to  the  computation  of  the  net  estate  of  a  decedent 
nonresident  not  a  citizen  of  the  United  States)  is  hereby 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

“(c)  United  States  Bonds. — For  the  purposes  of 
subsection  (a),  the  value  of  the  gross  estate  (determined 
as  provided  in  section  811)  of  a  decedent  who  was  not 
engaged  in  business  in  the  United  States  at  the  time  of  his 
death — 

“  ( 1 )  shall  not  include  obligations  issued  by  the 
United  States  prior  to  March  1,  1941;  and 

“  (2)  shall  include  obligations  issued  by  the  United 
States  on  or  after  March  1,  1941,  hut  only  if  the  dece¬ 
dent  died  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1951.” 

(b)  Gift  Tax.— Effective  with  respect  to  gifts  made 
after  the  date  of  enactment  of  this  Act,  section  1000  (b) 
(relating  to  application  of  gift  tax)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following:  “In  the  case  of  such 
a  nonresident  who  is  not  engaged  in  business  in  the  United 
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States  at  the  time  of  a  transfer  of  obligations  issued  by  the 
United  States,  the  tax  shall  apply  in  respect  of  any  such 
obligations  only  if  issued  on  or  after  March  1,  1941.” 

SEC.  604.  ESTATE  TAX  EXEMPTION  FOR  WORKS  OF  ART  LOANED 
BY  NONRESIDENT  ALIENS. 

(a)  Amendment  of  Section  863  (c). — Section  863 
(c)  (relating  to  exemption  of  works  of  art  loaned  by  non¬ 
resident  aliens)  is  hereby  amended  to  read  as  follows: 

“(c)  Works  of  Art  on  Loan  for  Exhibition. — 
Works  of  art  owned  by  a  nonresident  not  a  citizen  of  the 
United  States  (1)  imported  into  the  United  States  solely  for 
exhibition  purposes,  (2)  loaned  for  such  purposes  to  a  public 
gallery  or  museum,  no  part  of  the  net  earnings  of  which  inure 
to  the  benefit  of  any  private  stockholder  or  individual,  and 
(3)  at  the  time  of  the  death  of  the  owner,  on  exhibition,  or 
en  route  to  or  from  exhibition,  in  such  a  public  gallery  or 
museum 

(b)  Effective  Date. — The  amendment  made  by  this 
section  shall  be  applicable  only  with  respect  to  estates  of 
decedents  dying  after  the  date  of  the  enactment  of  this  Act. 
SEC.  605.  EXEMPTION  FROM  ADDITIONAL  ESTATE  TAX  OF  MEM¬ 
BERS  OF  ARMED  FORCES  UPON  DEATH. 

Section  939  (relating  to  the  estate  tax  treatment  of  certain 
members  of  the  armed  forces)  is  hereby  amended  as  follows: 

■  1.  f.i  ■■  j  j  -r.  -  v  1  i ;  •  . 
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(1)  By  inserting  before  the  first  sentence  thereof  the 
following: 

“(a)  Deaths  After  December  6, 1941  and  Before 
January  1,  1947. — 

(2)  By  adding  at  the  end  thereof  the  following: 
“(b)  Deaths  After  June  24,  1950  and  Before 

January  1,  1954. — The  tax  imposed  by  section  935  shall 
not  apply  to  the  transfer  of  the  net  estate  of  a  citizen  or  resi¬ 
dent  of  the  United  States  dying  after  June  24,  1950,  and 
before  January  1,  1954,  while  in  active  service  as  a  member 
of  the  armed:  forces  of  the  United  States,  if  such  decedent — 
“(1)  was  killed  in  action  while  serving  in  a  combat 
zone,  as  determined  under  section  22  (b)  (13).;  or 

“(2)  died  as  a  result  of  wounds,  disease,  or  injury 
suffered,  while  serving  in  a  combat  zone  ( as  determined 
under  section  22  (b)  (13))  and  while  in  line  of  duty, 
by  reason  of  a  hazard  to  which  he  was  subjected  as  an 
incident  of  such  service 

SEC.  606.  TRANSFERS  CONDITIONED  UPON  SURVIVORSHIP. 

In  the  case  of  property  transferred  by  a  decedent  dying 
after  March  18,  1937,  and  before  February  11,  1939,  the 
determination  of  whether  such  property  is  to  be  included:  in 
his  gross  estate  under  section  302  (c)  of  the  Revenue  Act  of 
1926  (44  StaL  70)  as  a  transfer  intended  to  take  effect  in 
possession  or  enjoyment  at  or  after  his  death  shall  be  made  in 
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1  conformity  with  Treasury  Regulations  in  force  at  the  time 

2  of  his  death. 

3  SEC.  607.  TRANSFERS  WITH  INCOME  RESERVED. 

4  Section  7  (h)  of  the  Act  entitled  “An  Act  to  amend 

5  certain  provisions  of  the  Internal  Revenue  Code" ,  approved 
(5  October  25,  1949  ( 63  Stat.  895 ) ,  is  hereby  amended  by 

7  striking  out  “January  1,  1950"  and  inserting  in  lieu  thereof 

8  “January  1,  1951" . 

9  SEC.  608.  TRANSFERS  TAKING  EFFECT  AT  DEATH. 

10  Effective  with  respect  to  estates  of  decedents  dying  after 

11  February  10,  1939,  section  7  (b)  of  the  Act  entitled  “An 
13  Act  to  amend  certain  provisions  of  the  Internal  Revenue 

13  Code" ,  approved  October  25,  1949  (63  Stat.  895),  is  hereby 

14  amended  by  striking  out  the  word  “sentence"  and  inserting 

15  in  lieu  thereof  “two  sentences"  and  by  inserting  immediately 

16  preceding  the  last  sentence  thereof  the  following  sentence: 

17  “The  provisions  of  section  811  (c)  (1)  (C)  of  such  code 

18  shall  not  apply  to  a  transfer  made  prior  to  September  8, 

19  1916."  The  provisions  of  section  7  (c)  of  such  Act,  as 
30  amended ',  shall  not  apply  to  an  overpayment  resulting  from 

21  the  application  of  this  section. 

22  SEC.  609.  REVERSIONARY  INTERESTS  IN  CASE  OF  LIFE  INSUR- 

23  ANCE. 

24  If  refund  or  credit  of  any  overpayment  resulting  from 

25  the  application  of  section  503  of  the  Revenue  Act  of  1950  is 
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'prevented  on  the  date  of  the  enactment  of  this  Act,  or  within 
one  year  from  such  date,  by  the  operation  of  any  law  or  rule 
of  law  (other  than  section  3760  of  the  Internal  Revenue 
Code,  relating  to  closing  agreements,  and  other  than  section 
3761  of  such  code,  relating  to  compromises) ,  refund  or  credit 
of  such  overpayment  may,  nevertheless,  be  made  or  allowed 
if  claim  therefor  is  filed  within  one  year  from  the  date  of 
enactment  of  this  Act. 

SEC.  610.  INCOME  PURSUANT  TO  AWARD  OF  INTERSTATE  COM¬ 
MERCE  COMMISSION. 

Notwithstanding  section  42  of  the  Internal  Revenue 
Code,  amounts  received,  pursuant  to  an  award  under  the 
order  issued  under  the  Railway  Mail  Pay  Act  of  1916  by  the 
Interstate  Commerce  Commission  on  December  4,  1950,  as 
compensation  for  the  transportation  of  mail  during  1950  and 
prior  years  shall  be  deemed  to  be  income  which  accrued 
in  the  taxable  years  in  which  the  services  to  which  such 
compensation  relates  were  rendered.  Notwithstanding  sec¬ 
tion  292  of  such  code,  no  interest  shall  be  assessed  or  collected 
for  any  period  prior  to  July  1,  1951,  with  respect  to 
that  part  of  any  deficiency  which  the  Secretary  determines 
to  be  attributable  to  the  inclusion  of  income  in  a  taxable  year 
by  reason  of  the  application  of  this  section.  Any  deficiency 
attributable  to  the  inclusion  of  income  in  any  taxable  year 
by  reason  of  the  application  of  this  section  may  be  assessed 
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at  any  time  prior  to  the  expiration  of  the  period  for  assess¬ 
ment  with  respect  to  the  taxable  year  of  the  taxpayer  which 
includes  December  4,  1950,  notwithstanding  the  provisions 
of  section  275  of  the  Internal  Revenue  Code  or  any  other 
provision  of  law  or  rule  of  law  which  would  otherwise  prevent 
such  assessment. 

SEC.  611.  CREDIT  IN  PRIOR  TAXABLE  YEARS  FOR  DIVIDENDS 
RECEIVED  ON  PREFERRED  STOCK  OF  A  PUBLIC 
s  UTILITY. 

In  the  case  of  taxable  years  beginning  before  April  1, 
1951,  any  reference  in  section  15  (a)  or  26  (b)  of  the 
Internal  Revenue  Code  to  dividends  received  on  the  pre¬ 
ferred  stock  of  a  public  utility  shall  be  construed  as  re¬ 
ferring  only  to  dividends  received  on  the  preferred  stock  of 
a  public  utility  with  respect  to  which  the  credit  provided 
in  section  26  (h)  of  such  Code  for  dividends  paid  was 
allowable. 

SEC.  612.  CONSOLIDATED  RETURNS— INCLUDIBLE  CORPORATION. 

If  an  affiliated  group  making  a  consolidated  return  with 
respect  to  the  first  taxable  year  of  the  group  ending  after 

4 

June  30,  1950,  included  a  corporation  described  in  section 
454  (f)  of  the  Internal  Revenue  Code  pursuant  to  the  con¬ 
sent  provided  in  section  141  (e)  (7)  of  such  code,  such 
corporation  may  withdraw  such  consent  at  any  time  within 
ninety  days  after  the  enactment  of  this  Act.  If  such  consent 
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is  withdrawn  under  the  preceding  sentence,  the  tax  liability 
of  the  affiliated  group  and  its  several  members  for  the  taxable 
year  shall  be  determined,  assessed,  and  collected  as  if  such 
corporation  had  never  joined  in  the  making  of  the  consolidated 
return. 

SEC.  613.  TIME  FOR  PERFORMING  CERTAIN  ACTS  POSTPONED 
IN  CASE  OF  CHINA  TRADE  ACT  CORPORATIONS. 

Section  3805  ( relating  to  postponement  of  income  tax  due 
dates  in  the  case  of  China  Trade  Act  corporations)  is  hereby 
amended  to  read  as  follows: 

“SEC.  3805.  INCOME  TAX  DUE  DATES  POSTPONED  IN  CASE  OF 
CHINA  TRADE  ACT  CORPORATIONS. 

“In  the  case  of  any  taxable  year  beginning  after  De¬ 
cember  31,  1948,  and  ending  before  October  1,  1953,  no 
Federal  income  tax  return  of,  or  payment  of  any  Federal 
income  tax  by,  any  corporation  organized  under  the  China 
Trade  Act  of  1922  (42  Stat.  849,  U.  S.  C.,  Title  15, 
chapter  4),  as  amended,  shall  become  due  until  December 
31,  1953,  but  only  with  respect  to  any  such  corporation  and 

any  such  taxable  year  which  the  Secretary  may  determine 

* 

reasonable  under  the  circumstances  in  China  pursuant  to 
such  regulations  as  he  may  prescribe.  Such  due  date  shall 
be  subject  to  the  power  of  the  Secretary  to  extend  the  lime 
for  filing  such  return  or  paying  such  tax,  as  in  other  cases.” 
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1  SEC.  614.  TREATY  OBLIGATIONS. 

2  No  amendment  made  by  this  Act  shall  apply  in  any  case 

3  where  its  application  would  be  contrary  to  any  treaty  obliga- 

4  tion  of  the  United  States. 

5  SEC.  504  615.  REORGANIZATION  PLAN  NUMBERED  26  OF  1950. 

6  The  provisions  of  Reorganization  Plan  Numbered  26 

7  of  1950  shall  be  applicable  to  ah  functions  vested  by  this 

8  Act  in  any  officer,  employee,  or  agency  of  the  Department 

9  of  the  Treasury. 

Passed  the  House  of  Representatives  June  22,  1951. 

Attest:  RALPH  R.  ROBERTS, 

Clerk. 
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T^he  Senator  from  Wisconsin  [Mr.  Mc¬ 
Carthy],  the  Senator  from  Oregon  [Mr. 
Morse]  ,  and  the  Senator  from  Nebraska 
[Mr.  Wherry]  are  necessarily  absent. 

The  Senator  from  New  Hampshire 
[Mr.  Tobey]  is  absent  because  of  illness. 

The  Senator  from  Pennsylvania  [Mr. 
Duff],  and  tfr^  Senator  from  Ohio  [Mr. 
Taft],  are  detained  on  official  business. 

The  result  was  announced — yeas  23, 
nays  58,  as  follow^: 


Aiken 

YEAS*— 23 

Ives 

Johnston,  S>C. 

Mundt 

Case 

Murray 

Douglas 

Kilgore 

Neely 

Flanders 

Knowland 

•Nixon 

Schoeppel 

Frear 

Danger 

Fulbright 

Lehman 

smith,  Maine 

Gillette 

Monroney 

Williams 

Humphrey 

Moody 

NAYS— 58 

Bennett 

Green 

McKellar”  , 

Benton 

Hayden 

McMahon 

Brewster 

Hendrickson 

Millikin 

Bricker 

Hill 

O’Mahoney 

Bridges 

Hoey 

Pastore 

Butler,  Md. 

Holland 

Robertson 

Butler,  Nebr. 

Hunt 

Russell 

Cain 

Jenner 

Saltonstall 

Capehart 

Johnson,  Colo. 

Smith,  N.  J. 

Carlson 

Johnson,  Tex. 

Smith,  N.  C. 

Clements 

Kem 

Sparkman 

Connally 

Kerr 

Stennis 

Cordon 

Lodge 

Thye 

Dirksen 

Long 

Underwood 

Dworshak 

Malone 

Watkins 

Eastland 

Martin 

Welker 

Ecton 

Maybank 

Wiley 

Ellender 

McCarran 

Young 

Ferguson 

McClellan 

George 

McFarland 

NOT  VOTING— 15 

Anderson 

Hickenlooper 

O’Conor 

Byrd 

Kefauver 

Smathers 

Chavez 

Magnuson 

Taft 

Duff 

McCarthy 

Tobey 

Hennings 

Morse 

Wherry 

So  Mr.  Douglas’  amendment  was  re¬ 
jected. 

Mr.  DOUGLAS.  Mr.  President,  I 
wish  to  call  up  another  amendment, 
which  I  hope  the  Senator  from  Colorado 
[Mr.  Johnson]  will  accept.  It  is  amend¬ 
ment  9-17-51 — C. 

The  VICE  PRESIDENT.  The  clerk 
will  state  the  amendment. 

The  Chief  Clerk.  On  page  19,  be¬ 
tween  lines  16  and  17,  it  is  proposed  to 
insert  the  following: 

(5)  The  Board  shall,  by  written  notice 
to  the  air  carrier,  terminate  any  payments 
under  this  subsection  upon  finding,  after 
notice  and  hearing,  that  gratuities  .(In  the 
form  of  entertainment,  gifts,  or  otherwise) 
were  offered  or  given  by  such  air  carrier  or  its 
agent  or  representative  to  any  officer  or 
employee  of  the  Government/with  a  view 
toward  securing  favorable  treatment  under 
any  provisions  of  this  act. 

Mr.  DOUGLAS.  Mf.  President,  the 
language  of  the  amendment  is  identical 
with  the  language  in  the  amendment, 
offered  by  the  Senator  from  Wyoming, 
which  was  inserted  in  the  military  ap¬ 
propriation  bijL  namely,  to  provide  that 
if  entertainment  or  gratuities  are  offered 
by  any  airjme  to  any  governmental  of¬ 
ficer  or  employee  the  subsidy  will  cease 
to  be  pd!id.  I  do  not  want  to  go  into 
detail/and  I  wish  to  be  very  careful  in 
the  Choice  of  my  language.  I  believe 
the'’  adoption  of  the  amendment  would 
b€  a  source  of  real  civic  improvement, 


If  I  may  say  so,  and  would  help  matters 
along  very  much.  I  hope  the  Senator 
from  Colorado  will  accept  the  amend¬ 
ment. 

Mr.  JOHNSON  of  Colorado.  Mr. 
President,  I  see  no  objection  whatever  to 
the  amendment. 

The  PRESIDING  OFFICER  (Mr. 
Frear  in  the  chair).  Without  objection, 
the  amendment - 

Mr.  BREWSTER.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  Maine. 

Mr.  BREWSTER.  I  am  sorry  that  I 
must  be  so  vociferous.  I  wish  the  Sen¬ 
ator  from  Illinois  [Mr.  Douglas]  would 
interpret  the  amendment.  He  refers  to 
governmental  officer  or  employee.  I 
should  like  to  be  clear  as  to  whether 
he  includes  Members  of  Congress  within 
the  scope  of  the  amendment. 

Mr.  DOUGLAS.  I  myself  would  think 
so. 

Mr.  BREWSTER.  I  want  to  be  sure 
about  it.  At  various  times  intimations 
Yyith  reference  to  gifts  have  been  made, 
\frljich  under  oath  have  been  demon¬ 
strated  to  be  false,  but  which  continue  td 
be  made  by  some  persons  who  desire  to 
circulate  such  information  for  their  6wn 
purposes.  There  should  be  no  doubt 
that  the  \amendment  would  apply  to 
Members  of  Congress,  as  well  as  to  offi¬ 
cials  and  employees  of  the  Government 
generally. 

Mr.  DOUGLAS.  I  appreciate  the 
statement  of  the  Senator  from  Maine.  It 
is  very  well  to  clarify  the  situation.  I 
wish  to  make  it  clear  that  there  is  no 
personal  implication  on  the  part  of 'the 
Senator  from  Illinois  with  respect  to 
anyone,  either  pftside  or  outside  of  Con¬ 
gress.  The  amendment  is -  designed  to 
guard  agaimrt  a  certain  situation. 

Mr.  HUJSfT.  Mr.  President,  J  should 
like  to  ask - 

The  PRESIDING  OFFICER.  -  Does 
either  Senator  in  control  of  time  yield 
timaao  the  Senator  from  Wyoming? 

Mr.  JOHNSON  of  Colorado.  I  yield 
whatever  time  the  Senator  from  Wyo¬ 
ming  desires  to  take. 

Mr.  HUNT.  I  thank  the  Senator  from 
Colorado.  I  should  like  to  ask  the  Sen¬ 
ator  from  Illinois,  in  view  of  the  colloquy 
which  has  just  taken  place,  if  in  the 
future  the  junior  Senator  from  Wyo¬ 
ming,  or  any  other  Senator,  will  be 
denied  the  privilege  of  dining  with  an 
airline  official? 

Mr.  DOUGLAS.  It  would  be  much 
safer  if  the  junior  Senator  from  Wyo¬ 
ming  paid  his  own  check. 

Mr.  HUNT.  I  ask  the  question  seri¬ 
ously,  because  there  is  a  very  definite 
implication,  and  I  should  like  to  have  it 
cleared  up. 

Mr.  DOUGLAS.  I  will  not  suggest  to 
the  Senator  from  Wyoming  what  he 
should  do,  because  the  Senator  from 
Wyoming  has  a  very  sensitive  conscience 
on  such  matters,  and  I  do  not  intend  to 
prescribe  to  him  what  he  should  do.  My 
own  feeling  is  that  if  I  were  invited  out 
by  a  representative  of  an  airline  I  would 
personally  pay  for  my  own  meal.  I  do 
not  care  to  say  that  my  interpretation 


in  that  respect  is  superior  to  that  of  anj^ 
other  Senator.  Does  the  Senator  from 
Wyoming  wish  to  ask  another  question? 

Mr.  HUNT.  I  am  thoroughly  satis¬ 
fied  with  the  answer  given  by  the  Sena¬ 
tor  from  Illinois.  I  know  that  from  now 
on  I  shall  have  to  deny  myself  the  pleas¬ 
ure  of  dining  out  with  the  Senator  from 
Illinois. 

Mr.  DOUGLAS.  I  am  not  a  repre¬ 
sentative  of  any  airline.  We  can  con¬ 
tinue  to  entertain  each  other  as  much 
as  we  wish.  The  adoption  of  the  amend¬ 
ment  might  bar  free  meals  offered  by  an 
airline.  / 

Mr.  NEELY.  ’Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  Yes. 

Mr.  NEELY.  I  should  like  to  inquire 
of  the  eminent  Senator  from  Illinois 
whether  his  statement  would  hold  good 
provided  the  meal  which  was  offered 
to  the  Senator  from  Wyoming  was  not 
worth  more  than  a  12-pound  ham. 

The  PRESIDING  OFFICER.  The 
question  is  on  the  amendment  offered 
by  the  Senator  from  Illinois,  [Mr.  Doug¬ 
las].  Without  objection,  the  amend¬ 
ment  is  agreed  to. 

The  bill  is  open  to  further  amend¬ 
ment.  If  there  be  no  further  amend¬ 
ment  to  be  offered,  the  question  is  on 
agreeing  to  the  committee  amendment, 
as  amended. 

The  amendment,  as  amended,  was 
agreed  to. 

The  PRESIDING  OFFICER.  The 
question  is  on  the  engrossment  and  third 
reading  of  the  bill. 

The  bill  was  ordered  to  be  engrossed 
for  a  third  reading,  and  was  read  the 
third  time. 

The  PRESIDING  OFFICER.  The 

question  is  on  the  passage  of  the  bill. 

The  bill  (S.  436)  was  passed. 

REVENUE  ACT  OF  1951 

Mr.  McFARLAND.  Ml’.  President,  I 
move  that  the  Senate  proceed  to  the 
consideration  of  Calendar  737,  House 
bill  4473,  to  provide  revenue,  and  for 
l  other  purposes. 

The  PRESIDING  OFFICER.  The 
secretary  will  state  the  bill  by  title. 

The  Legislative  Clerk.  A  bill  (H.  R. 
4473)  to  provide  revenue,  and  for  other 
purposes. 

The  PRESIDING  OFFICER  (Mr.  Frear 
in  the  chair) .  The  question  is  on  agree¬ 
ing  to  the  motion  of  the  Senator  from 
Arizona. 

The  motion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  bill 
(H.  R.  4473)  to  provide  revenue,  and  for 
other  purposes,  which  had  been  reported 
from  the  Committee  on  Finance  with 
amendments. 

Mr.  GEORGE.  Mr.  President,  I  am 
quite  willing  to  proceed  with  an  expla¬ 
nation  of  the  bill,  if  we  may  have  order 
in  the  Senate;  but  I  do  not  wish  to  pro¬ 
ceed  if  we  are  to  have  turmoil  and  lack 
of  order. 

The  PRESIDING  OFFICER.  The 
Chair  will  attempt  to  maintain  order  in 
the  Senate. 

Mr.  GEORGE.  Mr.  President,  this 
bill  is  the  third  bill  for  raising  revenue 
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since  the  outbreak  of  hostilities  in  Ko¬ 
rea.  The  first  bill,  the  Revenue  Act  of 
1950,  increased  the  tax  on  individuals 
and  ’  corporations  and  made  some  in¬ 
creases  in  excise  taxes.  The  second  bill, 
the  Excess  Profits  Tax  Act  of  1950,  levied 
an  excess-profits  tax  upon  corporations 
at  a  rate  of  30  percent  and  increased 
the  corporate  surtax  by  2  percentage 
points.  Thus  in  a  period  of  less  than 
4  months  we  increased  the  tax  burden 
of  the  American  people  by  almost  $10,- 
000,000,000  prior  to  Korean  hostilities. 
This  when  added  to  the  present  revenue 
receipts  of  nearly  $51,000,000,000  from 
the  law  in  effect  prior  to  the  Korean 
War,  makes  the  total  current  tax  bill 
of  the  American  people  approximately 
$61,000,000,000;  and  of  this  total  amount, 
84  percent  comes  from  income  taxes. 

Under  this  bill,  the  staff  estimates 
that  we  are  adding  another  $5,500,000,- 
000,  making  a  total  of  $66,500,000,000. 
My  own  view  is  that  this  bill  during  a 
full  year  of  operation  will  add  $6,000,- 
000,000  to  the  revenue  and  will  make  a 
total  of  $67,000,000,000,  in  round  num¬ 
bers.  I  believe  that  at  the  current  high 
levels,  this  bill  will  produce  at  least  $6,- 
000,000,000  in  a  full  year  of  operation. 
But  even  with  the  staff  estimate  of 
$5,500,000,000,  the  total  revenue,  includ¬ 
ing  the  taxes  now  imposed,  exceeds  the 
highest  revenue  collected  in  any  1  year 
in  World  War  II  by  over  $21,500,000,000. 
Of  the  additional  amount  imposed  by 
this  bill,  $4,427,000,000  comes  from  the 
individual  income  and  corporation  in¬ 
come  taxes.  I  am  convinced  that  we 
have  already  reached  the  point  of 
diminishing  returns,  so  far  as  the  in¬ 
come  tax  is  concerned,  and  that  any  fur¬ 
ther  revenue  to  be  raised  must  come 
from  an  entirely  new  form  of  taxation. 
I  believe  that  any  further  increase  in 
income  taxes  will  not  only  discourage 
the  taxpayer  from  any  effort  to  produce 
further  income,  but  will  also  encourage 
businesses  to  become  extravagant, 
wasteful,  and  inefficient. 

There  have  been  frequent  discussions 
of  what  the  total  tax  “take”  may  be 
without  doing  injury  to  our  economy. 
There  is  no  fixed  limit;  the  limit  is  to  be 
found  only  when  the  tax  “take”  destroys 
the  incentive  of  the  people  and  when  it 
leads  to  every  conceivable  effort  to 
evade  and  to  wasteful  practices  by  the 
taxpayers  themselves.  There  is  a  defi¬ 
nite  limit,  but  it  is  not  to  be  indicated 
by  “X”  or  “Y”  or  “Z”;  it  is  to  be  indi¬ 
cated  by  its  effect  upon  the  taxpayers. 

The  per  capita  burden  will  be  about 
$435;  and  thus  the  bill  affects  every  man, 
woman,  and  child  in  the  country.  Our 
chief  hope  is  to  use  all  of  our  efforts  to 
reduce  nonessential  Federal  spending. 

Congress  made  a  little  progress  in  that 
direction;  yet  within  the  past  few  days 
we  have  wiped  out  all  the  gains,  and  we 
now  register  a  net  loss,  as  against  the 
original  budget  estimates  submitted  by 
the  President  at  the  beginning  of  this 
session  of  the  Congress. 

The  pending  bill  increases  income 
taxes,  corporation  income  and  excess 
profits  taxes,  and  excise  taxes.  Of  the 
total  amount,  $2,367,000,000  comes  from 
the  individual  income  tax;  $2,060,000,000 
from  the  corporate  income  and  excess 


profits  tax;  $1,275,000,000  from  the  ex¬ 
cise  taxes;  and  there  is  a  loss  of  $196,- 
000,000  from  structural  changes.  Our 
committee  held  hearings  on  this  bill  for 
a  period  of  over  1  month,  and  heard  ap¬ 
proximately  200  witnesses.  The  testi¬ 
mony  is  available  in  three  volumes. 

INDIVIDUAL  INCOME  TAXES 

In  determining  the  increases  on  indi¬ 
vidual  incomes,  our  committee  adopted 
the  same  method  which  was  applied  with 
respect  to  the  10-percent  defense  tax 
imposed  by  the  Revenue  Act  of  1940.  In 
the  lower-  and  middle-income  groups, 
the  income  tax  under  existing  law  is 
much  smaller  than  the  take-home  pay  of 
individuals,  whereas  in  the  upper-income 
groups  the  tax  under  existing  law  is 
greater  than  the  take-home  pay.  There 
was  considerable  opposition  to  the  pro¬ 
visions  of  the  House  version  of  the  bill, 
which  would  levy  a  flat  12y2-percent  in¬ 
crease  in  the  individual  income  tax  on 
individuals,  particularly  in  view  of  the 
increases  imposed  on  individuals  last 
year  and  in  previous  bills. 

The  compromise  which  our  committee 
worked  out  is  to  levy  in  effect  11 -per¬ 
cent  increase  in  the  tax  or  an  8-per¬ 
cent  tax  increase  on  the  take-home  pay, 
whichever  is  the  lesser.  These  increases 
are  integrated  in  a  rate  schedule  which 
appears  in  the  bill. 

Your  committee’s  bill  increases  the 
taxes  of  those  individuals  with  incomes 
of  $5,000  or  less  by  $953,000,000,  or  just 
short  of  $1,000,000,000;  and  for  those 
with  incomes  over  $5,000,  by  $1,415,000,- 
000.  This  is  a  total  increase  of  $2,368,- 
000,000  from  the  individual  income  tax. 
Of  this  total  40  percent  comes  from  those 
with  incomes  of  $5,000  or  less  and  60 
percent  from  those  with  incomes  over 
$5,000.  Under  the  committee’s  bill,  indi¬ 
viduals  with  incomes  under  $5,000  will 
pay  $9,637,000,000  in  income  taxes,  or 
37.32  percent  of  the  total  individual  tax 
burden.  Those  with  incomes  in  excess 
of  $5,000  will  pay  $16,186,000,000  in  in¬ 
come  taxes,  or  62.68  percent  of  the 
burden.  Under  the  committee  bill,  the 
total  tax  bill  on  each  individual  taxpayer 
will  be  extremely  high.  This  is  due  to 
the  fact  that  as  a  result  of  our  action 
taken  last  year,  income  taxes  already  are 
near  the  World  War  II  level;  and  with 
these  increases  they  will  actually  reach 
or  exceed  that  level.  They  would  exceed 
it  substantially  in  all  brackets,  if  we 
changed  the  exemption  of  $600  for  each 
taxpayer  to  $500,  which  was  the  exemp¬ 
tion  during  World  War  II  and  until  the 
tax  bill  of  1948. 

First,  let  us  look  at  a  single  person 
to  see  something  of  the  impact  of  the 
tax.  A  single  person  paid  $345  on  an 
income  of  $2,000  during  World  War  II, 
and  he  will  pay  $311  under  the  commit¬ 
tee  bill,  or  slightly  less.  On  an  income 
of  $5,000,  he  paid  $1,105  during  World 
War  II,  and  he  will  pay  $1,048  under  this 
bill.  With  a  $15,000  income,  he  paid 
$4,930  during  World  War  II,  and  he  will 
pay  $4,940  under  the  committee  bill; 
that  is  to  say,  his  tax  will  be  higher  than 
it  was  under  the  tax  law  in  effect  at  the 
end  of  World  War  II.  With  a  $100,000 
income,  his  tax  during  World  War  II 
•W0S  $69,870,  and  under  this  bill  his  tax 


on  the  same  income  will  be  $69,344,  or 
substantially  the  same. 

The  tax  on  married  people,  due  to  the 
split-income  provision,  is  somewhat  less 
than  the  tax  on  single  people,  ranging 
from  $178  on  an  income  of  $2,000  to 
$56,468  on  an  income  of  $100,000.  The 
committee  felt  that  the  increases  should 
be  of  a  temporary  nature.  The  bill, 
therefore,  provides  that  they  will  expire 
on  December  31,  1953. 

Part  of  the  increase  on  individuals  is 
effective  for  the  year  1951.  Under  the 
House  bill,  about  one-third  of  the  full  in¬ 
crease  would  apply  to  1951  incomes,,  and 
under  your  committee’s  bill  about  one- 
sixth  will  apply  to  1951  incomes,  due  en¬ 
tirely  to  the  time  of  the  passage  of  the 
bill  in  the  House,  and  the  probable  pass¬ 
age  of  the  bill  in  the  Senate.  These 
differences  are  due  to  the  differences  in 
the  effective  dates,  as  I  have  indicated. 
The  House  bill  would  have  been  effective 
September  1  and  your  committee’s  bill 
will  become  effective  November  1. 

HEAD  OP  HOUSEHOLD 

Your  committee  adopted  a  provision 
giving  special  relief  for  persons  qualify¬ 
ing  as  head  of  a  household. 

Both  the  committee  bill  and  the  House 
bill  extend  some  of  the  benefits  of  income 
splitting,  now  allowed  only  to  married 
persons,  to  single  persons  with  family  re¬ 
sponsibilities.  This  is  done  by  providing 
a  separate  rate  schedule  for  heads  of 
households.  A  “head  of  household”  is 
defined  as  an  individual  who  is  not  mar¬ 
ried  and  who  maintains  in  his  household 
one  or  more  of  his  children  or  their  de- 
scendents;  or  parents  or  certain  other 
specified  close  relatives  who  receive  more 
than  one-half  of  their  support  from 
the  taxpayer  and  who  have  gross  income 
of  less  than  $600.  The  House  bill  extends 
one-half  of  the  benefits  of  income-split¬ 
ting  to  single  people  qualifying,  whereas 
under  the  committee’s  bill  25  percent  of 
the  benefit  is  extended  to  single  people. 
Since  single  people  do  not  have  to  file  a 
joint  return  with  their  dependents  to  get 
relief,  the  committee  was  of  the  opinion 
that  only  one-fourth  of  the  benefit 
should  be  allowed  in  such  cases. 

JOINT  OR  SEPARATE  RETURNS  AND  THE  STANDARD 
DEDUCTION 

Under  present  law,  married  taxpayers 
may  file  either  a  separate  return  or  a 
single  joint  return.  The  election  once 
made  is  binding  with  respect  to  the  tax¬ 
able  year  for  which  the  return  is  filed. 

The  present  law  allows  an  individual 
to  use  the  optional  standard  deduction 
in  lieu  of  itemizing  his  personal  deduc¬ 
tions,  such  as  charitable  contributions, 
medical  and  dental  expenses,  and  so 
forth.  The  election  to  use  the  standard 
deduction  is  likewise  binding  upon  the 
taxpayer. 

Your  committee’s  bill  provides  that 
married  individual  income  taxpayers 
who  file  separate  returns  may  exercise 
the  right  to  change  -their  election  and 
file  joint  returns  at  any  time  within  the 
period  of  the  statute  of  limitations. 
That  is  a  change  in  existing  law.  Also, 
individuals  who  have  elected  to  use  the 
standard  deduction  when  filing  their  re¬ 
turns  may  revoke  this  election  and  file 
an  amended  return  itemizing  their  de¬ 
ductions  at  any  time  within  the  statute 
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of  limitations.  This  is  a  change  in  exist¬ 
ing  law.  The  right  to  change  these  elec¬ 
tions  is  made  applicable  to  taxable  years 
beginning  after  December  31,  1949. 

INCOME  OP  DEPENDENTS 

Under  present  law,  the  credit  for  a 
dependent  is  $600,  but  the  taxpayer  can¬ 
not  claim  such  a  credit  if  the  dependent 
has  gross  income  of  $500  or  more.  Your 
committee  believes  that  these  provisions 
of  present  law  should  be  brought  into 
conformity.  Your  committee’s  bill, 
therefore,  allows  the  credit  if  the  income 
of  the  person  claimed  as  a  dependent  is 
less  than  $600. 

ADDITIONAL  WITHHOLDING  UPON  AGREEMENT  BY 
EMPLOYER  AND  EMPLOYEE 

Taxpayers  with  incomes  from  salaries 
and  wages  in  excess  of  the  first  surtax 
bracket  do  not  have  their  tax  liability 
fully  covered  by  withholding.  Thus, 
they  are  required  to  file  declarations 
of  estimated  tax  and  pay  additional 
amounts  to  the  collector.  Your  com¬ 
mittee’s  bill  permits  additional  amounts 
to  be  withheld  on  wages  and  salaries  in 
cases  where  the  employer  and  employee 
agree  to  such  additional  withholding.  A 
similar  provision  is  contained  in  the 
House  bill. 

MEDICAL  EXPENSES 

Under  the  present  law,  a  taxpayer  is 
not  allowed  a  deduction  for  his  medi¬ 
cal  or  dental  expenses  unless  they  ex¬ 
ceed  5  percent  of  his  adjusted  gross  in¬ 
come.  There  is  also  a  maximum  limi¬ 
tation  of  $2,500.  Your  committee  be¬ 
lieves  that  this  5 -percent  limitation 
works  a  severe  hardship  on  taxpayers 
who  have  reached  65  years  of  age,  when 
their  earning  capacity  naturally  de¬ 
clines.  The  committee’s  bill,  therefore, 
removes  this  5  percent  limitation  for 
medical  or  dental  expenses  attributable 
to  the  taxpayer  or  his  spouse  if  either 
is  65  years  of  age  or  over.  In  other 
words,  in  that  case  the  total  amount 
of  medical  and  hospital  and  dental  ex¬ 
penses  may  be  deducted,  up  to  the  maxi¬ 
mum  fixed  in  the  law,  without  regard 
to  the  5-percent  limitation  on  adjusted 
gross  income,  which  the  taxpayer  him¬ 
self  must  now  bear. 

CAPITAL  GAINS 

Your  committee’s  bill  does  not  in¬ 
crease  the  25  percent  tax  on  capital 
gains.  The  House  bill  increased  this 
tax  by  12%  percent.  It  is  believed  that 
the  capital  gains  tax  is  already  high 
enough.  The  top  capital  gains  rate  im¬ 
mediately  prior  to  World  War  II  was 
15  percent.  This  was  increased  to  16.5 
percent  by  the  Defense  Act  of  1940.  The 
rate  was  again  increased  in  1942  to  25 
percent,  and  has  never  been  reduced 
below  the  war  level.  Since  the  realiza¬ 
tion  of  capital  gains  is  a  matter  wholly 
within  the  discretion  of  the  taxpayer, 
he  does  not  have  to  take  gains  or  make 
losses,  and,  since  the  World  War  II  rate 
is  still  in  effect,  your  committee  is  of  the 
opinion  that  a  further  increase  in  the 
capital  gains  rate  might  have  a  deter¬ 
rent  effect  on  the  realization  of  income 
and  a  resulting  loss  of  revenue.  Expe¬ 
rience  in  the  past,  indeed,  has  shown 
that  a  too  high  capital  gain  rate  may 
actually,  and  has  actually,  resulted  in 
a  loss  in  revenue.  It  can  easily  do  so 
again,  because  the  tax  is  one  which  one 


may  pay  if  he  elects  to  sell  a  capital 
asset,  or  which  he  may  escape  or  avoid 
if  he  elects  to  hold  a  capital  asset.  The 
resulting  net  effect  is  a  loss  of  ordinary 
income  as  well  as  a  loss  of  the  capital 
gains  tax. 

The  committee  bill  increases  the  cor¬ 
porate  rate  by  5  percentage  points.  This 
is  the  same  increase  which  was  provided 
in  the  House  bill.  However,  the  House 
applied  this  increase  entirely  to  the  nor¬ 
mal  tax,  and  the  committee  bill  applies 
2  percent  of  the  increase  to  the  normal 
tax  and  3  percent  of  the  increase  to 
the  surtax.  Since  corporations  with  in¬ 
comes  of  $25,000  or  less  are  exempt  from 
the  surtax,  the  committee  bill  increases 
the  rate  on  small  corporations  only  from 
25  percent  to  27  percent,  whereas  under 
the  House  bill  the  rate  on  such  corpora¬ 
tions  is  increased  from  25  percent  to  30 
percent,  because  the  entire  increase  of 
5  percent  is  placed  on  the  normal  tax. 

In  the  case  of  corporations  with  in¬ 
comes  in  excess  of  $25,000,  the  rate  is  in¬ 
creased  from  47  percent  to  52  percent. 
It  was  with  great  reluctance  that  the 
committee  increased  the  corporate  rate 
beyond  50  percent.  Personally,  I  believe 
that  our  whole  economy  may  suffer  if 
we  attempt  to  maintain  a  corporate  rate 
at  a  level  as  high  as  52  percent  over  any 
extended  period  of  time.  Indeed,  Mr. 
Wilson,  Director  of  Defense  Mobilization, 
pointed  out  in  his  testimony  before  the 
committee  that  the  rate  of  tax  on  cor¬ 
porations  should  be  less  than  50  percent 
in  order  to  provide  for  expansion  in  a 
peacetime  economy. 

Canada  has  a  much  lower  rate  than  we 
have  at  the  present  time,  and  it  also 
imposes  no  excess- profits  tax  upon  its 
citizens.  The  Canadian  effective  rate  of 
tax  on  corporations  range  from  15  per¬ 
cent  to  45%  percent,  as  compared  with 
the  rates  under  the  pending  bill  ranging 
from  27  percent  to  approximately  52  per¬ 
cent. 

Furthermore,  Canada  has  no  excess- 
profits  tax,  as  I  have  just  stated,  while 
we  have  an  excess-profits  tax  of  30  per¬ 
cent.  The  committee  bill  terminates  the 
corporate  increases  also  as  of  December 
31,  1953.  The  committee  bill  does  not 
increase  the  25  percent  capital-gains  tax 
on  corporations,  as  I  have  already  stated. 
The  House  bill  did  increase  this  rate  by 
12.5  percent.  It  is  already  at  the  World 
War  II  peak,  as  I  have  indicated,  and  the 
committee  is  of  the  opinion  that  it 
should  not  be  disturbed. 

Under  the  House  bill,  the  average 
earnings  credit  for  excess-profits-tax 
purposes  was  reduced  from  85  percent 
to  75  percent.  The  committee  did  not 
believe  this  to  be  a  wise  course.  While 
under  the  present  law  the  15  percent  re¬ 
duction  in  the  earnings  may  be  justified 
in  arriving  at  normal  average  earnings, 
because  of  the  inflation  in  our  economy, 
a  25-percent  reduction  does  not  appear  to 
be  wise.  Normal  earnings  should  not  be 
taxed  at  excess-profits  rates,  and  if  the 
base  is  reduced  below  100  percent  of  the 
normal  earnnigs,  either  75  percent  or  85 
percent,  it  is,  of  course,  a  tax  on  the 
excess-profits  rate.  Furthermore — and  I 
emphasize  this — such  a  drastic  cut  in 
the  credit  will  have  a  decided  tendency 
to  penalize  corporations  using  the  aver¬ 
age-earnings  method  and,  in  fact,  will 
penalize  all  corporations,  especially  the 


young  and  growing  corporations  using 
the  average-earnings  method,  and  favor 
those  using  the  invested-capital  basis. 

I  wish  to  emphasize  this  point,  be¬ 
cause  the  drive  to  tax  normal  earnings 
at  an  excess-profits  rate  on  top  of  a 
52-percent  normal  and  surtax  rate  has 
back  of  it  the  motive  to  cripple  the  cor¬ 
porations  which  must  depend  upon  aver¬ 
age  earnings  rather  than  the  large  cor¬ 
porations  which  have  an  enormous  in¬ 
vested  capital.  It  is  the  one  sure,  cer¬ 
tain  step  to  monopoly  in  America.  Make 
no  mistake  about  that. 

Our  Canadian  friends  were  much  wiser 
than  the  degree  of  wisdom,  at  least, 
which  we  have  exercised  south  of  the 
Canadian  border,  when  it  declined  even 
to  place  an  excess-profits  tax  upon  its 
people  in  a  period  of  peace. 

One  of  our  most  difficult  problems  in¬ 
volved  the  adoption  of  an  over-all  ceiling 
rate.  Under  the  present  law  the  ceiling 
rate  is  62  percent.  Under  the  House 
bill  the  ceiling  rate  is  fixed  at  70  per¬ 
cent.  The  committee  bill  provided  a 
new  type  of  ceiling  rate.  In  other  words, 
it  adopted  a  new  formula.  Under  this 
ceiling  rate  the  excess-profits  tax  cannot 
exceed  17  percent  of  the  excess  profits 
net  income.  The  2  percent  consolidated 
return  rate  is  included  in  the  17-percent 
figure,  so  that  where  a  corporation  pays 
a  normal  and  surtax  rate  of  approxi¬ 
mately  52  percent,  the  total  tax  rate 
amounts  to  approximately  69  percent. 
Where  the  normal  and  surtax  effective 
rate  is  much  lower  than  52  percent,  under 
the  formula  adopted  by  the  committee, 
the  over-all  rate  will  be  much  less  than 
69  percent. 

For  example,  a  corporation  with  an 
income  of  $100,000  has  an  effective  rate 
of  normal  and  surtax  of  45.75  percent. 
Adding  the  17  percent  to  this  figure 
makes  its  total  over-all  rate — that  is,  the 
total  amount  that  can  be  taken  from  it — 
62.75  percent. 

It  will  be  seen  at  a  glance  that  under 
this  formula  an  advantage  is  given  to 
young,  growing,  smaller  corporations, 
while  the  rate  runs  up  on  the  larger 
corporations  to  approximately  the  over¬ 
all  ceiling  fixed  by  the  House  itself. 

I  may  say,  Mr.  President,  that  the  com¬ 
mittee  was  most  reluctant  to  make  the 
corporate  rate  increase  retroactive.  For 
myself,  I  do  not  hesitate  to  say  that  on 
principle  it  cannot  be  defended  except 
upon  the  basis  of  getting  an  additional 
quick  revenue. 

Under  the  House  bill,  the  effective  rate 
on  corporations  was  fixed  as  of  Janu¬ 
ary  1,  1951,  a  whole  year  back.  Because 
of  the  urgent  need  for  revenue  your 
committee  decided  to  make  the  corporate 
increases  effective  as  of  April  1,  1951, 
that  is,  after  the  lapse  of  the  first  quarter 
of  the  year. 

It  must  be  said,  of  course,  that  the 
corporations  were  on  notice  that  the  in¬ 
crease  in  the  corporate  rate,  whatever  it 
might  be,  would  likely  be  made  effective 
as  of  July  1,  or  at  some  other  period  in 
the  year  1951.  It  must  also  be  said  that 
the  corporate  earnings  would  indicate 
that  for  the  large  number  of  corpora¬ 
tions  the  rate  may  be  made  retroactive  to 
July  1,  or  April  1,  or  even  for  the  whole 
year,  as  the  House  has  done,  without 
serious  injury  to  those  corporations,  ou 
the  average. 
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I  question  very  seriously  whether  the 
picture  may  not  be  different  in  the  case 
of  some  of  the  utilities  whose  rates  are 
fixed  by  law  and  are  limited  by  law,  and 
particularly  utilities  which  have  declared 
dividends  for  the  first  and  even  for  the 
second  quarter  of  the  current  year.  But 
as  I  have  indicated,  the  pressing  need 
for  additional  revenue  persuaded  your 
committee  to  make  this  tax  retroactive  to 
April  1,  and  that  is  recommended  in  the 
committee  bill. 

There  are  about  415,000  corporations 
with  taxable  net  income.  Seventy  per¬ 
cent,  or  about  292,000  corporations,  have 
incomes  of  less  than  $25,000.  These 
Corporations  have  4.8  percent  of  the 
total  taxable  income  and  bear  3.6  per¬ 
cent  of  the  increases  in  tax  liabilities 
provided  by  the  House  bill,  but  only  1.9 
percent  of  the  increase  in  the  tax  liabili¬ 
ties  under  your  committee’s  bill. 

That,  I  may  say  to  the  Senate,  is  the 
whole  story,  or  at  least  a  large  part  of 
the  story,  of  why  your  committee  has 
made  the  provisions  which  I  have  already 
enumerated  in  the  interest  of  the  smaller 
corporations  in  order  to  give  them  a 
chance  to  live  and  to  grow. 

Bear  in  mind  that  under  the  House 
bill  the  rate  upon  the  292,000  corpora¬ 
tions  with  earnings  of  $25,000  or  less, 
would  bear  3.6  percent  of  the  increases  in 
that  bill,  whereas  they  bear  only  1.9  per¬ 
cent  of  the  increases  in  the  committee 
bill,  which  is  submitted  for  the  Senate’s 
consideration. 

Of  the  total  number  of  corporations 
there  are  45,000,  or  about  11  percent, 
with  incomes  of  $100,000  and  over. 
These  45,000  corporations  have  87.3  per¬ 
cent  of  the  total  taxable  income.  These 
corporations  would  bear  approximately 
89.3  percent  of  the  increase  provided  by 
the  House  bill,  and  about  92.4  percent 
of  the  increase  provided  by  your  com¬ 


mittee’s  bill.  That  necessarily  results 
since  we  have  lightened  the  burdens  of  a 
large  number,  numerically,  of  corpora¬ 
tions  with  earnings  of  only  $25,000  or  less. 

EXCISE-TAX  CHANGES 

The  changes  made  in  excise  taxes 
under  the  Finance  Committee’s  bill, 
when  fully  effective,  will  increase  reve¬ 
nues  by  $1,275,000,000,  as  compared  with 
$1,252,000,000  under  the  House  bill.  Al¬ 
most  all  of  the  increased  excise-tax  reve¬ 
nue  under  both  bills  is  raised  from  the 
manufacturers’  excises,  the  new  taxes 
on  gambling,  and  the  taxes  on  alcoholic 
beverages  and  tobacco.  No  rate  in¬ 
creases  are  made  in  the  case  of  the  retail 
excises,  the  excises  on  transportation 
and  communication,  or  the  admission 
taxes. 

I  ask  unanimous  consent  to  insert  in 
the  Record  a  table  showing  the  revenue 
effect,  by  major  sources,  of  the  excise- 
tax  changes  made  by  the  bill. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  table  is  as  follows: 

Excise-tax  revenue  raised  by  the  bill  by  major 
sources 


[At  estimated  fiscal  year  1952  levels  of  production  and 
consumption  but  in  a  full  year  of  operation] 


Additional  revenue 

Type  of  excise  tax 

House  bill 

Committee 

bill 

Millions  of 

Millions  of 

dollars 

dollars 

Alcoholic  beverages . 

252 

252 

Tobacco  products . 

177 

167 

Manufacturer . 

447 

496 

Retail _ _ 

-5 

-7 

Transportation  and  com¬ 
munication . 

-5 

-14 

Amusement  and  recrea¬ 
tion . . . 

—21 

-18 

Gambling _ 

407 

407 

Total _ 

1,  252 

1, 283 

Mr.  GEORGE.  Mr.  President,  the 
changes  in  the  excise  taxes  made  by 
the  Finance  Committee  will  become  ef¬ 
fective  on  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  the  bill. 
That  is  the  earliest  practicable  date  on 
which  they  can  be  made  effective.  No 
termination  date  was  provided  under 
the  House  bill,  but  the  Finance  Com¬ 
mittee  fixes  December  31,  1953,  as  the 
date  when  the  excise-tax  increases  will 
expire,  along  with  the  increases  in  the 
individual  and  corporate  rates. 

Assuming  that  November  1  is  the  ef¬ 
fective  date  for  the  changes  in  the  excise 
taxes,  it  is  estimated  that  the  Finance 
Committee’s  bill  will  increase  excise-tax 
revenues  by  $823,000,000  in  the  fiscal 
year  1952 — this  includes  floor-stock 
taxes — thus  raising  total  receipts  for  1952 
from  excises  to  $9,383,000,000.  With  the 
same  assumption,  the  House  bill  would 
increase  excise-tax  collections  in  1952 
by  $811,000,000,  raising  total  excise-tax 
receipts  in  1952  to  $9,371,000,000,  a  little 
less  than  the  amount  raised  under  the 
Senate  bill. 

Before  describing  briefly  the  changes 
made  in  excise  taxes,  I  ask  unanimous 
consent,  Mr.  President,  to  insert  at  this 
point  in  the  Record  a  table  which  com¬ 
pares  the  excise-tax  changes  made  by 
the  House  bill  with  those  made  by  the 
Finance  Committee. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  table  is  as  follows: 


Excise  tax  rates  under  present  law,  the  House  bill  and  Finance  Committee  bill 


1 


Alcoholic  beverages: 

Distilled  spirits . . 

Fermented  malt  liquor.. 
Still  wine _ _ 


Sparkling  wine . . 

Occupational: 

Distilled  spirits: 

Retail  dealers _ 

Wholesale  dealers _ 

Fermented  malt  liquors _ ... 

Tobacco: 

Cigarettes . . . 

Chewing  tobacco _ 

Snuff _ _ _ 

Manufacturers’: 

Gasoline . . . . . 

Passenger  automobiles  and  motor¬ 
cycles. 

Automobile  trucks,  busses,  and 
truck  trailers. 

Automobile  parts  and  accessories.... 


Tires.. 


Electric,  gas  and  oil  appliances. 


Refrigerators,  quick-freeze,  and  air 
conditioners. 

Radios,  television,  phonographs, 
records  and  musical  instruments. 

Electrical  energy _ _ _ _ 


Present  law 


Tax  base 


Per  proof-gallon _ 

Per  barrel _ 

Gallon,  by  alcoholic 
content. 

Half  pint _ 


Per  year. 

_ do _ 

_ do _ 


Per  1,000... 
Per  pound. 
_ do . 


Per  gallon _ 

Manufacturer’s  price. 

- do _ _ _ 

_ do _ ........ 


Per  pound. 


Manufacturer's  price. 


.do. 

.do. 


Charge- 


Rate 


$9. 


15  cents,  60  cents, 
$2. 

15  cents,  10  cents. 


$27.50. 

$110... 

$55.... 


$3.50 _ 

18  cents. 
_ do¬ 


ll"!]  cents. 
7  percent.. 

5  percent.. 

.....do _ 


5  cents. 


10  percent.. 


.do. 


.do.. 


3’A  percent. 


House  bill 


Change  in  base 


None... 

_ do. 

_ do.. 


.do.. 


_do. 

.do_. 

.do.. 


.do.. 

.do. 

.do. 


Includes  Diesel  fuel . 

Retain  present  rate  on 
house  trailers. . 

None . . 


Exempt  rebuilt  parts  and 
those  used  on  farm 
machinery. 

Exempt  if  less  than  20 
inches  in  diameter  or 
with  internal  wire  fas¬ 
teners. 

Certain  items  added _ 


None. 


Exempt  certain  equip¬ 
ment  sold  to  U.  S.  Gov¬ 
ernment. 

Repeal . . . 


Rate 


$10.50 . 

$9.... . . 

17  cents,  67 
cents,  $2.25. 

17  cents,  12  cents. 


$50.. 

$200. 

$100. 


$4 _ _ 

No  change. 
_ do . 


2  cents _ 

10  percent. 


8  percent . 

_ do . 


No  change. 


.do. 


.do. 


_ do _ 


Finance  Committee  bill 


Change  in  base 


None... 

_ do. 

. do. 


.do.. 


.do. 

.do. 

.do. 


.do. 

.do. 

.do. 

.do. 


Exempt  house  trailers. 

None _ 

Same  as  House  bill.... 


.do. 


Items  added  by  House 
bill  plus  others;  few 
deletions  from  present 
law. 

Exempt  sales  to  manu¬ 
facturers. 

Same  as  House  bill . . 


Repeal  . 


Rate 


$10.50. 

$9. 

17  cents,  67 
cents,  $2.25. 

17  cents,  12oents. 


$50. 

$200. 

$100. 

$4. 

10  cents. 
Do. 

2  cents. 

10  percent. 

8  percent. 

Do. 

No  change. 


Do. 

Do. 

Do. 
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Manufacturers— Continued 
Sporting  goods _ 


Photographic  apparatus  and  film.... 

Fountain  pens,  mechanical  pencils.. 
Cigarette,  cigar,  and  pipe  mechan¬ 
ical  lighters. 

Retailers’  taxes: 

Jewelry.. . . . 


Toilet  preparations. 


Gambling  taxes: 

Coin-operated  gaming  devices . 

Wagering _ 

Occupation  of  accepting  wagers. . 

Transportation  and  communication 
taxes: 

Transportation  of  property - - 


Transportation  of  persons . . 

Domestic  telegraph,  cable,  and  radio. 
Toll  telephone . . — . 


Amusement  taxes: 

General  admissions. 


Cabarets. 


Bowling  alleys,  billiard  and  pool 
tables. 


Present  law 


Tax  base 


Manufacturers’  price. 
_ do _ _ 


Retail  price. 
_ do _ 


Per  year. 


Charge. 
_ do.. 


_ do. 

...do. 


Established  price.... 


Taxable  amount.. 
Per  alley  or  table. 


Rate 


10  percent. 


25  percent,  15 
percent. 


Generally  20  per¬ 
cent. 

20  percent _ 


$150. 


3  percent  (4 
cents  per  ton 
of  coal) . 

15  percent- . 


25  percent. 
.....do - 


20  percent. 


.do. 


$20. 


House  bill 


Change  in  base 


N  umerous  items  exemp  ted. 

Exempt  business-cost 
items. 

Manufacturers’  price _ 

(See  retailers) . 


Extend  to  cigar,  cigarette, 
and  pipe  lighters. 

Exempt  baby  oil,  etc;  bar¬ 
ber  and  beauty  shop 
supplies. 


None _ _ 

Amount  wagered. 
Per  year _ 


To  include  transportation 
of  oil  by  barge. 

Exclude  fishing  trips . 


None... 
_ do. 


Exempt  various  nonprofit 
organizations;  reduced 
price  tickets  taxed  on 
actual  amount  raid. 

Exclude  incidental  refresh¬ 
ments  served  at  ball¬ 
rooms. 

None _ 


Rate 


15  percent.. 
20  percent.. 
_ do . . 


20  percent.. 
No  change. 


$250 . . 

10  percent.. 
$50. . . 


No  change. 


.do. 


20  percent.. 
No  change. 


_ uo. 


_ do... 

$25 . 


Finance  Committee  bill 


Change  in  base 


Modification  of  exemp¬ 
tions  in  House  bill. 
None . . . 


Manufacturers’  price.. 
. do . . 


None . 

Same  as  House  bill. 


None. _ _ 

Same  as  House  bill., 
_ do . . 


Excludes  excavation  ma¬ 
terial  moved  to  adjacent 
area. 

Excludes  fishing  trips  and 
certain  ocean  travel. 

None. _ _ 

Exempt  calls  to  and  from 
servicemen  in  combat 
areas. 

Similar  to  House  bill  with 
more  restrictions. 


Same  as  House  bill.. 
None _ _ 


Rate 


15  percent. 
Do. 

10  percent. 
Do. 

No  change. 
Do. 


$250. 

10  percent. 
$50. 


No  change. 


Do. 

15  percent. 
No  change. 


Do. 

Do. 

Do. 


Mr.  GEORGE.  Mr.  President,  I  also 
ask  unanimous  consent  to  insert  in  the 
Record,  without  reading,  a  section-by¬ 
section  analysis,  so  to  speak,  of  the  var¬ 
ious  excise  taxes,  beginning  with  the  al¬ 
coholic  beverages  and  all  manufacturing 
excise  taxes  included  in  the  committee 
bill. 

The  PRESIDING  OFFICE®  Without 
objection,  it  is  so  ordered. 

The  analysis  is  as  follows: 

A.  Alcoholic  beverages:  The  tax  on  dis¬ 
tilled  spirits  is  Increased  from  $9  to  $10.50 
per  proof  gallon  and  a  draw-back  of  $9.50 
per  proof  gallon  is  provided  for  distilled 
spirits  used  for  medicines,  medicinal  prepara¬ 
tions,  food  products,  or  flavoring  extracts; 
the  tax  on  wines  is  increased  approximately 
1214  percent;  the  tax  on  beer  is  increased 
from  $8  per  barrel  to  $9;  and  the  special  an¬ 
nual  occupational  tax  of  $27.50  on  retail 
dealers  in  liquor  is  increased  to  $50  a  year; 
occupational  taxes  on  wholesale  dealers  in 
liquors  and  wholesale  dealers  in  wines  are 
Increased  from  the  present  $110  to  $200,  and 
the  occupational  tax  on  the  wholesale  dealer 
in  malt  liquors  is  raised  from  $55  to  $100. 

B.  Tobacco  products :  No  changes  are  made 
in  the  present  taxes  on  cigars  and  smoking 
tobacco,  but  the  Finance  Committee  reduced 
the  tax  on  snuff  and  fine-cut,  scrap,  plug, 
and  twist  chewing  tobacco  from  18  cents  per 
pound  to  10  cents  per  pound,  and  adopted 
the  House  provision  increasing  the  tax  on 
small  cigarettes  from  $3.50  to  $4  per  thou¬ 
sand.  This,  in  effect,  increases  the  tax  on 
cigarettes  from  7  cents  to  8  cents  a  pack. 

C.  Manufacturers’  excises:  The  Finance 
Committee  adopted  the  House  provision  in¬ 
creasing  the  tax  on  gasoline  from  iy2  cents 
to  2  cents  per  gallon  but  rejected  the  House 
provision  which  would  tax  Diesel  fuel  for 
Diesel-powered  highway  vehicles;  the  Fi¬ 
nance  Committee  accepted  the  House  pro¬ 
vision  increasing  the  tax  on  passenger  cars 
and  motorcycles  from  7  to  10  percent  of  the 
manufacturers’  price  but  removed  the  tax  on 
house  trailers;  the  committee  also  went 


along  with  the  House  in  increasing  the  tax 
on  automobile  trucks,  busses,  truck  trailers, 
and  automotive  parts  and  accessories  from 
5  to  8  percent  of  the  manufacturers’  price; 
the  committee  accepted  the  House  provision 
excluding  from  the  5-cents-per-pound  man¬ 
ufacturers’  tax  on  tires,  those  tires  used  on 
toys.  It  deleted  electric  heating  pads,  indus¬ 
trial-type  direct  motor-driven  fans  and  elec¬ 
tric  heaters  of  the  blower  type  from  the  tax 
covering  electric,  gas,  and  oil  appliances, 
while  adding  others  such  as  electric  wash¬ 
ing  machines  and  vacuum  cleaners,  but  did 
not  increase  the  present  rate  of  tax  on  this 
group.  The  committee  bill  also  contains  the 
House  provision  exempting  from  the  tax  on 
radio  receiving  sets,  television  receiving  sets, 
etc.,  a  communication,  detection,  or  naviga¬ 
tion  receiver  of  the  commercial  type  if  sold 
to  the  United  States  for  its  exclusive  use. 
A  new  provision  was  added  by  the  committee 
which  provides  that  the  tax  on  refrigerat¬ 
ing  and  freezing  apparatus  is  not  to  apply 
to  sales  of  refrigerator  components  to  whole¬ 
salers  or  jobbers  where  the  components  are 
intended  for  resale  to  manufacturers  or  pro¬ 
ducers  of  refrigeration  and  freezing  equip¬ 
ment,  if  the  components  are  actually  re¬ 
sold  in  this  manner.  From  the  tax  on 
sporting  goods  the  committee,  along  with 
the  House  bill,  removed  specific  types  of 
articles  which  are  used  predominantly  for 
school  sports  and  by  children,  but  the  com¬ 
mittee  added  baseballs  and  baseball  equip¬ 
ment  to  the  exempt  list,  while  adding  to 
the  taxable  items  cricket  balls  and  bats, 
lacrosse  equipment,  skates,  and  snow  tobog¬ 
gans  and  sleds.  The  committee  raised,  as 
did  the  House  bill,  the  tax  on  sporting  goods 
from  10  to  15  percent  of  the  manufacturers’ 
price  with  respect  to  items  remaining  in 
the  tax  base.  However,  the  committee  left 
the  tax  on  fishing  equipment  at  10  percent 
since  the  receipts  from  this  source  are  not 
available  for  general  expenditures.  The 
committee  bill  reduces  the  tax  on  photo¬ 
graphic  apparatus  from  25  to  15  percent  of 
the  manufacturers’  price.  No  change  is  made 
in  the  15-percent  tax  now  applying  to  film 
or  in  the  items  included  in  the  bases  of 


either  of  these  two  taxes.  The  House  bill 
decreases  the  25-percent  tax  on  photographic 
apparatus  to  20  percent  and  increases  the 
15-percent  tax  on  film  to  20  percent.  The 
committee  did  not  accept  the  provisions  of 
the  House  bill  which  revises  the  bases  of  the 
taxes  on  photographic  apparatus  and  film  by 
eliminating  the  so-called  business-cost  items. 

The  committee  rejected  a  House  provision 
which  would  provide  for  a  floor-stock  refund 
in  the  case  of  photoflash  bulbs  which  would 
be  necessary  under  the  House  bill  which  de¬ 
creased  the  tax  on  photoflash  bulbs  from  25 
percent  to  zero  but  which  the  Finance  Com¬ 
mittee  decreased  to  15  percent.  The  House 
provision  repealing  the  tax  on  electrical 
energy  was  adopted  by  the  Finance  Commit¬ 
tee.  In  the  case  of  fountain  pens,  ball-point 
pens,  and  mechanical  pencils,  which  were 
made  taxable  at  20  percent  of  the  manu¬ 
facturer’s  price,  the  committee  decreased  the 
rate  to  10  percent.  The  committee  changed 
the  House  provision  imposing  a  20  percent 
tax  of  the  retail  price  on  cigarette,  cigar,  and 
pipe  lighters  to  a  10  percent  tax  of  the  manu¬ 
facturer’s  price. 

D.  Retail  excises:  On  toilet  preparations 
the  committee  adopted  the  two  changes  made 
by  the  House  bill  which  would  (1)  exempt 
from  this  tax  baby  oils,  powders,  lotions,  and 
other  toilet  articles  unless  they  are  adver¬ 
tised  or  sold  as  being  usable  by  adults  and 
(2)  exempt  toilet  preparations  purchased  by 
barber  shops  and  beauty  parlors  for  use  in 
these  establishments. 

E.  Transportation  and  communication  ex¬ 
cises:  The  Finance  Committee  reduces  the 
rate  of  tax  on  domestic  telegraph,  cable,  or 
radio  messages  to  15  percent  instead  of  to 
the  20  percent  provided  by  the  House  bill. 
The  committee  added  a  provision  which  pro¬ 
vides  that  the  25-percent  tax  on  long-distance 
telephone  calls  is  not  to  apply  to  calls  from 
combat  zones  initiated  by  members  of  the 
Armed  Forces.  The  House  provision  exempt¬ 
ing  certain  fishing  trips  from  the  tax  on 
transportation  of  persons  was  adopted  by  the 
committee  which  also  added  a  provision 
which  excludes  from  the  application  of  the 
tax  amounts  paid  in  the  case  of  certain  types 
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Of  transportation  by  vessels.  Under  the  tax 
on  transportation  of  property,  the  commit¬ 
tee  wrote  in  a  provision  which  exempts  from 
the  3  percent  tax  charges  made  for  the  use 
of  "motor  vehicles  by  contractors  for  the 
movement  of  earth,  rock,  or  other  excavated 
material  from  a  construction  project  to  an 
adjacent  area.  The  committee  did  not,  how¬ 
ever,  accept  the  change  made  in  the  House 
bill  which  extends  the  3  percent  tax  on  trans¬ 
portation  of  property  to  the  “fair  charge’’ 
where  shippers  are  transporting  their  own 
oil  and  in  other  cases  where  the  amount  paid 
for  the  transportation  of  oil  is  less  than  a 
fair  charge. 

F.  Excises  on  amusements  or  recreation: 
Both  the  Finance  Committee  bill  and  the 
House  bill  provide  exemptions  from  the  ad¬ 
missions  tax  where  the  proceeds  inure  to  cer¬ 
tain  types  of  organizations.  The  Finance 
Committee  tightened  this  provision,  however, 
and  made  it  more  restrictive  in  order  to  re¬ 
move  administrative  problems  and  also  to 
limit  the  benefit  of  the  exemption  to  activi¬ 
ties  which  it  appears  appropriate  for  the  Gov¬ 
ernment  to  encourage.  Admissions  to  mov¬ 
ing  picture  exhibitions  were  not  exempted 
under  the  committee’s  bill.  Another  change 
in  the  tax  on  admissions,  made  in  the  House 
bill,  was  approved  by  the  committee  which 
exempts  free  admissions  from  tax  and  based 
the  tax  on  amounts  actually  paid  where  per¬ 
sons  are  admitted  at  reduced  rates.  Both  the 
Finance  Committee  bill  and  the  House  bill 
contain  a  provision  which  provides  that  the 
20-percent  tax  on  cabarets  shall  not  apply 
in  the  case  of  ballrooms  and  dancing  halls 
merely  because  it  is  possible  to  purchase  in¬ 
cidental  refreshments,  services  or  merchan¬ 
dise  in  sueh  places.  The  Finance  Committee 
rejected  the  provision  in  the  House  bill  which 
would  raise  the  special  occupational  tax  on 
bowling  alleys,  billiard  or  pool  tables  from 
$20  to  $25  per  year  per  alley  or  table. 

G.  Excises  on  gambling.  The  Finance 
Committee’s  bill  adopts  the  provisions  of  the 
Hill  bill  which  imposes  two  new  taxes  with 
respect  to  gambling.  It  provides  -a  10  per¬ 
cent  excise  tax  on  the  gross  amount  of  wagers 
of  certain  types,  principally  those  placed  with 
bookmakers  and  lottery  operators,  and  a  $50 
per  year  occupational  tax  both  upon  persons 
engaged  in  accepting  wagers  of  these  types 
and  upon  persons  who  receive  such  wagers 
for  those  individuals.  These  taxes  will  not 
apply  to  State-licensed  pari-mutuel  betting, 
social  and  friendly  betting,  or  games  such  as 
cards,  dice,  roulette,  bingo,  or  keno.  Your 
committee  believes  that  the  continuance  of 
the  present  immunity  of  gambling  from  taxa¬ 
tion  is  inconsistent  with  the  present  need  for 
increased  revenue,  especially  at  a  time  when 
the  American  people  are  being  called  upon  to 
bear  many  new  or  additional  tax  burdens. 
It  should  be  emphasized  that  payment  of  the 
gambling  taxes  provided  by  this  bill  will  not 
serve  to  exempt  any  person  from  any  penal¬ 
ties  under  either  State  or  Federal  law  with 
respect  to  engaging  in  the  taxed  activities. 

H.  Floor  stocks  and  refunds.  Under  both 
the  House  bill  and,  the  Finance  Committee 
bill  floor  stock  taxes  are  imposed  with  re¬ 
spect  to  the  increases  in  the  tax  on  distilled 
spirits,  beer,  wine,  and  cigarettes.  In  the 
case  of  gasoline  a  floor  stock  tax  is  also  im¬ 
posed  but  only  with  respect  to  stocks  of 
gasoline  held  by  retailers  other  than  at  their 
retail  establishments.  The  rates  of  tax 
under  these  floor  stock  taxes  are  the  same 
as  the  increases  in  tax  provided  for  these 
Items.  Because  the  Finance  Committee 
fixed  December  31,  1953,  as  the  termination 
date  for  the  increase  in  excises,  the  com¬ 
mittee  also  added  a  provision  for  floor  stock 
refunds  at  the  time  of  the  termination. 
The  refunds  are  to  be  limited  to  the  items 
on  which  floor  stock  taxes  are  imposed  at  the 
effective  date  of  the  increases;  that  is,  they 
are  limited  to  distilled  spirits,  beer,  wine, 
and  cigarettes  and  to  stocks  of  gasoline  held 
by  retailers  at  other  than  their  retail  estab¬ 


lishments.  The  refunds  are  to  be  granted 
only  with  respect  to  the  increases  imposed 
by  this  bill,  and  only  if  the  owner  of  the 
inventories  can  show  that  for  3  months  after 
the  reduction  date  the  prices  charged  for 
the  items  reflect  the  tax  decreases  made. 

EXCESS-PROFITS  TAX 

In  connection  with  the  excess-profits  tax 
law,  passed  in  January  of  this  year,  it  was 
our  purpose  to  reexamine  this  act  at  an 
early  date  as  possible  to  ascertain  whether 
the  provisions  of  the  act  were  equitable  in 
their  operation  and  effect.  It  is  too  early 
to  make  a  complete  survey  of  the  excess 
profits  tax  since  most  corporations  have  not 
as  yet  filed  their  completed  excess-profits-tax 
returns.  However,  our  committee  did  hold 
hearings  on  this  tax  and  it  developed  that 
there  were  many  cases  of  inequity  and  hard¬ 
ship.  It  was  impossible  to  take  care  of  all 
the  hardship  cases  in  this  bill,  but  our  com¬ 
mittee  bill  does  provide  relief  for  many  of 
the  most  pressing  cases.  Among  those  being 
granted  relief  under  the  bill  are  those  who 
started  business  after  the  base  period  and 
those  who  purchased  the  assets  of  an  already 
existing  business.  I  am  submitting  for  the 
Record  a  short  analysis  of  the  excess-profits- 
tax  provisions  of  the  bill. 

Mr.  GEORGE.  Mr.  President,  I  call 
attention  merely  to  one  change  in  sub¬ 
stance  made  by  the  committee  bill  which 
does  not  appear  in  the  House  bill.  The 
Finance  Committee  adopted  the  House 
provision  increasing  the  tax  on  gasoline 
from  1 V2  cents  to  2  cents  per  gallon,  but 
rejected  the  House  provision  which 
would  tax  Diesel  fuel  for  Diesel-powered 
highway  vehicles;  the  Finance  Com¬ 
mittee  accepted  the  House  provision  in¬ 
creasing  the  tax  on  passenger  cars  and 
motorcycles  from  7  to  10  percent  of  the 
manufacturers’  price,  but  removed  the 
tax  on  house  trailers. 

I  pause  at  this  point,  Mr.  President,  to 
say  that  the  tax  on  Diesel  fuel  oil  used 
in  vehicles  on  the  highway,  as  provided 
in  the  House  bill,  was  eliminated  very 
largely  because  of  the  difficulties  in  ad¬ 
ministration,  which  difficulties  were 
brought  to  the  attention  of  your  com¬ 
mittee  by  the  Treasury  officials  them¬ 
selves;  and  that  the  House  trailer  tax 
was  eliminated  from  the  manufacturers’ 
sales  tax  on  motorcycles  and  gas-driven 
vehicles  on  the  highways  largely  because 
of  the  urgent  need  now  for  the  use  of 
the  trailer  in  renewed  war  activities  and 
defense  activities  for  residence  purposes. 
The  purpose  of  the  committee  in  elimi¬ 
nating  this  tax  is  to  be  understood  as  ap¬ 
plying  only  to  those  trailers  which  are 
used  for  housing  purposes  by  human 
beings. 

Mr.  President,  the  new  tax  which  the 
House  included  is  a  tax  on  gambling. 
The  committee’s  bill  adopts  the  provi¬ 
sions  of  the  House  bill  without  change. 
It  provides  a  10  percent  excise  tax  on  the 
gross  amount  of  wagers  of  certain  types, 
principally  those  placed  with  bookmak¬ 
ers  and  lottery  operators;  and  a  $50-a- 
year  occupational  tax  both  upon  persons 
engaged  in  accepting  wagers  of  these 
types  and  upon  persons  who  receive  such 
wagers  for  those  individuals.  These 
taxes  will  not  apply  to  State-licensed 
pari-mutuel  betting,  social  and  friendly 
betting,  or  games  such  as  cards,  dice, 
roulette,  bingo,  or  keno.  The  committee 
belierves  that  the  continuance  of  the 
present  immunity  of  gambling  from 
taxation  is  inconsistent  with  the  urgent 


need  for  increased  revenue,  especially  at 
a  time  when  the  American  people  are 
being  called  upon  to  bear  many  new  or 
additional  tax  burdens.  It  should  be 
emphasized  that  payment  of  the  gam¬ 
bling  taxes  provided  by  this  bill  will  not 
serve  to  exempt  any  person  from  any 
penalties  provided  under  either  State  or 
Federal  law  with  respect  to  engaging  in 
the  taxed  activities.  It  is  purely  a  reve¬ 
nue  measure,  and  is  not  intended  to  have 
any  effect  beyond  its  productivity  as  a 
revenue  provision. 

Mr.  President,  the  committee  also  con¬ 
sidered  the  excess  profits  tax  provisions 
of  this  bill.  That  is  to  say,  the  commit¬ 
tee  considered  some  of  the  more  pressing 
cases  and  examples  submitted  to  it  in  the 
course  of  the  hearings.  The  committee 
was  not,  of  course,  able  in  the  time  avail¬ 
able  to  it  to  go  exhaustively  into  the  ex¬ 
cess  profits  tax  provisions,  but  there  are 
various  provisions  included  in  the  bill, 
and  without  reading  them,  the  hour  be¬ 
ing  late,  I  ask  permission  to  have  the 
analysis  thereof  printed  in  the  Record  at 
this  point  as  a  part  of  my  remarks,  so 
that  it  will  be  readily  available  to  the 
Senate  tomorrow. 

There  being  no  objection,  the  analysis 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Excess  Profits  Tax  Provisions  of  the  Bill 

Section  501  of  the  bill  provides  new  cor¬ 
porations  with  a  special  excess  profits  tax 
ceiling  rate  of  5  percent  for  the  first  and  sec¬ 
ond  years  in  business,  8  percent  for  the  third 
year  in  business,  II  percent  for  the  fourth 
year  in  business,  and  14  percent  for  the  fifth 
year  in  business.  For  subsequent  years  the 
regular  17-percent  ceiling  rate  applies.  To 
prevent  abuse  of  this  special  ceiling  rate  it  is 
restricted  to  completely  new  corporations 
which  have  not  taken  over  the  property  of 
older  going  businesses  and  which  are  not  set 
up  by  persons  who  are  already  operating  old 
corporations  engaged  in  the  same  business. 

Section  502  of  the  bill  exempts  from  ex¬ 
cess  profits  tax  the  income  which  a  company 
receives  from  an  affiliated  foreign  corporation 
in  payment  for  technical,  engineering,  or 
scientific  assistance.  Income  of  this  type  is 
also  excluded  in  computing  base  period 
earnings. 

Section  503  of  the  bill  provides  that  fiscal 
year  corporations  whose  fiscal  years  end  after 
the  first  quarter  of  the  year  may  compute 
their  excess  profits  earnings  credit  on  the 
basis  of  48  months  ending  with  March  31, 
1950,  instead  of  being  required  to  use  the 
four  calendar  years  1946-49. 

Under  the  present  law  a  corporation  which 
commenced  business  during  the  base  period 
is  not  entitled  to  use  the  growth  alternative 
in  computing  its  earnings  credit.  Section 
504  of  the  bill  permits  new  corporations 
which  commenced  business  during  the  base 
period  to  use  the  growth  alternative  if  they 
meet  its  eligibility  requirements.  Since  the 
principal  eligibility  requirement  under  the 
growth  alternative  is  to  show  that  a  corpora¬ 
tion’s  payroll  in  the  last  half  of  the  base 
period  was  130  percent  of  payroll  in  the  first 
half  or  that  gross  receipts  in  the  second  half 
were  150  percent  of  gross  receipts  in  the  first 
half,  the  effect  of  this  provision  of  the  bill 
is  to  make  it  very  easy  for  most  corporations 
formed  during  the  base  period  to  qualify 
for  the  growth  alternative.  The  growth  al¬ 
ternative  permits  a  corporation  to  base  its 
earnings  credit  on  its  1949  income  or  the 
average  of  its  1948  and  1949  income  or  half 
of  its  1949  income  plus  40  percent  of  its 
1950  income. 

Section  505  of  the  bill  amends  the  growth 
alternative  provisions  to  correct  a  situation 
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under  which  one  method  of  computing  the 
growth  alternative  credit  was  available  to  a 
corporation  if  it  met  one  set  of  eligibility 
requirements  but  not  available  if  the  corpo¬ 
ration  met  both  that  set  of  eligibility  re¬ 
quirements  and  also  met  another  set  of 
eligibility  requirements. 

Section  506  of  the  bill  provides  that,  in 
the  case  of  banks,  the  offsetting  of  additional 
capital  by  increased  investment  in  inadmis¬ 
sible  assets  shall  not  exceed  the  ratio  of  the 
additional  inadmissible  assets  to  additional 
total  assets.  The  bill  applies  this  principle 
to  the  computation  of  both  capital  additions 
during  the  tax  period  and  capital  additions 
during  the  base  period. 

Section  507  of  the  bill  provides  corpora¬ 
tions  using  the  earnings  credit  with  a  credit 
for  capital  additions  where  they  decrease 
their  investment  in  inadmissible  assets  and 
reinvest  these  amounts  in  tangible  operating 
assets  such  as  plant  and  equipment  and  tan¬ 
gible  inventory  items. 

Section  508  of  the  bill  permits  municipal 
bond  dealers  to  treat  their  tax  exempt  bonds 
as  being  admissible  assets  if  the  dealers  elect 
to  pay  the  excess-profits  tax  on  the  interest 
they  receive  from  these  tax  exempt  bonds. 

Section  509  of  the  bill  provides  that  where, 
after  eliminating  the  poorest  year  in  the  base 
period,  the  income'  of  the  taxpayer’s  third 
best  base  period  year  is  less  than  35  percent 
of  the  average  income  in  his  two  best  years, 
the  taxpayer  may  substitute  for  the  low 
year  the  industry  rate  of  return  on  his  assets 
in  that  year.  However,  the  substitute  in¬ 
come  figure  cannot  be  greater  than  the  tax¬ 
payer’s  average  income  in  his  two  best  base 
period  years. 

Section  510  of  the  bill  amends  the  defini¬ 
tion  of  total  assets,  which  is  used  in  apply¬ 
ing  the  industry  rates  of  return  under  the 
various  relief  sections,  so  as  to  exclude  an 
amount  equal  to  any  indebtedness  owed  to 
a  parent  corporation  where  the  indebtedness 
does  not  meet  the  definition  of  borrowed 
capital. 

Section  511  of  the  bill  permits  a  corpora¬ 
tion  to  qualify  for  relief  under  the  change 
In  products  relief  section  where  the  change 
in  product  does  not  occur  until  after  the 
close  of  the  taxpayer’s  base  period  if  the  tax¬ 
payer  or  its  parent  corporation  was  com¬ 
mitted  to  construct  facilities  for  the  produc¬ 
tion  of  the  new  product  before  the  end  of 
the  base  period  and  construction  of  these 
facilities,  in  fact,  actually  commenced  before 
July  1,  1950. 

Corporations  using  the  new  corporation  re¬ 
lief  section,  during  any  of  their  first  3  years 
which  are  excess-proflts-tax  years,  compute 
their  excess  profits  credit  by  applying  their 
industry  rate  of  return  to  their  assets  on 
hand  at  the  end  of  the  year.  Under  present 
law  these  corporations  may  include  only  75 
percent  of  their  borrowed  capital  in  their 
assets  for  purposes  of  this  computation,  while 
other  corporations  using  the  special  relief 
sections  compute  their  credits  on  the  basis 
of  their  total  assets.  Section  512  of  the  bill 
permits  new  corporations  computing  their 
excess  profits  credit  under  section  445  for 
any  of  their  first  3  years  which  are  excess 
profits  tax  years  to  include  100  percent  of 
their  borrowed  capital  instead  of  75  percent. 

Section  513  of  the  bill  makes  the  special 
regulated  public  utility  credit  of  6  percent 
of  invested  capital,  after  payment  of  or¬ 
dinary  income  taxes,  available  to  oil  pipe¬ 
lines  subject  to  the  jurisdiction  of  State 
regulatory  bodies  as  well  as  the  oil  pipelines 
which  are  subject  to  the  jurisdiction  of  the 
Interstate  Commerce  Commission. 

Section  514  of  the  bill  permits  a  railroad 
lessor  corporation,  which  leases  its  facilities 
to  an  operating  railroad,  to  qualify  for  the 
regulated  public  utility  credit  where  it  files 
a  consolidated  return  with  the  operating 
railroad  which  leases  its  facilities. 

Under  the  present  law  metal  and  coal 
mines  in  operation  during  the  base  period 


are  entitled  to  an  exemption  from  excess- 
profits  tax  on  one-half  of  their  excess  output 
and  metal  and  coal  mines  not  in  operation 
during  the  base  period  are  entitled  to  an 
excess -profits-tax  exemption  on  one -third  of 
their  income.  Section  515  of  the  bill  extends 
the  same  treatment  to  sulfur,  potash,  and 
chemical-  and  metallurgical-grade  limestone 
deposits. 

Section  516  of  the  bill  permits  a  corpora¬ 
tion  to  compute  its  evcess-profits  credit  un¬ 
der  the  special-growth  alternative  which  is 
based  on  50  percent  of  1948  income  plus  40 
percent  of  1950  income  where  the  corporation 
meets  certain  tests  which  show  that  it  suf¬ 
fered  during  its  base  period  due  to  a  transi¬ 
tion  from  war  production  to  peacetime  pro¬ 
duction  and  had  an  unusually  high  increase 
in  its  capacity  during  the  base  period. 

Section  517  of  the  bill  permits  any  cor¬ 
poration  which  suffered  a  catastrophe  during 
the  last  3  years  of  its  base  period  to  substi¬ 
tute  earnings  of  the  earlier  base  period  years 
for  the  year  of  catastrophe. 

Section  518  of  the  bill  makes  the  growth 
alternative  available  to  any  newspaper  pub¬ 
lishing  company  which  consolidated  its 
mechanical,  circulation,  advertising,  and  ac¬ 
counting  operations  with  those  of  another 
newspaper  during  the  last  half  of  the  base 
period  or  the  first  half  of  1950.  This  relief 
is  available  only  if  the  corporation  meets 
tests  which  prove  that  it  carried  out  sub¬ 
stantial  economies  in  tis  operating  expenses 
as  a  result  of  the  consolidation. 

Section  519  of  the  bill  provides  relief  for 
corporations  engaged  in  television  broad¬ 
casting  prior  to  1951.  If  the  company  was 
engaged  in  both  radio  and  television  broad¬ 
casting  during  the  base  period  it  is  entitled 
to  determine  an  average  base  period  rate  of 
return  based  on  its  income  from  radio  activ¬ 
ities  as  a  percentage  of  its  radio  broadcasting 
assets.  Its  excess-profits  credit  is  determined 
by  applying  this  radio  rate  of  return  to  its 
total  radio  and  television  broadcasting  assets 
at  the  end  of  its  base  period.  As  an  alterna¬ 
tive  the  company  may  apply  the  average  base 
period  rate  of  return  of  the  radio  and  tele¬ 
vision  broadcasting  industry  to  its  radio 
and  television  assets  at  the  end  of  the  base 
period.  If  the  company  was  also  engaged 
in  some  other  type  of  business  during  the 
base  period  it  may  compute  its  ordinary 
earnings  credit  on  this  other  business  sepa¬ 
rately  and  combine  this  credit  with  the  spe¬ 
cial  radio-television  broadcasting  credit  de¬ 
scribed  above.  A  corporation  which  was  in 
the  radio  broadcasting  business  during  the 
base  period  and  which  acquired  a  television 
broadcasting  station  during  1950  may  apply 
its  average  rate  of  return  on  its  base  period 
radio  business  (or  the  average  industry  rate) 
to  the  television  broadcasting  assets  which 
it  acquired.  This  amount  is  added  to  its 
ordinary  base  period  earnings  credit. 

Section  520  of  the  bill  provides  rules  under 
which  a  corporation  which  purchases  the 
assets  of  another  corporation  or  of  a  partner¬ 
ship  in  a  taxable  exchange  may  utilize  the 
base  period  earnings  experience  of  the  old 
corporation  or  partnership  in  computing  its 
ordinary  earnings  credit.  This  provision  is 
limited  to  purchases  before  December  1,  1950, 
and  it  is  limited  to  cases  where  the  old  cor¬ 
poration  or  partnership  is  liquidated. 

In  general,  the  excess-profits-tax  amend¬ 
ments  in  the  bill  are  made  effective  from 
June  30,  1950,  which  is  the  effective  date  of 
the  1950  Excess  Profits  Tax  Act. 

Mr.  GEORGE.  The  bill  also  makes 
some  changes  in  the  income  and  estate 
tax  provisions,  though  not  extensive 
changes.  Some  of  these  provisions  were 
intended  to  plug  loopholes,  while  others 
provided  for  remedial  relief.  These  im¬ 
portant  provisions,  designed  to  produce 
additional  revenue,  are  those  relating  to 
farm  cooperatives,  building  and  loan 


associations,  and  mutual  savings  banks. 
These  provisions,  which  were  not  in  the 
House  bill,  would  bring  in  additional  rev¬ 
enue  of  some  $150,000,000,  as  estimated. 
With  the  permission  of  the  Senate  I  shall 
not  read  the  provisions  which  relate  to 
changes  made  in  the  income  and  estate 
tax  provisions,  but  I  call  attention  to 
what  the  committee  is  recommending 
with  reference  to  cooperatives  and  other 
forms  of  corporate  organizations. 

Under  existing  law  farmers’  market¬ 
ing  and  purchasing  cooperatives  are 
exempt  from  all  income  tax  if  they  com¬ 
ply  with  the  provisions  of  section  101 
(12)  of  the  Internal  Revenue  Code. 
Under  that  section  they  can  retain  profit 
margins  in  unallocated  reserves  which 
are  taxed  neither  to  the  patron  nor  to 
the  cooperative.  They  can  retain  such 
surplus  or  reserves  as  they  deem  neces¬ 
sary,  consistent,  of  course,  with  sound 
regulations  imposed  upon  them  by  the 
Commissioner  of  Internal  Revenue. 
Since  such  unallocated  reserves  are  not 
taxed  to  the  patron,  the  committee  be¬ 
lieved  that  they  should  be  taxed  to  the 
cooperative.  Accordingly,  section  101 
(12)  of  the  code  should  be  amended  to 
require  these  unallocated  reserves  to  be 
subject  to  the  regular  corporation  tax. 
There  is  no  limitation  placed  upon  the 
amount  of  the  reserves,  but  it  is  obvious 
that  a  52  percent  tax,  or,  indeed,  a  40 
percent  tax,  or  even  a  smaller  tax,  is  a 
sufficient  ceiling  upon  such  reserves. 
Certainly  no  cooperative  could  afford  to 
set  aside  reserves  in  the  face  of  a  maxi¬ 
mum  corporate  tax  of  52  percent  upon 
all  sums  covered  in  the  reserves. 

The  same  requirement  to  which  I  have 
referred  is  made  in  the  case  of  taxable 
cooperatives  which  are  subject  to  the 
corporation  income  tax  on  all  income 
which  is  not  allocated  or  credited  to  the 
accounts  of  the  patrons.  In  the  case  of 
both  taxable  and  nontaxable  coopera¬ 
tives,  patronage  dividends  not  paid  in 
cash  or  merchandise  must,  in  order  to 
be  deductible,  be  paid  through  revolv¬ 
ing-fund  certificates  or  other  form  of 
certificate  or  letter  of  advice  which  dis¬ 
closes  to  the  patron  the  dollar  amount 
of  the  dividend  refunds  or  rebate  which 
he  must  take  up  in  his  own  individual  re¬ 
turn.  In  addition,  the  committee  bill 
requires  the  cooperative  to  make  a  cor¬ 
rect  return  showing  the  name  and  ad¬ 
dress  of  each  patron  to  whom  it  has 
made  allocations  amounting  to  $100  or 
more  during  the  calendar  year,  and  the 
amount  of  such  allocations  to  each 
patron. 

The  Secretary  of  the  Treasury  may, 
under  regulations — also  under  this  bill — 
require  reporting  of  allocations  of  less 
than  $100  to  each  patron. 

The  committee  also  instructed  the 
staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation  and  the  Treasury 
staff  to  study  and  report  by  April  1, 
1952,  the  possibility  of  withholding  un¬ 
allocated  reserves,  and  on  the  various 
methods  used  in  allocating  reserves,  and 
the  form  and  character  of  the  certifi¬ 
cates  issued. 

The  bill  also  contains  a  provision  re¬ 
quiring  withholding  on  patronage  divi¬ 
dends  if  withholding  should  be  applied 
to  dividends  generally.  It  did  not  re- 
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quire  that  in  the  first  instance,  because 
under  the  committee  bill  the  House  pro¬ 
vision  for  a  20-percent  withholding  on 
dividends,  certain  interest,  and  royal¬ 
ties,  was  eliminated.  While  the  Senate 
committee  is  opposed,  as  I  have  just 
indicated,  to  any  withholding  on  divi¬ 
dends,  interest,  and  royalties,  and  while 
it  eliminated  that  provision  in  the  House 
bill  requiring  such  withholding,  it  was 
felt  that  if  withholding  were  to  be  ap¬ 
plied  to  dividends  generally,  it  should 
also  be  applied  to  patronage  refunds. 

Savings  and  loan  associations  under 
the  present  law,  section  101  (4)  of  the 
code,  are  exempt  from  income-tax  pay¬ 
ments.  In  addition,  Federal  savings  and 
loan  associations  chartered  by  the  Fed¬ 
eral  Government,  are  exempt  from  in¬ 
come  tax  under  the  Home  Owners’  Loan 
Act  of  1933  and  are  covered  by  subsec¬ 
tion  (15)  of  section  101  of  the  code 
which  provides  for  the  exemption  of 
United  States  instrumentalities.  The 
grounds  on  which  your  committee’s  bill 
taxes  savings  and  loan  associations  on 
their  retained  earnings,  after  making  a 
reasonable  allowance  for  additions  to 
reserves  for  bad  debts,  are  the  same 
as  those  on  which  mutual  savings  banks 
are  taxed  under  the  bill.  Section  313  of 
your  committee’s  bill  taxes  savings  and 
loan  associations  including  Massachu¬ 
setts  cooperative  banks  and  those  char¬ 
tered  by  the  Federal  Savings  and  Lean 
Association  as  ordinary  corporations  but 
specifically  allows  the  deduction  for  divi¬ 
dends  paid  to  depositors  and  the 
amounts  placed  in  bad-debt  reserves  on 
a  similar  basis  as  for  mutual  savings 
banks.  This  provision  also  is  effective 
with  respect  to  taxable  years  beginning 
after  December  31,  1951. 

Mutual  savings  banks,  under  section 
102  (2)  of  the  code,  are  exempt  from 
the  payment  of  any  income  tax.  This 
exemption,  in  effect,  has  relieved  such 
financial  institutions  from  tax  on 
amounts  retained  as  undivided  profits 
and  additions  to  surplus.  Section  313 
of  your  committee’s  bill,  relative  to  the 
tax  treatment  of  mutual  savings  banks, 
would  permit  such  banks  to  deduct,  in 
arriving  at  taxable  income,  amounts 
paid,  credited,  or  allocated  to  the  ac¬ 
counts  of  depositors,  and  as  in  the  case 
of  other  banks,  permit  them  to  deduct 
amounts  credited  to  a  reserve  for  losses 
on  loans.  The  addition  to  the  reserve 
for  losses  on  loans  is  to  be  determined 
with  due  regard  to  the  taxpayer’s  sur¬ 
plus  or  loss  reserves  at  the  close  of  De¬ 
cember  31,  1951.  In  addition,  mutual 
savings  banks  are  to  be  allowed  as  q, 
deduction  from  gross  income  any 
amount  currently  paid  to  the  United 
States  or  to  any  Federal  Government 
instrumentality  exempt  from  Federal  in¬ 
come  taxes,  in  repayment  of  indebted¬ 
ness  incurred  prior  to  September  1, 
1951.  Many  of  these  institutions  bor¬ 
rowed  money  through  the  Reconstruc¬ 
tion  Finance  Corporation  or  other  Fed¬ 
eral  agencies.  Some  have  not  repaid 
their  loans.  Under  the  committee’s  bill 
they  would  be  allowed  to  do  so  out  of 
their  gross  income  and  before  the  pay¬ 
ment  of  any  tax  on  it.  On  the  remain¬ 
ing  income,  mutual  savings  banks  are 
to  be  taxed  in  the  same  manner  as  ordi¬ 


nary  corporations.  This  provision  is  ef¬ 
fective  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1951. 

SALE  OF  A  RESIDENCE 

A  remedial  provision,  which  the  House 
adopted,  and  with  which  we  agreed  was 
one  relating  to  situations  where  a  tax¬ 
payer  sells  his  residence  and  reinvests 
the  money  from  the  sale  in  a  new  resi¬ 
dence.  Under  this  provision,  where  the 
sale  of  a  taxpayer’s  principal  residence 
is  followed  within  a  period  of  1  year 
by  the  purchase  of  another  residence,  or 
where  another  residence  is  purchased 
within  1  year  prior  to  the  sale  of  the 
taxpayer’s  principal  residence,  no  gain 
from  the  sale  is  to  be  repognized  except 
to  the  extent  that  the  selling  price  ex¬ 
ceeds  the  price  of  the  new  residence. 
The  cost  basis  of  the  new  residence  is 
to  be  adjusted  by  the  amount  of  the 
gain  not  recognized  upon  the  sale  of  the 
old  residence.  The  same  provision  is  in 
the  House  bill.  Your  committee  has 
added  a  provision  to  cover  a  situation  to 
allow  the  benefits  of  the  section  to  cases 
where  construction  of  a  new  house  is 
begun  within  one  year  after  the  sale  of 
the  old  house,  and  the  new  house  is  used 
as  the  taxpayer’s  principal  residence 
within  18  months  after  the  sale  of  the 
old  residence.  This  gives  the  taxpayer 
an  additional  6  months  in  which  to  move 
into  a  new  home  which  is  being  built,  for 
the  obvious  reason  that  it  may  not  be 
possible,  during  a  time  when  certain  ma¬ 
terials  are  scarce,  to  complete  the  con¬ 
struction  of  the  house  within  the  year  of 
the  sale. 

UNRELATED  ACTIVITIES  OF  STATE  UNIVERSITIES 

Under  the  Revenue  Act  of  1950,  the 
regular  corporate  tax  was  applied  to  the 
unrelated  activities  of  charitable  and 
educational  institutions.  However,  this 
provision  did  not  apply  to  the  unrelated 
business  income  of  State  universities  and 
other  schools  of  governmental  units. 
The  attention  of  the  committee  has  been 
called  to  the  fact  that  some  State  schools 
are  engaged  in  unrelated  activities  which 
would  be  taxed  if  they  were  not  State 
universities.  Accordingly,  your  commit¬ 
tee’s  bill  extends  the  present  tax  to  the 
unrelated  business  income  of  universi¬ 
ties  and  colleges  of  States  and  other 
governmental  units. 

LIFE-INSURANCE  COMPANIES 

For  1  year  only  the  present  tax  for¬ 
mula  applied  to  life-insurance  companies 
has  been  continued  in  the  bill.  The  new 
stopgap  plan,  which  the  committee  is 
recommending,  however,  will  produce 
some  $58,000,000  more  than  the  formula 
now  applied  to  life-insurance  companies. 

Under  this  plan,  life-insurance  com¬ 
panies  are  taxed  at  regular  corporate 
rates  on  3%  percent  of  the  first  $200,000 
of  net-investment  income  and  6V2  per¬ 
cent  of  that  part  of  the  net-investment 
income  in  excess  of  $200,000.  A  special 
credit  is  allowed  for  companies  which 
are  not  earning  their  interest  require¬ 
ments.  This  plan  has  the  endorsement 
of  practically  every  life-insurance  com¬ 
pany.  As  I  stated,  it  wMl  bring  in  addi¬ 
tional  revenue  of  approximately  $58,- 
000,000. 

Your  committee  was  not  satisfied  with 
this  plan  as  a  permanent  basis  for  tax¬ 


ing  life-insurance  companies  and  re¬ 
quested  the  Treasury  and  joint  commit¬ 
tee  staffs  to  make  further  studies  on  the 
matter. 

I  ask  unanimous  consent  that  a  table 
showing  the  various  items  granted  de¬ 
pletion  allowance  in  the  Senate  com¬ 
mittee’s  bill  and  the  House  bill  be 
printed  in  the  Record  as  part  of  my  re¬ 
marks. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Item 

Rate  in 
House 
bill 

Rate  in 
commit¬ 
tee  bill 

Sand.. . . 

Percent 

5 

Percent 

5 

Gravel . . . . 

5 

5 

Granite _ 

5 

5 

Marble _ _ _ 

5 

5 

Slate. . . 

5 

5 

Stone . . 

5 

5 

Brick  clay  and  tile  clay _ 

5 

5 

Shale _ 

5 

5 

Clam  shell. . . 

5 

5 

Oyster  shell . 

5 

5 

Borax _ _ 

15 

10 

Fuller’s  earth _ 

15 

10 

Tripoli _ ... 

15 

10 

Refractory  and  fire  clay _ 

15 

10 

Quartzite.- . __ 

15 

10 

Perlite . . 

15 

10 

Biatomaceous  earth _ 

15 

10 

Metallurgical  and  chemical  grade 
limestone.  . . 

15 

10 

Wallas  tonite _ 

(•) 

10 

Asbestos _ 

(1  2) 

0 

0 

0 

3  10 

10 

Aplite . . 

15 

Salt  and  salt  wells  containing 
brines  of  calcium  chloride,  mag¬ 
nesium  chloride,  sodium  chlo¬ 
ride,  potassium  chloride,  or 
bromine . . 

B 

M  agnesium  compounds  (magne 

site,  dolomite,  and  brueite) . 

Coal . . . . 

10 

10 

Thenardite 

‘15 

15 

1  Not.  included. 

!  Under  the  present  law  asbestos  receives  a  5-percent 
depletion  allowance.  Your  committee’s  bill  increased 
this  to  10  percent. 

3  Under  the  present  law  coal  receives  a  5-percent 
depletion  allowance.  This  was  increased  to  10  percent 
by  the  House  bill  and  agreed  to  by  the  committee. 

4  The  nardite  under  the  present  law  receives  a  15- 
percent  depletion  allowance.  It  is  shown  in  the  bill  as 
a  clarification,  the  15-percent  allowance  applies  whether 
obtained  from  brine  or  not. 

Mr.  GEORGE.  Mr.  President,  the 
committee  bill  provides  that  where  land 
is  sold  together  with  the  unharvested 
crop  or  fruit  upon  such  land,  the  gain 
resulting  from  such  sale  shall  be  treated 
as  a  capital  gain.  Under  existing  law, 
there  is  uncertainty  and  litigation  as  to 
whether  the  gain  from  the  sale  of  the 
crop  must  be  determined  separately  and 
treated  as  ordinary  income  or  whether 
the  entire  gain  is  a  capital  gain.  It  is 
provided  in  the  bill  that  in  such  cases  no 
deduction  shall  be  allowed  with  respect 
to  the  expenses  attributable  to  the  pro¬ 
duction  of  the  unharvested  crop  but  that 
such  expenses  shall  be  included  in  the 
cost  of  the  crop  in  determining  the 
amount  of  the  gain,  that  is,  in  arriving  at 
a  proper  base  upon  which  to  tax  a  capi¬ 
tal  gain. 

The  other  provisions  of  the  bill  are 
fully  explained  and  set  forth  in  the 
repoi’t. 

Mr.  President,  I  should  like  to  submit 
a  unanimous-consent  request,  as  follows: 

Ordered,  by  unanimous  consent,  that  the 
committee  amendments  to  the  pending  bill 
H.  R.  4473,  the  Revenue  Act  of  1951,  be  agreed 
to  en  bloc;  Provided,  however,  That  such  ac¬ 
tion  with  respect  to  any  specific  amendment 
shall,  upon  the  request  of  a  Senator,  be 
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deemed  to  be  rescinded,  and  the  considera¬ 
tion  of  such  amendment  shall  then  be  pro¬ 
ceeded  with  in  accordance  with  the  rules  of 
the  Senate. 

Mr.  HUMPHREY.  Mr.  President, 
may  I  get  one  point  clear?  Will  the 
Senator  yield? 

Mr.  GEORGE.  Yes. 

Mr.  HUMPHREY.  Does  it  mean  that 
any  portion  of  the  bill  which  has  been 
amended  by  the  committee  may  be  dis¬ 
cussed  completely  on  the  floor  of  the 
Senate  by  the  offering  of  another  amend¬ 
ment  to  the  committee  amendment? 

Mr.  GEORGE.  Yes. 

Mr.  HUMPHREY.  There  is  no  doubt 
about  it. 

Mr.  GEORGE.  The  order  may  be  re¬ 
scinded  without  any  motion,  merely  upon 
the  request  of  any  Senator,  and  then  the 
proceeding  is  de  novo,  as  if  it  were  the 
first  time  the  amendment  had  been 
offered. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  from  Georgia. 

Mr.  MCFARLAND.  Under  the  unani¬ 
mous-consent  agreement  an  amendment 
would  be  treated  as  though  it  were  an 
amendment  to  the  original  bill. 

Mr.  GEORGE.  Exactly.  Of  course, 
the  part  of  the  bill  which  the  committee 
has  not  amended  is  subject  to  amend¬ 
ment  in  the  same  way  that  the  portion 
which  the  committee  has  amended  is 
subject  to  amendment. 

Mr.  O’MAHONEY.  Mr.  President, 
will  the  Senator  yield? 

Mr.  GEORGE.  Yes. 

Mr.  O’MAHONEY.  Is  it  my  under¬ 
standing,  therefore,  that  all  the  commit¬ 
tee  amendments  would  stand  approved 
if  the  unanimous- consent  agreement  is 
entered,  unless  or  until  some  Member  of 
the  Senate  rises  to  question  any  such 
amendment,  and  then  the  amendment 
may  be  considered  as  though  it  were 
being  presented  de  novo? 

Mr.  GEORGE.  Exactly.  Upon  the 
request  of  any  Senator  the  order  shall 
be  deemed  to  be  rescinded,  “and  the 
consideration  of  such  amendment  shall 
be  proceeded  with  in  accordance  with  the 
rules  of  the  Senate.”  That  is  provided 
in  the  unanimous  consent  request.  Such 
amendment  may  be  rejected  or  amended, 
as  could  be  done  in  the  first  instance. 

Mr.  BUTLER  of  Maryland.  Mr.  Pres¬ 
ident,  I  desire  to  propound  a  parlia¬ 
mentary  inquiry,  if  the  Senator  from 
Georgia  will  yield  for  that  purpose. 

Mr.  GEORGE.  I  am  glad  to  yield. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  his  parliamentary  in¬ 
quiry. 

Mr.  BUTLER  of  Maryland.  If  an 
amendment  is  offered  to  strike  out  an 
entire  section  of  the  bill,  and  if  that 
amendment  is  rejected,  would  that  sec¬ 
tion  of  the  bill  be  open  to  amendment, 
or  would  the  offering  of  an  amendment 
to  it  be  foreclosed? 

The  PRESIDING  OFFICER.  It  would 
be  open  to  amendment. 

Mr.  GEORGE.  Oh,  yes;  it  would  be 
open  to  amendment.  There  is  no  dis¬ 
position  to  do  otherwise  in  connection 
with  a  voluminous  bill  of  this  kind.  The 
entire  purpose  is  to  get  the  bill  before 


the  Senate  and  to  permit  any  Senator  to 
deal  with  it  just  as  he  wishes. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  unanimous-consent  re¬ 
quest  of  the  Senator  from  Georgia? 
Without  objection,  the  request  is 
agreed  to. 

The  amendments  agreed  to  en  bloc 
are  as  follows: 

On  page  1,  after  line  5,  to  strike  out: 
“Table  oe  Contents 

“TITLE  I - INCREASE  IN  INCOME  TAX  RATES 

“ Part  I — Individual  income  taxes 
“Sec.  101.  Defense  tax. 

“  ( a )  Increase  in  rate  of  tax. 

“(b)  Amendment  of  section  12  (b). 
“(c)  Limitation  on  tax. 

“(d)  Technical  amendments. 

“Sec.  102.  Individuals  with  adjusted  gross 
income  of  less  than  $5,000. 

“Sec.  103.  Computation  of  tax  in  case  of 
certain  joint  returns. 

“Sec.  104.  Effective  date  of  part  I. 

“Part  II — Corporation  income  taxes 
“Sec.  121.  Increase  in  rate  of  corporation 
normal  tax. 

“(a)  Amendment  of  section  13. 

“(b)  Maxi  '  im  tax. 

“(c)  Mutual  insurance  companies  other 
than  life  or  marine. 

“(d)  Regulated  investment  companies. 
“(e)  Business  income  of  certain  sec¬ 
tion  101  organizations. 

“(f)  Technical  amendments. 

“Sec.  122.  Credits  of  corporations. 

"(a)  Dividends  received  credit. 

“(b)  Credit  for  dividends  paid  on  cer¬ 
tain  preferred  stock. 

“(c)  Western  Hemisphere  trade  corpo¬ 
rations. 

“Sec.  123.  Surtax  exemptions  and  certain 
credits  of  related  corporations, 
“(a)  Limitation  on  surtax  exemption 
in  the  case  of  related  corpora¬ 
tions. 

“(b)  Insurance  companies. 

“(c)  Minimum  excess -profits  credit. 
“Sec.  124.  Computation  of  alternative  capi¬ 
tal-gains  tax. 

“(a)  Alternative  tax. 

“(b)  Effective  date. 

“Sec.  125.  Effective  date. 

“ Part  III — Fiscal-year  taxpayers 
“Sec.  131.  Fiscal-year  taxpayers. 

“-(a)  Amendment  of  section  108. 

“(b)  Computation  of  excess-profits  tax. 
“(c)  Technical  amendments. 

“TITLE  II - WITHHOLDING  TAX  AT  SOURCE 

“ Part  I — Withholding  of  tax  at  source  on 
dividends,  interest,  and  royalties 
“Sec.  201.  Collection  of  income  tax  at  source 
on  dividends,  interest,  and  roy¬ 
alties. 

“Sec.  202.  Credit  for  tax  withheld. 

“Sec.  203.  Credits  in  case  of  organizations 
exempt  from  tax. 

“Sec.  204.  Technical  amendments. 

“(a)  Tax  computed  by  collector. 

“(b)  Requirement  of  declaration  of 
estimated  tax. 

“(c)  Credit  under  section  143. 

“(d)  Credit  under  section  144. 

“(e)  Information  at  source. 

“(f)  Information  by  corporations. 

"(g)  Clerical  amendments. 

"(h)  Amount  of  credit  considered  as 
payment. 

“(i)  Special  period  of  limitations  for 
small  refunds  on  tax  withheld 
at  source. 

“(J)  Presumptions  as  to  date  of  pay¬ 
ment. 

“(k)  Interest  on  overpayments. 

"(1)  Definition  of  witholding  agent, 
"(m)  Effective  date. 
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“ Part  II — Increase  in  withholding  of  tax  at 
source  on  wages 

“Sec.  221.  Percentage  method  of  withhold¬ 
ing. 

“Sec.  222.  Wage  bracket  withholding. 

“Sec.  223.  Additional  withholding  of  tax  on 
wages  upon  agreement  by  em¬ 
ployer  and  employee. 

“Sec.  224.  Effective  date. 

“TITLE  m - MISCELLANEOUS  INCOME  TAX  AMEND¬ 

MENTS 

“Sec.  301.  Tax  treatment  in  case  of  head  of 
household. 

"(a)  Surtax  in  case  of  head  of  house¬ 
hold. 

“(b)  Effective  date. 

“Sec.  302.  Expenditures  in  the  development 
of  mines. 

“(a)  Deduction  of  expenditures. 

“(b)  Adjusted  basis  for  determining 
gain  or  loss  upon  sale  or  ex¬ 
change. 

“(c)  Technical  amendment. 

“(d)  Effective  date. 

“Sec.  303.  Gain  from  sale  or  exchange  of  tax¬ 
payer’s  residence. 

“(a)  Nonrecognition  of  gain  in  certain 
cases. 

“(b)  Technical  amendments. 

“(c.)  Effective  date. 

“Sec.  304.  Percentage  depletion. 

“(a)  Allowance  of  percentage  depletion. 
“(b)  Technical  amendment. 

“(c)  Effective  date. 

“Sec.  305.  Capital  gains  and  losses. 

“(a)  Treatment  of  long-term  capital 
gains  and  losses. 

“(b)  Alternative  tax. 

“(c)  Technical  amendments. 

“(d)  Effective  date. 

“Sec.  306.  Sales  of  livestock. 

“Sec.  307.  Tax  treatment  of  coal  royalties, 
“(a)  Definition  of  property  used  in  the 
trade  or  business. 

“(b)  Gain  or  loss  upon  certain  dis¬ 
posals  of  timber  or  coal. 

“(c)  Clerical  amendment. 

“(d)  Effective  date. 

“Sec.  308.  Collapsible  corporations. 

“(a)  Definitions  with  respect  to  col¬ 
lapsible  corporations. 

“(b)  Limitations  on  application  of  sec¬ 
tion  117  (m). 

“(c)  Effective  date. 

“Sec.  309.  Dealers  in  securities — capital  gains 
and  ordinary  losses. 

“Sec.  310.  Treatment  of  gain  on  sales  of  cer¬ 
tain  property  between  spouses 
and  between  an  individual  and 
a  controlled  corporation. 

“(a)  Disallowance  of  capital  gain  treat¬ 
ment. 

“(b)  Effective  date. 

“Sec.  311.  Life  insurance  companies. 

“(a)  Reserve  and  other  policy  liability 
credit  for  1951. 

“(b)  Effective  date. 

“Sec.  312.  Tax  treatment  of  certain  Invest¬ 
ment  companies. 

“(a)  Inclusion  of  certain  registered 
management  companies  in  the 
definition  of  regulated  invest¬ 
ment  company. 

“(b)  Technical  amendment. 

“(c)  Effective  date. 

“Sec.  313.  Family  partnerships. 

“(a)  Definition  of  partner. 

“(b)  Allocation  of  partnership  income. 
“(c)  Effective  date. 

“TITLE  IV - EXCISE  TAXES 

"Part  I — Tax  on  admissions  and  cabarets 

“Sec.  401.  Removal  of  tax  on  free  admissions. 

“Sec.  402.  Exempt?^ 's  from  admissions  tax. 
“(a)  Reinstatement  of  prewar  exemp¬ 
tions. 

“(b)  Amendment  of  section  1701  (a). 
“(c)  Admissions  to  municipal  swimming 
pools,  etc. 
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“Sec.  403.  Effective  date  of  amendments  re¬ 
lating  to  admissions. 

"Sec.  404.  Tax  on  cabarets,  roof  gardens,  etc, 
“(a)  Ballrooms  and  dance  halls. 

“(b)  Effective  date. 

•‘Part  II — Tax  on  cigarettes 

■‘Sec.  421.  Tax  on  cigarettes. 

“(a)  Increase  in  rate. 

“(b)  Effective  date. 

“Sec.  422.  Floor  stocks  tax  on  cigarettes. 

"Part  III — Retailers’  excise  taxes 

“Sec.  431.  Tax  on  lighters. 

“Sec.  432.  Retailers’  excise  tax  on  toilet 
preparations. 

“(a)  Baby  oils,  etc. 

“(b)  Sales  to  barber  shops,  etc. 

“Sec.  433.  Effective  date  of  part  III. 

“ Part  IV — Diesel  fuel 

“Sec.  441.  Diesel  fuel  used  in  highway  ve¬ 
hicles. 

“(a)  Imposition  of  tax. 

“(b)  Effective  date. 

"Part  V — Liquor 

“Sec.  451.  Increase  in  tax  on  distilled  spirits 
from  $9  to  $10.50  per  gallon. 

“(a)  Distilled  spirits  generally. 

“(b)  Imported  perfumes  containing  dis¬ 
tilled  spirits. 

“(c)  Floor  stocks  tax. 

“Sec.  452.  Wines. 

“(a)  Increase  in  rate  of  tax. 

“(b)  Floor  stocks. 

“Sec.  453.  Fermented  malt  liquor. 

“(a)  Increase  in  tax  on  fermented  malt 
liquors  from  $8  to  $9  per  barrel. 
“(b)  Floor  stocks  tax. 

“Sec.  454.  Clerical  amendment. 

“Sec.  455.  Effective  date  of  part  V. 

" Part  VI — Occupational  taxes 

“Sec.  461.  Dealers  in  liquors. 

“(a)  Wholesale  dealers  in  liquors. 

“(b)  Retail  dealers  in  liquors. 

“(c)  Wholesale  dealers  in  malt  liquors. 

“Sec.  462.  Drawback  in  the  case  of  distilled 
spirits  used  in  the  manufacture 
of  certain  nonbeverage  products, 
“(a)  Drawback. 

“(b)  Effective  date. 

“(c)  Technical  amendment. 

“Sec.  463.  Tax  on  coin  operated  gaming  de¬ 
vices. 

“Sec.  464.  Tax  on  bowling  alleys  and  billiard 
and  pool  tables. 

“(a)  Increase  in  rate. 

“(b)  Clerical  amendment. 

“Sec.  465.  Effective  date  of  part  VI. 

" Part  VII — Wagering 

“Sec.  471.  Wagering  taxes. 

“(a)  Imposition  of  taxes. 

“(b)  Technical  amendment. 

“Sec.  472.  Effective  date  of  part  VII. 

"Part  VIII — Manufacturers’  excise  taxes 

“Sec.  481.  Automobiles,  trucks,  and  parts  or 
accessories. 

“(a)  Increase  in  tax  on  trucks. 

“(b)  Increase  in  tax  on  passenger  auto¬ 
mobiles  and  motorcycles. 

“(c)  Increase  in  tax  on  parts  or  acces¬ 
sories. 

“(d)  Rebuilt  parts  or  accessories. 

“(e)  Technical  amendment. 

“(f)  Parts  or  accessories  for  farm 
equipment. 

“(g)  Effective  date  of  subsection  (f). 
“(h)  Removal  of  tax  on  tires  for  toys, 
etc. 

“Sec.  482.  Navigation  receivers  sold  to  the 
United  States. 

“(a)  Exemption  on  sales  to  United 
States  of  certain  radio  sets. 

“(b)  Tax-free  sales  of  radio  parts. 

“(c)  Refund  in  case  of  use  of  parts. 
“(d)  Refund  in  case  of  resale  to  United 
States. 

“(e)  Use  by  manufacturer  of  taxable 
parts. 

“(f)  Effective  dates. 


“Sec.  483. 


“Sec.  484. 


“Sec.  485. 


“(a) 
“(b) 
“Sec.  486. 


“Sec.  487. 
“(a) 
“(b) 
“Sec.  488. 
“(a) 
“(b) 
“Sec.  489. 


Repeal  of  tax  on  certain  sporting 
goods;  increase  in  tax  on  re¬ 
maining  sporting  goods. 

Addition  of  certain  items  to  the 
tax  on  electric,  gas,  and  oil  ap¬ 
pliances;  removal  of  tax  on  elec¬ 
tric  heating  pads. 

Adjustments  of  tax  rates  on  photo¬ 
graphic  apparatus  and  film;  re¬ 
peal  of  tax  on  certain  items. 

Items  subject  to  tax. 

Floor-stocks  refunds  on  bulbs. 

Imposition  of  tax  on  mechanical 
pencils  and  fountain  and  ball¬ 
point  pens. 

Repeal  of  tax  on  electrical  energy. 

Repeal  of  tax. 

Effective  date. 

Tax  on  gasoline. 

Increase  in  rate. 

Floor-stocks  tax. 

Effective  date  of  part  VIII. 


"Part  IX — Miscellaneous  excise-tax 
amendments 


“Sec.  491.  Reduction  of  tax  on  telegraph  dis¬ 
patches. 

“(a)  Reduction  <-f  tax. 

“(b)  Clerical  amendment. 

“(c)  Effective  date. 

“(d)  Amounts  paid  pursuant  to  bills 
rendered. 

“(e)  Rate-reduction  date. 

“Sec.  492.  Exemption  of  fishing  trips  from  tax 
on  transportation. 

“(a)  Exemption. 

“(b)  Effective  date. 

“Sec.  493.  Transportation  of  oil  by  water. 

“(a)  Imposition  of  tax. 

“(b)  Technical  amendment. 

“(c)  Effective  date. 

“Sec.  494.  Articles  from  foreign-trade  zones, 
“(a)  Imported  articles. 

“(b)  Previously  tax-paid  articles. 

“TITLE  V - MISCELLANEOUS  PROVISIONS  AND 

AMENDMENTS 

“Sec.  501.  Exemption  of  certain  organizations 
from  income  tax  for  prior  tax¬ 
able  years. 

“Sec.  502.  Excess-profits  credit  based  on  in¬ 
come. 

“(a)  Percentage  of  average  base  period 
net  income  taken  into  account. 
"(b)  Effective  date. 

“Sec.  503.  Estate  and  gift-tax  treatment  of 
United  States  bonds  held  by 
certain  nonresident  aliens. 

“(a)  Estate  tax. 

“(b)  Gift  tax. 

“Sec.  504.  Reorganization  Plan  No.  26  of 
1950.” 

And  in  lieu  thereof,  to  insert  the  follow¬ 
ing: 

“Table  op  Contents 


“TITLE  I - INCREASE  IN  INCOME  TAX  RATES 

"Part  I — Individual  income  taxes 
“Sec.  101.  Increase  in  surtax  for  1951,  1952, 
and  1953.  .  . 

“(a)  Rates  of  surtax. 

“(b)  Limitation  on  tax. 

“Sec.  102.  Individuals  with  adjusted  gross  in¬ 
come  of  less  than  $5,000. 

“Sec.  103.  Inapplicability  of  certain  penalties 
and  additions  to  tax. 

“(a)  Penalties  for  failure  to  file  return. 
“(b)  Additions  to  tax. 

“Sec.  104.  Computation  of  tax  in  case  of  cer¬ 
tain  joint  returns. 

“Sec.  105.  Effective  date  of  Part  I. 

“ Part  II — Corporation  income  taxes 
“Sec.  121.  Increase  in  rate  of  corporation  nor¬ 
mal  tax  and  surtax. 

“(a)  Increase  in  rate  of  corporation  nor¬ 
mal  tax. 

“(b)  Increase  in  rate  of  corporation 
surtax. 

“(c)  Maximum  tax. 

“(d)  Mutual  insurance  companies  other 
than  life  or  marine. 


“(e)  Regulated  investment  companies. 
“(f)  Business  income  of  certain  sec¬ 
tion  101  organizations. 

“(g)  Technical  amendment. 

“Sec.  122.  Credits  of  corporations. 

“(a)  Dividends  received  credit. 

“(b)  Credit  for  dividends  paid  on  cer¬ 
tain  preferred  stock. 

“(c)  Western  hemisphere  trade  corpor¬ 
ations. 

“Sec.  123.  Filing  of  corporation  returns  for 
taxable  years  ending  after  March 
31,  1951  and  before  October  1, 
•  1951. 

“Sec.  124.  Effective  date. 

"Part  III — Fiscal  year  taxpayers 

“Sec.  131.  Fiscal  year  taxpayers. 

“(a)  Amendment  of  section  108. 

“(b)  Computation  of  excess-profits  tax. 
“(c)  Technical  amendments. 

“TITLE  II - WITHHOLDING  OF  TAX  AT  SOURCE 

“Sec.  201.  Percentage  method  of  withholding. 

“Sec.  202.  Wage  bracket  withholding. 

“Sec.  203.  Additional  withholding  of  tax  on 
wages  upon  agreement  by  em¬ 
ployer  and  employee. 

“Sec.  204.  Effective  date. 

“TITLE  HI - MISCELLANEOUS  INCOME  TAX 

AMENDMENTS 

“Sec.  301.  Tax  treatment  in  case  of  head  of 
household. 

“(a)  Surtax  in  case  of  head  of  house¬ 
hold. 

“(b)  Computation  of  tax  by  collector. 
“(c)  Effective  date. 

“Sec.  302.  Payments  to  beneficiaries  of  de¬ 
ceased  employees. 

“(a)  Amendment  of  section  22  (b)  (1). 
“(b)  Effective  date. 

“Sec.  303.  Joint  and  survivor  annuities. 

“(a)  Amendment  of  section  22  (b)  (2), 
"(b)  Amendment  of  section  113  (a)  (5). 
“(c)  Effective  dates. 

“Sec.  304.  Income  from  discharge  of  indebt¬ 
edness. 

“(a)  Amendment  of  section  22  (b)  (9). 
“(b)  Amendment  of  section  22  (b) 
(10). 

“Sec.  305.  Compensation  of  certain  members 
of  the  Armed  Forces. 

"(a)  Amendment  of  section  22  (b) 

(13). 

“(b)  Definition  of  service  in  combat 
zone. 

“(c)  Withholding  on  wages. 

“(d)  Effective  dates. 

“Sec.  306.  Involuntary  liquidation  and  re¬ 
placement  of  inventory. 

“(a)  Amendment  of  section  22  (d)  (6) 
(F)  (iii). 

"(b)  Effective  date. 

“Sec.  307.  Medical  expenses. 

“(a)  Amendment  of  section  23  (x). 

“(b)  Effective  date. 

“Sec.  308.  Standard  deduction. 

“(a)  Method  of  election. 

“(b)  Change  of  election. 

“(c)  Effective  date. 

“Sec.  309.  Expenditures  in  the  development 
of  mines. 

“(a)  Deduction  of  expenditures. 

“(b)  Adjusted  basis  for  determining 
gain  or  loss  upon  sale  or  ex¬ 
change. 

“(c)  Technical  amendment. 

“(d)  Effective  date. 

“Sec.  310.  Gross  income  of  dependent  of  tax¬ 
payer. 

“(a)  Increase  in  amount  of  gross  in¬ 
come  permitted. 

“(b)  Effective  date. 

“Sec.  311.  Credit  for  dividends  received. 

“(a)  Dividends  from  foreign  corpora¬ 
tion  engaged  in  trade  or  busi¬ 
ness  in  the  United  States. 

“(b)  Technical  amendment. 

“(c)  Effective  date. 
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“Sec.  312.  Joint  return  after  filing  separate 
return. 

“(a)  Change  of  election. 

“(b)  Effective  date. 

“Sec.  313.  Mutual  savings  banks,  building 
and  loan  associations,  coopera¬ 
tive  banks. 

“(a)  Mutual  savings  banks. 

“(b)  Building  and  loan  associations  and 
cooperative  banks. 

"(c)  Federal  savings  and  loan  associa¬ 
tions. 

“(d)  Bad  debt  reserves. 

“(e)  Dividends  paid  to  depositors. 

“(f)  Deduction  for  repayment  to  the 
United  States  of  certain  loans. 
“(g)  Definition  of  bank. 

"(h)  Definition  of  domestic  building 
and  loan  association. 

“(i)  Effective  date. 

“Sec.  314.  Income-tax  treatment  of  exempt 
cooperatives. 

"(a)  Amendment  of  section  101  (12). 
"(b)  Technical  amendments. 

"(c)  Information  returns. 

“(d)  Withholding  of  tax  at  source. 

"(e)  Effective  date. 

“Sec.  315.  Surtax  on  corporations  improperly 
accumulating  surplus. 

"(a)  Long-term  capital  gains. 

"(b)  Effective  date. 

“Sec.  316.  Election  as  to  recognition  of  gain 
in  certain  corporate  liquida¬ 
tions. 

“(a)  Amendment  of  section  112  (b) 

(7). 

"(b)  Basis  of  property. 

“(c)  Effective  date. 

“Sec.  317.  Certain  distributions  of  stock  on 
reorganization. 

“(a)  Distributions  not  in  liquidation. 
"(b)  Basis  of  stock. 

"(c)  Effective  date. 

“Sec.  318.  Gain  from  sale  or  exchange  of 
taxpayer’s  residence. 

"(a)  Nonrecognition  of  gain  in  certain 
cases. 

"(b)  Technical  amendments. 

"(c)  Effective  date. 

“Sec.  319.  Percentage  depletion. 

“(a)  Allowance  of  percentage  depletion. 
"(b)  Technical  amendment. 

"(c)  Effective  date. 

“Sec.  320.  Redemption  of  stock  to  pay 
death  taxes. 

"(a)  Amendment  of  section  115  (g) 
(3). 

"(b)  Effective  date. 

“Sec.  321.  Earned  income  from  sources  with¬ 
out  the  United  States. 

"(a)  Exclusion  from  gross  income. 

"(b)  Withholding  of  tax  on  wages. 

"(c)  Effective  dates. 

“Sec.  322.  Capital  gains  and  losses. 

“(a)  Treatment  of  long-term  capital 
gains  and  losses. 

"(b)  Alternative  tax. 

"(c)  Technical  amendments. 

"(d)  Effective  date. 

“Sec.  323.  Sale  of  land  with  unharvested 
crop. 

“(a)  Treatment  of  gain  or  loss. 

“(b)  Treatment  of  deductions. 

"(c)  Effective  date. 

“Sec.  324.  Sales  of  livestock. 

“Sec.  325.  Tax  treatment  of  coal  royalties, 
“(a)  Definition  of  property  used  in  the 
trade  or  business. 

“(b)  Gain  or  loss  upon  certain  disposals 
of  timber  or  coal. 

“(c)  Clerical  amendment. 

"(d)  Technical  amendment. 

"(e)  Conforming  amendments. 

"(f)  Effective  date. 

“Sec.  326.  Collapsible  corporations. 

“(a)  Definitions  with  respect  to  col¬ 
lapsible  corporations. 

"(b)  Limitations  on  application  of  sec¬ 
tion  117  (m). 

“(c)  Effective  date. 


"Sec.  327.  Dealers  in  securities — capital 

gains  and  ordinary  losses. 

“Sec.  328.  Receipts  of  certain  termination 
payments  by  employee. 

"(a)  Taxability  to  employee  as  capital 
gain. 

"(b)  Effective  date. 

“Sec.  329.  Net  operating  loss  carry-over. 

“(a)  Loss  for  taxable  year  beginning 
before  1948. 

".(b)  Allowance  of  four-year  loss  carry¬ 
over  from  taxable  years  1948- 
49. 

"(c)  Effective  date, 

“Sec.  330.  Stock  options. 

“(a)  Option  subject  to  stockholder  ap¬ 
proval. 

“(b)  Effective  date. 

“Sec.  331.  Credit  for  taxes  of  foreign  corpora¬ 
tion. 

"(a)  Foreign  subsidiary  of  a  domestic 
corporation. 

“(b)  Foreign  subsidiary  of  a  foreign 
corporation. 

"(c)  Clerical  amendment. 

“Sec.  332.  Information  at  source  on  pay¬ 
ments  of  interest. 

“Sec.  333.  Abatement  of  income  tax  for  cer¬ 
tain  members  of  Armed  Forces 
upon  death. 

“Sec.  334.  Employees’  trusts. 

“(a)  Amendment  of  section  165  (b). 
“(b)  Effective  date. 

“Sec.  335.  Life  insurance  companies. 

“(a)  Tax  for  1951. 

“(b)  Adjusted  normal-tax  net  income 
for  1951. 

"(c)  Technical  amendments. 

“(d)  Effective  dates. 

“Sec.  336.  Tax  treatment  of  certain  invest¬ 
ment  companies. 

“(a)  Inclusion  of  certain  registered 
management  companies  in  the 
definition  of  regulated  invest¬ 
ment  company. 

“(b)  Technical  amendment. 

“(c)  Effective  date. 

“Sec.  337.  Exchanges  and  distributions  in 
obedience  to  orders  of  Securities 
and  Exchange  Commission. 

“(a)  Definition  of  system  group. 

“(b)  Effective  date. 

“Sec.  338.  Taxation  of  business  income  of 
-  State  colleges  and  universities, 

“(a)  Amendment  of  section  421  (b). 
“(b)  Unrelated  trade  or  business. 

“(c)  Effective  date. 

“Sec.  339.  Family  partnerships. 

“(a)  Definition  of  partner. 

“(b)  Allocation  of  partnership  income. 
“(c)  Effective  date. 

“Sec.  340.  War  losses. 

“(a)  Tax  upon  war  loss  recovery. 

“(b)  Basis  of  recovered  property. 

“(c)  Credit  for  foreign  taxes. 

“(d)  Effective  dates. 

“Sec.  341.  Deduction  of  expenditures  for 
mine  exploration. 

“(a)  Deduction  of  mine  exploration  ex¬ 
penditures. 

“(b)  Adjusted  basis  for  determining 
gain  or  loss  upon  sale  or  ex¬ 
change. 

“(c)  Effective  date. 

“Sec.  342.  Corporate  liquidations. 

"(a)  Treatment  of  gain. 

“(b)  Effective  date. 

“Sec.  343.  Definition  of  employee. 

“(a)  Amendment  of  section  3797  (a), 
“(b)  Effective  date. 

"title  rv - EXCISE  TAXES 

“ Part  I — Tax  on  admissions  and  cabarets 

"Sec.  401.  Removal  of  tax  on  free  admissions. 

“Sec.  402.  Exemptions  from  admissions  tax. 
“(a)  Reinstatement  of  prewar  exemp¬ 
tions. 

“(b)  Amendment  of  section  1701  (a) 
and  (b). 

“(c)  Admissions  to  municipal  swim¬ 
ming  pools,  etc. 
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"Sec.  403  Effective  date  of  amendments  re¬ 
lating  to  admissions. 

"Sec.  404.  Tax  on  cabarets,  roof  gardens,  etc. 
“(a)  Ballrooms  and  dance  halls. 

"(b)  Effective  date. 

" Part  II — Tax  on  cigarettes 

“Sec.  421.  Tax  on  cigarettes. 

“(a)  Increase  in  rate. 

“(b)  Effective  date. 

“Sec.  422.  Floor  stocks  tax  and  floor  stocks 
refund  on  cigarettes. 

“Sec.  423  Reduction  of  tax  on  snuff  and 
chewing  tobacco. 

“(a)  Reduction  in  rate. 

“(b)  Effective  date. 

"Part  III — Retailers’  excise  taxes 

“Sec.  431.  Retailers’  excise  tax  on  toilet  prep¬ 
arations. 

“(a)  Baby  oils,  etc. 

“(b)  Sales  to  barber  shops,  etc. 

“Sec.  432.  Effective  date  of  Fart  III. 

“ Part  IV — Liquor 

“Sec.  441.  Increase  in  tax  on  distilled  spiriti 
from  $9,  to  $10.50  per  gallon, 
“(a)  Distilled  spirits  generally. 

“(b)  Imported  perfumes  containing 
distilled  spirits. 

“(c)  Floor  stock  tax. 

“Sec.  442.  Wines. 

“(a)  Increase  in  rate  of  tax. 

“(b)  Floor  stocks. 

“Sec.  443.  Fermented  malt  liquor. 

“(a)  Increase  in  tax  on  fermented 
malt  liquors  from  $8  to  $9  per 
barrel. 

“(b)  Floor  stocks  tax. 

“Sec.  444.  Floor  stocks  refunds. 

“(a)  Amendment  of  section  1656  (a). 
“(b)  Amendment  of  section  1656  (b). 

“Sec.  445.  Clerical  amendment. 

“Sec.  446  Effective  date  of  part  IV. 

“Part  V — Occupation  taxes 

“Sec.  451.  Dealers  in  liquors. 

“(a)  Wholesale  dealers  in  liquors. 

“(b)  Retail  dealers  in  liquors. 

“(c)  Wholesale  dealers  in  malt  liquors. 

“Sec.  452.  Drawback  in  the  case  of  distilled 
spirits  used  in  the  manufacture 
of  certain  nonbeverage  pro¬ 
ducts. 

“(a)  Drawback. 

“(b)  Effective  date. 

“Sec.  453.  Tax  on  coin-operated  gaming 
devices. 

“Sec.  454.  Effective  date  of  part  V. 

Part  VI — Wagering 

“Sec.  461.  Wagering  taxes. 

“(a)  Imposition  of  taxes. 

“(b)  Technical  amendment. 

“Sec.  462.  Effective  date  of  part  VI. 

"Part  VII — Manufacturers’  excise  taxes 

“Sec.  471.  Automobiles,  trucks,  and  parts  or 
accessories. 

“(a)  Increase  in  tax  on  trucks. 

“(b)  Increase  in  tax  on  passenger 
automobiles  and  motorcycles. 
"(c)  Increase  in  tax  on  parts  of  acces¬ 
sories. 

"(d)  Rebulit  parts  or  accessories. 

"(e)  Technical  amendment. 

"(f)  Parts  or  accessories  for  farm 
equipment. 

“(g)  Effective  date  of  subsection  (f). 
"(h)  Removal  of  tax  on  tires  for  toys, 
etc. 

“Sec.  472.  Navigation  receivers  sold  to  the 
United  States. 

“(a)  Exemption  on  sales  to  United 
States  of  certain  radio  sets. 
“(b)  Tax-free  sales  of  radio  parts. 

“(c)  Refund  in  case  of  use  of  parts. 
“(d)  Refund  in  case  of  resale  to  United 
States. 

“(e)  Use  by  manufacturer  of  taxable 
parts. 

“(f)  Effective  dates. 
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"Sec  473.  Tax-free  sales  of  refrigerator  com¬ 
ponents  to  wholesalers  for  resale 
to  manufacturers. 


"Sec.  474. 
"Sec.  475. 
“(a) 
"(b) 
"Sec.  476. 
"Sec.  477. 


"Sec.  478. 
"(a) 
"(b) 
"Sec.  479. 
“(a) 
“(b) 
"Sec.  480. 

“Part 


Sporting  goods. 

Electric,  gas,  and  oil  appliances. 
Items  subject  to  tax. 
Determination  of  sale  price. 
Photographic  apparatus. 
Imposition  of  tax  on  mechanical 
pencils,  fountain  and  ball  point 
pens,  and  mechanical  lighters 
for  cigarettes,  cigars,  and  pipes. 
Repeal  of  tax  on  electrical  energy. 
Repeal  of  tax. 

Effective  date. 

Tax  on  gasoline. 

Increase  in  rate. 

Floor  stocks  tax  and  refund. 
Effective  date  of  part  VII. 

VIII — Miscellaneous  excise  tax 
amendments 


"Sec.  481.  Reduction  of  tax  on  telegraph  dis¬ 
patches. 

"(a)  Reduction  of  tax. 

“(b)  Effective  date. 

“(c)  Amounts  paid  pursuant  to  bills 
rendered. 

“(d)  Rate  reduction  date. 

"Sec.  482.  Exemption  of  certain  overseas 
telephone  calls  from  the  tax  on 
telephone  facilities. 

“(a)  Telephone  calls  from  members  of 
Armed  Forces  in  combat  zones. 
“(b)  Effective  date. 

"Sec.  483.  Exemption  of  fishing  trips  from 
tax  on  transportation. 

“(a)  Exemption. 

“(b)  Effective  date. 

"Sec.  484.  Tax  on  transportation  of  persons, 
“(a)  Exemption  of  certain  foreign 
travel. 

“(b)  Effective  date. 

"Sec.  485.  Transporation  of  material  exca¬ 
vated  in  the  course  of  construc¬ 
tion  work. 

“(a)  Amendment  of  section  3475. 

“(b)  Effective  date. 

“Sec.  486.  Articles  from  foreign  trade  zones, 
“(a)  Imported  articles. 

“(b)  Previously  tax-paid  articles. 

“Sec.  487.  Refunds  on  articles  from  foreign 
trade  zones. 

“(a)  Imported  articles. 

“(b)  Previously  tax-paid  articles. 

“Title  V — Excess  Profits  Tax 


“Sec.  501.  Maximum  tax  for  new  corpora¬ 
tions. 

“Sec.  502.  Payments  from  foreign  sources 
for  technical  assistance,  etc. 
“(a)  Amendment  of  section  433  (a) 
(1). 

“(b)  Amendment  of  section  433  (b). 

“Sec.  503.  Average  base  period  net  income 
in  case  of  certain  fiscal  year 
taxpayers. 

“Sec.  504.  Average  base  period  net  income — 
alternative  based  on  growth  in 
case  of  new  corporations. 

“(a)  General  rule. 

“(b)  Amendment  of  part  II. 

“Sec.  505.  Average  base  period  net  income- 
alternative  based  on  growth. 

“Sec.  506.  Adjustments  for  changes  in  inad¬ 
missible  assets  in  case  of  banks, 
“(a)  Amendment  of  section  435  (g). 
“(b)  Amendment  of  section  438. 

“(c)  Amendment  of  section  435  (f). 

“Sec.  507.  Decrease  in  inadmissible  assets. 

“Sec.  508.  Election  with  respect  to  certain 
inadmissible  assets. 

“(a)  Amendment  of  section  440. 

“(b)  Amendment  of  section  433  (a) 

(1). 

“(c)  Amendment  of  section  433  (b). 

“Sec.  509.  Alternative  average  base  period 
net  income. 

“(a)  Amendment  of  section  442. 

“(b)  Technical  amendments. 

“Sec.  510.  Definition  of  total  assets  for  pur¬ 
poses  of  sections  442-446. 


“Sec.  511.  Average  base  period  net  income — 
change  in  products  or  services. 
“Sec.  512.  Average  base  period  net  income — 
new  corporation. 

“Sec.  513.  Excess  profits  credit — regulated 
public  utilities. 

“Sec.  514.  Consolidated  returns  of  regulated 
public  utilities. 

“Sec.  515.  Nontaxable  income  from  certain 
mining  properties. 

“Sec.  516.  Transition  from  war  production 
and  increase  in  peacetime  ca¬ 
pacity. 

“(a)  In  general. 

“(b)  Technical  amendments. 

"Sec.  517.  Base  period  catastrophe. 

“Sec.  518.  Consolidation  of  newspapers. 
“Sec.  519.  Television  broadcasting  compa¬ 
nies. 

“Sec.  520.  Excess  profits  credit  based  on  in¬ 
come  in  connection  with  certain 
taxable  acquisitions. 

“(a)  General  rule. 

“(b)  Technical  amendments. 

“Sec.  521.  Effective  date  of  title  V. 

“Title  VI — Miscellaneous  Provisions  and 
Amendments 

“Sec.  601.  Exemption  of  certain  organiza¬ 
tions  from  income  tax  for  prior 
taxable  years. 

“Sec.  602.  Foreign  estate  tax  credit. 

“(a)  Credit  against  basic  estate  tax. 
“(b)  Credit  against  additional  estate 
tax. 

“(c)  Revisionary  or  remainder  interest. 
“(d)  Extension  of  period  of  limitations, 
etc.,  in  case  of  recovery  of  taxes 
claimed  as  credit. 

“(e)  Effective  date. 

“Sec.  603.  Estate  and  gift  tax  treatment  of 
United  States  bonds  held  by 
certain  nonresident  aliens. 

“(a)  Estate  tax. 

“(b)  Gift  tax. 

“Sec.  604.  Estate  tax  exemption  for  works 
of  art  loaned  by  nonresident 
aliens. 

“(a)  Amendment  of  section  863  (c). 
“(b)  Effective  date. 

“Sec.  605.  Exemption  from  additional  estate 
tax  of  members  of  armed  forces 
upon  death. 

“Sec.  606.  Transfers  conditioned  upon  sur¬ 
vivorship. 

“Sec.  607.  Transfers  with  .income  reserved. 
“Sec.  608.  Transfers  taking  effect  at  death. 
“Sec.  609.  Rversionary  interests  in  case  of 
life  insurance. 

“Sec.  610.  Income  pursuant  to  award  of  In¬ 
terstate  Commerce  Commission. 
“Sec.  611.  Credit  in  prior  taxable  years  for 
dividends  received  on  preferred 
stock  of  a  public  utility. 

“Sec.  612.  Consolidated  returns — includible 
corporations. 

“Sec.  613.  Time  for  performing  certain  acts 
postponed  in  case  of  China 
Trade  Act  corporations. 

“Sec.  614.  Treaty  obligations. 

“Sec.  615.  Reorganization  Plan  Numbered 
26  of  1950.” 

The  next  amendment  was,  under  the  head¬ 
ing  “Title  I — Increase  in  income-tax  rates — • 
Part  I — Individual  income  taxes,”  on  page 
16,  after  line  2,  to  strike  out: 

“  ‘Sec.  16.  Defense  tax. 

“(a)  Increase  in  rate  of  tax:  Part  I  of  sub¬ 
chapter  B  of  chapter  1  is  hereby  amended 
by  adding  at  the  end  thereof  the  following 
new  section: 

“Sec.  16.  Defense  tax. 

“‘(a)  Individuals  calendar  year  1951:  In 
the  case  of  taxable  year  beginning  on  Jan¬ 
uary  1,  1951,  and  ending  on  December  31, 
1951,  the  amount  of  the  combined  normal 
tax  and  surtax  under  sections  11  and  12,  and 
the  amount  of  the  combined  normal  tax  and 
surtax  under  section  421  (a)  (2),  shall  be 
the  amount  of  such  combined  tax  computed 


without  regard  to  this  section,  increased  by 
4  percent. 

‘“(b)  Individuals  taxable  years  beginning 
after  August  31,  1951:  In  the  case  of  taxable 
years  beginning  after  August  31,  1951,  the 
amount  of  the  combined  normal  tax  and 
surtax  under  sections  11  and  12,  and  the 
amount  of  the  combined  normal  tax  and 
surtax  under  section  421  (a)  (2),  shall  be 
the  amount  of  such  combined  tax  computed 
without  regard  to  this  section,  increased  by 
12%  percent. 

“  ‘(c)  Alternative  capital-gains  tax. — 

“  ‘(1)  Calendar  year  1951:  In  computing  an 
alternative  tax  under  paragraph  (1)  or  (2)  of 
section  117  (c)  for  a  taxable  year  beginning 
on  January  1,  1951,  and  ending  on  December 
31,  1951,  the  amount  to  be  added  to  the 
partial  tax  under  such  paragraph  shall  be 
increased  by  4  percent. 

‘“(2)  Taxable  years  beginning  after  Au¬ 
gust  31,  1951:  In  computing  an  alternative 
tax  under  paragraph  (1)  or  (2)  of  section 
117  (c)  for  a  taxable  year  beginning  after 
August  31,  1951,  the  amount  to  be  added  to 
the  partial  tax  under  such  paragraph  shall 
be  increased  by  12%  percent. 

“  ‘(3)  Taxable  years  beginning  before  Sep¬ 
tember  1,  1951,  and  ending  after  August  31, 
1951:  In  computing  an  alternative  tax  under 
paragraph  (1)  or  (2)  of  section  117  (c)  for  a 
taxable  year  (other  than  one  beginning  on 
Janaury  1,  1951,  and  ending  on  December  31, 
1951)  beginning  before  September  1,  1951, 
and  ending  after  August  31,  1951,  the  amount 
to  be  added  to  the  partial  tax  under  such 
paragraph  shall  be  increased  by  a  percentage 
which  bears  the  same  ratio  to  12%  percent 
as  the  number  of  months  in  such  taxable 
year  after  August  31,  1951,  bears  to  the 
total  number  of  calendar  months  in  such 
taxable  year.  For  the  purposes  of  this  para¬ 
graph,  a  calendar  month  only  part  of  which 
falls  within  a  taxable  year  (A)  shall  be  dis¬ 
regarded  if  less  than  15  days  of  such  month 
are  included  in  such  taxable  year,  and  (B) 
shall  be  included  as  a  calendar  month  within 
the  taxable  year  if  more  than  14  days  of  such 
month  fall  within  the  taxable  year.’ 

“(b)  Amendment  of  section  12  (b) :  Sec¬ 
tion  12  (b)  (relating  to  rates  of  surtax)  is 
hereby  amended  by  striking  out  paragraph 
(2)  and  inserting  in  lieu  thereof  the 
following: 

“  ‘In  the  case  of  a  head  of  a  household  the 
tax  imposed  by  this  subsection  shall  not 
apply  to  any  taxable  year  beginning  after 
August  31,  1951.  In  the  case  of  an  individ¬ 
ual  whose  surtax  net  income  for  the  taxable 
year  is  over  $90,000,  the  tax  imposed  by  this 
paragraph  shall  not  apply  if  the  defense  tax 
provided  in  section  16  is  applicable  to  such 
taxable  year. 

“‘(2)  Surtax  net  income  over  $90,000  cal¬ 
endar  year  1951:  In  the  case  of  a  taxable  year 
beginning  on  January  1,  1951,  and  ending  on 
December  31,  1951,  if  the  surtax  net  income 
of  the  individual  is  over  $90,000,  there  shall  be 
levied,  collected,  and  paid  for  such  taxable 
year  upon  the  surtax  net  income  of  such  in¬ 
dividual  the  surtax  shown  in  the  following 
table: 


“If  the  surtax  net  in¬ 
crease  is: 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $150,000. 

Over  $150,000  but 
not  over  $200,000. 

Over  $200,000  _ 


The  surtax  shall  be : 

$55,920  plus  83  per¬ 
cent  of  excess  over 
$90,000. 

$64,220  plus  84  per¬ 
cent  of  excess  over 
$100,000. 

$106,220  plus  85  per¬ 
cent  of  excess  over 
$150,000. 

$148,720  plus  86  per¬ 
cent  of  excess  over 
$200,000. 


“‘(3)  Surtax  net  Income  over  $90,000 — 
taxable  years  beginning  after  August  31, 
1951:  In  the  case  of  a  taxable  year  beginning 
after  August  31,  1951,  to  which  the  defense 
tax  provided  by  section  16  is  applicable,  if  the 
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surtax  net  income  of  the  individual  for  the 
taxable  year  is  over  $90,000,  there  shall  be 
levied,  collected,  and  paid  for  such  taxable 
year  upon  the  surtax  net  income  of  such  in¬ 
dividual  a  surtax  of  $55,920  plus  81  percent  of 
the  excess  over  $90,000.’ 

“(c)  Limitation  on  tax:  Section  12  (f) 
(relating  to  limitation  on  tax)  is  hereby 
amended  to  read  as  follows: 

‘“(f)  limitation  on  tax — 

“  ‘  ( 1 )  Taxable  years  to  which  defense  tax 
does  not  apply:  In  the  case  of  a  taxable  year 
beginning  after  September  30,  1950,  other 
than  a  taxable  year  to  which  paragraph  (2) 
or  (3)  is  applicable,  the  combined  normal 
tax  and  surtax  shall  in  no  event  exceed  87 
percent  of  the  net  income  for  the  taxable 
year. 

‘“(2)  Calendar  year  1951:  In  the  case  of 
a  taxable  year  beginning  on  January  1,  1951, 


and  ending  December  31,  1951,  the  combined 
normal  tax  and  surtax,  increased  as  provided 
in  section  16,  shall  in  no  event  exceed  88 
percent  of  the  net  income  for  the  taxable 
year. 

“‘(3)  Other  taxable  years  to  which  de¬ 
fense  tax  applies:  In  the  case  of  a  taxable 
year  beginning  after  August  31,  1951,  to 
which  the  defense  tax  provided  in  section 
16  is  applicable,  the  combined  normal  tax 
and  surtax,  increased  as  provided  in  section 
16,  shall  in  no  event  exceed  90  percent  of 
the  net  income  for  the  taxable  year.’ 

“(d)  Technical  amendments — 

“(1)  Section  11  (a)  (relating  to  normal 
tax  on  individuals)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new 
sentence:  ‘For  percentage  increase  in  the 
amount  of  tax  for  the  calendar  year  1951  and 
for  taxable  years  beginning  after  August  31, 
1951,  see  section  16.’ 


“(2)  Section  12  (g)  (cross  references)  is 
hereby  amended  by  adding  at  the  end  there¬ 
of  the  following: 

“  ‘(7)  Defense  tax:  For  percentage  increase 
in  the  amount  of  tax  for  the  calendar  year 
1951  and  for  taxable  years  beginning  after 
August  31,  1951,  see  section  16. 

“‘(8)  Computation  of  tax  for  certain  fis¬ 
cal  years:  For  computation  of  tax  in  the 
case  of  taxable  years  (other  than  the  calen¬ 
dar  year  1951)  beginning  before  September  1, 
1951,  and  ending  after  August  31,  1951,  see 
section  108  (h).’ 

“Sec.  102.  Individuals  with  adjusted  gross  in¬ 
come  of  less  than  $5,000. 

“Section  400  (relating  to  optional  tax  on 
Individuals  with  adjusted  gross  incomes  of 
less  than  $5,000)  is  hereby  amended  by  strik¬ 
ing  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following: 


“  ‘Table  I. — Taxable  year  beginning  Jan.  1,  1951,  and  ending  Dec.  31,  1951 


,©  ©0-0  ©ooooooooooooooooooo 
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“  ‘Table  II. — Taxable  years  beginning  after  Aug.  31, 1951 


If  ad  justed  gross 
income  is— 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is— 

And  the  number  of  exemptions  is — 

1 

2 

3 

4 

S 

6 

7 

8  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At  least 

But  less 
than 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

The  income  and  defense 
tax  shall  be— 

The  income  and  defense  tax  shall  be— 
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0 
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36 
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0 
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278 
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8 
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0 

0 
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41 
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0 
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0 
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0 
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0 
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“Sec.  103.  Computation  of  tax  in  case  of 
certain  joint  returns. 

“If  a  joint  return  of  a  husband  and  wife  is 
filed  under  the  provisions  of  section  51  (b) 
(3)  of  the  Internal  Revenue  Code  in  a  case 
where  the  husband  and  wife  have  different 
taxable,  years  because  of  the  death  of  either 
spouse,  and  the  taxable  year  of  the  surviv¬ 
ing  spouse  covered  by  such  joint  return  be¬ 
gan  before  September  1,  1951,  and  ended  aft¬ 
er  August  31,  1951,  the  amendments  made  by 
this  part  shall  be  applicable  in  respect  of 


such  joint  return  as  if  the  taxable  years  of 
both  spouses  covered  by  the  joint  return 
ended  on  the  date  of  the  closing  of  the  sur¬ 
viving  spouse’s  taxable  year. 

“Sec.  104.  Effective  date  of  part  I. 

“Except  as  provided  in  section  103,  the 
amendments  made  by  this  part  shall  be  ap¬ 
plicable  only  with  respect  to  taxable  years 
ending  after  August  31,  1951.  For  treatment 
of  taxable  years  (other  than  the  calendar 
year  1951)  beginning  before  September  l. 


1951,  and  ending  after  August  31,  1951,  see 
section  131.’’ 

And  in  lieu  thereof  to  insert  the  following : 

“Sec,  101.  Increase  in  surtax  for  1951,  1952, 
and  1953. 

“(a)  Rates  of  surtax:  Section  12  (b)  (re¬ 
lating  to  rates  of  surtax)  is  hereby  amended 
to  read  as  follows: 

“  *(b)  Rates  of  surtax: 

"  '(1)  Calendar  year  1951:  In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951, 
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and  ending  on  December  31,  1951,  there  shall 
be  levied,  collected,  and  paid  for  such  taxable 
year  upon  the  surtax  net  income  of  every 
individual  the  surtax  shown  in  the  following 
table: 


there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  (other  than  a  head 
of  a  household  to  whom  subsection  (c)  ap¬ 
plies)  the  surtax  shown  in  the  following 
table: 


the  surtax  shown  in  the  following 


“  ‘If  the  surtax  net  in¬ 
come  is: 

Not  over  $2,000 _ _ 


Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,000  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $26,000. 

Over  $26,000  but  not 
over  $32,000. 

Over  $32,000  but  not 
over  $38,000. 

Over  $38,000  but  not 
over  $44,000. 

Over  $44,000  but  not 
over  $50,000. 

Over  $50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $150,000. 

Over  $150,000  but 
not  over  $200,000. 


The  surtax  shall  be: 

17.4  percent  of  the 
surtax  net  in¬ 
come. 

$348,  plus  19.4  per¬ 
cent  of  excess 

over  $2,000. 

$736,  plus  23  per¬ 
cent  of  excess 

over  $4,000. 

$1,196,  plus  28  per¬ 
cent  of  excess 
over  $6,000. 

$1,756,  plus  32  per¬ 
cent  of  excess 
over  $8,000. 

$2,396,  plus  35  per¬ 
cent  of  excess 
over  $10,000. 

$3,096,  plus  41  per¬ 
cent  of  excess 
over  $12,000. 

$3,916,  plus  45  per¬ 
cent  of  excess 
over  $14,000. 

$4,816,  plus  48  per¬ 
cent  of  excess 
over  $16,000. 

$5,776,  plus  51  per¬ 
cent  of  excess 
over  $18,000. 

$6,798,  plus  54  per¬ 
cent  of  excess 
over  $20,000. 

$7,876,  plus  57  per¬ 
cent  of  excess 
over  $22,000. 

-$10,156,  plus  60  per¬ 
cent  of  excess  over 
$26,000. 

$13,756,  plus  62  per¬ 
cent  of  excess  over 
$32,000. 

$17,476,  plus  67  per¬ 
cent  of  excess  over 
$38,000. 

$21,496,  plus  69  per¬ 
cent  of  excess  over 
$44,000. 

$25,636,  plus  72  per¬ 
cent  of  excess  over 
$50,000. 

$32,836,  plus  76  per¬ 
cent  of  excess  over 
$60,000. 

$40,436,  plus  78  per¬ 
cent  of  excess  over 
$70,000. 

$48,236,  plus  81  per¬ 
cent  of  excess  over 
$80,000. 

$56,336,  plus  84  per¬ 
cent  of  excess  over 
$90,000. 

$64,736,  plus  86  per¬ 
cent  of  excess  over 
$100,000. 

$107,736,  plus  87  per¬ 
cent  of  excess  over 
$150,000. 

$151,236,  plus  88.1 
percent  of  excess 
over  $200,000. 


“  ‘If  the  surtax  net  in¬ 
come  is: 

Not  over  $2,000 _ 

Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,0C0  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $28,000. 

Over  $28,000  but  not 
over  $34,000. 

Over  $34,000  but  not 
over  $40,000. 

Over  $40,000  but  not 
over  $50,000. 

Over  $50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $150,000. 

Oyer  $150,000  but 
not  over  $200,000. 


The  surtax  shall  be : 
19.2  percent  of  the 
surtax  net  income. 
$384,  plus  21.4  per¬ 
cent  of  excess  over 
$2,000. 

$812,  plus  26  per¬ 
cent  of  excess  over 
$4,000. 

$1,332,  plus  30  per¬ 
cent  of  excess  over 
$6,000. 

$1,932,  plus  35  per¬ 
cent  of  excess  over 
$8,000. 

$2,632,  plus  39  per¬ 
cent  of  excess  over 
$10,000. 

$3,412,  plus  45  per¬ 
cent  of  excess  over 
$12,000. 

$4,312,  plus  49  per¬ 
cent  of  excess  over 
$14,000. 

$5,292,  plus  53  per¬ 
cent  of  excess  over 
$16,000. 

$6,352,  plus  56  per¬ 
cent  of  excess  over 
$18,000. 

$7,472,  plus  59  per¬ 
cent  of  excess  over 
$20,000. 

$8,652,  plus  62  per¬ 
cent  of  excess  over 
$22,000. 

$12,372,  plus  64  per¬ 
cent  of  excess  over 
$28,000. 

$16,212,  plus  66  per¬ 
cent  of  excess  over 
$34,000. 

$20,172,  plus  70  per¬ 
cent  of  excess  over 
$40,000. 

$27,172,  plus  74  per¬ 
cent  of  excess  over 
$50,000. 

$34,572,  plus  77  per¬ 
cent  of  excess  over 
$60,000. 

$42,272,  plus  79  per¬ 
cent  of  excess  over 
$70,000. 

$50,172,  plus  82  per¬ 
cent  of  excess  over 
$80,000. 

$58,372,  plus  85  per¬ 
cent  of  excess  over 
$90,000. 

$66,872,  plus  87  per¬ 
cent  of  excess  over 
$100,000. 

$110,372,  plus  88 
percent  of  excess 
over  $150,000. 
$154,372,  plus  88.7 
percent  of  excess 
over  $200,000. 


plies) 
table : 

“  ‘If  the  surtax  net  In¬ 
come  is: 

Not  over  $2,000.—.. 


Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,000  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $26,000. 

Over  $26,000  but  not 
over  $32,000. 

Over  $32,000  but  not 
over  $38,000. 

Over  $38,000  but  not 
over  $44,000. 

Over  $44,000  but  not 
over  $50,000. 

Over  $50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $150,000. 

Over  $150,000  but 
not  over  $200,000. 

Over  $200,000  _ 


The  surtax  shall  be: 

17  percent  of  the 
surtax  net  in¬ 
come. 

$340,  plus  19  per¬ 
cent  of  excess  over 
$2,000. 

$720,  plus  23  per¬ 
cent  of  excess  over 
$4,000. 

$1,180,  plus  27  per¬ 
cent  of  excess  over 
$6,000. 

$1,720,  plus  31  per¬ 
cent  of  excess  over 
$8,000. 

$2,340,  plus  35  per¬ 
cent  of  excess  over 
$10,000. 

$3,040,  plus  40  per¬ 
cent  of  excess  over 
$12,000. 

$3,840,  plus  44  per¬ 
cent  of  excess  over 
$14,000. 

$4,720,  plus  47  per¬ 
cent  of  excess  over 
$16,000. 

$5,660,  plus  50  per¬ 
cent  of  excess  over 
$18,000. 

$6,660,  plus  53  per¬ 
cent  of  excess  over 
$20,000. 

$7,720,  plus  56  per¬ 
cent  of  excess  over 
$22,000. 

$9,960,  plus  59  per¬ 
cent  of  excess  over 
$26,000. 

$13,500,  plus  62  per¬ 
cent  of  excess  over 
$32,000. 

$17,220,  plus  66  per¬ 
cent  of  excess  over 
$38,000. 

$21,180,  plus  69  per¬ 
cent  of  excess  over 
$44,000. 

$25,320,  plus  72  per¬ 
cent  of  excess  over 
$50,000. 

$32,520,  plus  75  per¬ 
cent  of  excess  over 
$60,000. 

$40,020,  plus  78  per¬ 
cent  of  excess  over 
$70,000. 

$47,820,  plus  81  per¬ 
cent  of  excess  over 
$80,000. 

$55,920,  plus  84  per¬ 
cent  of  excess  over 
$90,000. 

$64,320,  plus  86  per¬ 
cent  of  excess  over 
$100,000. 

$107,320,  plus  87  per¬ 
cent  of  excess  over 
$150,000. 

$150,820,  plus  88  per¬ 
cent  of  excess  over 
$200,000.’ 


Over  $200,000 


**‘(2)  Taxable  years  beginning  after  Octo¬ 
ber  31,  1951,  and  before  January  1,  1954:  In 
the  case  of  taxable  years  beginning  after 
October  31,  1951,  and  before  January  1,  1954, 


Over  $200,000 


••'(3)  Taxable  years  beginning  after 
December  31,  1953:  In  the  case  of  taxable 
years  beginning  after  December  31,  1953, 
there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  (other  than  a  head 
of  a  household  to  whom  subsection  (c)  ap- 


•‘(b)  Limitation  on  tax:  Section  12  (f) 
(relating  to  limitation  on  tax)  is  hereby 
emended  to  read  as  follows: 

•“(f)  Limitation  on  tax: 

“‘(1)  Calendar  year  1951:  In  the  case  of 
a  taxable  year  beginning  on  January  1,  1951, 
and  ending  December  31,  1951,  the  combined 
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normal  tax  and  surtax  shall  in  no  event  ex¬ 
ceed  87.2  percent  of  the  net  income  for  the 
taxable  year. 

“‘(2)  Taxable  years  beginning  after  Oc¬ 
tober  31,  1951,  and  before  January  1,  1954: 
In  the  case  of  taxable  years  beginning  after 
October  31,  1951,  and  before  January  1,  1954, 
the  combined  normal  tax  and  surtax  shall 


in  no  event  exceed  88  percent  of  the  net 
income  of  the  taxable  year. 

“‘(3)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  taxable  years 
beginning  after  December  31,  1953,  the  com¬ 
bined  normal  tax  and  surtax  shall  in  no 
event  exceed  87  percent  of  the  net  income 
for  the  taxable  year.’ 


September  19 

“Sec.  102.  Individuals  with  adjusted  gross 
income  of  less  than  $5,000 
“Section  400  (relating  to  optional  tax  on 
individuals  with  adjusted  gross  incomes  of 
less  than  $5,000)  is  hereby  amended  by  strik¬ 
ing  out  the  tables  contained  therein  and 
inserting  in  lieu  thereof  the  following: 


“  ‘Table  I. — Taxable  year  beginning  Jan.  1,  1951,  and  ending  Dec.  31, 1951 


If  adjusted  gross 
income  is— 

And  the  number  of  exemptions 
is— 

If  adjusted  gross 
income  is— 

And  the  number  of  exemptions  is — 

At  least 

But  less 
than 

i 

2 

3 

4  or 
more 

At  least 

But  less 
than 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

And 

taxpayer  is 
single  or 
married 
filing 
separately 

And 
a  joint 
return  is 
filed 

And 

taxpayer  is 
single  or 
married 
filing 

separately 

And 
a  joint 
return  is 
filed 

The  tax  shall  be — 

The  tax  shall  be- 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2, 350 

$307 

$184 

$184 

$62 

$62 

$0 

$0 

$0 

$0 

$0 

675 

700 

4 

0 

0 

0 

2,  350 

2,  375 

311 

189 

189 

67 

67 

0 

0 

0 

0 

0 

700 

725 

8 

0 

0 

0 

2,  375 

2,400 

316 

184 

184 

71 

71 

0 

0 

0 

0 

0 

725 

750 

13 

0 

0 

0 

2, 400 

2,425 

321 

198 

198 

76 

76 

0 

0 

0 

0 

0 

750 

775 

18 

0 

0 

0 

2,  425 

2,  450 

325 

203 

203 

80 

80 

0 

0 

0 

0 

0 

775 

800 

22 

0 

0 

0 

2,  450 

2,  475 

330 

207 

207 

85 

85 

0 

0 

0 

0 

0 

800 

825 

27 

0 

0 

0 

2,  475 

2,500 

334 

212 

212 

90 

90 

0 

0 

0 

0 

0 

825 

850 

31 

0 

0 

0 

2,500 

2,525 

339 

216 

216 

94 

94 

0 

0 

0 

0 

0 

850 

875 

36 

0 

0 

0 

2,525 

2,  550 

343 

221 

221 

99 

99 

0 

0 

0 

0 

0 

875 

900 

41 

0 

0 

0 

2,550 

2,575 

34S 

223 

226 

103 

103 

0 

0 

0 

0 

0 

too 

925 

45 

0 

0 

0 

2,575 

2,600 

353 

230 

230 

103 

103 

0 

0 

0 

0 

0 

S25 

950 

50 

0 

0 

0 

2,  600 

2,  625 

'  357 

235 

235 

112 

112 

0 

0 

0 

0 

0 

850 

975 

54 

0 

0 

9 

2,625 

2,650 

362 

239 

239 

.117 

117 

0 

0 

0 

0 

0 

975 

1,000 

59 

0 

0 

0 

2,650 

2,  675 

366 

244 

244 

122 

122 

0 

0 

0 

0 

0 

1,000 

1,025 

63 

0 

0 

0 

2,  675 

2,700 

371 

249 

249 

126 

126 

4 

0 

0 

0 

0 

1,025 

1,  050 

68 

0 

0 

0 

2,700 

2,725 

376 

253 

253 

131 

131 

8 

0 

0 

0 

0 

1,050 

1,075 

73 

0 

0 

9 

2,  725 

2,  750 

380 

258 

258 

135 

135 

13 

0 

0 

0 

0 

1,  075 

1, 100 

77 

0 

0 

0 

2,7.50 

2,  775 

385 

262 

262 

140 

140 

18 

0 

0 

0 

0 

1,100 

1,125 

82 

0 

0 

0 

2,  775 

2,800 

389 

267 

267 

145 

145 

22 

0 

0 

0 

0 

1,125 

1, 150 

86 

0 

0 

0 

2,800 

2,825 

394 

272 

272 

149 

149 

27. 

0 

0 

0 

0 

1,150 

1, 175 

91 

0 

0 

0 

2,  825 

2,850 

399 

276 

276 

154 

154 

31 

0 

0 

0 

0 

1,175 

1,200 

96 

0 

0 

0 

2,850 

2,  875 

403 

281 

281 

158 

158 

36 

0 

0 

0 

0 

1,200 

1,225 

100 

0 

0 

0 

2,  875 

2,900 

408 

285 

285 

163 

163 

41 

0 

0 

0 

0 

1,225 

1.250 

105 

0 

0 

0 

2,900 

2,925 

413 

290 

290 

163 

168 

45 

0 

0 

0 

0 

1,250 

1,275 

109 

0 

0 

0 

2,925 

2,  950 

418 

295 

295 

172 

172 

60 

0 

0 

0 

0 

1,275 

1,300 

114 

0 

0 

0 

2, 950 

2,  975 

423 

299 

299 

177 

177 

54 

0 

0 

0 

0 

1,300 

1, 325 

119 

0 

0 

0 

2,  975 

3,000 

428 

304 

304 

181 

181 

59 

0 

0 

0 

0 

1,325 

1,350 

123 

1 

0 

0 

3,000 

3,050 

435 

311 

311 

188 

188 

66 

0 

0 

0 

0 

1,350 

1,375 

128 

5 

0 

0 

3,050 

3, 100 

446 

320 

320 

197 

197 

75 

0 

0 

0 

0 

1,375 

1,400 

132 

10 

0 

0 

3, 100 

3,150 

456 

329 

329 

207 

207 

84 

0 

0 

0 

0 

1,400 

1,  425 

137 

15 

0 

0 

3,150 

3,200 

466 

338 

338 

216 

216 

93 

0 

0 

0 

0 

1,425 

1,450 

142 

19 

0 

0 

3,200 

3,  250 

476 

347 

347 

225 

225 

103 

0 

0 

0 

0 

1,450 

1,475 

146 

24 

0 

0 

3,  250 

3,300 

486 

356 

356 

234 

234 

112 

0 

■  0 

0 

0 

1,  475 

1,500 

151 

28 

0 

0 

3, 300 

3,350 

496 

363 

366 

243 

243 

121 

0 

0 

0 

0 

1,500 

1,  525 

155 

33 

0 

0 

3,350 

3,400 

506 

375 

375 

252 

252 

130 

8 

0 

0 

0 

1,525 

1,550 

160 

37 

0 

0 

3,  400 

3,450 

616 

384 

384 

262 

262 

139 

17 

0 

0 

0 

1,550 

1,  575 

164 

42 

0 

0 

3,  450 

3,500 

526 

393 

393 

271 

271 

148 

26 

■  0 

0 

0 

1,  575 

1,600 

1G9 

47 

0 

0 

3,500 

3,  550 

536 

402 

402 

280 

280 

158 

35 

0 

0 

0 

1,600 

1,625 

174 

51 

0 

0 

3,550 

3,  600 

546 

412 

412 

289 

289 

167 

44 

0 

0 

0 

1,  625 

1,650 

178 

66 

0 

0 

3,  600 

3,  650 

556 

422 

421 

298 

298 

176 

54 

0 

0 

0 

1,  650 

1,675 

183 

60 

0 

0 

3,650 

3,700 

566 

432 

430 

308 

308 

185 

63 

0 

0 

0 

1,  675 

1,700 

187 

65 

0 

0 

3,700 

3,  750 

577 

442 

439 

317 

317 

194 

72 

0 

0 

0 

1,  700 

1,725 

192 

70 

0 

0 

3,  750 

3, 800 

587 

452 

448 

326 

326 

203 

81 

•o 

0 

0 

1,725 

1,750 

197 

74 

0 

0 

3,800 

3,  850 

597 

402 

457 

335 

335 

213 

90 

0 

0 

0 

1,750 

1,775 

201 

79 

0 

0 

3,  850 

3,  900 

607 

472 

467 

344 

344 

222 

99 

0 

0 

0 

1, 775 

1,800 

206 

83 

0 

0 

3,  900 

3,  950 

617 

482 

476 

353 

353 

231 

109 

0 

0 

0 

1,  800 

1, 825 

210 

8S 

0 

0 

3,  950 

4,  000 

627 

493 

485 

363 

363 

240 

118 

0 

0 

0 

1,825 

1,850 

215 

93 

0 

0 

4,000 

4,050 

637 

503 

494 

372 

372 

249 

127 

5 

0 

0 

1,  850 

1,875 

220 

97 

0 

0 

4,  050 

4, 100 

647 

513 

503 

381 

381 

259 

136 

14 

0 

0 

1,875 

1,900 

224 

102 

0 

0 

4,100 

4, 150 

657 

523 

513 

390 

390 

268 

145 

23 

0 

0 

1,900 

1,925 

229 

106 

0 

0 

4,150 

4,  200 

667 

533 

522 

399 

399 

277 

155 

32 

0 

0 

1,925 

1,950 

233 

111 

0 

0 

4,200 

4,250 

677 

543 

531 

409 

409 

286 

164 

41 

0 

0 

1,950 

1,  975 

238 

116 

0 

0 

4,  250 

4,300 

687 

553 

540 

419 

418 

295 

173 

50 

0 

0 

1,975 

2,000 

243 

120 

0 

0 

4,  300 

4,  350 

698 

563 

549 

429 

427 

304 

182 

60 

0 

0 

2,000 

2,025 

247 

125 

2 

0 

4,350 

4,400 

708 

673 

558 

439 

436 

314 

191 

69 

0 

0 

2,025 

2,  050 

252 

■  129 

7 

0 

4,400 

4,450 

718 

583 

568 

449 

445 

323 

200 

78 

0 

0 

2.050 

2,  075 

250 

134 

11 

0 

4,450 

4,500 

728 

593 

577 

459 

454 

332 

210 

87 

0 

o 

2,  075 

2,100 

261 

138 

16 

0 

4,500 

4,  550 

738 

603 

586 

469 

464 

341 

219 

96 

0 

0 

2.100 

2, 125 

265 

143 

21 

0 

4,  550 

4,600 

748 

<14 

595 

479 

473 

350 

228 

106 

0 

0 

2, 125 

2, 150 

270 

148 

25 

0 

4,600 

4,  650 

758 

624 

604 

489 

482 

360 

237 

115 

0 

0 

2, 150 

2, 175 

275 

152 

30 

0 

4,  650 

4,  700 

768 

634 

614 

499 

491 

369 

246 

124 

2 

0 

2, 175 

2,200 

279 

157 

34 

0 

4,  700 

4,  750 

778 

644 

623 

509 

500 

378 

256 

133 

11 

0 

2,200 

2.  225 

284 

161 

39 

0 

4,  750 

4,800 

788 

654 

632 

519 

509 

387 

265 

142 

20 

0 

2,  225 

2,250 

288 

166 

44 

0 

4,800 

4,850 

798 

664 

641 

530 

519 

396 

274 

151 

29 

o 

2,  250 

2,  275 

293 

171 

48 

0 

4,  850 

4,  900 

808 

674 

660 

540 

628 

405 

283 

161 

38 

o 

2,  275 

2,300 

298 

175 

53 

0 

4,900 

4,  950 

818 

684 

659 

650 

637 

415 

292 

170 

47 

0 

2,300 

2,325 

302 

180 

57 

0 

4,950 

•  6, 000 

829 

694 

669 

560 

646 

424 

301 

179 

57 

0 
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“  ‘Table  II. — Taxable  years  beginning  after  Oct.  31, 1951,  and  before  Jan.  1, 1954 


If  adjusted  gross 
income  is — 

And  the  number  of 

If  adjusted  gross 

And  the  number  of  exemptions  is— 

exemptions  is— 

income  is — 

1 

2 

3 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At  least 

But  less 
than 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

4 

6 

6 

7 

8  or 
more 

The  tax  shall  be— 

The  tax  shall  be— 

$0 

675 

700 

725 

750 

775 

800 

825 

850 

875 

900 

925 

950 

975 

1,000 

1,025 

1,050 

1, 075 

1, 100 

1, 125 

1, 150 
1,175 
1,200 
1,225 

1, 250 

1, 275 

1, 300 
1,325 

1, 350 
1,375 
1,400 
1,425 
1,450 
1,475 
1,500 
1,525 

1,  550 
1,  575 
1,600 
1, 625 
1,650 
1,675 
1, 700 
1,725 
1,750 
1,775 
1,800 
1,825 
1,850 
1,875 
1,900 
1,925 
1,950 
1,975 
2,000 
2,025 
2,050 
2,075 
2,100 
2,125 
2,150 
2,175 
2,200 
2,225 
2,250 
2,275 
2, 300 

$675 

700 

725 

750 

775 

800 

825 

850 

875 

900 

925 

950 

975 

1,000 

1,  025 

1,  050 

1,  075 

1, 100 
1,125 
1,150 
1,175 
1,200 
1,225 

1,  250 

1,  275 
1,300 

1,  325 
1,350 
1,375 

1, 400 
1,425 

1,  450 
1,475 
1,  500 
1,  525 
1,  550 
1,  575 
1,600 
1,  625 
1,650 
1,675 
1,700 
1,  725 
1,  750 
1,775 
1,800 
1,825 
1,850 
1,875 
1,900 
1,925 
1,950 
1,975 
2,000 
2,025 
2,050 
2,075 
2, 100 
2,125 
2,150 
2, 175 
2,200 
2,225 
2, 250 
2,275 
2, 300 
2,325 

$0 

4 

9 

14 

19 

24 

29 

34 

39 

44 

49 

54 

59 

64 

69 

74 

79 

84 

89 

94 

99 

104 

109 

114 

119 

124 

129 

134 

139 

144 

149 

154 

159 

164 

169 

174 

179 

184 

189 

194 

199 

204 

209 

214 

219 

224 

229 

234 

239 

244 

249 

254 

259 

264 

269 

274 

279 

284 

289 

294 

299 

304 

309 

314 

319 

324 

329 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1 

6 

11 

16 

21 

26 

31 

36 

41 

46 

51 

56 

61 

66 

71 

76 

81 

86 

91 

96 

101 

106 

111 

116 

121 

126 

131 

136 

141 

146 

151 

156 

161 

166 

171 

176 

181 

186 

191 

196 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

2 

7 

12 

17 

22 

27 

32 

37 

42 

47 

52 

67 

62 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

A 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2, 325 
2,350 
2,375 
2,400 
2,425 
2,450 
2,475 
2,500 
2,525 
2,550 
2,575 
2,600 
2,625 
2,650 

2,  675 
2,700 

2,  725 

2.750 
2,775 
2,800 
2,825 

2.850 
2,875 

2.900 
2,925 

2. 950 
2,975 
3,000 
3,050 

3. 100 

3.150 

3.200 

3,  250 

3.300 

3.350 
3, 400 
3,  450 
3,600 
3,550 
3,600 
3,650 

3,  700 

3.750 
3,800 

3. 850 

3.900 

3.950 
4,000 
4,050 

4. 100 

4.150 

4.200 
4,250 

4. 300 

4. 350 
4,400 
4,450 
4,500 

4,  550 
4,600 
4,650 
4,700 
4, 750 
4,800 
4, 850 
4,900 
4,950 

$2, 350 

2,  375 
2,400 
2,425 
2,450 

2,  475 
2,500 
2,525 
2,550 

2,  575 

2,  600 
2,625 
2,650 
2,675 

2.700 

2,  725 
2,750 
2,775 
2,800 
2,825 
2,850 
2,875 

2.900 
2,925 

2,  950 
2,975 
3,000 
3,050 

3. 100 

3.150 
3,200 

3,  250 

3.300 
3,  350 

3.400 
3,  450 

3.500 
3,  550 

3.600 
3,  650 

3.700 
3,  750 
3,  800 

3,  850 

3.900 
3,950 
4,000 
4,050 

4.100 

4.150 
4,200 

4,  250 

4.300 
4,350 

4.400 
4, 450 

4.500 
4,  550 

4.600 
4,650 
4,700 
4,750 
4,800 
4, 850 
4,900 
4, 950 
6,000 

$334 

339 

344 

349 

354 

359 

364 

369 

374 

379 

384 

389 

394 

399 

404 

409 

414 

419 

424 

429 

434 

439 

444 

449 

455 

460 

463 

474 

485 

496 

507 

618 

529 

640 

551 

562 

573 

684 

595 

606 

617 

628 

639 

650 

661 

672 

683 

693 

704 

715 

726 

737 

748 

759 

770 

781 

792 

803 

814 

825 

836 

847 

858 

869 

880 

891 

902 

$334 
339 
344 
349 
354 
359 
364 
369 
374 
379 
384 
389 
394 
399 
404 
409 
414 
419 
424 
429 
434 
439 
444 
•  449 
454 
460 
465 
473 
484 
495 
505 
£16 
527 
537 
548 
559 
570 
580 
591 
602 
612 
623 
634 
645 
655 
666 
677 
687 
698 
709 
719 
730 
741 
752 
762 
773 
784 
794 
805 
816 
827 
837 
848 
859 
869 
880 
891 

$201 

206 

211 

216 

221 

226 

231 

236 

241 

246 

251 

256 

261 

266 

271 

276 

281 

286 

291 

296 

301 

306 

311 

316 

321 

326 

331 

338 

348 

358 

368 

378 

388 

398 

408 

418 

428 

438 

448 

459 

470 

480 

492 

503 

514 

625 

536 

547 

658 

569 

580 

591 

602 

613 

624 

635 

646 

657 

668 

679 

690 

701 

712 

723 

734 

745 

756 

$201 
206 
211 
216 
221 
226 
231 
236 
241 
246 
251 
256 
261 
266 
271 
276 
281 
286 
291 
296 
301 
306 
311 
316 
321 
326 
331 
338 
348 
358 
368 
378 
388 
‘  398 
408 
418 
428 
438 
448 
459 
470 
480 
491 
502 
512 
523 
534 
545 
555 
566 
577 
587 
598 
609 
620 
630 
641 
652 
662 
673 
684 
694 
705 
716 
727 
737 
748 

$201 

206 

211 

216 

221 

226 

231 

236 

241 

246 

251 

256 

261 

266 

271 

276 

281 

286 

291 

296 

301 

306 

311 

316 

321 

326 

331 

338 

348 

358 

368 

378 

388 

398 

408 

418 

428 

438 

448 

458 

468 

478 

488 

498 

508 

518 

528 

538 

548 

558 

568 

578 

588 

598 

608 

618 

628 

638 

648 

658 

668 

678 

688 

698 

708 

718 

728 

$67 
72 
77 
82 
87 
92 
97 
102 
107 
112 
117 
122 
127 
132 
137 
142 
147 
152 
157 
162 
167 
172 
177 
182 
187 
192 
197 
205 
215 
225 
235 
.  245 

255 
265 
275 
285 
295 
305 
315 
325 
335 
345 
355 
365 
375 
385 
395 
405 
415 
425 
435 
445 
456 
467 
478 
489 
600 
510 
621 
632 
543 
554 
665 
576 
587 
698 
609 

$67 
72 
77 
82 
87 
92 
97 
102 
107 
112 
117 
122 
127 
132 
137 
•  142 
147 
152 
157 
162 
167 
172 
177 
182 
187 
192 
197 
205 
215 
225 
235 
245 
255 
265 
275 
285 
295 
305 
315 
325 
335 
345 
355 
365 
375 
385 
395 
405 
415 
425 
435 
445 
455 
466 
477 
487 
498 
509 
520 
530 
,541 
552 
562 
573 
584 
595 
605 

$67 

72 

77 

82 

87 

92 

97 

102 

107 

112 

117 

122 

127 

132 

137 

142 

147 

152 

157 

162 

167 

172 

177 

182 

187 

192 

197 

205 

215 

225 

235 

245 

255 

265 

275 

285 

295 

305 

315 

325 

335 

345 

355 

365 

375 

385 

395 

405 

415 

425 

435 

445 

455 

465 

475 

485 

495 

504 

514 

624 

534 

544 

654 

564 

674 

584 

594 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4 

9 

14 

19 

24 

29 

34 

39 

44 

49 

54 

59 

64 

72 

82 

92 

102 

112 

122 

132 

142 

152 

162 

171 

181 

191 

201 

211 

221 

231 

241 

251 

261 

271 

281 

291 

301 

311 

321 

331 

341 

351 

361 

371 

381 

391 

401 

411 

421 

431 

441 

451 

461 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

8 

18 

28 

38 

48 

58 

68 

78 

88 

98 

108 

118 

128 

138 

148 

158 

168 

178 

188 

198 

208 

218 

228 

238 

248 

258 

268 

278 

288 

298 

308 

318 

328 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

5 

15 

25 

35 

45 

55 

65 

75 

85 

95 

105 

115 

125 

135 

145 

155 

165 

175 

185 

195 

$0  $0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

0  0 

2  0 

12  0 

22  0 

32  0 

42  0 

52  0 

62  0 
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CONGRESSIONAL  RECORD — SENATE  September  19 

“  ‘Table  in. — Taxable  years  beginning  after  Dec.  31,  1953 


If  adjusted  gross 
income  is — 

And  the  number  of 
exemptions  is— 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is— 

1 

2 

3 

4 

6 

6 

7 

8  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At  least 

But  less 
than 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

And  tax¬ 
payer  is 
single  or 
married 
filing  sep¬ 
arately 

And  tax¬ 
payer  is 
head  of 
house¬ 
hold 

And  a 
joint 
return 
is  filed 

The  tax  shall  be — 

The  tax  shall  be — 

$0 

$675 

$0 

$0 

$0 

$0 

$2,  325 

$2, 350 

$301 

$301 

$181 

$181 

$181 

$01 

$61 

$61 

$0 

$0 

$0 

$0 

$0 

’700 

4 

0 

0 

0 

2,350 

2,375 

305 

305 

185 

185 

185 

65 

65 

65 

0 

0 

0 

0 

0 

725 

8 

0 

0 

0 

2,375 

2, 400 

310 

310 

190 

190 

190 

.  70 

70 

70 

0 

0 

0 

0 

0 

750 

13 

0 

0 

0 

2,400 

2,  425 

314 

314 

194 

194 

194 

74 

74 

74 

0 

0 

0 

0 

0 

750 

775 

17 

0 

0 

0 

2,425 

2,  450 

319 

319 

199 

199 

199 

79 

79 

79 

0 

0 

0 

0 

0 

775 

800 

22 

0 

0 

0 

2,450 

2,475 

323 

323 

203 

203 

203 

83 

83 

83 

0 

0 

0 

0 

0 

Rf)0 

825 

26 

0 

0 

0 

2,  475 

2,  500 

328 

328 

208 

208 

208 

88 

88 

88 

0 

0 

0 

0 

0 

R25 

850 

31 

0 

0 

0 

2,500 

2,  525 

332 

332 

212 

212 

212 

92 

92 

92 

0 

0 

0 

0 

0 

850 

875 

35 

0 

0 

0 

2,  525 

2,  550 

337 

337 

217 

217 

217 

97 

97 

97 

0 

0 

0 

0 

0 

875 

900 

40 

0 

0 

0 

2,  550 

2,  575 

341 

341 

221 

221 

221 

101 

101 

101 

0 

0 

0 

0 

0 

SOO 

925 

44 

0 

0 

0 

2,575 

2,600 

346 

346 

226 

226 

226 

106 

106 

106 

0 

0 

0 

0 

0 

925 

950 

49 

0 

0 

0 

2,600 

2,  625 

350 

350 

230 

230 

230 

110 

110 

110 

0 

0 

0 

0 

0 

950 

975 

53 

0 

0 

0 

2,025 

2,  650 

355 

355 

235 

235 

235 

115 

115 

115 

0 

0 

0 

0 

0 

975 

1,000 

58 

0 

0 

0 

2,650 

2,  675 

359 

359 

239 

239 

239 

119 

119 

119 

0 

0 

0 

0 

0 

1,000 

1,025 

62 

0 

0 

0 

2,675 

2,700 

364 

364 

244 

244 

244 

124 

124 

124 

4 

0 

0 

0 

0 

1,025 

1,050 

67 

0 

0 

0 

2,700 

2,  725 

368 

368 

248 

248 

248 

128 

128 

128 

8 

0 

0 

0 

0 

l  050 

1,075 

71 

0 

0 

0 

2,725 

2,750 

373 

373 

253 

253 

253 

133 

133 

133 

13 

0 

0 

0 

0 

1, 075 

1, 100 

76 

0 

0 

0 

2,  750 

2,775 

377 

377 

257 

257 

257 

137 

137 

137 

17 

0 

0 

0 

0 

1;  100 

1,125 

80 

0 

0 

0 

2,775 

2,800 

382 

382 

262 

262 

262 

142 

142 

142 

22 

0 

0 

0 

0 

1, 125 

1, 150 

85 

0 

0 

0 

2,800 

2,  825 

386 

386 

266 

266 

266 

146 

146 

146 

26 

0 

0 

0 

0 

1,150 

1,175 

89 

0 

0 

0 

2,  825 

2,  850 

391 

391 

271 

271 

271 

151 

151 

151 

31 

0 

0 

0 

0 

I)  175 

1,200 

94 

0 

0 

0 

2,850 

2, 875 

395 

395 

275 

275 

275 

155 

155 

155 

35 

0 

0 

0 

0 

1,200 

1,225 

98 

0 

0 

0 

2,875 

2,900 

400 

400 

280 

280 

280 

160 

160 

100 

40 

0 

0 

0 

0 

1,  225 

1,250 

103 

0 

0 

0 

2,900 

2,  925 

405 

405 

284 

284 

284 

164 

164 

164 

44 

0 

0 

0 

0 

1,250 

1,  275 

107 

0 

0 

0 

2,925 

2,  950 

410 

409 

289 

289 

289 

169 

169 

169 

49 

0 

0 

0 

0 

1,275 

1,300 

112 

0 

0 

0 

2,  950 

2,  975 

415 

414 

293 

293 

293 

173 

173 

173 

53 

0 

0 

0 

0 

1,300 

1,325 

116 

0 

0 

0 

2,975 

3,000 

420 

419 

298 

298 

298 

178 

178 

178 

58 

0 

0 

0 

0 

1,  325 

1,350 

121 

1 

0 

0 

3,000 

3,050 

427 

426 

305 

305 

305 

185 

1S5 

185 

65 

0 

0 

0 

0 

1,350 

1,375 

125 

5 

0 

0 

3,050 

3,100 

437 

436 

314 

314 

314 

194 

194 

194 

74 

0 

0 

0 

0 

1, 375 

1,400 

130 

10 

0 

0 

3,100 

3,150 

447 

446 

323 

323 

323 

203 

1  203 

203 

83 

0 

0 

0 

0 

1,400 

1,425 

134 

14 

0 

0 

3,150 

3,200 

457 

455 

332 

332 

332 

212 

212 

212 

92 

0 

0 

0 

0 

1,425 

1,450 

139 

19 

0 

0 

3,200 

3,  250 

467 

465 

341 

341 

341 

221 

221 

221 

101 

0 

0 

0 

0 

1, 450 

1,475 

143 

23 

0 

0 

3,250 

3,  300 

476 

475 

350 

350 

350 

230 

230 

230 

110 

0 

0 

0 

0 

1,475 

1,500 

148 

28 

0 

0 

3,300 

3,  350 

486 

4S4 

359 

359 

359 

239 

239 

239 

119 

0 

0 

0 

0 

1,500 

1,525 

152 

32 

0 

0 

3,350 

3,  400 

496 

494 

368 

363 

368 

248 

248 

248 

128 

8 

0 

0 

0 

1,  525 

1,550 

157 

37 

0 

0 

3,  400 

3,  450 

506 

504 

377 

377 

377 

257 

257 

257 

137 

17 

0 

0 

0 

1,  550 

1,  575 

161 

41 

0 

0 

3,450 

3,500 

516 

513 

3S6 

386 

386 

266 

266 

266 

146 

26 

0 

0 

0 

1,575 

1,600 

166 

46 

0 

0 

3,500 

3,  550 

526 

623 

395 

395 

395 

275 

275 

275 

155 

35 

0 

0 

0 

1,600 

1,625 

170 

50 

0 

0 

3,550 

3,600 

536 

533 

404 

404 

404 

284 

284 

284 

164 

44 

0 

0 

0 

1,  625 

1,  650 

175 

55 

0 

0 

3,600 

3,  650 

646 

542 

414 

413 

413 

293 

293 

293 

173 

53 

0 

0 

0 

1, 650 

1,675 

179 

59 

0 

0 

3,650 

3,700 

656 

552 

424 

423 

422 

302 

302 

302 

182 

62 

0 

0 

0 

1,675 

1,  700 

184 

64 

0 

0 

3,700 

3,  750 

566 

562 

434 

433 

431 

311 

311 

311 

191 

71 

0 

0 

0 

1,700 

1,725 

188 

68 

0 

0 

3,  750 

3,  800 

575 

571 

443 

442 

440 

320 

320 

320 

200 

80 

0 

0 

0 

1,725 

1,750 

193 

73 

0 

0 

3,800 

3,850 

585 

6S1 

453 

452 

449 

329 

329 

329 

209 

89 

0 

0 

0 

1,750 

1,775 

197 

77 

0 

0 

3,  850 

3,900 

595 

691 

463 

462 

458 

338 

338 

338 

218 

98 

0 

0 

0 

1,  775 

1,800 

202 

82 

0 

0 

3,  900 

3, 950 

605 

600 

473 

471 

467 

347 

347 

347 

227 

107 

0 

0 

0 

1,800 

1,825 

206 

86 

0 

0 

3,  950 

4,000 

615 

610 

483 

4S1 

476 

356 

356 

356 

236 

116 

0 

0 

0 

1,825 

1,850 

211 

91 

0 

0 

4,000 

4,050 

625 

620 

493 

491 

485 

365 

365 

365 

245 

125 

5 

0 

0 

1,  850 

1,875 

215 

95 

0 

0 

4,050 

4,100 

635 

630 

503 

501 

494 

374 

374 

374 

254 

134 

14 

0 

0 

1,875 

1,900 

220 

100 

0 

0 

4,  100 

4,150 

645 

639 

513 

510 

503 

383 

383 

383 

263 

143 

23 

0 

0 

1,  900 

1,925 

224 

104 

0 

0 

4,  150 

4,200 

655 

649 

523 

520 

512 

392 

392 

392 

272 

152 

32 

0 

0 

1,925 

1,950 

229 

109 

0 

0 

4,200 

4,250 

665 

659 

533 

530 

521 

401 

401 

401 

281 

161 

41 

0 

0 

1,950 

1,975 

233 

113 

0 

0 

4,250 

4,  300 

674 

668 

542 

539 

530 

410 

410 

410 

290 

170 

50 

0 

0 

1,975 

2,000 

238 

118 

0 

0 

4,  300 

4,  350 

684 

678 

552 

549 

539 

420 

420 

419 

299 

179 

59 

0 

0 

2,000 

2,025 

242 

122 

2 

0 

4,  350 

4,  400 

694 

688 

662 

559 

648 

430 

430 

428 

308 

188 

68 

0 

0 

2,  025 

2,050 

247 

127 

7 

0 

4,  400 

4,  450 

704 

697 

572 

668 

557 

440 

439 

437 

317 

197 

77 

0 

0 

2,  050 

2,  075 

251 

131 

11 

0 

4,  450 

4,500 

714 

707 

582 

578 

566 

450 

449 

446 

326 

206 

86 

0 

0 

2,075 

2, 100 

256 

136 

16 

0 

4,500 

4,  550 

724 

717 

592 

588 

675 

460 

459 

455 

335 

215 

95 

0 

0 

2, 100 

2,125 

260 

140 

20 

0 

4,  550 

4,600 

734 

726 

602 

597 

584 

470 

468 

464 

344 

224 

104 

0 

0 

2, 125 

2, 150 

265 

145 

25 

0 

4,600 

4,650 

744 

736 

612 

607 

693 

480 

478 

473 

353 

233 

113 

0 

0 

2,150 

2, 175 

269 

149 

29 

0 

4,650 

4,700 

754 

746 

622 

617 

602 

490 

488 

482 

362 

242 

122 

2 

0 

2,175 

2,200 

274 

154 

34 

0 

4,700 

4,  750 

764 

755 

632 

626 

611 

500 

497 

491 

371 

251 

131 

11 

0 

2,200 

2,225 

278 

158 

38 

0 

4,  750 

4,800 

773 

765 

641 

636 

620 

509 

507 

600 

380 

260 

140 

20 

0 

2,225 

2,  250 

283 

163 

43 

0 

4,800 

4,  850 

783 

775 

651 

646 

629 

619 

617 

609 

389 

269 

149 

29 

0 

2,250 

2,  275 

287 

167 

47 

0 

4,850 

4,900 

793 

784 

661 

655 

638 

629 

526 

518 

398 

278 

158 

38 

0 

2,  275 

2, 300 

292 

172 

52 

0 

4,900 

4,  950 

803 

794 

671 

665 

647 

539 

536 

527 

407 

287 

167 

47 

0 

2,300 

2,325 

296 

176 

56 

0 

4,  950 

5,000 

813 

804 

6S1 

675 

656 

649 

546 

536 

416 

296 

176 

56 

0’ 

“Sec.  103.  Inapplicability  of  certain  penalties 
and  additions  to  tax. 

“(a)  Penalties  for  failure  to  file  return: 
Section  145  (relating  to  penalties  with  re¬ 
spect  to  failure  to  file  returns,  pay  tax,  etc.) 
Is  hereby  amended  by  relettering  subsection 
(f)  as  subsection  (g)  and  by  adding  after 
subsection  (e)  a  new  subsection  (f)  as 
follows: 

“‘(f)  In  the  case  of  taxable  years  be¬ 
ginning  prior  to  November-1,  1951,  and  end¬ 
ing  after  October  31,  1951,  the  penalties  pre¬ 
scribed  by  this  section  for  willful  failure 
to  make  declarations  of,  or  pay,  estimated  tax 
shall  not  be  applicable  to  a  failure  to  take 
into  account  the  increase  in  rates  of  tax  im¬ 
posed  on  individuals  by  the  Revenue  Act  of 
1951.’ 


“(b)  Additions  to  tax :  Section  294  ( d)  (2) 
(relating  to  additions  to  tax  for  substantial 
underestimates  of  estimated  tax)  is  hereby 
amended  by  adding  at  the  end  thereof  a  new 
sentence  as  follows:  ‘In  the  case  of  taxable 
years  beginning  prior  to  November  1,  1951, 
and  ending  after  October  31,  1951,  the  addi¬ 
tions  to  tax  prescribed  by  this  subsection 
shall  not  be  applicable  if  the  taxpayer  failed 
to  meet  the  requirements  of  this  paragraph 
by  reason  of  the  increase  in  rates  of  tax  on 
Individuals  imposed  by  the  Revenue  Act  of 
1951.’ 

“Sec.  104.  Computation  of  tax  in  case  of 
certain  joint  returns. 

“If  a  joint  return  of  a  husband  and  wife  is 
filed  under  the  provisions  of  section  51  (b) 
(3)  of  the  Internal  Revenue  Code  in  a  case 


where  the  husband  and  wife  have  different 
taxable  years  because  of  the  death  of  either 
spouse,  and  the  taxable  year  of  the  surviv¬ 
ing  spouse  covered  by  such  joint  return  be¬ 
gan  before  November  1,  1951,  and  ended 
after  October  31,  1951,  the  amendments  made 
by  this  part  and  section  131  shall  be  appli¬ 
cable  in  respect  of  such  joint  return  as  if 
the  taxable  years  of  both  spouses  covered 
by  the  joint  return  ended  on  the  date  of 
the  closing  of  the  surviving  spouse’s— tax¬ 
able  year. 

“Sec.  105.  Effective  date  of  part  I. 

“Except  as  provided  in  section  104,  the 
amendments  made  by  this  part  shall  be  ap¬ 
plicable  only  with  respect  to  taxable  years 
beginning  after  October  31,  1951,  and  to 
taxable  years  beginning  on  January  1,  1951, 
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and  ending  on  December  31,  1951.  For 
treatment  of  taxable  years  (other  than  the 
calendar  year  1951)  beginning  before  No¬ 
vember  1,  1951,  and  ending  afer  October  31, 
1951,  see  section  131.” 

The  next  amendment  was,  under  the  head¬ 
ing  ‘‘Part  IX — Corporation  income  taxes,”  ®n 
page  35,  line  3,  after  the  word  “Tax”,  to  in¬ 
sert  “And  Surtax”;  in  line  4,  after  “(a)”, 
to  strike  out  “Amendment  of  section  13” 
and  insert  “Increase  in  Rate  of  Corporation 
Normal  Tax”;  at  the  top  of  page  36,  to  strike 
out: 

“‘(b)  Imposition  of  tax:  There  shall  be 
levied,  collected,  and  paid  for  each  taxable 
year  upon  the  normal-tax  net  income  of 
every  corporation  (except  a  corporation  sub¬ 
ject  to  a  tax  imposed  by  section  231  (a), 
supplement  G,  or  supplement  Q)  a  tax  of 
80  percent  of  the  normal-tax  net  income.’  ” 
And  in  lieu  thereof  to  insert  the  following : 
“‘(b)  Imposition  of  tax:  There  shall  be 
levied,  collected,  and  paid  for  each  taxable 
year  upon  the  normal-tax  net  income  of 
every  corporation  (except  a  corporation  sub¬ 
ject  to  a  tax  imposed  by  sec.  231  (a),  sup¬ 
plement  G,  or  supplement  Q)  — 

“‘(1)  Calendar  year  1951:  In  the  case  of 
a  taxable  year  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951,  a  tax  of 
26  y2  percent  of  the  normal-tax  net  income. 

*“(2)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954:  In  the 
case  of  taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954,  a  tax 
of  27  percent  of  the  normal-tax  net  income. 

“‘(3)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  taxable  years 
beginning  after  December  31,  1953,  a  tax  of 
25  percent  of  the  normal-tax  net  income.’ 

“(b)  Increase  in  rate  of  corporation  sur¬ 
tax:  Section  15  (relating  to  surtax  on  cor¬ 
porations)  is  hereby  amended  to  read  as 
follows : 

"  ‘Sec.  15.  Surtax  on  corporations. 

*“(a)  Corporation  surtax  net  income:  For 
the  purposes  of  this  chapter,  the  term  “cor¬ 
poration  surtax  net  income”  means  the  net 
income  minus  the  sum  of  the  following 
credits : 

“‘(1)  The  credit  for  dividends  received 
provided  in  section  26  (b) ; 

“‘(2)  In  the  case  of  a  public  utility,  the 
credit  for  dividends  paid  on  its  preferred 
stock  provided  in  section  26  (h); 

“  ‘(3)  In  the  case  of  a  Western  Hemisphere 
trade  corporation  (as  defined  in  sec.  109) ,  the 
credit  provided  in  section  26  (i). 

“‘(b)  Imposition  of  tax:  There  shall  be 
levied,  collected,  and  paid  for  each  taxable 
year  upon  the  corporation  surtax  net  in¬ 
come  of  every  corporation  (except  a  corpo¬ 
ration  subject  to  a  tax  imposed  by  section 
231  (a),  supplement  G,  or  supplement  Q)  — 
“  ‘(1)  Calendar  year  1951:  In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951,  a  surtax 
of  2414  percent  of  the  amount  of  the  cor¬ 
poration  surtax  net  income  in  excess  of 
$25,000. 

“  ‘(2)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954:  In  the 
case  of  taxable  years  beginning  after  March 
31,  1951.  and  before  January  1,  1954,  a  sur¬ 
tax  of  25  percent  of  the  amount  of  the  cor¬ 
poration  surtax  net  income  in  excess  of 
$25,000. 

“‘(3)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  taxable  years 
beginning  after  December  31,  1953,  a  surtax 
of  22  percent  of  the  amount  of  the  cor¬ 
poration  surtax  net  income  in  excess  of 
$25,000.’  ” 

The  next  amendment  was,  on  page  38, 
after  line  13,  to  strike  out: 

“(b)  Maximum  tax:  Section  430  (a)  (2) 
(relating  to  the  limitation  on  the  rate  of 
the  excess-profits  tax)  is  hereby  amended 
by  striking  out  ‘62  percent’  and  inserting 
in  lieu  thereof  ‘70  percent’.” 


And  in  lieu  thereof,  to  insert  the  following : 

“(c)  Maximum  tax:  Section  430  (a)  (2) 
(relating  to  the  limitation  on  the  rate  of 
the  excess-profits  tax)  is  hereby  amended  as 
follows : 

“(1)  By  inserting  after  ‘(2)’  the  follow¬ 
ing:  ‘(A)  in  the  case  of  taxable  years  ending 
before  April  1,  1951,.’ 

“(2)  By  striking  out  the  period  at  the 
end  of  paragraph  (2)  and  inserting  *,  or’ 
and  by  adding  after  paragraph  (2)  the  fol¬ 
lowing: 

“‘(B)  in  the  case  of  taxable  years  begin¬ 
ning  on  January  1,  1951,  and  ending  on  De¬ 
cember  31,  1951,  an  amount  equal  to  16y2 
percent  of  the  excess-profits  net  income  for 
the  taxable  year,  except  that  in  the  case 
of  an  affiliated  group  of  includible  corpora¬ 
tions  making  or  required  to  make  a  con¬ 
solidated  return  for  the  taxable  year  under 
section  141,  such  amount  shall  be  reduced 
by  an  amount  which  bears  the  same  ratio 
(but  not  in  excess  of  100  percent)  to  the  in¬ 
crease  of  2  percent  in  the  surtax  imposed 
by  reason  of  section  141  (c)  as  the  amount 
of  the  consolidated  excess-profits  net  income 
bears  to  the  amount  of  the  consolidated 
corporation  surtax  net  income,  or 

“‘(C)  in  the  case  of  taxable  years  begin¬ 
ning  after  March  31,  1951,  an  amount  equal 
to  17  percent  of  the  excess-profits  net  in¬ 
come  for  the  taxable  year,  except  that  in  the 
case  of  an  affiliated  group  of  includible  cor¬ 
porations  making  or  required  to  make  a 
consolidated  return  for  the  taxable  year  un¬ 
der  section  141,  such  amount  shall  be  re¬ 
duced  by  an  amount  which  bears  the  same 
ratio  (but  not  in  excess  of  100  percent)  to 
the  increase  of  2  percent  in  the  surtax  im¬ 
posed  by  reason  of  section  141  (c)  as  the 
amount  of  the  consolidated  excess-profits 
net  income  bears  to  the  amount  of  the  con¬ 
solidated  corporation  surtax  net  income, 
or’.” 

The  next  amendment  was,  on  page  40, 
after  line  3,  to  strike  out: 

“(c)  Mutual  insurance  companies  other 
than  life  or  marine: 

“(1)  Section  207'  (a)  (1)  (relating  to 

normal  tax  and  surtax  on  mutual  insurance 
companies,  other  than  life  or  marine)  is 
hereby  amended  by  striking  out  subpara¬ 
graphs  (A)  and  (B)  and  inserting  in  lieu 
thereof  the  following: 

“‘(A)  Normal  tax:  A  normal  tax  of  30 
percent  of  the  normal  tax  net  income,  or  60 
percent  of  the  amount  by  which  the  normal 
tax  net  income  exceeds  $3,000,  whichever  is 
the  lesser;  plus 

“‘(B)  Surtax:  A  surtax  of  22  percent  of 
the  corporation  surtax  net  income  in  excess 
of  $25,000.’ 

“(2)  Section  207  (a)  (3)  (relating  to  a 
normal  tax  and  surtax  on  interinsurers  and 
reciprocal  underwriters  is  hereby  amended 
by  striking  out  subparagraphs  (A)  and  (B) 
and  inserting  in  lieu  thereof  the  following: 

“  ‘(A)  Normal  tax:  A  normal  tax  of  30  per¬ 
cent  of  the  normal  tax  net  income,  or  60 
percent  of  the  amount  by  which  the  normal 
tax  net  income  exceeds  $50,000,  whichever  is 
the  lesser;  plus 

“‘(B)  Surtax:  A  surtax  of  22  percent  of 
the  corporation  surtax  net  income  in  excess 
of  $25,000,  or  33  percent  of  the  amount  by 
which  the  corporation  surtax  net  income  ex¬ 
ceeds  $50,000,  whichever  is  the  lesser.’ 

“(d)  Regulated  investment  companies: 
Section  362  (b)  (relating  to  tax  on  regulated 
investment  companies)  is  hereby  amended 
by  striking  out  paragraphs  (3)  and  (4)  and 
inserting  in  lieu  thereof  the  following: 

“‘(3)  There  shall  be  levied,  collected,  and 
paid  for  each  taxable  year  upon  its  supple¬ 
ment  Q  net  income  a  tax  equal  to  30  percent 
of  the  amount  thereof. 

“‘(4)  There  shall  be  levied,  collected,  and 
paid  for  each  taxable  year  upon  its  supple¬ 
ment  Q  surtax  net  income  a  tax  equal  to  22 
percent  of  the  amount  thereof  in  excess  of 
$25,000.’ 


“(e)  Business  income  of  certain  section 
101  organizations:  Section  421  (a)  (1)  (re¬ 
lating  to  imposition  of  tax  on  business  in¬ 
come  of  certain  section  101  organizations) 
is  hereby  amended  by  striking  out  ‘25  per¬ 
cent’  and  inserting  in  lieu  thereof  ‘30  per¬ 
cent’. 

“(f)  Technical  amendments: 

“(1)  Repeal  of  section  14:  Section  14  (re¬ 
lating  to  normal  tax  on  special  classes  of 
corporations  in  the  case  of  taxable  years  be¬ 
ginning  before  July  1,  1950)  is  hereby  re¬ 
pealed. 

“(2)  Amendment  of  section  15:  Section 
15  (relating  to  surtax  on  corporations)  is 
hereby  amended  to  read  as  follows: 

“  ‘Sec.  15.  Surtax  on  corporations. 

“  ‘(a)  Corporation  surtax  net  income:  For 
the  purpose  of  this  chapter,  the  term  “cor¬ 
poration  surtax  net  income”  means  the  net 
income  minus  the  sum  of  the  following 
credits : 

“‘(1)  The  credit  for  dividends  received 
provided  in  section  26  (b); 

“‘(2)  In  the  case  of  a  public  utility,  the 
credit  for  dividends  paid  on  its  preferred 
stock  provided  in  section  26  (h); 

“  ‘(3)  In  the  case  of  a  western  hemisphere 
trade  corporation  (as  defined  in  section  109) , 
the  credit  provided  in  section  26  (i). 

“‘(b)  Imposition  of  tax:  There  shall  be 
levied,  collected  and  paid  for  each  taxable 
year  upon  the  corporation  surtax  net  income 
of  every  corporation  (except  a  corporation 
subject  to  a  tax  imposed  by  section  231  (a), 
supplement  G,  or  supplement  Q)  a  surtax  of 
22  percent  of  the  amount  of  the  corporation 
surtax  net  income  in  excess  of  the  surtax 
exemption  provided  in  section  26  (j).”’ 

And  in  lieu  thereof  to  insert  the  following: 
“(d)  Mutual  insurance  companies  other 
than  life  or  marine: 

“(1)  Section  207  (a)  (1)  (relating  to  nor¬ 
mal  tax  and  surtax  on  mutual  insurance 
companies,  other  than  life  or  marine)  is 
hereby  amended  by  striking  out  subpara¬ 
graphs  (A)  and  (B)  and  inserting  in  lieu 
thereof  the  following: 

“‘(A)  Taxable  year's  beginning  after  De¬ 
cember  31,  1950,  and  before  April  1,  1951: 
In  the  case  of  taxable  years  beginning  after 
December  31,  1950,  and  before  April  1,  1951, 
and  ending  after  March  31,  1951: 

“‘(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (1),  or  53  percent 
of  the  amount  by  which  the  normal-tax  net 
income  exceeds  $3,000,  whichever  is  the 
lesser;  plus 

“‘(ii)  Surtax:  A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (1). 

“  ‘(B)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954:  In  the 
case  of  taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954: 

“‘(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (2),  or  54  per¬ 
cent  of  the  amount  by  which  the  normal- 
tax  net  income  exceeds  $3,000,  whichever  is 
the  lesser;  plus 

“‘(ii)  Surtax:  A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (2). 

“‘(C)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  a  taxable 
year  beginning  after  December  31,  1953: 

“‘(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the 
rate  provided  in  section  13  (b)  (3) ,  or  50  per¬ 
cent  of  the  amount  by  which  the  normal-tax 
net  income  exceeds  $3,000,  whichever  is  the 
lesser;  plus 

“‘(ii)  Surtax:  A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (3).’ 

“(2)  Section  207  (a)  (3)  (relating  to  a 
normal  tax  and  surtax  on  interinsurers  and 
reciprocal  underwriters)  is  hereby  amended 
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by  striking  out  subparagraphs  (A)  and  (B) 
and  inserting  in  lieu  thereof  the  following: 

•“(A)  Taxable  years  beginning  after  De¬ 
cember  31,  1950,  and  before  April  1,  1951: 
In  the  case  of  taxable  years  beginning  after 
December  31,  1950,  and  before  April  1,  1951, 
and  ending  after  March  31,  1951: 

■“(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the 
rate  provided  in  section  13  (b)  (1),  or  53 
percent  of  the  amount  by  which  the  normal  - 
tax  net  income  exceeds  $50,000,  whichever  is 
the  lesser;  plus 

‘“(ii)  Surtax:  A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (1),  or  36%  percent 
of  the  amount  by  which  the  corporation 
surtax  net  income  exceeds  $50,000,  whichever 
is  the  lesser. 

“  ‘(B)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954: 

“  ‘(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income,  computed  at  the  rate 
provided  in  section  13  (b)  (2),  or  54  per¬ 
cent  of  the  amount  by  which  the  normal- 
tax  net-income  exceeds  $50,000,  whichever 
is  the  lesser;  plus 

“‘(ii)  Surtax:  A  surtax  on  the  corporation 
surtax  net  income,  computed  as  provided  in 
section  15  (b)  (2),  or  37%  percent  of  the 
amount  by  which  the  corporation  surtax  net 
income  exceeds  $50,000,  whichever  is  the 
lesser. 

“  ‘(C)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  a  taxable 
year  beginning  after  December  31,  1953 — 

“'(i)  Normal  tax:  A  normal  tax  on  the 
normal-tax  net  income  computed  at  the  rate 
provided  in  section  13  (b)  (3),  or  50  percent 
of  the  amount  by  which  the  normal-tax  net 
income  exceeds  $50,000,  whichever  is  the 
lesser;  plus  * 

“'(ii)  Surtax:  A  surtax  on  the  corpora¬ 
tion  surtax  net  income,  computed  as  pro¬ 
vided  in  section  15  (b)  (3),  or  33  percent  of 
the  amount  by  which  the  corporation  surtax 
net  income  exceeds  $50,000,  whichever  is  the 
lesser.’ 

“(e)  Regulated  investment  companies: 
Section  362  (b)  (relating  to  tax  on  regulated 
investment  companies)  is  hereby  amended 
by  striking  out  paragraphs  (3)  and  (4)  and 
inserting  in  lieu  therof  the  following: 

“‘(3)  In  the  case  of  taxable  years  begin¬ 
ning  after  December  31,  1950,  and  before 
April  1,  1951,  and  ending  after  March  31, 
1951,  there  shall  be  levied,  collected,  and  paid 
for  each  taxable  year  upon  its  Supplement 
Q  net  income  a  tax  equal  to  26%  percent  of 
the  amount  thereof.  In  the  case  of  taxable 
years  beginning  after  March  31,  1951,  and 
before  January  1,  1954,  there  shall  be  levied, 
collected,  and  paid  for  each,  taxable  year 
upon  its  Supplement  Q  net  income  a  tax 
equal  to  27  percent  of  the  amount  thereof. 
In  the  case  of  taxable  years  beginning  after 
December  31,  1953,  there  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon 
its  Supplement  Q  net  income  a  tax  equal  to 
25  percent  of  the  amount  thereof. 

“‘(4)  In  the  case  of  taxable  years  begin¬ 
ning  after  December  31,  1950,  and  before 
April  1, 1951,  and  ending  after  March  31,  1951, 
there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  Supplement  Q 
surtax  net  income  a  tax  equal  to  24%  percent 
of  the  amount  therof  in  excess  of  $25,000. 
In  the  case  of  taxable  years  beginning  after 
March  31,  1951,  and  before  January  1,  1954, 
there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  its  Supplement  Q 
surtax  net  income  a  tax  equal  to  25  percent 
of  the  amount  thereof  in  excess  of  $25,000. 
In  the  case  of  taxable  years  beginning  after 
December  31,  1953,  there  shall  be  levied,  col¬ 
lected,  and  paid  for  each  taxable  year  upon 
its  Supplement  Q  surtax  net  income  a  tax 
equal  to  22  percent  of  the  amount  thereof  in 
excess  of  $25,000.’ 

“(f)  Business  income  of  certain  section  101 
organizations:  Section  421  (a)  (1)  (relating 


to  imposition  of  tax  on  business  income  of 
certain  section  101  organizations)  is  hereby 
amended  by  inserting  before  the  period  at 
the  end  thereof  the  following:  except  that 
(A)  in  the  case  of  taxable  years  beginning 
before  April  1,  1951,  and  ending  after  March 
31,  1951,  the  normal  tax  shall  be  26y2  percent 
of  the  Supplement  U  net  income  and  the 
surtax  shall  be  24%  percent  of  the  amount 
of  the  Supplement  U  net  income  in  excess  of 
$25,000,  and  (B)  in  the  case  of  taxable  years 
beginning  after  March  31,  1951,  and  before 
January  1,  1954,  the  normal  tax  shall  be  27 
percent  of  the  Supplement  U  net  income  and 
the  surtax  shall  be  25  percent  of  the  amount 
of  the  Supplement  U  net  income  in  excess 
of  $25,000.’ 

“(g)  Technical  amendment:  Section  14 
(relating  to  normal  tax  on  special  classes  of 
corporations  in  the  case  of  taxable  years  be¬ 
ginning  before  July  1,  1950)  is  hereby  re¬ 
pealed.” 

The  next  amendment  was,  on  page  49, 
after  line  3,  to  strike  out: 

“Sec.  122.  Credits  of  corporations. 

“(a)  Dividends  received  credit:  Para¬ 
graphs  (1)  and  (2)  of  section  26  (b)  (relat¬ 
ing  to  credit  for  dividends  received)  are 
hereby  amended  to  read  as  follows: 

“  *  ( 1 )  In  general :  85  percent  of  the  amount 
received  as  dividends  (other  than  dividends 
described  in  par.  (2)  on  the  preferred 
6tock  of  a  public  utility)  from  a  domestic 
corporation  which  is  subject  to  taxation 
under  this  chapter;  and 

“‘(2)  Certain  preferred  stock:  62  percent 
of  the  amount  received  as  dividends  on  the 
preferred  stock  of  a  public  utility  which  is 
subject  to  taxation  under  this  chapter.’ 

“(b)  Credit  for  dividends  paid  on  certain 
preferred  stock:  The  first  sentence  of  section 

26  (h)  (1)  (relating  to  amount  of  credit  for 
dividends  paid  on  certain  preferred  stock)  is 
hereby  amended  to  read  as  follows:  ‘In  the 
case  of  a  public  utility,  an  amount  equal  to 

27  percent  of  the  lesser  of  (A)  the  amount 
of  dividends  paid  during  the  taxable  year 
on  its  preferred  stock  or  (B)  the  adjusted 
net  income  for  such  taxable  year  minus  the 
credit  for  dividends  received  provided  in  sub¬ 
section  (b)  for  such  year.’ 

“(c)  Western  Hemisphere  trade  corpora¬ 
tions:  Section  26  (i)  (relating  to  credit  of  a 
Western  Hemisphere  trade  corporation)  is 
hereby  amended  to  read  as  follows: 

“‘(i)  Western  Hemisphere  trade  corpora¬ 
tions:  In  the  case  of  a  Western  Hemisphere 
trade  corporation  (as  defined  in  sec.  109), 
an  amount  equal  to  27  percent  of  its  normal 
tax  net  income  computed  without  regard  to 
the  credit  provided  in  this  subsection.’  ” 

And  in  lieu  thereof  to  insert  the  following: 

“Sec.  122.  Credits  of  corporations. 

“(a)  Dividends  received  credit :  Paragraphs 
(1)  and  (2)  of  section  26  (b)  (relating  to 
credit  for  dividends  received)  are  hereby 
amended  to  read  as  follows : 

“‘  ( 1 )  In  general :  85  percent  of  the  amount 
received  as  dividends  (other  than  dividends 
described  in  par.  (2)  on  the  preferred 
stock  of  a  public  utility)  from  a  domestic 
corporation  which  is  subject  to  taxation 
under  this  chapter. 

‘“(2)  Certain  preferred  stock: 

“  ‘(A)  Calendar  year  1951:  In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951,  61  per¬ 
cent  of  the  amount  received  as  dividends  on 
the  preferred  stock  of  a  public  utility  which 
is  subject  to  taxation  under  this  chapter  and 
with  respect  to  which  the  credit  provided  in 
section  26  (h)  for  dividends  paid  is  allow¬ 
able. 

“  ‘(B)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954:  In  the 
case  of  taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954,  62  per¬ 
cent  of  the  amount  received  as  dividends  on 
the  preferred  stock  of  a  public  utility  which 


Is  subject  to  taxation  under  this  chapter  and 
with  respect  to  which  the  credit  provided  in 
section  26  (h)  for  dividends  paid  is  allowable. 

“‘(C)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  taxable  years 
beginning  after  December  31,  1953,  59  percent 
of  the  amount  received  as  dividends  on  the 
preferred  stock  of  a  public  utility  which  is 
subject  to  taxation  under  this  chapter  and 
with  respect  to  which  the  credit  provided  in 
section  26  (h)  for  dividends  paid  is  allow¬ 
able.’ 

“(b)  Credit  for  dividends  paid  on  certain 
preferred  stock:  The  first  sentence  of  sec¬ 
tion  26  (h)  (1)  (relating  to  amount  of  credit 
for  dividends  paid  on  certain  preferred 
stock)  is  hereby  amended  to  read  as  fol¬ 
lows:  ‘In  the  case  of  a  public  utility,  (A) 
for  a  taxable  year  beginning  on  January 
1,  1951,  and  ending  on  December  31,  1951,  an 
amount  equal  to  28  percent  of  the  lesser  of 
(i)  the  amount  of  dividends  paid  during  the 
taxable  year  on  its  preferred  stock  or  (ii) 
the  adjusted  net  income  for  such  taxable 
year  minus  the  credit  for  dividends  received 
provided  in  subsection  (b)  for  such  year,  (B) 
for  a  taxable  year  beginning  after  March  31, 
1951,  and  before  January  1,  1954,  an  amount 
equal  to  27  percent  of  the  lesser  of  (i)  the 
amount  of  dividends  paid  during  the  taxable 
year  on  its  preferred  stock  or  (ii)  the  ad¬ 
justed  net  income  for  such  taxable  year 
minus  the  credit  for  dividends  received  pro¬ 
vided  in  subsection  (b)  for  such  year,  and 
(C)  for  a  taxable  year  beginning  after  De¬ 
cember  31,  1953,  an  amount  equal  to  30  per¬ 
cent  of  the  lower  of  (i)  the  amount  of  divi¬ 
dends  paid  during  the  taxable  year  on  its  pre¬ 
ferred  stock  or  (ii)  the  adjusted  net  income 
for  such  taxable  year  minus  the  credit  for 
dividends  received  provided  in  subsection 
(b)  for  such  year.’ 

“(c)  Western  Hemisphere  trade  corpora¬ 
tions:  Section  26  (i)  (relating  to  credit  of  a 
Western  Hemisphere  trade  corporation)  is 
hereby  amended  to  read  as  follows: 

“‘(1)  Western  Hemisphere  trade  corpora¬ 
tions:  In  the  case  of  a  Western  Hemisphere 
trade  corporation  (as  defined  in  section 
109)  — 

.“‘(1)  Calendar  year  1951:  In  the  case  of  a 
taxable  year  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951,  an  amount 
equal  to  27%  percent  of  its  normal-tax  net 
income  computed  without  regard  to  the  cred¬ 
it  provided  in  this  subsection. 

“  ‘(2)  Taxable  years  beginning  after  March 
31,  1951,  and  before  January  1,  1954:  In  the 
case  of  a  taxable  year  beginning  after  March 
31,  1951,  and  before  January  1,  1954,  an 
amount  equal  to  27  percent  of  its  normal- 
tax  net  income  computed  without  regard  to 
the  credit  provided  in  this  subsection. 

“  ‘(3)  Taxable  years  beginning  after  De¬ 
cember  31,  1953:  In  the  case  of  a  taxable 
year  beginning  after  December  31,  1953,  an 
amount  equal  to  30  percent  of  its  normal- 
tax  net  income  computed  without  regard  to 
the  credit  provided  in  this  subsection.’  ” 

The  next  amendment  was,  on  page  53,  after 
line  16,  to  strike  out: 

“Sec.  123.  Surtax  exemptions  and  certain 
credits  of  related  corporations. 

“(a)  Limitation  on  surtax  exemption  in 
the  case  of  related  corporations:  Section  26 
(relating  to  credits  of  corporations)  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

‘“(j)  Surtax  exemption:  • 

"‘(1)  In  general:  Except  in  the  case  of  a 
corporation  to  which  paragraph  (2)  is  appli¬ 
cable  for  the  taxable  year,  a  surtax  exemp¬ 
tion  of  $25,000. 

“  ‘(2)  Related  corporations:  In  the  case  of 
a  corporation  which  on  December  31  of  any 
year  is  a  member  of  a  controlled  group  as  de¬ 
fined  in  paragraph  (3),  a  surtax  exemption, 
for  the  taxable  year  which  includes  such 
date,  in  an  amount  equal  to  $25,000  divided 
by  the  number  of  corporations  in  such  group 
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at  the  close  of  such  date.  In  lieu  of  such 
exemption,  a  surtax  exemption  of  $25,000  for 
the  controlled  group  may  be  divided  (in  any 
manner)  by  the  corporations  which  at  the 
close  of  such  date  are  members  of  such  group 
by  making  and  filing  with  the  Secretary  a 
consent  setting  forth  the  portion  of  the  $25,- 
000  which  will  be  taken  by  each  member  as 
its  surtax  exemption  for  its  taxable  year 
which  includes  such  date.  The  consent  shall 
be  made  and  filed  at  such  time  and  in  such 
manner  as  the  Secretary  by  regulations  may 
prescribe.  If  a  member  of  a  controlled  group 
has  a  taxable  year  which  does  not  include 
December  31,  the  surtax  exemption  for  such 
member  for  such  taxable  year  shall  be  an 
amount  equal  to  $25,000  divided  by  the  num¬ 
ber  of  corporations  in  such  group  at  the 
close  of  such  taxable  year. 

“‘(3)  Definition  of  controlled  group:  For 
the  purposes  of  paragraph  (2),  a  “controlled 
group”  means: 

“  ‘(A)  Any  group  of  one  or  more  chains  of 
corporations  connected  through  ownership 
with  a  common  parent  corporation  if — 

“  ‘(i)  stock  possessing  at  least  95  percent 
of  the  voting  power  of  all  classes  of  stock  of 
each  of  the  corporations  (except  the  com¬ 
mon  parent  corporation)  is  owned  directly 
by  one  or  more  of  the  other  corporations; 
and 

“‘(ii)  the  common  parent  corporation 
owns  directly  stock  possessing  at  least  95 
percent  of  the  voting  power  of  all  classes  of 
stock  of  at  least  one  of  the  other  corpora¬ 
tions,  excluding,  in  computing  such  voting 
power,  stock  held  by  such  other  corporations. 

“‘(B)  Any  group  of  two  or  more  corpora¬ 
tions  if  at  least  95  percent  of  the  voting 
power  of  all  classes  of  stock  of  each  of  the 
corporations  is  owned,  directly  or  indirectly, 
by  or  for  one  individual,  or  is  owned,  directly 
or  indirectly,  by  or  for  not  more  than  five 
individuals  each  of  whom  owns  substantially 
the  same  proportion  of  the  voting  power  in 
any  one  of  such  corporations  as  he  owns  in' 
each  of  the  other  corporations.  For  the  pur¬ 
poses  of  this  subparagraph — 

“‘(i)  an  individual  shall  be  considered  as 
owning  substantially  the  same  proportion 
of  the  voting  power  in  any  two  corpora¬ 
tions  if,  and  only  if,  he  could  own  the  same 
proportion  of  the  voting  power  in  each  by 
increasing  by  not  more  than  10  percent  his 
voting  power  in  one  of  the  corporations  and 
decreasing  by  not  more  than  10  percent  his 
Voting  power  in  the  other  corporation; 

‘“(ii)  stock  owned,  directly  or  indirectly, 
by  or  for  a  corporation,  partnership,  estate, 
or  trust,  shall  be  considered  as  being  owned 
proportionately  by  or  for  its  shareholders, 
partners,  or  beneficiaries; 

“  ‘(iii)  an  individual  shall  be  considered 
as  owning  the  stock  owned!  directly  or  indi¬ 
rectly,  by  or  for  his  spouse; 

“‘(iv)  if  an  individual  owns  more  than 
50  percent  of  the  voting  power  in  any  cor¬ 
poration  (including  the  voting  power  of  the 
stock  owned  by  him  upon  the  application  of 
clauses  (ii)  and  (iii)),  such  individual  shall 
be  considered  as  owning  the  stock  owned  in 
such  corporation,  directly  or  indirectly,  by  or 
for  his  ancestors  and  lineal  descendants; 

“  ‘(v)  stock  constructively  owned  by  a  per¬ 
son  by  reason  of  the  application  of  clause 
(ii)  shall,  for  the  purpose  of  applying  clause 
(ii),  (iii),  or  (iv),  be  treated  as  actually 
owned  by  such  person,  but  stock  construc¬ 
tively  owned  by  an  individual  by  reason  of 
the  application  of  clause  (iii)  or  (iv)  shall 
pot  be  treated  as  owned  by  him  for  the 
purpose  of  applying  either  such  clause  in 
Order  to  make  another  the  constructive 
owner  of  such  stock;  and 

“‘(vi)  if  stock  may  be  treated  as  construc¬ 
tively  owned  by  two  or  more  individuals, 
Euch  stock  shall,  in  any  computation  to  de- 
'termine  the  proportionate  voting  power  of 
$uch  individuals  be  treated  in  such  compu¬ 
tation  as  constructively  owned  by  the  in¬ 


dividual  whose  constructive  ownership  of 
such  stock  results  in  the  corporation  being 
a  member  of  a  controlled  group. 

If  a  group  of  corporations  described  in  sub- 
paragraph  (B)  includes  a  common  parent 
corporation  included  in  a  group  described  in 
subparagraph  (A),  then  each  member  of  the 
group  described  in  subparagraph  (A)  of 
which  the  common  parent  corporation  is  a 
member  shall  be  a  member  of  the  group  de¬ 
scribed  in  subparagraph  (B),  For  the  pur¬ 
poses  of  this  paragraph,  treasury  stock  shall 
not  be  considered  to  be  voting  stock.’ 

“(b)  Insurance  companies:  Section  201 
(g)  (relating  to  credits  under  section  26  al¬ 
lowed  life  insurance  companies)  and  section 
204  (f)  (relating  to  credits  under  section  26 
allowed  to  insurance  companies  other  than 
life  or  mutual)  are  each  amended  by  adding 
at  the  end  thereof  the  following  new  sen¬ 
tence:  ‘In  computing  the  surtax  imposed 
by  this  section,  in  the  manner  provided  in 
section  15  (b),  the  surtax  exemption  pro¬ 
vided  in  section  26  (j)  shall  be  allowed.’ 

“(c)  Minimum  excess  profits  credit:  The 
last  sentence  of  section  431  (relating  to  defi¬ 
nition  of  adjusted  excess  profits  net  income) 
is  hereby  amended  to  read  as  follows:  ‘If 
such  sum  is  less  than  its  surtax  exemption 
provided  in  section  26  (j)  for  the  taxable 
year,  such  sum  shall  be  increased  to  the 
amount  of  its  surtax  exemption  for  such 
year.’  ” 

The  next  amendment  was,  on  page  58, 
after  line  20,  to  strike  out: 

“Sec.  124.  Computation  of  alternative  capi¬ 
tal  gains  tax. 

“(a)  Alternative  tax:  Section  117  (c)  (1) 
(relating  to  alternative  tax  on  corpora¬ 
tions)  is  hereby  amended  by  striking  out  the 
second  paragraph  and  inserting  in  lieu  there¬ 
of  the  following: 

“‘(A)  A  partial  tax  shall  first  be  com¬ 
puted  upon  the  net  income  reduced  by  the 
amount  of  such  excess,  at  the  rates  and  in 
the  manner  as  if  this  subsection  had  not 
been  enacted. 

“‘(B)  There  shall  then  be  ascertained  an 
amount  equal  to  25  percent  of  such  ex¬ 
cess.  In  the  case  of  taxable  years  to  which 
the  defense  tax  provided  in  section  16  (c) 
is  applicable,  such  amount  shall  be  increased 
by  the  percentage  specified  in  such  section. 

“‘(C)  The  total  tax  shall  be  the  partial 
tax  computed  under  subparagraph  (A)  plus 
the  amount  computed  under  subparagraph 
(B) .’ 

“(b)  Effective  date:  The  amendment 
made  by  subsection  (a)  shall  be  applicable 
only  with  respect  to  taxable  years  ending 
after  August  31,  1951.” 

The  next  amendment  was,  on  page  59, 
after  line  18,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  123.  Filing  of  corporation  returns  for 
taxable  years  ending  after  March 
1951,  and  before  October  1, 
1951. 

“In  the  case  of  a  corporation  subject  to  a 
tax  imposed  by  chapter  1  of  the  Internal 
Revenue  Code  for  a  taxable  year  ending 
after  March  31,  1951,  but  prior  to  October  1, 
1951,  such  corporation  shall  after  the  date 
of  the  enactment  of  this  act  and  on  or  be¬ 
fore  January  15,  1952,  make  a  return  for 
such  taxable  year  with  respect  to  the  tax 
imposed  by  chapter  1  of  the  Internal  Revenue 
Code  for  such  taxable  year.  The  return 
required  by  this  section  for  sfifch  taxable 
year  shall  constitute  the  return  for  such 
taxable  year  for  all  purposes  of  the  Internal 
Revenue  Code;  and  no  return  for  such  tax¬ 
able  year,  with  respect  to  any  tax  imposed 
by  chapter  1  of  such  code,  filed  on  or  before 
the  date  of  the  enactment  of  this  act  shall 
be  considered  for  any  of  sueh  purposes  as  a 
return  for  such  year.  The  taxes  imposed 
by  chapter  1  of  such  code  (determined  with 
the  amendments  made  by  this  act)  for  such 


taxable  year  shall  be  paid  on  January  15, 
1952,  in  lieu  of  the  time  prescribed  in  sec¬ 
tion  56  (a)  of  such  code.  All  payments  with 
respect  to  any  tax  for  such  taxable  year 
imposed  by  chapter  1  of  such  code  under  the 
law  in  effect  prior  to  the  enactment  of  this 
act,  to  the  extent  that  such  payments  have 
not  been  credited  or  refunded,  shall  be 
deemed  payments  made  at  the  time  of  the 
filing  of  the  return  required  by  this  section 
on  account  of  the  tax  for  such  taxable  year 
under  chapter  1  determined  with  the  amend¬ 
ments  made  by  this  act.” 

The  next  amendment  was,  on  page  60, 
after  line  22,  to  strike  out: 

“Sec.  125.  Effective  date. 

“Except  as  provided  in  section  124,  the 
amendments  made  by  this  part  shall  be 
applicable  only  with  respect  to  taxable  years 
beginning  after  December  31,  1950.  For 

treatment  of  taxable  years  beginning  in  1950 
and  ending  in  1951,  see  part  III  of  this 
title.” 

And  in  lieu  thereof,  to  insert  the  follow¬ 
ing: 

“Sec.  124.  Effective  date. 

“The  amendments  made  by  this  part  shall 
be  applicable  only  with  respect  to  taxable 
years  beginning  after  March  31,  1951,  and  to 
taxable  years  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951,  except 
that  the  amendments  made  to  sections  207, 
362,  and  421  of  the  Internal  Revenue  Code 
shall  be  applicable  to  taxable  years  beginning 
after  December  31,  1950,  and  ending  after 
March  31,  1951.  In  the  case  of  an  insurance 
company  subject  to  the  tax  imposed  by  sec¬ 
tion  207,  the  provisions  of  section  26  (b)  of 
such  code  applicable  to  the  calendar  year 
1951  shall  be  applicable  to  a  taxable  year 
beginning  after  December  31,  1950,  and  be¬ 
fore  April  1,  1951,  and  ending  after  March 
31,  1951.  For  treatment  of  taxable  years 
(other  than  the  calendar  year  1951)  begin¬ 
ning  before  April  1,  1951,  and  ending  after 
March  31,  1951,  see  section  131.” 

The  next  amendment  was,  under  the  sub¬ 
head  “Part  III — Fiscal  year  taxpayers,”  on 
page  61,  after  line  21,  to  strike  out: 

“(a)  Amendment  of  section  108:  Section 
108  is  hereby  amended  by  striking  out  para¬ 
graph  (2)  of  subsection  (f)  and  inserting  in 
lieu  thereof  the  following: 

“  ‘  (2)  that  portion  of  a  tentative  tax  con¬ 
sisting  of — 

“•  (A)  A  tentative  normal  tax  of  25  per¬ 
cent  of  the  normal  tax  net  income,  plus 

‘“(B)  a  tentative  surtax  of  20  percent  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  Janu¬ 
ary  1,  1951,  bears  to  the  total  number  of 
days  in  such  taxable  year,  plus  (if  the  taxable 
year  ends  in  1951) 

“  ‘(3)  that  portion  of  a  tentative  tax  con¬ 
sisting  of — 

“  ‘  (A)  a  tentative  normal  tax  of  30  percent 
of  the  normal  tax  net  income,  plus 

“‘(B)  a  tentative  surtax  of  20  percent  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable 
year  after  December  31,  1950,  bears  to  the 
total  number  of  days  in  such  taxable  year. 
In  computing  for  the  purposes  of  paragraph 

(2)  the  normal-tax  net  income  and  the 
corporation  surtax  net  income,  the  credits 
provided  in  section  26  applicable  to  taxable 
years  beginning  on  July  1,  1950,  shall  be 
allowed  in  the  manner  and  to  the  extent 
provided  in  sections  13  and  15  applicable  to 
years  beginning  on  such  date,  except  that 
such  credits  shall  be  applied  without  regard 
to  the  amendments  made  to  section  26  by 
title  II  of  the  Excess  Profits  Tax  Act  of  1960. 
In  computing  for  the  purposes  of  paragraph 

(3)  the  normal-tax  net  income  and  the  cor¬ 
poration  surtax  net  income,  the  credits  pro¬ 
vided  in  section  2C  applicable  to  taxable  years 
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beginning  on  January  1,  1951,  shall  be  al¬ 
lowed  in  the  manner  and  to  the  extent  pro¬ 
vided  in  sections  13  and  15  applicable  to  years 
beginning  on  such  date. 

° ‘(g)  Taxable  years  of  corporations  begin¬ 
ning  after  June  30,  1950,  and  before  1951, 
and  ending  in  1951 :  In  the  case  of  a  taxable 
year  of  a  corporation  beginning  after  June 
30  1950,  and  before  January  1,  1951,  and 
ending  after  December  31,  1950,  the  tax  im¬ 
posed  by  sections  13  and  15  shall  be  an 
amount  equal  to  the  sum  of — 

■“(1)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  13 
and  15  applicable  to  such  taxable  year,  which, 
the  number  of  days  in  such  taxable  year  prior 
to  January  1,  1951,  bears  to  the  total  number 
of  days  in  such  taxable  year,  plus 

‘“(2)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  13 
and  15  applicable  to  years  beginning  on  Jan¬ 
uary  1,  1951,  as  if  such  provisions  were  appli¬ 
cable  to  such  taxable  year,  which  the  num¬ 
ber  of  days  in  such  taxable  year  after  Decem¬ 
ber  31,  1950,  bears  to  the  total  number  of 
days  in  such  taxable  year.  For  the  purposes 
of  this  paragraph  a  surtax  exemption  of 
$25,000  shall  be  allowed  in  lieu  of  the  exemp¬ 
tion  provided  in  section  26  (j). 

‘“(h)  Certain  taxable  years  of  individuals 
beginning  before  September  1,  1951,  and  end¬ 
ing  after  August  31,  1951:  In  the  case  of 
a  taxable  year  (other  than  one  beginning  on 
January  1,  1951,  and  ending  on  December 
31,  1951)  of  a  taxpayer,  other  than  a  corpora¬ 
tion,  beginning  before  September  1,  1951, 
and  ending  after  August  31,  1951,  the  tax 
imposed  by  sections  11  and  12,  section  400, 
or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“  ‘(1)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  11 
and  12,  or  section  400,  applicable  to  taxable 
years  beginning  on  October  1,  1950,  which 
the  number  of  calendar  months  in  such  tax¬ 
able  year  prior  to  September  1,  1951,  bears  to 
the  total  number  of  calendar  months  in  such 
taxable  year,  plus 

“  ‘(2)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  11 
and  12,  or  section  400,  applicable  to  years 
beginning  on  September  1,  1951,  as  if  such 
provisions  (other  than  the  provisions  relat¬ 
ing  to  head  of  household)  were  applicable  to 
such  taxable  year,  which  the  number  of  cal¬ 
endar  months  in  such  taxable  year  after 
August  31,  1951,  bears  to  the  total  number 
of  calendar  months  in  such  taxable  year. 


For  the  purposes  of  this  subsection,  a  cal¬ 
endar  month  only  part  of  which  falls  within 
the  taxable  year  (A)  shall  be  disregarded  if 
less  than  15  days  of  such  month  are  included 
In  such  taxable  year,  and  (B)  shall  be  in¬ 
cluded  as  a  calendar  month  within  the  tax¬ 
able  year  if  more  than  14  days  of  such  month 
fall  within  the  taxable  year.  This  subsection 
shall  not  apply  in  the  case  of  a  trust  de¬ 
scribed  in  section  421  (b)  (2)  if  the  taxable 
year  of  such  trust  began  before  January  1, 
1951.’” 

And  in  lieu  thereof,  to  insert  the  follow¬ 
ing: 

“(a)  Amendment  of  section  108:  Section 
108  is  hereby  amended  by  striking  out  par¬ 
agraph  (2)  of  subsection  (f)  and  inserting 
In  lieu  thereof  the  following: 

“  ‘(2)  that  portion  of  a  tentative  tax  con¬ 
sisting  of — 

“  ‘(A)  a  tentative  normal  tax  of  25  percent 
of  the  normal-tax  net  income,  plus 

“  ‘(B)  a  tentative  surtax  of  20  percent 
of  the  surtax  net  income  in  excess  of  $25,- 
000, 

which  the  number  of  days  in  such  taxable 
year  after  June  30,  1950,  and  before  April  1, 
1951,  bears  to  the  total  number  of  days  in 
such  taxable  year,  plus  (if  the  taxable  year 
ends  after  March  31,  1951) 


‘“(3)  that  portion  of  a  tentative  tax  con¬ 
sisting  of — 

“  ‘(A)  a  tentative  normal  tax  of  27  percent 
of  the  normal-tax  net  income,  plus 

“*(B)  a  tentative  surtax  of  23  percent  of 
the  surtax  net  income  in  excess  of  $25,000, 
which  the  number  of  days  in  such  taxable 
year  after  March  31,  1951,  bears  to  the  total 
number  of  days  in  such  taxable  year. 

In  computing  for  the  purposes  of  paragraph 
(2)  the  normal-tax  net  income  and  the  cor¬ 
poration  surtax  net  income,  the  credits  pro¬ 
vided  in  section  26  applicable  to  taxable  years 
beginning  on  July  1,  1950,  shall  be  allowed 
in  the  manner  and  to  the  extent  provided  in 
sections  13  and  15  applicable  to  years  begin¬ 
ning  on  such  date,  except  that  such  credits 
shall  be  applied  without  regard  to  the  amend¬ 
ments  made  to  section  26  by  title  II  of  the 
Excess  Profits  Tax  Act  of  1950.  In  comput¬ 
ing  for  the  purposes  of  paragraph  (3)  the 
normal-tax  net  income  and  the  corporation 
surtax  net  income,  the  credits  provided  in 
section  26  applicable  to  taxable  years  begin¬ 
ning  on  April  1,  1951,  shall  be  allowed  in  the 
manner  and  to  the  extent  provided  in  sections 
13  and  15  applicable  to  years  beginning  on 
such  date. 

“  ‘(g)  Certain  taxable  years  of  corporations 
beginning  after  June  30,  1950,  and  before 
April  1,  1951:  In  the  case  of  a  taxable  year 
(other  than  one  beginning  on  January  1,  1951, 
and  ending  on  December  31,  1951)  of  a  cor¬ 
poration  beginning  after  June  30,  1950,  and 
before  April  1,  1951,  and  ending  after  March 
31,  1851,  the  tax  imposed  by  sections  13  and 
15  shall  be  an  amount  equal  to  the  sum  of— 

“‘(1)  that  portion  of  a  tentative  tax, 
computed  under  the  provisions  of  sections 
13  and  15  applicable  to  such  taxable  year, 
which  .the  number  of  days  in  such  taxable 
year  prior  to  April  1,  1951,  bears  to  the  total 
number  of  days  in  such  taxable  year,  plus 

“  '(2)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  13 
and  15  applicable  to  years  beginning  on 
April  1,  1951,  as  if  such  provisions  were  ap¬ 
plicable  to  such  taxable  year,  which  the 
number  of  days  in  such  taxable  year  after 
March  31,  1951,  bears  to  the  total  number  of 
days  in  such  taxable  year. 

“‘(h)  Certain  taxable  years  of  individuals 
beginning  before  November  1,  1951,  and  end¬ 
ing  after  October  31,  1951:  In  the  case  of  a 
taxable  year  (other  than  one  beginning  on 
January  1,  1951,  and  ending  on  December 
31,  1951)  of  a  taxpayer,  other  than  a  cor¬ 
poration,  beginning  before  November  1,  1951, 
and  ending  after  October  31,  1951,  the  tax 
imposed  by  sections  11  and  12,  section  400, 
or  section  421  (a)  (2),  shall  be  an  amount 
equal  to  the  sum  of — 

“  ‘(1)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  11  and 
12,  section  400,  or  section  421  (a)  (2),  ap¬ 
plicable  to  such  year,  which  the  number  of 
calendar  months  in  such  taxable  year  prior 
to  November  1,  1951,  bears  to  the  total  num¬ 
ber  of  calendar  months  in  such  taxable  year, 
plus 

“  ‘(2)  that  portion  of  a  tentative  tax,  com¬ 
puted  under  the  provisions  of  sections  11 
and  12,  section  400,  or  section  421  (a)  (2), 
applicable  to  years  beginning  on  November 
1,  1951,  as  if  such  provisions  (other  than  the 
provisions  relating  to  head  of  household) 
were  applicable  to  such  taxable  year,  which 
the  number  of  calendar  months  in  such  tax¬ 
able  year  after  October  31,  1951,  bears  to  the 
total  number  of  calendar  months  in  such 
taxable  year. 

This  subsection  shall  not  apply  in  the  case 
of  a  trust  described  in  section  421  (b)  (2)  if 
the  taxable  year;  of  such  trust  began  before 
January  1,  1951. 

“‘(1)  Definition  of  calendar  month:  For 
the  purposes  of  this  section,  a  calendar 
month  only  part  of  which  falls  within  a  tax¬ 


able  year  (1)  shall  be  disregarded  if  less  than 
15  days  of  such  month  are  included  in  such 
taxable  year,  and  (2)  shall  be  included  as  a 
calendar  month  within  the  taxable  year  if 
more  than  14  days  of  such  month  fall  within 
the  taxable  year. 

“‘(j)  Taxable  years  of  individuals  begin¬ 
ning  in  1953  and  ending  in  1954:  In  the  case 
of  a  taxable  year  of  a  taxpayer,  other  than 
a  corporation,  beginning  before  January  1, 
1954,  and  ending  after  December  31,  1953, 
the  tax  imposed  by  sections  11  and  12,  sec¬ 
tion  400,  or  section  421  (a)  (2),  shall  be  an 
amount  equal  to  the  sum  of— 

“‘(1)  that  portion  of  a  tentative  tax, 
computed  under  the  provisions  of  sections  11 
and  12,  section  4C0,  or  section  421  (a)  (2), 
applicable  to  years  beginning  on  January  1, 
1953,  which  the  number  of  calendar  months 
in  such  taxable  year  prior  to  January  1,  1954, 
bears  to  the  total  number  of  calendar  months 
in  such  taxable  year,  plus 

“‘(2)  that  portion  of  a  tentative  tax, 
computed  under  the  provisions  of  sections 
11  and  12,  section  4G0,  or  section  421  (a) 
(2),  applicable  to  years  beginning  on  Janu¬ 
ary  1,  1954,  as  if  such  provisions  were  appli¬ 
cable  to  such  taxable  year,  which  the  num¬ 
ber  of  calendar  months  in  such  taxable  year 
after  December  31,  1953,  bears  to  the  total 
number  of  calendar  months  in  such  taxable 
year. 

“‘(k)  Taxable  years  of  corporations  be¬ 
ginning  in  1953  and  ending  in  1954:  In  the 
case  of  a  taxable  year  of  a  corporation  be¬ 
ginning  before  January  1,  1954,  and  ending 
after  December  31,  1953,  the  tax  imposed  by 
sections  13  and  15,  or  section  421  (a)  (1), 
shall  be  an  amount  equal  to  the  sum  of — 

‘‘‘(1)  that  portion  of  a  tentative  tax, 
computed  under  the  provisions  of  sections 
13  and  15,  or  section  421  (a)  (1),  applicable 
to  years  beginning  on  January  1,  1953,  which 
the  number  of  days  in  such  taxable  year  prior 
to  January  1,  1954,  bears  to  the  total  number 
of  days  in  such  taxable  year,  plus 

“‘(2)  that  portion  of  a  tentative  tax, 
computed  under  the  provisions  of  sections 
13  and  15,  or  section  421  (a)  (1),  applicable 
to  years  beginning  on  January  1,  1954,  as  if 
such  provisions  were  applicable  to  such  tax¬ 
able  year,  which  the  number  of  days  in  such 
taxable  year  after  December  31,  1953,  bears 
to  the  total  number  of  days  in  such  taxable 
year.’  ” 

On  page  70,  line  22,  after  the  word  “Be¬ 
fore”,  to  strike  out  “January”  and  insert 
“April”;  in  line  25,  after  the  word  “before”, 
to  strike  out  “January”  and  insert  “April”; 
on  page  71,  line  7,  after  the  word  ‘After”,  to 
strike  out  “December  31,  1950”  and  insert 
“March  31,  1951”;  in  line  9,  after  the  word 
“year”,  to  strike  out  “beginning  before  Jan¬ 
uary  1,  1951,  and  ending  after  December  31, 
1950”  and  insert  “(other  than  a  taxable  year 
beginning  on  January  1,  1951,  and  ending  on 
December  31,  1951)  beginning  before  April 
1,  1951,  and  ending  after  March  31,  1951”; 
in  line  19,  after  the  word  “before”,  to  strike 
out  “January”  and  insert  “April”;  in  line 
24,  after  the  word  “on”,  to  strike  out  "Jan¬ 
uary”  and  insert  “April”;  on  page  72,  line  1, 
after  the  word  “after”,  to  strike  out  “Decem¬ 
ber  31,  1950”  and  insert  “March  31,  1951”; 
and  in  line  9,  after  the  word  “thereof”,  to 
strike  out  “(i)”  and  insert  “(1).” 

The  next  amendment  was,  under  the  head¬ 
ing  “Title  II — Withholding  of  tax  at  source,” 
on  page  72,  after  line  10,  to  strike  out: 

“Part  I — Withholding  of  Tax  at  Source  on 
Dividends,  Interest,  and  Royalties 
“Sec.  201.  Collection  of  income  tax  at  source 
on  dividends,  interest,  and 
royalties. 

“Subtitle  B  of  the  Internal  Revenue  Code 
Is  hereby  amended  by  inserting- before  chap¬ 
ter  7  the  following  new  chapter; 
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“  ‘Chapter  6 — Collection  op  Income  Tax  at 
Source  on  Dividends,  Interest,  and  Roy¬ 
alties 

“  ‘SUBCHAPTER  a — dividends  and  interest 
“  ‘Sec.  1200.  Definitions. 

“  ‘As  used  in  this  chapter — 

‘“(a)  Dividend:  The  term  “dividend” 
means — ■ 

“‘(1)  any  distribution  by  a  corporation 
which  is  a  dividend  as  defined  in  section  115 
(a) :  and 

“‘(2)  a  payment  made  by  a  stockbroker 
to  any  person  as  a  substitute  for  a  dividend 
(as  defined  in  sec.  115  (a)  upon  which  a 
tax  is  required  to  be  deducted  and  withheld 
under  this  subchapter. 

“‘(b)  Interest:  The  term  “interest” 
means — 

“‘(1)  interest  on  all  bonds,  debentures, 
notes,  certificates,  or  other  evidences  of  in¬ 
debtedness,  issued  by  any  corporation,  with 
interest  coupons  or  in  registered  form; 

“‘(2)  interest  on  deposits  with  stock¬ 
brokers; 

“  ‘(3)  interest  on  amounts  held  by  an  in¬ 
surance  company  under  an  agreement  to  pay 
interest  thereon;  and 

‘"(4)  interest  on  the  overpayment  of  any 
Internal  revenue  tax,  except  income  or  excess 
profits  taxes  imposed  upon  corporations. 

“  ‘Sec.  1201.  Income  tax  collected  at  source. 

“‘(a)  Requirement  of  withholding:  Every 
person  making  payment  after  December  31, 
1951,  of  a  dividend  or  interest  shall  deduct 
and  withhold  upon  such  dividend  or  interest 
a  tax  equal  to  20  percent  of  the  amount 
thereof.  If  the  withholding  agent  is  unable 
to  determine  the  person  to  whom  the  divi¬ 
dend  or  interest  is  payable,  such  tax  shall  be 
deducted  and  withheld  at  the  time  payment 
thereof  would  be  made  if  such  person  were 
known.  For  certain  exemptions  from  with¬ 
holding,  see  section  1202. 

“‘(b)  Withholding  where  amount  of  divi¬ 
dend  is  unknown:  If  the  withholding  agent 
is  unable  to  determine  the  portion  of  a  dis¬ 
tribution  which  is  a  dividend,  the  tax  re¬ 
quired  to  be  deducted  and  withheld  under 
this  subchapter  shall  be  computed  on  the 
entire  amount  of  the  distribution. 

“‘(c)  Indemnification  of  withholding 
agent:  A  withholding  agent  shall  not  be  li¬ 
able,  except  as  provided  in  section  1203,  to 
any  person  for  the  amount  of  any  tax  re¬ 
quired  to  be  deducted  and  withheld  under 
this  subchapter. 

“‘(d)  Credit  for  tax  withheld:  For  credit, 
against  the  income  tax  of  the  recipient  of  the 
income,  of  amounts  required  to  be  deducted 
and  withheld  under  this  subchapter  see  sec¬ 
tion  35. 

“  ‘Sec.  1202.  Exemptions  from  withholding. 

“  ‘The  provisions  of  this  chapter  shall  not 
apply  to; 

“‘(a)  A  dividend  paid  in  the  stock  or 
rights  to  acquire  the  stock  of  the  distribut¬ 
ing  corporation,  whether  or  not  the  recipient 
of  such  stock  or  rights  had  an  option  to  be 
paid  in  money,  or  other  property,  in  lieu  of 
such  stock  or  rights. 

“‘(b)  Distributions  (other  than  capital 
gain  dividends  described  in  section  362  (b) 
(7) )  to  shareholders  which  are  treated  under 
chapter  1  as  amounts  received  upon  the  sale 
or  exchange  of  property,  or  distributions  with 
respect  to  which  gain  or  loss  is  not  recog¬ 
nized  under  chapter  1  to  the  shareholders. 

“‘(c)  Any  amount  which  is  includible  in 
gross  income  as  a  taxable  dividend  under  the 
provisions  of  section  112  (c)  (2)  (relating  to 
certain  distributions  made  in  pursuance  of  a 
plan  of  reorganization),  section  115  (g)  (re¬ 
lating  to  redemptions  of  stock),  or  section 


371  (e)  (2)  (relating  to  certain  distributions 
pursuant  to  the  order  of  the  Securities  and 
Exchange  Commission). 

“  ‘(d)  A  dividend  paid  by  a  Federal  reserve 
bank,  Federal  land  bank,  Federal  home  loan 
bank,  Central  Bank  for  Cooperatives,  or  Bank, 
for  Cooperatives. 

“‘(e)  Any  interest  which.  Irrespective  of 
the  person  to  whom  payable,  is  wholly  ex¬ 
empt  from  the  tax  imposed  by  chapter  1. 

“‘(f)  Dividends  or  interest  paid  by  a  cor¬ 
poration  to  another  corporation  if  both  cor¬ 
porations  are  members  of  the  same  affiliated 
group  which  filed  a  consolidated  return  un¬ 
der  chapter  1  for  the  preceding  taxable  year 
of  the  payor  corporation. 

“  ‘(g)  Dividends  or  interest  paid  by  a  cor¬ 
poration  to  one  or  more  (1)  governments, 
(2)  political  subdivisions  thereof,  (3)  inter¬ 
national  organizations,  or  (4)  wholly  owned 
instrumentalities  or  agencies  of  the  forego¬ 
ing,  if  the  entire  class  of  stock  in  respect  of 
which  such  dividend  is  paid,  or  the  entire 
class  of  obligations  in  respect  of  which  such 
interest  is  paid,  is  owned  by  one  or  more  of 
such  governments,  subdivisions,  organiza¬ 
tions,  instrumentalities,  or  agencies. 

“‘(h)  Interest  on  equipment  trust  cer¬ 
tificates. 

“‘(i)  Dividends  or  interest  paid  by  a  for¬ 
eign  corporation,  a  nonresident  alien  indi¬ 
vidual,  any  partnership  not  engaged  in  trade 
or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident 
aliens,  or  by  an  international  organization. 

"‘(j)  (1)  Any  payment  of  a  dividend  or 
Interest  (except  coupon  bond  interest)  to 

(A)  a  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States, 

(B)  a  nonresident  alien  individual,  (C)  any 
partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in 
whole  or  in  part  of  nonresident  aliens,  or 
(D)  any  foreign  government  or  international 
organization. 

“  ‘(2)  Any  payment  of  coupon  bond  inter¬ 
est  to  a  person  described  in  paragraph  ( 1 )  of 
this  subsection,  but  only  if  a  certificate  filed 
(in  such  form  and  manner,  and  at  such  time, 
as  the  Secretary  may  by  regulations  pre¬ 
scribe)  with  the  withholding  agent  discloses 
that  the  recipient  of  such  payment  is  a  per¬ 
son  described  in  paragraph  (1). 

“  ‘(k)  Any  payment  upon  which  the  with¬ 
holding  agent  is  required  to  deduct  hnd  with¬ 
hold  a  tax  under  section  143  (a)  (relating  to 
tax-free  covenant  bonds,  etc.)  determined 
without  regard  to  the  provisions  of  para¬ 
graph  (2)  of  such  section. 

“‘(1)  Interest  on  an  obligation  of  a  cor¬ 
poration,  issued  before  January  1,  1951,  con¬ 
taining  a  contract  or  provision  by  which  the 
obligor  agrees  to  pay  the  interest  without 
deduction  for  any  tax  which  the  obligor  may 
be  required  to  pay  thereon  or  to  retain  there¬ 
from  under  any  law  of  the  United  States. 

“‘(m)  Dividends  paid  pursuant  to  the 
terms  of  a  lease  of  property  entered  into  prior 
to  January  1,  1951,  if  under  such  lease  the 
shareholders  of  the  lessor  corporation  are 
entitled  to  such  dividends  without  deduction 
for  any  tax  which  any  law  of  the  United 
States  might  require  to  be  deducted  and 
Withheld  upon  the  payment  of  dividends. 

“‘(n)  Amounts  (whether  or  not  designed 
as  dividends)  paid  by  a  mutual  savings  bank, 
saving  and  loan  association,  building  and 
loan  association,  cooperative  bank,  home¬ 
stead  association,  credit  union,  or  any  simi¬ 
lar  organization,  in  respect  of  withdrawable 
or  repurchasable  shares,  investment  certifi¬ 
cates,  or  deposits. 

“  ‘Sec.  1203.  Returns  and  payment. 

“‘(a)  In  general:  Every  person  required 
under  this  subchapter  to  deduct  and  with¬ 


hold  any  tax  shall  make  a  return  of  such  tax 
and  shall  pay  such  tax,  at  such  time,  for  such 
period,  and  in  such  manner  as  the  Secretary 
may  by  regulations  prescribe,  by  making  a 
return  of  the  total  amount  of  dividends  and 
interest  with  respect  to  which  tax  is  re¬ 
quired  to  be  deducted  and  withheld  by  such 
person  under  this  subchapter  for  such  period 
and  paying  a  tax,  for  which  such  person  shall 
be  liable,  in  an  amount  equal  to  20  percentum 
of  such  total. 

“‘(b)  Adjustment  of  tax:  If  more  or  less 
than  the  correct  amount  of  tax  due  for  any 
period  under  subsection  (a)  is  paid  with  re¬ 
spect  to  such  period,  proper  adjustments  with 
respect  to  the  tax  shall  be  made,  without 
interest,  in  such  manner  and  at  such  times 
as  may  be  prescribed  by  regulations  made 
under  this  subchapter. 

“  ‘Sec.  1204.  Credit  for  regulated  investment 
companies  and  personal  hold¬ 
ing  companies 

“  ‘In  the  case  of  any  withholding  agent 
which  is  a  regulated  investment  company  as 
defined  in  section  361  or  a  personal  holding 
company  as  defined  in  section  501,  the 
amount  required  to  be  deducted  and  with¬ 
held  as  tax  under  this  chapter  with  respect 
to  dividends  and  interest  received  by  it  dur¬ 
ing  a  taxable  year  shall  be  allowed,  under 
regulations  prescribed  by  the  Secretary,  as  a 
credit  against  (but  not  in  excess  of)  the  tax 
for  which  such  withholding  agent  is  liable 
under  section  1203  (a)  in  respect  of  dividends 
and  interest  paid  by  it  during  such  year.  For 
the  purposes  of  this  section  a  dividend  shall 
be  considered  as  having  been  paid  within  a 
taxable  year  (1)  in  the  case  of  a  regulated 
investment  company,  if  treated  as  paid  dur¬ 
ing  such  taxable  year  under  section  362  (b) 
(8),  or  (2)  in  the  case  of  a  personal  holding 
company,  if  claimed  under  section  504  (c), 
in  computing  undistributed  subchapter  A 
net  income,  in  the  return  for  such  year. 

“  ‘subchapter  b — royalties  j 

"  ‘Sec.  1220.  Definition  of  royalty. 

“  ‘As  used  in  this  chapter,  the  term  “roy¬ 
alty”  means — 

“‘(a)  any  rent  or  royalty  in  respect  of 
mines,  oil  and  gas  wells,  and  other  natural 
deposits,  including  any  delay  rental  and  any 
minimum  royalty,  whether  or  not  measured 
by  production  or  by  a  share  of  gross  or  net 
income  therefrom,  and  any  payment  repre¬ 
senting  a  share  of  the  gorss  or  net  income 
derived  from  the  extraction  and  sale  of  any 
natural  deposit,  but  only  if  the  recipient  of 
such  rent,  royalty,  or  payment  is  not  per¬ 
sonally  obligated  to  pay  a  proportionate  share 
of  development  or  operating  expenses.  For 
the  purposes  of  this  chapter,  if  a  royalty,  as 
defined  in  the  preceding  sentence,  is  paid  in 
kind,  such  payment  shall  not  constitute  pay¬ 
ment  of  a  royalty,  but  if  the  mineral,  oil,  gas, 
or  other  natural  deposit  so  received  in  kind  is 
sold  by  or  on  behalf  of  the  recipient  to  the 
producer  or  under  a  division  order,  the  pur¬ 
chaser  shall  be  considered  as  making  pay¬ 
ment  of  the  royalty  in  an  amount  equal  to 
the  purchase  price; 

“‘(b)  any  payment,  however  designated, 
made  by  a  corporation  for  the  privilege  of 
using  any  patent,  pending  application  for  a 
patent,  copyright,  secret  process  or  formula, 
trade  mark,  or  trade  brand,  including  any 
payments  made  by  an  assignee  or  an  exclu¬ 
sive  licensee  thereof,  if  measure  by  the  use 
of  a  patent,  pending  application  for  a  patent, 
copyright,  secret  process  or  formula,  trade 
marke,  or  trade  brand,  or  if  payable  over  a 
period  substantially  coterminous  with  the 
period  of  the  payor’s  right  to  use  such  prop¬ 
erty,  but  not  including  any  payments  in  re- 
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Eoect  of  copyrights  made  to  an  organization 
to  which  subsection  (c)  is  applicable;  and 
“‘(c)  any  payment  made  by  an  organiza¬ 
tion  to  its  members  in  respect  of  the  use  of 
their  copyrights,  if  such  organization  is  au¬ 
thorized  to  license  the  use  of  such  copyrights 
and  has  control  of  the  receipt,  allocation,  - 
and  distribtuion  of  the  payments  made  for 
such  use. 

“  ‘Sec.  1221.  Income  tax  collected  at  source 
‘“(a)  Requirement  of  withholding:  Every 
person  making  payment  after  December  31, 
1951,  of  a  royalty  shall  deduct  and  withohold 
upon  such  royalty  a  tax  equal  to  20  per 
cent  of  the  amount  thereof.  If  the  with¬ 
holding  agent  is  unable  to  determine  the 
person  to  whom  the  royalty  is  payable,  such 
tax  shall  be  deducted  and  withheld  at  the 
time  payment  thereof  would  be  made  if  such 
person  were  known.  For  certain  exemptions 
from  withholding  see  section  1222. 

“‘(b)  Tax  paid  by  recipient:  If  the  with¬ 
holding  agent,  in  violation  of  the  provisions 
of  this  subchapter,  fails  to  deduct  and  with¬ 
hold  the  tax  under  this  subchapter,  and 
thereafter  the  tax  against  which  such  tax 
may  be  credited  is  paid,  the  tax  so  required 
to  be  deducted  and  withheld  shall  not  be 
collected  from  the  withholding  agent,  but 
this  subsection  shall  in  no  case  relieve  the 
withholding  agent  from  liability  for  any 
penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  de¬ 
duct  and  withhold. 

“‘(c)  Liability  for  tax:  The  withholding 
agent  shall  be  liable  for  the  payment  of  the 
tax  required  to  be  deducted  and  withheld 
under  this  subchapter,  and  shall  not  be 
liable  to  any  person  for  the  amount  of  any 
such  payment. 

“‘(d)  Refunds  and  credits: 

(1)  Withholding  agent:  Where  there 
has  been  an  overpayment  of  tax  under  this 
subchapter,  refund  or  credit  shall  be  made 
to  the  withholding  agent  only  to  the  extent 
that  the  amount  of  such  overpayment  was 
not  deducted  and  withheld  under  this  sub¬ 
chapter  by  the  withholding  agent. 

“‘(2)  Recipient:  For  credit,  against  the 
income  tax  of  the  recipient  of  the  income,  of 
amounts  deducted  and  withheld  under  this 
subchapter,  see  section  35. 

“  ‘Sec.  1222.  Exemption  from  withholding 
“  ‘The  provisions  of  this  chapter  shall  not 
apply  to — 

“‘(a)  Royalties  paid  to  a  corporation  or 
to  a  government  or  political  subdivision 
thereof. 

“‘(b)  Royalties  paid  by  a  foreign  corpo¬ 
ration,  a  nonresident  alien  individual,  a 
partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  composed  in 
whole  or  in  part  of  nonresident  aliens,  or  an 
international  organization. 

“‘(c)  Royalties  paid  to  (1)  a  noresident 
alien  individual,  (2)  a  partnership  not  en¬ 
gaged  in  trade  or  business  within  the  United 
States  and  composed  in  whole  or  in  part  of 
nonresident  aliens,  or  (3)  an  international 
organization. 

“  ‘Sec.  1223.  Returns  and  payment 
“‘(a)  In  general:  Every  person  required 
under  this  subchapter  to  deduct  and  with¬ 
hold  any  tax  shall  make  a  return  of  such  tax 
and  shall  pay  sucb  tax,  at  such  time,  for 
such  period,  and  in  such  manner  as  the  Sec¬ 
retary  may  by  regulations  prescribe. 

“‘(b)  Adjustment  of  tax:  If  more  or  less 
than  the  correct  amount  of  tax  imposed  by 
this  subchapter  is  paid  with  respect  to  any 
payment  of  royalties,  proper  adjustments. 


with  respect  both  to  the  tax  and  the  amount 
to  be  deducted,  shall  be  made,  without  in¬ 
terest,  in  such  manner  and  at  such  times  as 
may  be  prescribed  by  regulations  made  un¬ 
der  this  subchapter.  , 

“  ‘Sec.  1224.  Receipts 

•“(a)  Requirement:  Every  person  required 
under  this  subchapter  to  deduct  and  with¬ 
hold  tax  on  a  royalty,  shall,  not  later  than 
January  31  of  the  year  succeeding  the  calen¬ 
dar  year  in  which  the  royalty  is  paid,  fur¬ 
nish  to  the  payee  of  the  royalty  a  written 
statement  showing  the  amount  of  the  royal¬ 
ties  paid  to  such  payee  during  such  calendar 
year,  and  the  amount  of  tax  deducted  and 
withheld  under  this  subchapter  in  respect  of 
such  royalties. 

“‘(b)  Statements  to  constitute  informa¬ 
tion  returns:  The  statements  required  to  be 
furnished  by  this  section  in  respect  of  any 
royalty  shall  be  furnished  at  such  other 
times,  shall  contain  such  other  information, 
and  shall  be  in  such  form  as  the  Secretary 
may  by  regulations  prescribe.  A  duplicate  of 
such  statement  if  made  and  filed  in  accord¬ 
ance  with  regulations  prescribed  by  the 
Secretary  shall  constitute  the  return  re¬ 
quired  to  be  made  in  respect  of  such  royal¬ 
ties  under  section  147. 

“‘(c)  Extension  of  time:  The  Secretary, 
under  regulations  prescribed  by  him,  may 
grant  to  any  person  a  reasonable  extension 
of  time  (not  in  excess  of  30  days)  with  re¬ 
spect  to  the  statements  required  to  be  fur¬ 
nished  by  such  person  under  this  section. 

“  ‘Sec.  1225.  Penalties. 

“‘(a)  Criminal  penalty:  In  lieu  of  any 
other  penalty  provided  by  law  (except  the 
penalty  provided  by  subsection  (b)  of  this 
section) ,  any  person  required  under  the  pro¬ 
visions  of  section  1224  to  furnish  a  state¬ 
ment  who  willfully  furnishes  a  false  or 
fraudulent  statement,  or  who  willfully  fails 
to  furnish  a  statement  in  the  manner,  at  the 
time,  and  showing  the  information  required 
under  section  1224,  or  regulations  prescribed 
thereunder,  shall  for  each  such  offense,  upon 
conviction  thereof,  be  fined  not  more  than 
$1,000,  or  imprisoned  for  not  more  than  1 
year,  or  both. 

'“(b)  Civil  penalty:  In  addition  to  the 
penalty  provided  by  subsection  (a)  of  this 
section,  any  person  required  under  the  pro¬ 
visions  of  section  1224  to  furnish  a  state¬ 
ment  who  willfully  furnishes  a  false  or 
fraudulent  statement,  or  who  willfully  fails 
to  furnish  a  statement  in  the  manner,  at  the 
time,  and  showing  the  information  required 
under  section  1224,  or  regulations  prescribed 
thereunder,  shall  for  each  such  offense  be 
subject  to  a  civil  penalty  of  not  more  than 
$50. 

“  ‘SUECHAPTER  C — GENERAL  PROVISIONS 

“  ‘Sec.  1230.  Definitions. 

“  ‘As  used  in  this  chapter — 

*“(a)  Taxable  year:  The  term  “taxable 
year”  shall  have  the  same  meaning  as  when 
used  in  chapter  1. 

“‘(b)  Person:  The  term  “person”  in¬ 
cludes  any  government  or  political  subdivi¬ 
sion,  or  agency  or  instrumentality  thereof. 

‘“(c)  Nonresident  alien:  The  term  “non¬ 
resident  alien  individual”  includes  an  alien 
resident  of  Puerto  Rico. 

“  ‘Sec.  1231.  Nondeductibility  of  tax  in  com¬ 
puting  net  income. 

”  ‘Any  tax  deducted  and  withheld  under 
this  chapter  shall  not  be  allowed  as  a  deduc¬ 
tion  in  computing  net  income  for  the  pur¬ 
pose  of  any  tax  on  Income  Imposed  by  act 
of  Congress. 


“  ‘Sec.  1232.  Return  and  payment  by  govern¬ 
mental  payor. 

“  ‘If  the  person  referred  to  in  section  1203 
(a)  or  1223  (a)  is  the  United  States,  or  a 
State,  Territory,  or  political  subdivision 
thereof,  or  the  District  of  Columbia,  or  any 
agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing,  the  return  and  pay¬ 
ment  required  by  such  sections  shall  be 
made  by  any  officer  or  employee  of  the 
United  States,  or  of  such  State,  Territory,  or 
political  subdivision,  or  of  the  District  of 
Columbia,  or  of  such  agency  or  instrument¬ 
ality,  as  the  case  may  be,  having  control  of 
the  payment  of  the  dividend,  interest,  or 
royalty,  or  appropriately  designated  for  that 
purpose. 

“  ‘Sec.  1233.  Tax-exempt  organizations — re¬ 
fund. 

“  ‘In  the  case  of  a  person  which  is  exempt 
from  the  tax  imposed  by  chapter  1,  if  the 
amount  required  to  be  deducted  and  with¬ 
held  as  tax  under  this  chapter  with  respect 
to  dividends  and  interest  received  by  it  dur¬ 
ing  any  calendar  quarter,  and  the  amount 
deducted  and  withheld  as  tax  under  this 
chapter  with  respect  to  royalties  received  by 
it  during  such  calendar  quarter,  exceed 
the  credit  claimed  by  and  allowed  to  such 
person  under  section  1637  for  such  quarter, 
the  excess  shall  be  immediately  refunded  or 
credited  to  such  person  as  an  overpayment 
of  the  tax  imposed  by  this  chapter,  but  only 
if  claim  therefor  is  filed  (or,  if  no  claim  is 
filed,  if  credit  or  refund  is  made)  after  the 
close  of  such  calendar  quarter  and  on  or  be¬ 
fore  March  15  of  the  fourth  calendar  year 
beginning  after  the  close  of  such  calendar 
quarter.  No  interest  shall  be  allowed  or 
paid  with  respect  to  any  such  refund  or 
credit  for  any  period  prior  to  the  date  on 
which  claim  for  such  refund  or  credit  is 
filed  or  prior  to  March  16  of  the  calendar 
year  succeeding  the  close  of  the  calendar 
quarter  in  respect  of  which  such  refund  or 
credit  is  claimed,  whichever  date  is  the  later. 

“  ‘Sec.  1234.  Failure  to  file  returns. 

“  ‘In  case  of  a  failure  to  make  and  file 
any  return  required  under  this  chapter 
within  the  time  prescribed  by  law  or  pre¬ 
scribed  by  the  Secretary  in  pursuance  of 
law,  unless  it  is  shown  that  such  failure  is 
due  to  reasonable  cause  and  not  to  willful 
neglect,  the  addition  to  the  tax  or  taxes  re¬ 
quired  to  be  shown  on  such  return  shall  not 
be  less  than  $5. 

“  ‘Sec.  1235.  Other  laws  applicable. 

“  ‘All  provisions  of  law,  including  penal¬ 
ties,  applicable  with  respect  to  any  tax  im¬ 
posed  by  section  2700,  and  the  provisions  of 
section  3661,  shall,  insofar  as  applicable  and 
not  inconsistent  with  the  provisions  of  this 
chapter,  be  applicable  with  respect  to  the 
tax  under  this  chapter.* 

“Sec.  202.  Credit  for  tax  withheld. 

“Section  35  (relating  to  credit  against  in¬ 
come  tax)  is  hereby  amended  as  follows: 

“(1)  by  striking  from  the  heading  thereof 
the  words  ‘on  wages’; 

"(2)  by  inserting  at  the  beginning  of  the 
first  paragraph  thereof  the  following  head¬ 
ing:  ‘(a)  Credit  for  tax  withheld  on 
wages. — ’;  and 

“(3)  by  inserting  at  the  end  thereof  the 
following  new  subsection: 

“  ‘(b)  Credit  for  tax  withheld  on  dividends, 
Interest,  and  royalties:  Under  regulations 
prescribed  by  the  Secretary — 

"‘(1)  In  general:  The  amount  required 
to  be  deducted  and  witheld  as  tax  under 
chapter  6  upon  any  payment  of  a  dividend 
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or  interest,  and  the  amount  deducted  and 
withheld  as  tax  under  such  chapter  upon 
any  payment  of  a  royalty,  shall  be  allowed 
as  a  credit,  to  the  recipient  of  the  income, 
against  the  tax  imposed  by  this  chapter  for 
the  taxable  year  in  which  the  dividend,  in¬ 
terest,  or  royalty  is  received. 

‘‘‘(2)  Partnerships,  trusts,  and  estates: 
If  the  recipient  of  the  dividend,  interest,  or 
royalty  is  a  partnership  or  a  common  trust 
fund,  then  the  credit  shall  not  be  allowed 
to  such  recipient,  but  the  members  of  the 
partnership,  or  the  participants  in  the  com¬ 
mon  trust  fund,  as  the  case  may  be,  shall 
be  allowed  their  proportionate  share  of  such 
credit.  If  the  recipient  is  an  estate  or  trust, 
and  if  any  legatee,  heir,  or  beneficiary  sub¬ 
ject  to  the  tax  imposed  by  this  chapter  is 
required  to  include  a  portion  of  such  divi¬ 
dend,  interest,  or  royalty  in  computing  his 
net  income,  such  legatee,  heir,  or  beneficiary 
shall  be  allowed  such  portion  of  the  credit 
as  is  propertly  allocable  to  him  on  the  basis 
of  the  income  allocable  to  him  under  sec¬ 
tion  162  for  the  taxable  year  of  the  estate 
or  trust,  and  such  portion  of  the  credit  shall 
not  be  allowed  to  the  estate  or  trust. 

‘“(3)  Regulated  investment  companies 
and  personal  holding  companies:  In  the 
case  of  a  regulated  investment  company  or 
a  personal  holding  company,  the  credit  pro¬ 
vided  in  paragraph  (1)  shall  be  reduced  by 
the  amount  of  credit  allowed  such  company 
under  section  1204. 

•“(4)  Tax  exempt  organizations:  The 
credit  provided  by  this  subsection  shall  not 
be  allowed  to  any  recipient  which  is  exempt 
from  income  tax.  For  credit  against  the 
liability  of  such  a  recipient  in  respect  of 
the  employment  taxes  imposed  by  subchap¬ 
ter  A  and  subchapter  D  of  chapter  9,  see 
section  1637.  For  refund  under  chapter  6 
In  the  case  of  such  a  recipient,  see  section 
/  1233.’ 

“Sec.  203.  Credits  in  case  of  organizations 
exempt  from  tax. 

“Subchapter  E  of  chapter  9  (relating  to 
employment  taxes)  is  hereby  amended  by 
adding  after  section  1636  the  following  new 
section : 

*  ‘Sec.  1637.  Special  credit  in  case  of  organiza¬ 
tions  exempt  from  income  tax. 

“  ‘In  the  case  of  any  person  (including  any 
government  or  political  subdivision,  agency, 
or  instrumentality  thereof)  which  is  exempt 
from  the  tax  imposed  by  chapter  1,  the 
amount  required  to  be  deducted  and  with¬ 
held  as  tax  under  chapter  6  with  respect  to 
dividends  and  interest  received  by  it  during 
any  calendar  quarter,  and  the  amount  de¬ 
ducted  and  withheld  as  tax  under  such 
chapter  with  respect  to  royalties  received  by 
it  during  such  calendar  quarter,  shall  be  al¬ 
lowed,  under  regulations  prescribed  by  the 
Secretary,  as  a  credit  against  (but  not  in  ex¬ 
cess  of)  the  amount  shown  on  the  return 
of  such  person  as  its  liability  (after  the  ad¬ 
justments,  if  any,  provided  for  in  sections 
1401  (c)  and  1411)  for  such  quarter  in  re¬ 
spect  of  the  taxes  imposed  by  subchapter  A 
and  subchapter  D  of  this  chapter.  Such 
credit  shall  be  allowed  only  if  claim  therefor 
is  made,  in  accordance  with  such  regulations, 
at  the  time  of  the  filing  of  the  return  under 
subchapter  A  and  subchapter  D  for  such 
quarter.  For  refund  under  chapter  6,  see 
section  1233.’ 

“Sec.  204.  Technical  amendment. 

“(a)  Tax  computed  by  collector.  Section 
51  (f)  (relating  to  tax  computed  by  collec¬ 
tor)  is  hereby  amended  to  read  as  follows: 

“  ‘Tax  computed  by  collector. 


“‘(1)  Return  requirements:  An  Individ¬ 
ual  entitled  to  elect  to  pay  the  tax  imposed 
by  supplement  T  whose  gross  income  is  less 
than  $5,000  and  is  entirely  from  one  or  more 
of  the  following  sources:  wages  as  defined 
In  section  1621  (a),  or  dividends  (other  than 
a  capital  gain  dividend  as  defined  in  section 
362  (b)  (7)  or  interest  on  which  tax  is  re¬ 
quired  to  be  deducted  and  withheld  under 
chapter  6,  shall  at  his  election  be  relieved, 
by  using  the  form  prescribed  as  the  form  for 
the  return  for  the  purposes  of  this  sub¬ 
section,  from  showing  on  the  return  the 
tax  imposed  by  this  chapter.  In  such  case 
the  tax  shall  be  computed  by  the  collector. 

“‘(2)  Result  of  computation:  After  the 
collector  has  computed  the  tax,  he  shall  mail 
to  the  taxpayer  a  notice  stating  the  amount 
determined  by  the  collector  as  payable  and 
making  demand  therefor. 

“‘(3)  Regulations:  The  Secretary  shall 
prescribe  regulations  for  carrying  out  this 
subsection,  and  such  regulations  may  pro¬ 
vide  for  the  application  of  the  rules  of  this 
subsection  to  cases  where  the  gross  income 
includes  items  other  than  those  enumerated 
in  paragraph  (1)  if  the  gross  income  from 
such  other  sources  is  not  more  than  $200, 
and  to  cases  where  the  gross  income  is  $5,000 
or  more  but  not  more  than  $5,200.  Such 
regulations  shall  provide  for  the  applica¬ 
tion  of  this  subsection  in  the  case  of  husband 
and  wife,  including  provisions  determining 
when  a  joint  return  under  this  subsection 
may  be  permitted  or  required  and  what 
constitutes  a  joint  return,  whether  the  lia¬ 
bility  shall  be  joint  and  several,  and  whether 
one  spouse  may  make  return  under  this  sub¬ 
section  and  the  other  without  regard  to  this 
subsection. 

“  ‘Method  of  election:  The  election  to 
have  the  benefits  of  this  subsection  shall 
be  made  by  making  returns  on  the  form 
prescribed  as  the  form  for  the  return  for 
the  purposes  of  this  subsection.  An  elec¬ 
tion  so  made  shall  constitute  an  election  to 
pay  the  tax  imposed  by  supplement  T.’ 

“(b)  Requirement  of  declaration  of  es¬ 
timated  tax:  Section  58  (a)  (relating  to 
declaration  of  estimated  tax)  is  hereby 
amended  to  read  as  follows: 

“‘(a)  Requirement  of  declaration:  Every 
Individual  (other  than  an  estate  or  trust 
and  other  than  a  nonresident  alien  with  re¬ 
spect  to  whose  wages,  as  defined  in  section 
1621  (a),  withholding  under  subchapter  D  of 
chapter  9  is  not  made  applicable,  but  in¬ 
cluding  every  alien  individual  who  is  a  resi¬ 
dent  of  Puerto  Rico  during  the  entire  taxable 
year)  shall,  at  the  time  prescribed  in  sub¬ 
section  (d),  make  a  declaration  of  his  esti¬ 
mated  tax  for  the  taxable  year  if — 

“  ‘(1)  his  gross  income  from  wages  (as  de¬ 
fined  in  section  1621)  and  from  dividends, 
interest,  and  royalties,  as  defined  in  chapter 
6,  upon  which  a  tax  is  required  to  be  de¬ 
ducted  and  withheld  under  such  chapter, 
can  reasonably  be  expected  to  exceed  the 
sum  of  $4,500  plus  $600  with  respect  to  each 
exemption  provided  in  section  25  (b);  or 
‘“(2)  his  gross  income  from  sources  other 
than  wages  (as  defined  in  section  1621)  and 
other  than  dividends,  interest,  and  royal¬ 
ties,  as  defined  in  chapter  6,  upon  which  a 
tax  is  required  to  be  deducted  and  withheld 
under  such  chapter,  can  reasonably  be  ex¬ 
pected  to  exceed  $100  for  the  taxable  year 
and  his  gross  income  to  be  $600  or  more.’ 

“(c)  Credit  under  section  143:  Section  143 
relating  to  withholding  of  tax  at  source)  is 
hereby  amended  by  adding  at  the  end  there¬ 
of  the  following  new  subsection: 

“‘(i)  Credit  for  tax  withheld  at  source. 
Where  any  person  is  required  to  deduct  and 
withhold  a  tax  under  subsection  (b)  on  an 


amount  on  which  a  tax  was  required  to  be 
deducted  and  withheld  under  subchapter  A 
of  chapter  6,  or  on  an  amount  on  which  a 
tax  was  deducted  and  withheld  under  sub¬ 
chapter  B  of  such  chapter,  such  person  shall 
deduct  and  withhold  only  the  excess  of — 

“  ‘  ( 1 )  the  amount  which  would  be  required 
to  be  deducted  and  withheld  under  subsec¬ 
tion  (b)  but  for  the  application  of  chapter 
6,  over 

“  ‘(2)  The  amount  required  to  be  deducted 
and  withheld  under  subchapter  A  of  chap¬ 
ter  6,  or  the  amount  deducted  and  withheld 
under  subchapter  B  of  such  chapter,  which¬ 
ever  is  applicable.’ 

“(d)  Credit  under  section  144:  Section  144 
(relating  to  payment  of  corporation  income 
tax  at  source)  is  hereby  amended  by  strik¬ 
ing  out  the  period  at  the  end  thereof  and  add¬ 
ing  in  lieu  thereof  the  following:  •;  Pro¬ 
vided  further,  That,  where  any  person  is  re¬ 
quired  under  this  section  to  deduct  and  with¬ 
hold  a  tax  on  an  amount  on  which  a  tax  wag 
required  to  be  deducted  and  withheld  under 
subchapter  A  of  chapter  6,  or  on  an  amount 
on  which  a  tax  was  deducted  and  withheld 
under  subchapter  B  of  such  chapter,  such 
person  shall  deduct  and  withhold  only  the 
excess  of — 

“  ‘(1)  the  amount  which  would  be  required 
to  be  deducted  and  wtihheld  under  this  sec¬ 
tion  but  for  the  application  of  chapter  6, 
over 

“  ‘(2)  the  amount  required  to  be  deducted 
and  withheld  under  subchapter  A  of  chap¬ 
ter  6,  or  the  amount  deducted  and  withheld 
under  subchapter  B  of  such  chapter,  which¬ 
ever  is  applicable.’ 

“(e)  Information  at  source:  Subsections 
(a)  and  (b)  of  section  147  (relating  to  in¬ 
formation  at  source)  are  hereby  amended  to 
read  as  follows: 

“‘(a)  Payments  of  rent,  salaries,  interest, 
etc:  All  persons,  in  whatever  capacity  act¬ 
ing,  including  lessees  or  mortgagors  of  real 
or  personal  property,  fiduciaries,  and  em¬ 
ployers,  making  payment  to  another  person, 
of — 

“‘(1)  rent,  salaries,  wages,  premiums,  an¬ 
nuities,  compensations,  remunerations,  emo¬ 
luments,  or  other  fixed  or  determinable 
gains,  profits,  and  income  (other  than  pay¬ 
ments  described  in  section  148  (a)  or  149), 
of  $600  or  more  in  any  taxable  year,  or 

“  ‘(2)  interest,  upon  which  tax  is  required 
to  be  deducted  and  withheld  under  chap¬ 
ter  6,  of  $300  or  more  in  any  taxable  year, 
or 

“  ‘(3)  Interest,  upon  which  tax  is  required 
to  be  deducted  and  withheld  under  chapter 
6,  of  $100  or  more  in  any  taxable  year, 
or,  in  the  case  of  such  payments  made  by  the 
United  States,  the  officers  or  employees  of 
the  United  States  having  information  as  to 
such  payments  and  required  to  make  returns 
in  regard  thereto  by  the  regulations  herein¬ 
after  provided  for,  shall  render  a  true  and  ac¬ 
curate  return  to  the  Secretary,  under  such 
regulations  and  in  such  form  and  manner  and 
to  such  extent  as  may  be  prescribed  by  him, 
setting  forth  the  amount  of  such  gains;  prof¬ 
its,  and  income,  and  the  name  and  address 
of  the  recipient  of  such  payment. 

“‘(b)  Returns  regardless  of  amount  of 
payment:  Such  returns  may  be  required, 
regardless  of  amounts,  (1)  in  the  case  of 
payments  of  interest,  and  (2)  in  the  case  of 
collections  of  items  (not  payable  in  the 
United  States)  of  interest  upon  the  bonds 
of  foreign  countries  and  interest  upon  the 
bonds  of  and  dividends  from  foreign  cor¬ 
porations  by  persons  undertaking  as  a  mat¬ 
ter  of  business  or  for  profit  the  collection  of 
foreign  payments  of  such  interest  or  divi¬ 
dends  by  means  of  coupons,  checks,  or  bills 
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of  exchange.  This  subsection  shall  not  apply 
to  payments  of  Interest  (other  than  coupon 
bond  interest)  upon  which  tax  Is  required  to 
be  deducted  and  withheld  under  chapter  6.* 

•■(f)  Information  by  corporations:  Section 
148  (a)  (relating  to  information  by  corpora¬ 
tions  in  the  case  of  dividend  payments)  is 
hereby  amended  by  inserting  a  comma  in  lieu 
of  the  period  at  the  end  thereof  and  adding 
the  following:  ‘except  that  if  the  amount  of 
dividends  paid  to  any  shareholder  during  a 
calendar  year  is  less  than  $300  and  tax  is 
required  to  be  deducted  and  withheld  under 
chapter  6  upon  the  entire  amount  of  such 
dividents,  no  such  return  shall  be  required 
with  respect  to  such  shareholder  for  such 
calendar  year.’ 

"(g)  Clerical  amendment:  Section  169  (b) 
(relating  to  taxation  of  common  trust  funds) 
is  hereby  amended  by  striking  out  ‘or  chapter 
6’  and  by  striking  out  ‘chapters’  and  inserting 
in  lieu  thereof  ‘chapter’. 

"(h)  Amount  of  credit  considered  as  pay¬ 
ment:  Section  322  (a)  (2)  (relating  to  re¬ 
funds  and  credits)  is  hereby  amended  to  read 
as  follows: 

“‘(2)  Treatment  of  credits:  The  amount 
of  credit  provided  in  section  35  against  the 
tax  for  any  taxable  year  shall,  to  the  extent 
thereof,  be  considered  as  payment  of  the  tax 
for  such  year,  whether  or  not  the  withholding 
agent  has  paid  to  the  collector  the  amount 
of  the  tax  deducted  and  withheld  at  the 
source  under  subchapter  D  of  chapter  9  or 
subchapter  B  of  chapter  6  or  the  amount 
of  tax  required  to  be  deducted  and  withheld 
at  source  under  6Ubchapter  A  of  chapter  6.’ 

"(i)  Special  period  of  limitations  for  small 
refunds  on  tax  withheld  at  source:  Section 
322  (b)  (relating  to  statute  of  limitations  on 
filing  claim  for  credit  or  refund)  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

“  ‘(7)  Special  period  of  limitations  with  re¬ 
spect  to  certain  overpayments  resulting  from 


tax  withheld  on  dividends,  interest,  or  royal¬ 
ties:  In  the  case  of  an  individual  filing  a 
claim  for  credit  or  refund  of  an  overpayment 
for  a  taxable  year  for  which  he  was  not  re¬ 
quired  under  section  51  (a)  to  make  a  return, 
if  the  overpayment  is  attributable  to  the 
credit  allowed  under  section  35  for  tax  re¬ 
quired  to  be  deducted  and  withheld  under 
subchapter  A  of  chapter  6  (relating  to  tax 
withheld  at  source  on  dividends  and  inter¬ 
est)  or  for  tax  deducted  and  withheld  under 
subchapter  B  of  such  chapter  (relating  to  tax 
withheld  at  source  on  royalties),  in  lieu  of 
the  period  of  limitation  prescribed  in  para¬ 
graph  (1),  the  period  shall  be  7  years  from 
the  date  prescribed  by  law  for  filing  a  return 
for  the  taxable  year  with  respect  to  which 
the  claim  is  made.  In  such  a  case,  the 
amount  of  credit  or  refund  may  exceed  the 
portion  of  the  tax  paid  within  the  period 
prescribed  in  paragraph  ( 2 ) ,  to  the  extent  of 
the  amount  of  the  overpayment  attributable 
to  such  credit  allowed  under  section  35,  or  to 
the  extent  of  $2,  whichever  is  the  lesser.’ 

“(J)  Presumptions  as  to  date  of  payment: 
Section  322  (e)  (relating  to  presumption  as 
to  date  of  payment)  is  hereby  amended  to 
read  as  follows: 

“'(e)  Presumptions  as  to  date  of  pay¬ 
ment:  For  the  purpose  of  this  section — 

“‘(1)  any  amount  allowable  as  a  credit 
under  section  32  (relating  to  credit  for  tax 
withheld  at  source  on  tax-free  covenant 
bonds  and  on  payments  to  nonresident  aliens 
and  foreign  corporations)  or  under  section 
35  (relating  to  credit  for  tax  withheld  at 
t  jurce  on  wages,  dividends,  interest,  and 
royalties)  shall,  in  respect  of  the  person  en¬ 
titled  to  such  credit,  be  deemed  to  have  been 
paid  by  him  on  the  last  day  prescribed  by 
law  (determined  without  regard  to  any  ex¬ 
tension  of  time  granted  the  taxpayer),  for 
the  filing  of  the  return  for  his  taxable  year 
with  respect  to  which  such  amount  is  allow¬ 
able  as  a  credit;  and 


•“(2)  any  amount  paid  as  estimated  tax 
for  any  taxable  year  shall  be  deemed  to  have 
been  paid  on  the  last  day  prescribed  by  law 
(determined  without  regard  to  any  extension 
of  time  granted  the  taxpayer)  for  the  filing 
of  the  return  for  such  taxable  year.’ 

“(k)  Interest  on  overpayments:  Section 
3771  (f)  is  hereby  amended  to  read  as  fol¬ 
lows: 

“‘(f)  Tax  withheld  at  source  and  esti¬ 
mated  tax — 

“‘(1)  Claims  filed  under  special  period  of 
limitations  provided  in  section  322  (b)  (7) : 
If  credit  or  refund  of  the  overpayment  would 
be  barred  under  section  322  (b)  except  for 
paragraph  (7)  thereof,  no  interest  shall  be 
allowed  or  paid  with  respect  to  the  overpay¬ 
ment  for  any  period  ending  prior  to  the  ex¬ 
piration  of  6  months  after  the  date  on  which 
the  claim  was  filed. 

“‘(2)  Cross  reference:  For  date  of  pay¬ 
ment  in  respect  of  estimated  tax  and  tax 
withheld  at  source,  see  section  322  (e) .’ 

"(1)  Definition  of  withholding  agent:  Sec¬ 
tion  3797  (a)  (16)  is  hereby  amended  by 
striking  out  ‘143  or  144’,  and  by  inserting  in 
lieu  thereof  ‘143,  144,  1201,  or  1221.’ 

“(m)  Effective  date:  The  amendments 
made  by  subsections  (a)  and  (b)  shall  be 
applicable  to  taxable  years  beginning  after 
December  31,  1951.” 

The  next  amendment  was,  on  page  101, 
after  line  7,  to  strike  out: 

“Part  H — Increase  in  Withholding  op  Tax 
at  Source  on  Wages 

“Sec.  221.  Percentage  method  of  withholding. 

“Section  1622  (a)  (relating  to  percentage 
method  of  withholding)  is  hereby  amended 
by  striking  out  ‘18  percent’  and  inserting  in 
lieu  thereof  ‘20  percent.* 

“Sec.  222.  Wage  bracket  withholding. 

“The  tables  contained  in  section  1622  (c) 
(1)  (relating  to  wage  bracket  withholding) 
are  hereby  amended  to  read  as  follows: 
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"  ‘If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are— 

And  the  number  of  withholding  exemptions  claimed  is— 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or  more 

At  least 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 . 

$13 . 

20%  of  wattes 

$0 
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$0 
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$0 

o 

$0 
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o 

$0 
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$0 
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$0 
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$0 
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$0 

0 

0 

0 

o 

$13 . 

$14 . . 

$2.  70 

2. 90 

$14 . 

$15 . 
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0 

o 

o 

o 

0 

0 

0 

0  • 

$15 . 

$16  . 
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o 

o 

o 

o 

0 

0 

0 

0 

o 

$16 . 

$17 . . 
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.70 

0 

0 

o 

0 

0 

0 

0 

$17 . . . 

$18 . - 
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.90 

0 

0 

0 

0 

0 

0 

0 

o 

o 

$18 . 

$19 . . 

3.70 
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0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

$19 . . 

$20 . . 
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1.40 

0 

0 

0 

0 

0 

0 

0 

0 
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$21 . 

4.20 

1. 60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$21 . 

$22 . 

4.40 

1.80 

0 

0 

0 

0 

0 

0 

0 
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$23 . . 

4.60 

2.00 
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0 
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0 

0 
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$24 . . . 

4.80 
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0 

0 

0 

0 

0 

0 

0 
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$25 . 
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0 

0 
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0 

0 

0 

0 
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0 

0 

0 
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0 

0 
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5.  40 
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0 

0 

0 

0 
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0 

0 

$27 . 
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0 
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0 

0 

0 

0 
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0 

0 

0 

0 
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0 

0 
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0 

0 

0 

0 

0 

0 

0 

0 
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3.60 
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0 

0 

0 

0 

0 

0 

0 
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0 

0 
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6.60 
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0 

0 

0 

0 

0 

0 

0 

0 

$33 . 

$34 . 

6.  80 

4.20 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$34 . 

$35 . - 

7.00 

4.  40 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

$35 . 

$36 . . 

7.20 

4.60 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

$36 . 

$37 . . 

7.40 

4.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

$37 . 

$38 . 

7.60 

5.00 

2.40 

0 

0 

0 

0 

0 

0 

0 

0 

$38 . — 

$39 . 

7.80 

5.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

$39 . 

$40 . 

8.00 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

0 

0 

$40 . 

$41 . . . 

8.20 

5.  60 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

$41  .  .  _ 

$42 . - 

8.40 

5.80 

3.  20 

.60 

0 

0 

0 

0 

0 

0 

0 

$42 . 

$43 . 

8.60 

6.  00 

3.  40 

.80 

0 

0 

0 

0 

0 

0 

0 

$43 . 

$44 . 

8. 80 

6.20 

3.  60 

1.00 

0 

0 

0 

0 

0 

0 

0 

$44 . 

$45 . 

9. 00 

6.  40 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

0 

$45 . 

$46 . 

9.  20 

6.  60 

4.  00 

1.40 

0 

0 

0 

0 

0 

0 

0 

$46 . 

$47 . 

9.  40 

6.  80- 

4.  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$47  . 

$48 . - 

9.60 

7.  00 

4.  40 

1.80 

0 

0 

0 

0 

0 

0 

0 

$48 . . . 

$49 . . . 

9.80 

7.20 

4.60 

2.  00 

0 

0 

0 

0 

0 

0 

0 

$49 . . 

$50 . 

10.  00 

7.  40 

•  4.80 

2.  20 

0 

0 

0 

0 

0 

0 

0 

$50 . 

$51 .. . 

10.  20 

7.60 

5.  00 

2.  40 

0 

0 

0 

0 

0 

0 

0 

$51  . 

$52 . 

10.  40 

7.  80 

5.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

$52  . . 

$53 . 

10.  60 

8.  00 

5.  40 

2.  80 

.20 

0 

0 

0 

0 

0 

0 

$53  . 

$54 . 

10.  80 

8.20 

5.60 

3.  00 

.40 

0 

0 

0 

0 

0 

0 

$54 . . 

$55 . . 

11.00 

8.  40 

5.  80 

3.20 

.70 

0 

0 

0 

0 

0 

0 

$55 . 

$56 . 

11.20 

8.60 

6.  00 

3.  50 

.90 

0 

0 

0 

0 

0 

0 

$56 . 

$57 . 

11.40 

8.  80 

6. 20 

3.  70 

1.10 

0 

0 

0 

0 

0 

0 

$57 . 

$58 . 

11.60 

9.  00 

6. 50 

3.90 

1.30 

0 

0 

0 

0 

0 

0 

$58 . 

$59 . 

11.80 

9.  30 

6. 70 

4. 10 

1.50 

0 

0 

0 

0 

0 

0 

$59 . 

$60 . . 

12. 00 

9.  50 

6. 90 

4.  30 

1.70 

0 

0 

0 

0 

0 

0 

$60 . . . 

$62 . . - 

12. 40 

9.  80 

7.20 

4.  60 

2. 00 

0 

0 

0 

0 

0 

0 

$62 . 

$64 . . 

12.  80 

10.20 

7. 60 

5.  00 

2.  40 

0 

0 

0 

0 

0 

0 

$64 

$66 . 

13.  20 

10.  60 

8. 00 

5.  40 

2.80 

.20 

0 

0 

0 

0 

0 

$66 _ 

$68 . 

13.  60 

11.00 

8.40 

5.  80 

6.  20 

3.  20 

.60 

0 

0 

0 

0 

0 

$68 . 

$70 . . 

14.00 

11.40 

8.80 

3.  60 

1.00 

0 

0 

0 

0 

0 

$70 . 

$72 . . 

14.  40 

11.80 

9.  20 

6.  60 

4.00 

1.40 

0 

0 

0 

0 

0 

$72 . . 

$74 . 

14.  80 

12.  20 

9. 60 

7.00 

4.40 

1.80 

0 

0 

0 

0 

0 

$74 . 

$76 . 

15.  20 

12.  60 

10.00 

7.40 

4.80 

2. 20 

0 

0 

0 

0 

0 

$76 . 

$78 . 

15.60 

13.00 

10.40 

7. 80 

5.20 

2.60 

0 

0 

0 

0 

0 

$78 . 

$80 . - 

16.  00 

13.  40 

10.  80 

8.20 

5. 60 

3.  00 

.40 

0 

0 

0 

0 

$80 . . . 

$82 . 

16.40 

13.  80 

11.20 

8.60 

6.  00 

3.40 

.80 

1.20 

0 

0 

0 

0 

$82 

$84 . 

16.  80 

14.20 

11.60 

9.00 

6. 40 

3.80 

0 

0 

0 

0 

$84  . . 

$86 . 

17.20 

14.60 

12.00 

9.40 

6.80 

4.  20 

1.60 

0 

0 

0 

0 

$86 

$88 . 

17.60 

15. 00 

12.40 

9.80 

7. 20 

4.60 

2.00 

0 

0 

0 

0 

$90 . 

18. 00 

15.40 

12.80 

10.  20 

7.60 

5.00 

2.  40 

0 

0 

0 

0 

$90  . 

$92 . 

18.  40 

15.80 

13.  20 

10.  60 

8.00 

5.40 

2.90 

.30 

0 

0 

0 

$92... 

$94 . 

18.80 

16.  20 

13.60 

11.00 

8.40 

5.90 

3.30 

.70 

1.10 

0 

0 

0 

$94 . . . 

$96 . 

19.  20 

16.60 

14.00 

11.40 

8.90 

6.30 

3.70 

0 

0 

0 

$96 

$98 . . 

19.  60 

17. 00 

14.50 

11.90 

9.  30 

6.70 

4. 10 

1.  50 

0 

0 

0 

$98 

$100 . 

20.00 

17.50 

14.90 

12.  30 

9.  70 

7. 10 

4.  50 

1.90 

0 

0 

0 

$100  .. 

$105 . 

20.80 

18.20 

15.  60 

13.00 

10.  40 

7.80 

6.  20 

2.60 

0 

0 

0 

$105 

$110 . . 

21.80 

19.  20 

16.60 

14.00 

11.40 

8.80 

6.  20 

3.60 

1.00 

0 

0 

0 

$110 

$115. . . 

22.80 

20.  20 

17.60 

15.00 

12.40 

9.  80 

7.  20 

4.  60 

2.00 

0 

$115 

$120 . . 

23.80 

21.20 

18.60 

16.00 

13.  40 

10.  80 

8.  20 

6.  60 

3.00 

.  40 

0 

$120 

$125 . 

24.80 

22.20 

19.60 

17.00 

14.  40 

11.80 

9.  20 

6.60 

4.  00 

1.  40 

0 

$1 25 

$130 . 

25.80 

23.20 

20.  60 

18.00 

15.40 

12.80 

10.  20 

7.60 

5. 00 

2.  50 

0 

$130 . 

$135 _ _ 

26.80 

24.  20 

21.60 

19.00 

16.40 

13.90 

11.30 

8.70 

6. 10 

3.  50 

4.  50 

I. i 
2. 
3. 
5. 
7. 
9. 

II. 
13. 

$1 35 

$140 . 

27.80 

25.  20 

22.70 

20. 10 

17.50 

14.90 

12.30 

9.  70 

7. 10 

$140 

$145 . . 

28.  90 

26. 30 

23.70 

21.10 

18.50 

15.  90 

13.30 

10.70 

8. 10 

5.  50 

$1 45 

$150 . 

29.90 

27. 30 

24.70 

22. 10 

19.50 

16.90 

14.30 

11.70 

9. 10 

6.  50 
8.00 
10.00 
12. 10 

14. 10 

16.10 

$150 

$160 . 

31.40 

28.80 

26.  2C 

23.60 

21.00 

18.40 

15.  80 

13.  20 

10.60 

$160 

$170 . 

33.  40 

30.80 

28.  2C 

25.  60 

23.00 

20.40 

17.80 

15.  20 

12.60 

$170 

$180. . 

35.  40 

32.80 

30.  2C 

27.60 

25.10 

22.  50 

19.90 

17.30 

14.  70 

$180 

$190 . 

37.  50 

34.90 

32.  30 

29.70 

27. 10 

24.  50 

21.90 

19.30 

16.70 

18.70 

$190 

$200 . 

36.90 

34.3(1 

31.70 

29.10 

26.50 

23.90 

21.30 

1 

20  percent  of  the  excess  over  $200  plus — 

40.51 

37. 9C 

35. 3C 

32.70 

l 

30. 10  j|  27. 50 

24.90 

22.30 

19.70 

17. 10 

1  “ 

J 
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“  ‘If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages  are— 


At  least 

But  less  than 

$26 . . 

$28 . 

$30 . 

$32 . . 

$34 . 

$24  . 

$36 . 

$3fi 

$38 . 

$40 . 

$40  . . 

$42 . 

$44 . . 

$44  . . - 

$46 . . 

$4fi  . . - 

$48 . . 

$48 

$50 . . 

$50 

$52 . 

$54 . . 

$54  . . - 

$56 . 

$50 _ _ 

$58— . . . 

$58  . . . 

$60 . 

$60  . . 

$62 . 

$62  . 

$64 _ _ 

$64  . 

$66 . 

$66 . 

$68 . 

$68 . - 

$70 . . 

$70 . 

$72 . 

$72 . 

$74 . 

$74.. . 

$76 . 

$76 . 

$78 . 

$78 . 

$80 . 

$80 . . . 

$82. . . 

$82 . 

$84 . 

$84 _ 

$86 . 

$86 . . 

$88 . 

$88 . 

$90 . 

$90 . 

$92 . . . 

$92 . . 

$94 . _ 

$94 . . . 

$96 . 

$96. . 

$98.. . . 

$98 . 

$100 . 

$100 . 

$102 . 

$102 . . . 

$104... 

$104 . . 

$106 . 

$106 . . . 

$108... 

$108... . 

$110 . 

$110 . 

$112  . 

$112 . . . 

$114.. . . 

$114 . 

$116 . 

$116 . . . 

$118 . 

$118 . . . 

$120 . 

$120... . . . 

$124  .. 

$124 . 

$128 . . . 

$128 . . 

$132  . 

$132 . . . 

SI  36 

$136 . 

$140... . 

$140.. . 

$144 . 

$144 . 

$148.. . . 

$148 . . 

*152 

$152 . 

$156 . 

$156 . . 

$160 . 

$160 . 

$164... 

$164 . 

$168  .. 

$168.. . 

$172. . . 

$172.. . 

$176 . . . 

$176 . 

$180 . 

$180. . 

$184. . 

$184 . . 

$188 . . . 

$188 _ _ 

$192.... 

$192. . 

$196 

$196... . . 

$200... 

$200 . 

$210 . . 

$210 . . 

$220 . . 

$220 _ 

$230 . 

$230 . . 

$240 . 

$240.. . 

$250... 

$250..-  ... 

$260 . 

$260... . 

$270 . 

$270. . . 

$280 . 

And  the  number  of  withholding  exemptions  claimed  is— 


0 

1 

2 

3 

4 

■  I 

6 

7 

8 

9 

10  or  more 

The  amount  of  tax  to  be  withheld  shall  be — 

20%  of 

$0 

$0 

$0 

to 

$0 

$0 

$0 

$0 

$0 

$0 

$5.  50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

5.  90 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6.  30 

1. 10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6.70 

1.  50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7. 10 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.50 

2.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7.90 

2.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

8.30 

3.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

8.  70 

3.  50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9.50 

4.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9.90 

4.  70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10.  30 

6.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10.  70 

5.  50 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

11. 10 

5.90 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

11.50 

6.  40 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

11.  90 

6.80 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

12.  40 

7.20 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

12.80 

7.  60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

13.20 

8.00 

2.80 

0 

0 

0 

0 

0 

0 

0 

0 

13.60 

8.  40 

3.20 

0 

0 

0 

0 

0 

0 

0 

0 

14.  00 

8.80 

3.60 

0 

0 

0 

0 

0 

0 

0 

0 

14.  40 

9.20 

4.00 

0 

0 

0 

0 

0 

0 

0 

0 

14.  80 

9.  60 

4.  40 

0 

0 

0 

0 

•0 

0 

0 

0 

15.  20 

10.00 

4.80 

0 

0 

0 

0 

0 

0 

0 

0 

15.  60 

10.  40 

5.  20 

0 

0 

0 

0 

0 

0 

0 

0 

16.00 

10.80 

5.60 

.40 

0 

0 

0 

0 

0 

0 

0 

16.  40 

11.20 

6.00 

.80 

0 

0 

0 

0 

0 

0 

0 

16.80 

11.60 

6.  40 

1.20 

0 

0 

0 

0 

0 

0 

0 

17.20 

12.00 

6.  80 

1.60 

0 

0 

0 

0 

0 

0 

0 

17.  60 

12.40 

7.20 

2.00 

0 

0 

0 

0 

0 

0 

0 

18.00 

12.80 

7.60 

2.  40 

0 

0 

0 

0 

0 

0 

0 

18.  40 

13.20 

8.00 

2.90 

0 

0 

0 

0 

0 

0 

0 

18.80 

13.60 

8.  40 

3.  30 

0 

0 

0 

0 

0 

0 

0 

19.20 

14.00 

8.90 

3.  70 

0 

0 

0 

0 

0 

0 

0 

19.  60 

14.50 

9.  30 

4. 10 

0 

0 

0 

0 

0 

0 

0 

20.00 

14.90 

9.  70 

4.50 

0 

0 

0 

0 

0 

0 

0 

20.50 

15.  30 

10. 10 

4.90 

0 

0 

0 

0 

0 

0 

0 

20.90 

15.  70 

10.  50 

5.  30 

.10 

0 

0 

0 

0 

0 

0 

21.30 

16. 10 

10.90 

5.  70 

.50 

0 

0 

0 

0 

0 

0 

21.70 

16.50 

11.30 

6. 10 

.90 

0 

0 

0 

0 

0 

0 

22.10 

16.90 

11.70 

6.50 

1.30 

0 

0 

0 

0 

0 

0 

22.50 

17.30 

12. 10 

6.90 

1.70 

0 

0 

0 

0 

0 

0 

22.90 

17.  70 

12.  50 

7.  30 

2. 10 

0 

0 

0 

0 

0 

0 

23.  30 

18. 10 

12.  90 

7.  70 

2.  50 

0 

0 

0 

0 

0 

0 

23.70 

18.50 

13.30 

8. 10 

2.90 

0 

0 

0 

0 

0 

0 

24. 10 

18.90 

13.  70 

8.  50 

3.30 

0 

0 

0 

0 

0 

0 

24.70 

19.  50 

14.  30 

9. 10 

3.90 

0 

0 

0 

0 

0 

0 

25.50 

20.30 

15. 10 

9  90 

4.70 

0 

0 

0 

0 

0 

0 

26.  30 

21.10 

15.90 

10.  70 

6.  60 

.40 

0 

0 

0 

0 

0 

27. 10 

21.90 

16.80 

11.60 

6.  40 

1.20 

0 

0 

0 

0 

0 

27.90 

22.  80 

17.60 

12.  40 

7.20 

2.00 

0 

0 

0 

0 

0 

28.80 

23.60 

18.  40 

13.20 

8.00 

2.  80 

0 

0 

0 

0 

0 

29.60 

24.40 

19.20 

14.00 

8.80 

3.  60 

0 

0 

0 

0 

0 

30.  40 

25.20 

20.00 

14.80 

9.  60 

4.40 

0 

0 

0 

0 

0 

31.  20 

26.00 

20.80 

15.  60 

10. 40 

5.  20 

0 

0 

0 

0 

0 

32.00 

26.80 

21.60 

16. 40 

11.20 

6.00 

.80 

0 

0 

0 

0 

32.80 

27.60 

22.  40 

17.20 

12.00 

6.80 

1.70 

0 

0 

0 

0 

33.60 

28.40 

23.20 

18.00 

12.80 

7.  70 

2.50 

0 

0 

0 

0 

34.40 

29.20 

24.00 

18.80 

13.70 

8. 50 

3.30 

0 

0 

0 

0 

35.20 

30.00 

24.90 

19.  70 

14.50 

9.30 

4. 10 

0 

0 

0 

0 

36.00 

30.90 

25.70 

20.50 

15.30 

10. 10 

4.90 

0 

0 

0 

0 

36.90 

31.70 

26.50 

21.30 

16. 10 

10.90 

5.70 

.50 

0 

0 

0 

37.  70 

32.50 

27.30 

22. 10 

16.90 

11.70 

6.50 

1.30 

0 

0 

0 

38.50 

33.30 

28. 10 

22. 90 

17.  70 

12.50 

7.30 

2. 10 

0 

0 

0 

39.30 

34. 10 

28.  90 

23.70 

18.  50 

13.30 

8.10 

2.  90 

0 

0 

0 

40. 10 

34.90 

29.70 

24.50 

19.  30 

14.10 

8.90 

3.70 

0 

0 

0 

41.50 

36.30 

31.10 

25.  90 

20.  70 

15.60 

10. 40 

5.20 

0 

0 

0 

43.50 

38.30 

33.20 

28.00 

22.80 

17.60 

12.40 

7.20 

2.00 

0 

0 

45.60 

40.  40 

35.20 

30.00 

24.80 

19.60 

14.  40 

,  9.20 

4.00 

0 

0 

47.  60 

42.  40 

37.20 

32.00 

26.80 

21.60 

16.40 

11.20 

6.00 

.90 

0 

49.60 

44.40 

39.20 

34.00 

28.80 

23.70 

18.50 

13.30 

8. 10 

2.90 

0 

51.60 

46.  40 

41.30 

_  36. 10 

30.90 

25.  70 

20.  50 

15130 

10. 10 

4.90 

0 

53.  70 

48.50 

43.30 

38. 10 

32.90 

27.70 

22.50 

17.  30 

12. 10 

6.90 

1.70 

55.  70 

50.50 

45.  30 

40. 10 

34.90 

29.  70 

24.50 

19.  30 

14. 10 

9.00 

3.80 

57.70 

52.  50 

47.30 

42. 10 

36.90 

31.80 

26.60 

21.40 

16.20 

11.00 

5.  SO 

59.70 

54.50 

49.40 

44.20 

39.00 

33. 80 

28.60 

23.40 

18.20 

13.00 

7.80 

62.  80 

57.60 

52.  40 

47.  20 

42.00 

36.  80 

31.60 

26.40 

21.20 

16.00 

10.90 

66.80 

61.60 

56.  40 

51.20 

46. 10 

40.  90 

35. 70 

30. 50 

25.  30 

20. 10 

14.90 

70.90 

65.70 

60.  50 

55.30 

50.10 

44.90 

39.70 

34.50 

29.30 

24.10 

19.00 

74.90 

69.  70 

64.50 

59.  30 

54.20 

49.00 

43.80 

38.  60 

33.  40 

28.20 

23.00 

79.00 

73.80 

68.60 

63.40 

58.20 

53.00 

47.80 

42.60 

37.40 

32.20 

27. 10 

20  percent 

f  the  excess  over  $400  plus 

$280. 

$290. 

$300. 

$320. 

$340. 

$360. 

$380. 


$400  and  over., 


$290. 

$300. 

$320. 

$340. 

$360. 

$380. 

$400. 


81.00 


75.80 

70. 60  j  65. 40 

60.20 

55.00 

49.80 

44.70 

39.50 

34.30 

29.10 
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'*  'If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is — 

At  least 

But  less  than 

0 

1 

2  1 

8 

4 

5 

6 

7 

8 

9 

The  amount  of  tax  to  be  withheld  shall  be— 

$0 . 

$28 . 

20%  of  wages 

$0 

.  20 

$0 

o 

$0 

o 

$0 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$28 . 

$30 . 

$5.90 

6. 30 

o 

$30 . 

$32 . 

.70 

0 

o 

o 

0 

0 

0 

0 

0 

$32 . 

$34 . 

6. 70 

1.10 

0 

o 

0 

0 

0 

0 

0 

0 

$34 . . 

.$36 . 

7. 10 

1.  50 

0 

0 

0 

0 

0 

0 

0 

0 

$36 _ _ 

$38 . . 

7.50 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

$38  . 

*40 . 

7. 90 

2. 30 

0 

0 

0 

0 

0 

0 

0 

0 

$40 . . . 

$42 . 

8. 30 

2. 70 

0 

0 

0 

0 

0 

0 

0 

0 

$42 . . . 

$44 . 

8.  70 

3.10 

0 

0 

0 

0 

0 

0 

0 

0 

$44  . 

$46 . 

9. 10 

3.  50 

0 

0 

0 

0 

0 

0 

0 

0 

$46  . . 

$48 . 

9.50 

3. 90 

0 

0 

0 

0 

0 

0 

0 

0 

$48  . 

$50 . . 

9.90 

4.30 

0 

0 

0 

0 

0 

0 

0 

0 

$50 . . 

$52 . ' 

10. 30 

4. 70 

0 

0 

0 

0 

0 

0 

0 

0 

$52 . 

$54 . 

10. 70 

5.10 

0 

0 

0 

0 

0 

0 

0 

0 

$64  . 

$56 . 

11. 10 

5.  50 

0 

0 

0 

0 

0 

0 

0 

0 

$56 . 

$58. . 

11.50 

5.90 

.30 

0 

0 

0 

0 

0 

0 

0 

$58  . 

$60 . 

11.90 

6. 30 

.70 

0 

0 

0 

0 

0 

0 

0 

$60  . 

$62 . . 

12. 40 

6.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

$62  . 

$64 . . 

12.80 

7. 10 

1.50 

0 

0 

0 

0 

0 

0 

0 

$64  . 

$66 . 

13.20 

7.50 

1.90 

0 

0 

0 

0 

0 

0 

0 

$68 . . 

13.60 

7.90 

2.  30 

0 

0 

0 

0 

0 

0 

0 

$68 

$70 . 

14.00 

8. 30 

2.70 

0 

0 

0 

0 

0 

0 

0 

$70  . 

$72 . 

14.  40 

8.80 

3. 10 

0 

0 

0 

0 

0 

0 

0 

$72  . 

$74 . 

14.  80 

9.20 

3.50 

0 

0 

0 

0 

0 

0 

0 

$74  . 

$76 . 

15.20 

9.60 

3.90 

0 

0 

0 

0 

0 

0 

0 

$76  . 

$78 . . 

15.60 

10.00 

4.  30 

0 

0 

0 

0 

0 

0 

0 

$78  _ 

$80 . 

16. 00 

10. 40 

4.70 

0 

0 

0 

0 

0 

0 

0 

$82 . . 

16. 40 

10. 80 

5.20 

0 

0 

0 

0 

0 

0 

0 

$84 . 

16.80 

11.20 

5.60 

0 

0 

0 

0 

0 

0 

0 

$84 . . . 

$86 . 

17.20 

11.60 

6.00 

.30 

0 

0 

0 

0 

0 

0 

$86  . 

$88 . 

17.60 

12.00 

6.40 

.70 

0 

0 

0 

0 

0 

0 

$88  . 

$90 . 

18.00 

12.40 

6.80 

1.10 

0 

0 

0 

0 

0 

0 

$90  .  .  - . 

$92 . 

18. 40 

12.80 

7.20 

1.60 

0 

0 

0 

0 

0 

0 

$92  . 

$94. . 

18.80 

13.20 

7.60 

2.00 

0 

0 

0 

0 

0 

0 

$94  . 

$96 . 

19.20 

13.60 

8.00 

2.40 

0 

0 

0 

0 

0 

0 

$96  . 

$98 . 

19.60 

14.00 

8.40 

2. 80 

0 

0 

0 

0 

0 

0 

$98  . 

$100 . 

20.00 

14.40 

8.80 

3.20 

0 

0 

0 

0 

0 

0 

$100  . 

$102 . . 

20.50 

14.80 

9.20 

3.60 

0 

0 

0 

0 

0 

0 

$102  . 

$104 . . 

20.90 

15.20 

9.60 

4.00 

0 

0 

0 

0 

0 

0 

$104  . 

$106 . 

21.30 

15.60 

10.00 

4.40 

0 

0 

0 

0 

0 

0 

$106  . 

$108 . 

21.70 

16.00 

10. 40 

4.80 

0 

0 

0 

0 

0 

0 

$108  . 

$110 . . 

22. 10 

16.40 

10.80 

5.20 

0 

0 

0 

0 

0 

0 

$110 

$112 . 

22.50 

16. 90 

11.20 

5.60 

0 

0 

0 

0 

0 

0 

$112  . 

$114 . 

22.90 

17.30 

11.60 

6.00 

.40 

0 

0 

0 

0 

0 

$114  _ 

$116 . 

23.30 

17.70 

12.00 

6.40 

.80 

0 

0 

0 

0 

0 

$116  . 

$118 . 

23.70 

18.10 

12.40 

6.80 

1.20 

0 

0 

0 

0 

0 

$118  _ 

$120 . 

24. 10 

18.50 

12.80 

7.20 

1.60 

0 

0 

0 

0 

0 

$120  . 

$124 . 

24.70 

19.10 

13.50 

7.80 

2.20 

0 

0 

.0 

0 

0 

$124  . 

$128 . . 

25.50 

»  19.90 

14.30 

8.60 

3.00 

0 

0 

0 

0 

0 

$128 

$132 . 

26.30 

20.70 

15. 10 

9.50 

3.80 

0 

0 

0 

0 

0 

$182  . 

$136 . . . 

27. 10 

21.50 

*  15.90 

10.  30 

4.60 

0 

0 

0 

0 

0 

$136 

$140 . . 

27.90 

22.30 

16.70 

11.10 

5.40 

0 

0 

0 

0 

0 

$140  . 

$144 . 

28.80 

23. 10 

17.50 

11.90 

6.30 

.60 

0 

0 

0 

0 

$144 

$148 . 

29.60 

23.90 

18.30 

12.  70 

7. 10 

1.40 

0 

0 

0 

0 

$1 48  . 

$152 . 

30.  40 

24.80 

19. 10 

13.50 

7.90 

2.30 

0 

0 

0 

0 

$1 52  . 

$156 . 

31.20 

26.60 

19.90 

14.30 

8.70 

3. 10 

0 

0 

0 

0 

$156  _ 

$160 . 

32.00 

26. 40' 

20.  70 

15. 10 

9.50 

3  90 

0 

0 

0 

0 

$160  . 

$164 . 

32.80 

27.20 

21.60 

15.90 

10.30 

4.70 

0 

0 

0 

0 

$164 

$168 . 

33.60 

28.00 

22.40 

16.70 

11.10 

5.  50 

0 

.70 

0 

0 

0 

$168  . 

$172 . 

34.40 

28.80 

23.20 

17.60 

11.90 

6.30 

0 

0 

0 

$172 

$176. . 

35.20 

29.60 

24.00 

18.  40 

12.70 

7.10 

1.  50 

0 

0 

0 

0 

0 

0 

0 

$176 

$180 . . 

36.00 

30.40 

24.80 

19.20 

13.50 

7.90 

2.  30 

0 

0 

$180 

$184... . . 

36.90 

31.20 

25.60 

20.00 

14.40 

8.  70 

3. 10 

0 

0 

0 

0 

0 

$184 

$188 . . . 

37.70 

32.00 

26.  40 

20.80 

15.20 

9.  50 

3.90 
4.70 
5.50 
6. 30 

7.80 

9.80 
11.80 
13.80 

15. 90 

17.90 

19.90 

21.90 

0 

0 

0 

.70 
2. 10 

4.20 

6.20 
8.20 

10.20 
12.  30 
14.  30 

16.30 

18.30 

20. 40 

23.40 

27.50 

31.50 

35.60 

39.60 

43.70 

47.70 

51.80 

55.80 
59.90 

$188 

$192 . 

38.  50 

32.90 

27.20 

21.60 

16.00 

10.  40 

$1Q2 

$196 . 

39. 30 

33.70 

28.00 

22.40 

10.80 

11.  20 

0 

0 

$200 . 

40. 10 

34.50 

28.80 

23.20 

17.60 

12.00 

0 

0 

0 

'  .60 
2.60 
4.60 
6.00 
8.70 

10.70 

12.70 

14.70 

17.80 

21.80 

25.90 

29.90 
34.00 
38.00 

42. 10 

46. 10 

50.20 

54.20 

$200 

$210 . 

41.50 

35.90 

30.  30 

24.60 

19.00 

13.  40 

0 

$210 

$220 . . 

43.50 

37.90 

32.30 

26.70 

21.00 

15. 40 

0 

0 

0 

0 

1.00 

3.00 

5. 10 

7. 10 

9. 10 
12.20 
16.20 

20.30 

24.30 

28.40 

32.40 

36.50 

40.50 

44.60 

48.60 

$220 

$230 . 

45.60 

39.90 

•  34. 30 

28.70 

23. 10 

17.40 

$230 

$240... . 

47.60 

42.00 

36.  30 

30.  70 

25.  10 

19.  50 

$240 

$250 . 

49.60 

44.00 

38.  40 

32.  70 

27. 10 

21.  50 

$250 

$260 . 

51.60 

46.  00 

40.40 

34.  80 

29. 10 

23.  50 

$260 

$270 . 

53.70 

48.00 

42.40 

36.80 

31.20 

25?  50 

$280. . 

55.70 

50.10 

44.  40 

38.80 

33.20 

27.  60 

$280 

$290.. . 

57.  70 

52. 10 

46.50 

40.80 

35.20 

29.  60 

24.  00 
26.00 
29.00 

33. 10 

37. 10 

41.20 

45.20 

49.30 

53. 30 
57.  40 
61.  40 
65.50 

$290  . 

$300 . 

59.70 

54.10 

48.50 

42.90 

37.20 

31.  60 
34.70 

$300 

$320 . . 

62.80 

57.20 

51.50 

45.90 

40.  30 

$390 

$340 . 

66.80 

61.20 

55.60 

50.  00 

44.  30 

38.  70 

$360 . 

70.90 

65.  30 

59.60 

54.00 

48.40 

42.80 

$360 

$380 . . . 

74.90 

69.30 

63.70 

58. 10 

52.40 

46.  80 
50.90 

$380 

$400 . 

79.00 

73.40 

67.70 

62. 10 

66.  50 

<  $400 

$420 . . 

83.00 

77.  40 

71.80 

66.20 

60.50 

54.  90 

1  $420 

$440. . 

87. 10 

81.50 

75.80 

70.20 

64.  60 

59.  00 

j  $440 

$460 . 

91. 10 

85.50 

79.90 

74. 30 

68.60 

63.00 

67. 10 

71.10 

$460 

$480. . 

95.20 

89.60 

83.90 

7S.  30 

72.70 

$480 

$500 . 

99.20 

93.60 

88.00 

82.40 

76.70 

$600  and  over . 

20  percent  of  the  excess  over  $500  plus — 

! - - — 

101.30 

95.60 

90.00 

84.40 

78. 80 

73. 10 

67.50 

61.90 

66. 30 

60.  60 

10  or  more 


$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0  . 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1.50 
3. 

6. 

10. 

14.60 

18.70 

22.70 
26.80 
30.80 

34.90 

38.90 
43.00 


45. 00 


sss 


11900 
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“  'If  the  payroll  period  with  respect  to  an  em  ployee  is  monthly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is — 


At  least 


$0. . 

$56. . 

$60 . — 

$64 _ _ 

$68... . - . 

$72 . . 

$76 . - . - 

$80 . . . 

$84 . . 

$88 . - . 

$92 . - . 

$86.... . . . 

$100 . 

$104. . — 

$108 . - . 

$112 . . 

$116. . — 

$120 . 

$124.. . 

$128 _ _ — 

$132 . . 

$136 _ _ 

$140 _ 

$144. . — 

$148 . - 

$152 . i- . - 

$156 . . 

$160 _ _ - 

$164 . . 

$168 . - . -- 

$172 - - 

$176—. . 

$180 . 

$184 . — 

$188 . - 

$192 . 

$196 . — 

$200 . 

$204. . 

$208 . . 

$212 . . 

$216 . — 

$220 _ _ - 

$224 . 

$228. _ _ 

$232 _ — 

$236 _ _ 

$240. . - . - 

$248 . 

$256 . 

$264... . . 

$272 . . . 

$280.... . 

$288 . . 

$296 _ _ 

$304 . . . 

$312. . . 

$320 . . 

$328 . . 

$336 . . . 

$344 . 

$352 . 

$360 . . . 

$368 . . . 

$376 . . . 

$384 . . 

$392 . 

$400 . 

$420 . 

$440 . 

$460.... . 

$480 . . . 

$500—. . . 

$52(1?.. . . . 

$540... . — 

$560 . . 

$580 . 

$600 . 

$640 . . . 

$680 _ _ _ 

$720 . . . 

$760 . . . 

$800 . . : . 

$840 . 

$880— . 

$920... . 

$960 . 


$1,000  and  over. 


But  less  than 


$56 . . 

$60 _ _ 

$64 . 

$68... . 

$72 . 

$76 . . . 

$80 . 

$84 . . 

$88. . 

$92 . 

$96. . . 

$100 . . 

$104 . . 

$108 . — 

$112 _ _ 

$116—1 . 

$120 _ _ 

$124 . 

$128.— . 

$132 . 

$136 . . 

$140 . 

$144 . 

$148 _ _ 

$152 . 

$156. . 

$160... . 

$164 . . 

$168 _ _ 

$172. . 

$176 _ 

$180 . . 

$184 . . 

$188 . . . 

$192 _ _ 

$196 . . 

$200 . . . 

$204 . . 

$208 . . 

$212 . . . 

$216 _ _ _ 

$220. . . 

$224 . . 

$228. . . 

$232 . . 

$236 _ 

$240. . - 

$248. . 

$256 _ 

$264... . . 

$272 _ _ _ 

$280.— . . 

$288 . . 

$296 . 

$304 . . . . 

$312 . . 

$320 . 

$328 . . 

$336 . . 

$344.. . . 

$352. . . 

$360 . . 

$368 _ _ 

$376... . 

$384 . 

$392 . 

$400... . 

$420 _ _ _ 

$440..... _ 

$460 _ 

$480 . . 

$500 . . 

$520 . . 

$540 _ — 

$560 . 

$580— . 

$600 . . 

$640 . . 

$680... . 

$720 _ 

$760 . 

$800 . 

$840 _ _ 

$880 . 

$920 . 

$960. . 

$1,000 . 


0 

1 

2 

3 

4 

6 

6 

7 

8 

9 

10  or  more 

-- 

The  amount  of  tax  to  be  withheld  shall  be 

- 

20%  of 
wages 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

50 

$0 

$0 

$11.70 

.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

12.  60 

1.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

13.  40 

2.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

14.20 

2.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

15. 00 

3.70 

0 

0 

0 

0 

0  . 

0 

0 

0 

0 

15.80 

4.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

16.  60 

5.  40 

0 

0 

a 

0 

0 

0 

0 

0 

0 

17.40 

6.20 

0 

0 

0 

0 

0‘ 

0 

0 

0 

0 

18.  20 

7.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

19.00 

7.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

19.  80 

8.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

20.70 

9.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

21.50 

10.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

22.  30 

11.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

23. 10 

11.80 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

23.  90 

12.60 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

24.  70 

13.50 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

25.50 

14. 30 

3.00 

0 

0 

0 

0 

0 

0 

0 

0 

26.30 

15. 10 

3.80 

0 

0 

0 

0 

0 

0 

0 

0 

27.10 

15.90 

4.60 

0 

0 

0 

0 

0 

0 

0 

0 

27.90 

16.  70 

5.40 

0 

0 

0 

0 

0 

0 

0 

0 

28.80 

17.50 

6.30 

0 

0 

0 

0 

0 

0 

0 

0 

29.  f>0 

18.30 

7. 10 

0 

0 

0 

0 

0 

0 

0 

0 

30.40 

19. 10 

7.90 

0 

0 

0 

0 

0 

0 

0 

0 

31.20 

19.90 

8.  70 

0 

0 

0 

1) 

0 

0 

0 

0 

32.00 

20.70 

9.50 

0 

0 

0 

0 

0 

0 

0 

0 

32.80 

21.  60 

10.30 

0 

0 

0 

0 

0 

0 

0  ' 

0 

33.  60 

22.40 

11.10 

0 

0 

0 

0 

0 

0 

0 

0 

34. 40 

23.  20 

11.90 

.70 

0 

0 

0 

0 

0 

0 

0 

35.20 

24.00 

12.70 

1.50 

0 

0 

0 

0 

0 

0 

0 

36.  00 

24.80 

13.  50 

2.  30 

0 

0 

0 

0 

0 

0 

0 

36.90 

25.60 

14.40 

3. 10 

0 

0 

0 

0 

0 

0 

0 

37.70 

26.  40 

15.20 

3.90 

0 

0 

0 

0 

0 

0 

0 

38.50 

27.  20 

16.  00 

4.70 

0 

0 

0 

0 

0 

0 

0 

39.  30 

28.00 

16.80 

5.  50 

0 

0 

0 

0 

0 

0 

0 

40.10 

28.80 

17.  60 

6.  30 

0 

0 

0 

0 

0 

0 

0 

40.  90 

29.  70 

18.40 

7.20 

0 

0 

0 

0 

0 

0 

0 

41.  70 

30.50 

19.20 

8.00 

0 

0 

0 

0 

0 

0 

0 

42.  50 

31.  30 

20. 00 

8.80 

0 

0 

0 

0 

0 

0 

0 

43. 30 

32. 10 

20.80 

9.  60 

0 

0 

0 

0 

0 

0 

0 

44. 10 

32.90 

21.00 

10.  40 

0 

0 

0 

0 

0 

0 

0 

45.  00 

33.70 

22.50 

11.20 

0 

0 

0 

0 

0 

0 

0 

45.  80 

34.  50 

23.  30 

12.  on 

.80 

0 

0 

0 

0 

0 

0 

46. 60 

35.30 

24. 10 

12.80 

1.60 

0 

0 

0 

0 

0 

0 

47. 40 

36. 10 

24.90 

13.  60 

2.  40 

0 

0 

0 

0 

0 

0 

48.  20 

36.90 

25.70 

14. 40 

3.  29 

0 

0 

0 

0 

0 

0 

49.  40 

38.20 

26.90 

15.  70 

4.40 

0 

0 

0 

0 

0 

0 

51.  00 

39.80 

28.50 

17.30 

6.  00 

0 

0 

0 

0 

0 

0 

52.  70 

41.40 

30.20 

18.90 

7.70 

0 

0 

0 

0 

0 

0 

54.  30 

43.00 

31.80 

20.  50 

9.  30 

0 

0 

0 

0 

0 

0 

55.  90 

44.60 

33.  40 

22.10 

10.  9!) 

0 

0 

0 

0 

0 

0 

57.  50 

46.  30 

35.  00 

23.80 

12.  50 

1.30 

0 

0 

i) 

0 

0 

59. 10 

47.90 

36.  60 

25.40 

14.10 

2.90 

0 

0 

0 

0 

0 

60.  80 

49.  50 

38.30 

27.00 

15.  80 

4.  50 

0 

0 

0 

0 

0 

62.  40 

51.10 

39.  90 

28.  60 

17.  40 

6.10 

0 

0 

0 

0 

0 

64.00 

52.70 

41.50 

30.  20 

19.  00 

7.  70 

0 

0 

0 

0 

0 

65.  60 

54.  40 

43. 10 

31.90 

20.  60 

9.  40 

0 

0 

0 

0 

0 

67.  20 

66.00 

44.70 

33.  50 

22.29 

11.00 

0 

0 

0 

0 

0 

68.  90 

57.60 

46.  40 

35. 10 

23.90 

12.60 

1.40 

0 

0 

0 

0 

70.  50 

59.20 

48.00 

36.70 

25.50 

14.20 

3.00 

0 

0 

0 

0 

72. 10 

60.  80. 

49.60 

38.30 

27.10 

15.80 

4.60 

0 

0 

0 

0 

73.  70 

62.  50 

51.20 

40. 00 

28.70 

17.50 

6.  20 

0 

0 

0 

0 

75. 30 

64. 10 

52.80 

41.60 

30.30 

19.10 

7.80 

0 

0 

0 

0 

77.  00 

65.70 

54.50 

43.20 

32.00 

20.70 

9.  50 

0 

0 

0 

0 

78.  60 

67. 30 

56. 10 

44.80 

33.60 

22.30 

11.10 

0 

0 

0 

0 

80.  20 

68.90 

57.70 

46.  40 

35.23 

23.90 

12.70 

1.40 

0 

0 

0 

83.  00 

71.80 

60.  50 

49.30 

38.00 

26.  80 

15.  50 

4.30 

0 

0 

0 

87. 10 

75.80 

64.  60 

53.  30 

42.10 

30.  80 

19.  60 

8.30 

0 

0 

0 

91.10 

79.90 

68.60 

57.  40 

46.10 

34.  90 

23.  60 

12.  40 

1.10 

0 

0 

95.  20 

83.90 

72.70 

61.40 

50.20 

38.90 

27.  70 

16.  40 

5.20 

0 

0 

99.  20 

88.00 

76.  70 

65.50 

54.  20 

43.00 

31.70 

20.  50 

9.20 

0 

0 

103.30 

92.00 

80.80 

69.  50 

68. 30 

47.  00 

35.80 

24.  50 

13. 30 

2.00 

0 

107. 30 

96. 10 

84.80 

73.60 

62.30 

51.10 

39.80 

28.  60 

17. 30 

6. 10 

0 

111.40 

100. 10 

88.90 

77.60 

66.  40 

55.10 

43.  90 

32.  60 

21.40 

10.10 

0 

115.40 

104.  20 

92.90 

81.70 

70.40 

59.20 

47.90 

36.  70 

25.  40 

14.20 

2.90 

119.50 

108.  20 

97.00 

85.70 

74.  50 

63.  20 

52.00 

40.70 

29.50 

18.  21 

7.00 

125.  60 

114.30 

103. 10 

91.80 

SO.'OO 

69.30 

68.10 

46.  80 

35.60 

24.  30 

13.10 

133.  70 

122.  40 

111.20 

99.90 

88.  70 

77.40 

66.  20 

64.90 

43.70 

32.40 

21.20 

141.80 

130.  50 

119.30 

108. 00 

96.  80 

85.  50 

74.30 

63.  00 

61.80 

40.  50 

29. 30 

149.  90 

138.  60 

127.40 

116. 10 

104.90 

93.60 

82.40 

71.10 

69.90 

48.60 

37.40 

158.  00 

146.  70 

135.  50 

124.20 

113.00 

101.  70 

90.  50 

79.  20 

68.00 

56.70 

45.50 

166. 10 

154.  80 

143.  60 

132. 30 

121. 10 

109.80 

98.60 

87.30 

76.10 

64.80 

63.60 

174.  20 

162.90 

151.70 

140.  40 

129.20 

117.  90 

106.  70 

95.40 

84.20 

72.90 

61.70 

182.30 

171.00 

159.80 

148.  50 

137.  30 

126.00 

114.  80 

103.  50 

92. 30 

81.00 

69.80 

190.  40 

179. 10 

167.  90 

156.  60 

145.  40 

134. 10 

122.  90 

111.60 

100.  40 

89.10 

77.90 

198.  50 

187.  20 

176.  00 

164.70 

153.  50 

142.20 

131. 00 

119.  70 

108.  50 

97.20 

86.00 

20  percent  of  the  excess  over  $1,000  plus 

J  202. 50 

191.30 

180. 00 

168. 80 

157. 50 

146.30 

135.00 

123.80 

112. 50 

101. 30 

90.00 

11901 
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"  'If  the  payroll  period  with  respect  to  an  em  ployee  is  a  daily  payroll  period  or  a  miscella  neons  payroll  period 


ber  of  days  in  such  period  are— 

1 

0 

1 

2 

B 

4 

5 

6 

7 

8 

9 

|  10  or  more 

And  the  number  of  withholding  exemptions  claimed  is— 


At  least 


But  less  than 


The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by  the  number  of  days  in  such  period — 


$2.00 . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.25 . 

$U.  45 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50 . . 

.50 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75 . 

.55 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00 . . 

.60 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 . 

.65 

.25 

0 

0 

0 

0 

0 

.0 

0 

0 

0 

$3.50 . 

.70 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 . 

.75 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00 . 

.80 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 . . 

.85 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 . . 

.90 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.75 . . 

.95 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 . 

1.00 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 . . 

1.05 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 . 

1.10 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5.75 . 

1.15 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

$6.00 . 

1. 20 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.25 . 

1.  25 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.50 . 

1.30 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$6.75 . . 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0- 

$7.00 . . 

1.40 

1.00 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

$7.25 . . 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7.50 . 

1.50 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7.75 . 

1.  55 

1.15 

.80 

.45 

.05 

0 

0 

0 

0 

0 

0 

$8.00 . . 

1.60 

1.20 

.85 

.50 

.10 

0 

0 

0 

0 

0 

0 

$8.25 . - 

1.65 

1.30 

.90 

.55 

.15 

0 

•  0 

0 

0 

0 

0 

$8.50 . . 

1.70 

1.35 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8.75 . . 

1.75 

1.40 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$9.00  . 

1.80 

1.45 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9.25 . - 

1.85 

1.50 

1.10 

.75 

.35 

0 

0 

0 

0 

0 

0 

$9.50 . 

1.90 

1.55 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9.75 . 

1.95 

1.60 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

0 

$10.00 . 

2.00 

1.65 

1.25 

.90 

.  .  50* 

.15 

\  0 

0 

0 

0 

0 

$10.50 . 

2. 10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

0 

0 

0 

$11  00 

2.  20 

1.80 

1.45 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

$11  50 

2. 30 

1.90 

1.55 

1.15 

.80 

.45 

.-05 

0 

0 

0 

0 

$12  00 

2. 40 

2.00 

1.65 

1.25 

.90 

.55 

.15 

0 

0 

0 

0 

$12  50 

2.50 

2. 10 

1.75 

1.35 

1.00 

.65 

.25 

0 

0 

0 

0 

$13  00 

2. 60 

2.29 

1.85 

1.45 

1.10 

.75 

.35 

0 

0 

0 

0 

$13  50 

2. 70 

2.30 

1.95 

1.55 

1.20 

.85 

.45 

.10 

0 

0 

0 

$14  no 

2. 80 

2. 40 

2. 05 

1.65 

1.30 

,  95 

.55 

.20 

0 

0 

0 

2. 90 

2.50 

2. 15 

1.80 

1.40 

1.05 

.65 

.30 

0 

0 

0 

3.00 

2.60 

2.25 

1.90 

1.50 

1. 15 

.75 

.40 

.05 

0 

0 

3. 10 

2.70 

2.35 

2.00 

1.60 

1.25 

.85 

.50 

.15 

0 

0 

3.  20 

2.80 

2.45 

2. 10 

1.70 

1.35 

.95 

.60 

.25 

0 

0 

*1fi  50 

3.30 

2.90 

2.  55 

2.20 

1.80 

1.45 

1.05 

.70 

•  35 

0 

0 

3.  40 

3.00 

2.65 

2.  30 

1.90 

1.55 

1.15 

.80 

.45 

.05 

0 

3  50 

3. 10 

2.75 

2.  40 

2.00 

1.65 

1.25 

.90 

.55 

.15 

0 

3  60 

3.20 

2.85 

2.50 

2. 10 

1.75 

1.40 

1.00 

.65 

.25 

0 

$18.50 . 

3.70 

3.35 

2. 95 

2.00 

2.20 

1.85 

1.50 

1. 10 

.75 

.35 

0 

3  KO 

3.45 

3.05 

2.70 

2.30 

1. 95 

1.  GO 

3  90 

3.55 

3. 15 

2.80 

2.  40 

2.05 

1.70 

1.30 

.95 

.55 

.20 

<piy.*jU-  ~  - - -  -  -  - 

4  00 

3.65 

3.25 

2.  SO 

2. 50 

2. 15 

1.80 

1.40 

1.05 

.65 

.30 

3.80 

3.  40 

3.05 

2.  65 

2. 30 

1.95 

1.55 

1.20 

.80 

.45 

4  35 

4.00 

3.  60 

3.25 

2.85 

2.  50 

2.15 

1.75 

1.40 

1.00 

.65 

4.  20 

3. 80 

3.  45 

3.10 

2.70 

2.  35 

1.95 

1.60 

1.25 

.85 

4. 40 

4.00 

3.  65 

3.30 

2.90 

2.  55 

2.15 

1.80 

1.45 

1.05 

4.60 

4.20 

3.85 

3.50 

3. 10 

2.75 

2.35 

2.00 

1.65 

1.25 

$25 .00 

4.80 

4.40 

4.  05 

3.70 

3.30 

2.95 

2.55 

2.20 

1.85 

1.45 

$20.00-  —  —————— — 

5  00 

4.  65 

4.25 

3.90 

3.  50 

3.15 

2.80 

2.40 

2.05 

1.65 

$27.00 _ 

5  20 

4.85 

4.45 

4. 10 

3.70 

3.35 

3.00 

2.60 

2.25 

1.85 

$28.00 _ _ 

5.  40 

5.05 

4.  65 

4. 30 

3.90 

3.55 

3.20 

2.80 

2.45 

2. 05 

$29.00 . . . 

$30.00 . 

5. 95 

5.60 

5.25 

4.85 

4.50 

4.10 

3.75 

3.40 

3.00 

2. 65 

2.30 

20  percent  of  the  excess  over  $30  plus — 

• 

6.10 

6.70 

5.35 

4. 95 

4.60 

A  25 

3.85 

3.50 

3. 10 

2.75 

2. 40’  ” 

$0 . 

$2.00 — 
$2.25. .. 
$2.50... 
$2.75... 
$3.00... 
$3.25... 
$3.50... 
$3.75... 
$4.00... 
$4.25... 
$4.50.. . 
$4.75... 
$5.00... 
$5.25... 
$5.50... 
$5.75... 
$6.00... 
$6.25... 
$6.50. _  _ 
$6.75... 
$7.00... 
$7.25... 
$7.50... 
$7.75... 
$8.00... 
$8.25... 
$8.50... 
$8.75... 
$9.00... 
$9.25... 
$9.50... 
$9.75... 
$10.00.. 
$10.50.. 
$11.00.. 
$11.50-. 
$12.00.. 
$12.50.. 
/  $13.00.. 
$13.50.. 
$14.00.. 
$14.50.. 
$15.00.. 
$15.50.. 
$16.00.. 
$16.50.. 
$17.00.. 
$17.50.. 
$18.00.. 
$18.50.. 
$19.00.. 
$19.50. 
$20.00., 
$21.00. 
$22.00. 
$23.00. 
$24.00. 
$25.00. 
$26.00. 
$27.00. 
$28.00. 
$29.00. 


$30  and  over. 


The  next  amendment  was,  at  the  top  of 
page  107,  to  insert: 

•‘Sec.  201.  Percentage  method  of  withhold¬ 
ing. 

•‘Section  1622  (a)  (relating  to  percentage 
method  of  withholding  on  wages)  is  hereby 
amended  by  inserting  before  the  period  at 
the  end  thereof  the  following!  *,  except  that 
in  the  case  of  wages  paid  on  of  aftef  Novem« 


ber  1,  1951,  and  before  January  1,  1954,  the 
tax  shall  be  equal  to  20  percent  of  such  ex¬ 
cess  in  lieu  of  18  percent.1  ” 

The  next  amendment  was,  on  page  107, 
after  line  7,  to  insert: 

“Seo.  202.  Wage  bracket  withholding. 

“So  much  of  section  1622  (c)  (1)  as  pre¬ 
cedes  the  tables  .in  such  section  is  hereby 
amended  to  read  as  follows: 


“'(1)  (A)  Wages  paid  after  October  31, 
1951,  and  before  January  1,  1954:  At  the 
election  of  the  employer  with  respect  to  any 
employee,  the  employer  shall  deduct  and 
withhold  upon  the  wages  paid  to  such  em¬ 
ployee  after  October  31,  1951,  and  before 
January  1,  1954,  a  tax  determined  in  accord¬ 
ance  with  the  following  tables,  which  shall 
be  in  lieu  of  the  tax  required  to  be  deducted 
and  withheld  under  subsection  (a) : 


11902 
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“  ‘If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wages  are — 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

2 

3 

4 

5 

6 

7  ' 

8 

9 

10  or  more 

At  least 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 . 

$13 . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$13 . . 

$14 . . . 

$2.70 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$14 . . 

$15 . . . 

2.  90 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$15  . 

$16 _ 

3.10 

.  .50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$16 . . 

$17 . 

3.30 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$17 . - 

$18 . 

3.  50 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$18 . 

$19 . 

3.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$19 . . . 

$20 . . 

3.  90 

1.30 

0 

0 

0 

0 

0 

0 

0 

0,- 

0 

$20 . 

$21 . 

4.10 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$21 . . . 

$22 . 

4.30 

1.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$22 . . . 

$23 . . . 

4.  50 

1.90 

0 

0 

0 

0 

0 

0 

0  _ 

0 

0 

$23 . 

$24 . 

4.  70 

2.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$24. . . . 

$25.. . . 

4.90 

2.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$25 . . . . 

$26. . 

5.10 

2.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$26 . 

$27 . . . 

5. 30 

2.70 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$27 . 

$28 . 

5.  50 

2.90 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

$28 . 

$29 . 

5.70 

3.10 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

$29. . 

$30 . . 

5.90 

3.30 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

$30 . . 

$31.. . . . 

6.10 

3.50 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

$31.. . . 

$32 . . . 

6.30 

3.70 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$32 . 

$33 . 

6.  50 

3.90 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

$33 . 

$34 . 

6.  70 

4.10 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

$34 . . . 

$35 . . 

6.90 

4.30 

1.80 

0 

•  0 

0 

0  . 

0 

0 

0 

0 

$35 . 

$36 . 

7.10 

4.  50 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

$36 . 

$37 . . 

7.30 

4.70 

2.20 

0 

0 

0 

0 

0 

0 

0 

0 

$37 . . 

$38.. . . 

7.50 

4.90 

2.40 

0 

0 

0 

0 

0 

0 

0 

0 

$38 . . 

$39 . 

7.70 

5.10 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

$39 . 

$40 . 

7.90 

5. 30 

2.80 

.20 

0 

0 

0 

0 

0 

0 

0 

$40 . . . 

$41 . 

8.10 

5.50 

3.00 

.40 

0 

0 

0 

0 

0 

0 

0 

$41 . 

$42 . 

8.30 

5.70 

3.20 

.60 

0 

0 

0 

0 

0 

0 

0 

$42 . 

$43  .  .. 

8.  50 

5.90 

3.40 

.80 

0 

0 

0 

0 

0 

0 

0 

$43 . 

$44 . 

8.  70 

6.10 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

$44 . 

$45 . . 

8  90 

6.30 

3.  SO 

1.20 

0 

0 

0 

0 

0 

0 

0 

$45 . . 

$46 . 

9.10 

6.50 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

0 

$46 . . 

$47 _ 

9.  30 

6.70 

4.  20 

1.60 

0 

0 

0 

0 

0 

0 

0 

$47 . 

$48 . . . 

9.50 

6.  90 

4. 40 

1.80 

0 

0 

0 

0 

0 

0 

0 

$48 . . . 

$49.. 

9.  70 

7. 10 

4. 60 

2.00 

0 

0 

0 

0 

0 

0 

0 

$49 . 

$50 . 

9. 90 

7. 30 

4.  SO 

2.20 

0 

0 

0 

0 

0 

0 

0 

$50 . 

$51 . 

10.10 

7.60 

5.00 

2.  40 

0 

0 

0 

0 

0 

0 

0 

$51 . 

$52  _ 

10.  30 

7. 70 

5. 20 

2.60 

0 

0 

0 

0 

0 

0 

0 

$52 . . . 

$53.. 

10.  50 

7.90 

5. 40 

2.  80 

.20 

0 

0 

0 

0 

0 

0 

$53 . . . 

$54 . 

10.  70 

8. 10 

5.  60 

3. 00 

.40 

0 

u 

0 

0 

0 

0 

$54 . 

$55 . 

10.90 

8.30 

5.  80 

3.  20 

.60 

0 

0 

0 

0 

0 

0 

$55 . 

11.10 

8.50 

6.00 

3.  40 

.80 

0 

•J 

0 

9 

0 

0 

$56. . . . . 

$57 _ 

11.30 

8.  70 

6.20 

3.60 

1.00 

0 

0 

0 

0 

0 

0 

$57 . 

$58 . 

11.  50 

8.90 

6. 40 

3.80 

1.20 

0 

0 

0 

0 

0 

0 

$58 . . . 

$59 . 

11.70 

9. 10 

6.60 

4.00 

1.40 

0 

0 

0 

0 

0 

0 

$59 . . . 

$60 . 

11.90 

9. 30 

6.80 

4.20 

1.60 

0 

0 

u 

0 

0 

0 

$60 . . 

$62 . . 

12.20 

9.60 

7.10 

4.50 

1.90 

0 

0 

0 

0 

0 

0 

$62 . . . 

$64 . 

12. 60 

10. 00 

7.50 

4.90 

2. 30 

0 

0 

0 

0 

0 

0 

$64 . . 

$66... 

13. 00 

10.40 

7.  90 

5.30 

2.  70 

.20 

0 

0 

0 

0 

0 

$66 . . 

$68 _ 

13.40 

10.  80 

8.  30 

5.70 

3.10 

.60 

0 

0 

0 

0 

0 

$68 . 

$70 . 

13.  80 

11.20 

8.70 

0. 10 

3.  50 

1.00 

0 

0 

0 

0 

0 

$70 . . . . 

$72... 

14. 20 

11.60 

9. 10 

6.50 

3.90 

1.40 

0 

0 

0 

0 

0 

$72 . 

$74... 

14.  60 

12.  00 

9.  50 

6.90 

4.  30 

1.80 

0 

0 

0 

0 

0 

$74 . 

$76 . . . 

15.  00 

12.40 

9.  90 

7.30 

4.  70 

2.20 

0 

0 

0 

0 

0 

$76. . . 

$78... 

15.  40 

12.80 

10.  30 

7.  70 

5. 10 

2.60 

0 

0 

0 

0 

0 

$78 . 

$80 . 

15.  80 

13.20 

10.  70 

8. 10 

5.  50 

3.  00 

.40 

0 

0 

0 

0 

$80. . . 

$82 . 

16.  20 

13.60 

11.10 

8.  50 

5.  90 

3.  40 

.80 

0 

0 

0 

0 

$82 . 

$84... 

16.  60 

14.  00 

11.50 

8.90 

6.  30 

3.  80 

1.  20 

0 

0 

0 

0 

$84 . . 

$86 . 

17. 00 

14.  4.0 

11.90 

9.  30 

6.  70 

4.20 

1.60 

0 

0 

0 

0 

$S6 . . 

$88— _ 

17.  40 

14.  80 

12.30 

9.  70 

7. 10 

4.  60 

2.  00 

0 

0 

0 

0 

$88 . . 

$90... 

17.80 

15.20 

12.70 

10.10 

7.50 

5.00 

2.40 

0 

0 

0 

0 

$90 . 

$92... 

18.  20 

15.  60 

13. 10 

10.  50 

7.  90 

5.  40 

2.  80 

.30 

0 

0 

0 

$92.... . . 

$94 . 

18.  60 

16.00 

13.50 

10.90 

8.  30 

5.80 

3.20 

.70 

0 

0 

0 

$94 . . . 

$96  ... 

19.  00 

16.  40 

13.90 

11.30 

8.  70 

6.  20 

3.  69 

1. 10 

0 

0 

$96 . . 

$98 _ 

19.  40 

16.80 

14.  30 

11.  70 

9. 10 

6.60 

4.00 

1.  50 

0 

0 

0 

$93 . . . 

$100  .. 

19.  80 

17.  20 

14.70 

12. 10 

9.50 

7.00 

4.40 

1.  90 

0 

0 

0 

$100 . . 

$105 . 

20.  50 

17.  90 

15.  40 

12.80 

10.  20 

7.70 

5. 10 

2.  69 

0 

0 

0 

$105 . 

$110 . 

21.50 

18.90 

.  16. 40 

13.80 

11.20 

8.  70 

6. 10 

3.  60 

1.00 

0 

0 

$110 . 

$115 . 

22.  50 

19.90 

17.  40 

14.  80 

12.20 

9.  70 

7. 10 

4.  60 

2.  00 

0 

0 

$115 . 

$120.. 

23.  50 

20.  90 

18.40 

15.80 

13.  20 

10.70 

8.  10 

5.  00 

3. 00 

.40 

0 

$120 _ 

$125 . 

24.  50 

21.90 

19.40 

16.80 

14.  20 

11.70 

9.10 

6.60 

4.00 

1.40 

0 

$125. . . 

$130 . 

25.50 

22.90 

20.40 

17.80 

15.20 

12.70 

10. 10 

7.60 

5.  00 

2.40 

0 

$130 . 

$135 . 

26.  50 

23.90 

21.  40 

18.  80 

16.20 

13.  70 

11. 10 

8.60 

6.00 

3.  40 

.90 

$135 . . 

$140. . 

27.  50 

24.  90 

22.40 

19.80 

17.20 

14.70 

12. 10 

9.60 

7.00 

4.  40 

1.  90 

$140 . 

$145  .. 

28.  50 

25.  90 

23.  40 

20.80 

18.20 

15.70 

13. 10 

10.  60 

8.00 

5.40 

2.90 

$145 . . 

$150 . 

29.  50 

26.90 

24.  40 

21.80 

19.20 

16.70 

14. 10 

11.60 

9.00 

6.  40 

3.90 

$150 . . 

$160 . 

31.  00 

28.  40 

25.90 

23.  30 

20.  70 

18.20 

15.-60 

13. 10 

10.  50 

7.  99 

5. 40 

$160. . . 

$170— 

33.  00 

30.40 

27.90 

25.  30 

22.70 

20.20 

17.60 

15. 10 

12.50 

9.  99 

7.40 

$170. . . 

$180  _. 

35.  00 

32.  40 

29.90 

27. 30 

24.  70 

22.20 

19.60 

17. 10 

14.  50 

11.90 

9.40 

$180 . 

$190 

37.  00 

34.  40 

31.90 

29.30 

26.70 

24.20 

21.60 

19.  10 

16.50 

13.  90 

11.40 

$190 . 

$200 . 

39.00 

36.40 

33.90 

31.30 

28.70 

26.20 

23.  60 

21. 10 

18.50 

15.90 

13.40 

$200  and  over 

20  percent  of  the  excess  over  $200  plus 

- 

40. 00 

37.40 

34. 90 

32.30 

29.70 

27.20 

24.60 

22.10 

19.50 

16.90 

14.40 

1951 


CONGRESSIONAL  RECORD— SENATE 

If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


11903 


And  the  wages  are — 


At  least 


But  less  than 


And  the  number  of  withholding  exemptions  claimed  is — 


$0. . 

$26 

20%  of 

wages 

$5.40 

5.80 
6.20 
6.60 
7.00 

7.40 

7.80 
8.20 
8.60 
9.00 

9.40 

9. 80 
10.20 
10.60 
11.00 
11.  40 
11.  80 
12.20 
12.60 
13.00 

13.40 

13.80 

14.20 

14.60 
15.00 

15.40 

15.  80 

16.20 

16.  60 
17.00 

17.40 

17.80 
18.  20 

18.60 
19.00 

19.40 

19.80 
20.20 
20.60 
21.00 
21.  40 

21.80 
22.20 
22.60 
23.00 

23. 40 

$0 

.30 

.70 

1.10 

1. 50 

1.90 

2.30 

2.70 

3. 10 

3.50 

3. 90 

4.30 

4.  70 

5. 10 

5.50 

5.90 

6.  30 

6.  70 

7. 10 

7.50 

7. 90 

8. 30 

8. 70 

9.10 

9.50 

9.90 

10. 30 

10.70 
11.10 

11.50 

11.90 

12.30 

12.70 

13. 10 

13.  50 

13.90 

14.30 

14.70 

15.10 

15.50 

15.90 

16.30 

16.70 

17.10 

17.50 

17.90 

18.30 

$26 . . 

$28  . 

$28 . 

$30  . 

$30 . . . 

$32  . 

$32 . 

$34  . 

$34 . 

$36 _ 

$36.. . 

$38 

$38 . . . 

$40 

$40.. . 

$42  . 

$42..  . 

$44  . 

$44 . 

$46  . 

$46.... . 

$48  . 

$48 . 

$50  ... 

$50 . 

$52 . 

$52 . 

$54 

$54 . 

$56  . 

$56 . 

$58  .  . 

$58.. . 

$00  .  . 

$60 . . 

$62  . 

$62 . 

$64  ... 

$64..  .  . 

$66 . 

$66 _ 

$68  ... 

$08..  . 

$70 

$70 _ 

$72 . 

$72 . 

$74  . 

$74. . 

$76  . 

$76 . 

$78  . 

$78 . 

$80  ... 

$80.. . 

$82.... 

$82 _ 

$84  .. 

$84. . 

$86 

$86 . 

$88 

$88 . 

$90  . 

$90 . 

$92 . 

$92 . 

$94  . 

$94 . 

$96 . 

$96 . . 

$98 . 

$98 . 

$100 . 

$100 . 

$102 . 

$102 . 

$104.... 

$104 _ _ _ 

$106 _ 

$106 . 

$108  .. 

$108 . . . 

$110  . 

$110 . 

$1-12 . . 

$112 . 

$114 

$114 . 

$116 _ _ 

$116.. . 

$118. . . 

$118. . 

$120 _ 

23.80 

18.  70 

$120... . . 

$124 . . . 

24.40 

19.  30 

$124 . . 

$128 . . 

25.20 

20. 10 

$128 . . 

$132 . . 

26.00 

20.  90 

$132. 

$136 . . 

26.80 

21.70 

$136. . 

$140 . 

27.60 

22.  50 

$140. . 

$144 . . . 

28.40 

23.30 

$144 . 

$148 . . 

29.20 

24. 10 

$148 . ;  . 

$152 . . 

30.00 

24.  90 

$152 . 

$156 

30.80 

25.  70 

$156 _ _ 

$160 . . 

31.60 

26.  50 

$160. . . 

$164. . . 

32.  40 

27.  30 

$164... . . 

$168 _ _ _ 

33.20 

28.10 

$168 _ _ 

$172 . . 

34.00 

28.90 

$172... . . . 

$176 _ 

34.80 

29.70 

$176 

$180 _ 

35.60 

30.50 

$180 . 

$184 _ _ _ 

36.40 

31.30 

$184 _ 

$188 _ _ _ 

37.  20 

32. 10 

$188... . . 

$192 _ 

-38. 00 

32.90 

$192 _ _ 

$196 . . . 

38.80 

33.70 

$196.  _ 

$200 . . 

39.60 

34.50 

$200 . . 

$210... . 

41.00 

35.90 

$210 

$220 _ _ _ 

43.00 

37.90 

$220 

$230 . . 

45.00 

39. 90 

$230 

$240 . . 

47. 00 

41.90 

$240 

$250.. . . . 

49.00 

43.90 

$250 

$260... . . 

51.  00 

45.90 

$260  _ 

$270 . 

63.  00 

47. 90 

$270 

$280 _ 

55.00 

49.90 

$280 

$290 . . 

67.00 

51.90 

$290 

$300 _ 

69.00 

53.90 

$300  _ 

$320. . 

62.00 

56.90 

$320 

$340.. . 

66. 00 

60.90 

$340  . . 

$360 _ 

70.00 

64.90 

$360  . . 

$380... . . 

74.00 

68.  90 

$380  . 

$400 . 

78. 00 

72.90 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.30 
.70 
1. 10 

1.50 

1.90 

2.30 

2.70 

3. 10 
3.  50 

3. 90 

4.30 

4.70 

5. 10 

6.50 
5.  SO 

6.30 

6.70 

7.10 

7.50 

7.90 

8.30 

8.70 

9. 10 

9.50 
9.  SO 

10.30 

10.70 
11.10 

11.50 
11.  SO 

12.30 

12.70 

13.  10 

13.50 

14. 10 

14.  SO 

15.70 

16.  50 

17.  30 

18. 10 

18.90 

19.70 

20.50 

21.30 
22.10 

22.90 

23.70 

24.50 

25.30 
26. 10 

26.90 

27.70 
28.  50 

29. 30 

30.70 

32.70 

34.70 
36.  70 

38.70 
40.  70 
42.  70 
44.  70 

46.70 
48.  70 
51.  70 
55.  70 

59.70 

63.70 

67.70 


$400  and  over. 


80.00 


74.90 


69.70 


3 

4 

5 

6 

7 

8 

9 

10  or  more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$0 

0 

$0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

o 

o 

0 

0 

0 

0 

0 

0 

o 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

0 

o 

u 

0 

0 

0 

0 

0 

0 

o 

.40 

0 

0 

0 

0 

0 

0 

o 

.80 

0 

0 

0 

0 

0 

o 

o 

1.20 

0 

0 

0 

...  0 

0 

0 

o 

1.60 

0 

0 

0 

0 

0 

o 

o 

2.60 

0 

0 

0 

0 

0 

0 

o 

2.40 

0 

0 

0 

0 

0 

0 

o 

2.80 

0 

0 

0 

0 

0 

0 

o 

3.20 

0 

0 

0 

0 

0 

0 

o 

3.60 

0 

0 

0 

0 

0 

0 

o 

4.00 

0 

0 

0 

0 

0 

0 

o 

4.  40 

0 

0 

0 

0 

0 

0 

o 

4.  SO 

0 

0 

0 

0 

0 

0 

o 

5.20 

.10 

0 

0 

0 

0 

0 

o 

5.60 

.50 

0 

0 

0 

0 

o 

o 

6.  CO 

.90 

0 

0 

0 

0 

0 

o 

6.  40 

1.20 

0 

0 

0 

0 

0 

o 

6.80 

1.70 

0 

0 

0 

0 

0 

o 

7.20 

2.10 

0 

0 

0 

0 

0 

o 

7.60 

2.50 

0 

0 

0 

0 

0 

o 

8.  00 

2.  CO 

0 

0 

0 

0 

0 

o 

8.  40 

3.30 

0 

0 

0 

0 

0 

o 

9.00 

3.80 

0 

0 

0 

0 

0 

o 

9.80 

4.  70 

0 

0 

0 

0 

0 

o 

10.60 

5.50 

.40 

0 

0 

0 

0 

o 

11.40 

6.30 

1.20 

0 

0 

0 

0 

o 

12.20 

7. 10 

2.00 

0  4 

0 

0 

0 

o 

13.  00 

7.  CO 

2.80 

0  * 

'  0 

0 

0 

0 

13.  80 

8.70 

3.60 

0 

0 

0 

0 

0 

14.60 

9.50 

4.  40 

0 

0 

0 

0 

o 

15.40 

10.  30 

5.20 

0 

0 

0 

0 

o 

16.  20 

11.10 

6.00 

.80 

0 

0 

0 

0 

17.00 

11.90 

6.80 

1.60 

0 

0 

0 

0 

17.80 

12.70 

7.60 

2.40 

0 

0 

0 

0 

18.60 

13.  50 

8.  40 

3.  20 

0 

0 

0 

0 

19.40 

14.30 

9.20 

4.00 

0 

0 

0 

0 

20.  20 

15. 10 

10.00 

4.  80 

0 

0 

0 

0 

21.00 

15.  90 

10.80 

5.60 

.50 

0 

0 

0 

21.80 

16.  70 

11.60 

6.40 

1.30 

0 

0 

0 

22.60 

17.  50 

12.  40 

7.20 

2. 10 

If 

0 

0 

23.  40 

18.  30 

13.  20 

8.00 

2.90 

0 

0 

0 

24.20 

19. 10 

14.  00 

8.80 

3.70 

0 

0 

0 

25.60 

20.50 

15.  40 

10.20 

5.10 

0 

0 

0 

27.60 

22.50 

17.40 

12.  20 

7. 10 

2.00 

0 

0 

29.  60 

24.  50 

19.40 

14. 20 

9. 10 

4.00 

0 

0 

31.60 

26.50 

21.40 

16.20 

11. 10 

6.00 

.80 

0 

33.  60 

28.50 

23.40 

18.  20 

13.10 

8.00 

2.80 

0 

35.  60 

30.  50 

25. 40 

20.  20 

15. 10 

10.00 

4.  80 

0 

37. 60 

32.50 

27. 40 

22.  20 

17.10 

12.00 

6.80 

1.70 

39.60 

34.50 

29.40 

24.20 

19. 10 

14.00 

8.80 

3.70 

41.60 

36.50 

31.40 

26.20 

21. 10 

10. 00 

10.80 

5.70 

43.60 

38.50 

33.40 

28.20 

23. 10 

18.00 

12.80 

7.70 

46.60 

41.50 

36.40 

31.20 

26. 10 

21.00 

15.80 

10.  70 

50.60 

45.50 

40.40 

35.20 

30. 10 

25.00 

19.80 

14.  70 

54.60 

49.  50 

44.40 

39.20 

34. 10 

29.00 

23.80 

18.70 

58.  60 

63.50 

48. 40 

43.20 

38. 10 

33. 00 

27.80 

22.70 

62.60 

57.50 

52.40 

47.20 

42.10 

37.00 

31.80 

26.70 

20  percent  of  the  excess  over  $400  plus- 

64.60 

69.50 

64.40 

49.20 

44.10 

39.00 

33.80 

28.70 

No.  174—13 
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"  'If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 


And  the  wages  are— 

And  the  number  of  withholding  exemptions  claimed  is— 

At  least 

But  less  than 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or  more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0  . 

$28 . 

20%  o! 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2ft  . 

$30 . 

$5.80 

.20 

0 

0 

o 

o 

o 

o 

o 

o 

0 

$30  . 

$32 . 

6.20 

.60 

0 

0 

0 

0 

0 

0 

o 

0 

0 

$32  . 

$34 . 

6.60 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$34  . 

$36 . . 

7.00 

1.40 

0 

0 

0 

0 

0 

o 

o 

o 

o 

$3fi  . 

$38 . 

7.40 

1.80 

0 

0 

o 

o 

0 

o 

o 

o 

o 

$38  . 

$40.. . 

7.80 

2.20 

0 

0 

0 

0 

0 

0 

0 

o 

o 

$40  . 

$42.... . 

8.20 

2.60 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$42  . 

$44 . 

8.60 

3.00 

0 

0 

0 

0 

0 

0 

o 

o 

o 

$44  . 

$46 . 

9.00 

3.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46  . 

$48 . 

9.40 

3.80 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$48  . 

$50 . 

9.80 

4.20 

0 

0 

0 

0 

0 

0 

o 

o 

o 

$50  . . . 

$52 . 

10.20 

4.60 

0 

0 

0 

0 

0 

o 

o 

o 

o 

$52  . . 

$54 . 

10.  60 

6.00 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$54  . 

$56 . 

11.00 

5.40 

0 

0 

0 

0 

0 

0 

0 

0 

o 

$56  . . 

$58 . 

11.40 

5.80 

.30 

0 

0 

0 

0 

0 

o 

0 

o 

$58  . . 

$60.. . 

11.80 

6.20 

.70 

0 

0 

0 

0 

0 

0 

0 

o 

$60  . 

$62 . 

12.20 

6.60 

1.10 

0 

0 

0 

0 

0 

o 

0 

o 

$62 

$64 . 

12.60 

7.00 

1.50 

0 

0 

0 

0 

0 

0 

0 

o 

$64 . 

$66. . 

13.00 

7.  40 

1.90 

0 

0 

0 

0 

0 

0 

0 

o 

$66  . 

$68 . 

13.40 

7.80 

2.30 

0 

0 

0 

0 

0 

o 

o 

o 

$68 _ _ 

$70. . 

13.80 

8.20 

2.70 

0 

0 

0 

0 

0 

0 

0 

o 

$70 . 

$72 . 

14.20 

8.  60 

3. 10 

0 

0 

0 

0 

0 

0 

0 

o 

$72 . 

$74 . . 

14.60 

9.00 

3.50 

0 

0 

0 

0 

0 

0 

0 

o 

$74 . 

$76 . 

15.00 

9.  40 

3.90 

0 

0 

0 

0 

0 

0 

0 

o 

$76  .  .  . . 

$78 . . 

15.40 

9.80 

4.30 

0 

0 

0 

0 

0 

0 

0 

o 

$78 . 

$80 . 

15.80 

10.20 

4.70 

0 

0 

0 

0 

0 

0 

0 

o 

$80 

$82 . 

16.  20 

10.  60 

6.10 

0 

0 

0 

0 

0 

0 

0 

o 

$82 . . . 

$84 . 

16.60 

11.00 

5.50 

0 

0 

0 

0 

0 

0 

0 

o 

$84 . . . 

$86 . 

17.00 

11.40 

5.90 

.30 

0 

0 

0 

0 

0 

0 

o 

$86 _ _ 

$88 . 

17.  40 

11.  SO 

6.  30 

.70 

0 

0 

0 

0 

0 

0 

0 

$88 . . . 

$90 . 

17.80 

12.20 

6.70 

1.10 

0 

0 

0 

0 

0 

0 

0 

$90  . . 

$92 . 

18.  20 

12.  60 

7.10 

1.50 

e 

0 

0 

0 

0 

0 

o 

$92  . 

$94 . 

18.60 

13.00 

7.50 

1.90 

0 

0 

0 

0 

0 

0 

0  ■ 

$94 . . . 

$96 . 

19.00 

13.40 

7.  90 

2.  30 

0 

0 

0 

0 

0 

0 

0 

$96  ..  _  . . 

$98 . 

19.  40 

13. 80 

8.  30 

2.70 

0 

0 

0 

0 

0 

0 

o 

$98  .  _ _ 

$100 . . . 

19.  80 

14.20 

8.  70 

3.10 

0 

0 

0 

0 

0 

0 

o 

$100  _ _ 

$102 . 

20.20 

14.60 

9. 10 

3.50 

0 

0 

0 

0 

0 

0 

0 

$102  .. 

$104 . 

20.60 

15.00 

9.50 

3. 90 

0 

0 

6 

0 

0 

0 

o 

$104 . 

$106 . 

21.00 

15.  40 

9.  90 

4.30 

0 

0 

0 

0 

0 

0 

o 

$106 . 

$108 . 

21.40 

15.80 

10.30 

4.70 

0 

0 

0 

0 

0 

0 

0 

$108 . . 

$110. . 

21.80 

16.20 

10.  70 

5. 10 

0 

0 

e 

0 

0 

0 

o 

$110 . . 

$112... . 

22.20 

16.60 

11.10 

5.50 

0 

0 

0 

0 

0 

0 

o 

$112. . . . 

$114 . 

22.60 

17.00 

Ilf  50 

5.90 

.40 

0 

0 

0 

0 

0 

o 

$114 _ _ 

$116 . 

23.00 

17.  40 

11.90 

6.30 

.80 

0 

0 

0 

0 

0 

o 

$116 . . . 

$118 . 

23.40 

17.80 

12.  30 

6.  70 

1.20 

0 

0 

0 

0 

0 

o 

$118 . 

$120 _ _ 

23.80 

18.  20 

12.70 

7. 10 

1.60 

0 

0 

0 

0 

0 

o 

$120  . 

$124  ...  . 

24.  40 

18.80 

13.  30 

7.70 

2.20 

0 

0 

0 

0 

0 

o 

$124 . 

$128 . 

25.20 

19.60 

14. 10 

8.50 

3.00 

0 

0 

0 

0 

0 

o 

$128 . . 

$132 . 

26.00 

20.  40 

14.90 

9.30 

3.  SO 

0 

0 

0 

0 

0 

0 

$182 . 

$136 . 

26.80 

21.20 

15.70 

10. 10 

4.60 

0 

0 

0 

0 

0 

0 

$136 . 

$140 . 

27.  60 

22.00 

16.  50 

10.  90 

5.40 

0 

0 

0 

0 

0 

o 

$140 . 

$144  . 

28.  40 

22.80 

17.  30 

11.70 

6.  20 

.60 

0 

0 

0 

0 

o 

$144 . . . 

$148 . . 

29.20 

23.60 

18. 10 

12.50 

7.00 

1.40 

0 

0 

0 

0 

0 

$148 . 

$152 . 

30.  00 

24.40 

18.90 

13.  30 

7.  SO 

2.20 

0 

0 

0 

0 

o 

$152 . 

$156 . 

30.  80 

26.  20 

19.70 

14. 10 

8.60 

3.00 

0 

0 

0 

0 

0 

$156 . 

$160 

31.60 

26.00 

20.  50 

14.90 

9.40 

3. 80 

0 

0 

0 

0 

o 

$160 . 

$164  . 

32.  40 

26.  80 

21.30 

15.70 

10.20 

4.  CO 

0 

0 

0 

0 

o 

$164 . . 

$168 . 

33.20 

27.60 

22. 10 

16.50 

11.00 

5.40 

0 

0 

0 

0 

0 

$168 . 

$172  . 

34.00 

28. 40 

22.  90 

17.30 

11.80 

6. 23 

.70 

0 

0 

0 

o 

$172. . 

$176  . 

34.80 

29.20 

23.70 

18. 10 

12.60 

7.00 

1.50 

0 

0 

0 

0 

$176. . . 

$180 . 

35.60 

30.00 

24.50 

18.90 

13.40 

7.80 

2.  30 

0 

0 

0 

0 

$180 _ 

$184 _ _ _ 

36.40 

30.80 

25.30 

19.  70 

14.20 

8. 60 

3. 10 

0 

0 

0 

0 

$184 . . . 

$188 . 

37.20 

31.60 

26. 10 

20.50 

15.00 

9.40 

3.90 

0 

0 

0 

0 

$188 . . 

$192 . 

38.00 

32.40 

26.90 

21.30 

15.80 

10.20 

4.70 

0 

0 

0 

0 

$192 . . . 

$196 

38.80 

33.20 

27.70 

22. 10 

16.60 

11.00 

5.50 

0 

0 

0 

o 

$196 _ _ 

$200  . 

39.60 

34.  00 

28.50 

22.90 

17.40 

11.80 

6.30 

.70 

0 

0 

0 

$200 _ _ 

$210 . 

41.00 

35.40 

29.90 

24.30 

18.80 

13.20 

7.70 

2. 10 

0 

0 

0 

$210 _ 

$220  . 

43.00 

37.40 

31.90 

26.  30 

20.80 

15.20 

9.70 

4. 10 

0 

0 

o 

$220 . . . 

$230 

45.  00 

39.40 

33.90 

28.30 

22.80 

17.20 

11.70 

6.10 

.60 

0 

o 

$230... . 

$240.  . 

47.00 

41.40 

35.90 

30.30 

24.80 

19.20 

13.  70 

8. 10 

2.60 

.  0 

o 

$240 _ _ 

$250 

49.00 

43.  40 

37.90 

32.30 

26.80 

21.20 

15.70 

10.10 

4.60 

0 

o 

$250 . 

$260 

51.00 

45.  40 

39.90 

34.30 

28.80 

23.20 

17.70 

12. 10 

6.60 

1.00 

o 

$260 _ 

$270.  . 

53. 00 

47.40 

41.90 

3G.  30 

30.  80 

25.20 

19. 70 

14.  10 

8.60 

3.00 

o 

$270... . 

$280 . 

55.00 

49.40 

43.90 

38.30 

32.80 

27.20 

21.70 

16. 10 

10.60 

5.  00 

0 

$280 _ 

$290  . 

57.00 

51.40 

45.90 

40.30 

34.80 

29.20 

23.  70 

18. 10 

12.60 

7.00 

1.40 

$290. . 

$300 

59.00 

53.  40 

47.90 

42.  30 

36.80 

31.20 

25.  70 

20. 10 

14.  60 

9. 00 

3  40 

$300. . 

$320.. . 

62.00 

56.40 

50.90 

45.30 

39.80 

34.20 

28.70 

23. 10 

17.60 

12.00 

6.  40 

$320 . . . 

$340  . 

66.00 

60.40 

54.90 

49.30 

43.  80 

38.20 

32.  70 

27. 10 

21.60 

16. 00 

10  40 

$340. . . 

$360 . 

70.00 

64.40 

58.90 

53.30 

47.80 

42.20 

36.70 

31.10 

25.60 

20. 00 

14.40 

$360 _  . 

$380  . 

74.00 

68.  40 

62.90 

57. 30 

51.80 

46.20 

40.  70 

35. 10 

29.60 

24.00 

18  40 

$480 _ 

$400  .. 

78.00 

72.  40 

66.  90 

61.30 

55.  80 

50.20 

44.70 

39. 10 

33.  60 

28. 00 

22  40 

$400 _ 

$420  . . 

82. 00 

76.40 

70.90 

65.  30 

59.  80 

54.  20 

48.70 

43. 10 

37.  60 

32. 00 

26  40 

$420 . 

$440  . 

86.00 

80.40 

74.90 

69.  30 

63.80 

58.20 

52.  70 

47. 10 

41.  60 

36. 00 

30  40 

$440... . . 

$460 

90.00 

84.40 

78.90 

73. 30 

67.80 

62.  20 

56.  70 

51. 10 

45.  60 

40  00 

$460 _ 

$480  .. 

94.  00 

88.  40 

82.  90 

77.30 

71.80 

66.  20 

60.  70 

55. 10 

49.  60 

44.00 

$480 . 

$500 . 

98.00 

92.40 

86.90 

81.30 

75.80 

70.20 

64.70 

59. 10 

53.60 

48.00 

42.  40 

$500  and  over. 


20  percent  of  the  excess  over  $500  plus — 


94.40 

88.90 

83.30 

77.80 

72.20 

66.70 

61.10 

55.60 

50.00 

100. 00 


44.  40 
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"  'If  the  payroll  period  with  respect  to  an  employee  is  monthly 


And  the  w 

ages  are — 

And  the  number  of  withholding  exemptions  claimed  is— 

At  least — 

But  less  than— 

0 

1 

1  2 

3 

4 

5 

6 

7 

8 

9 

10  or  more 

The  amount  of  tax  to  be  withheld  shall  be — 

$0 . . . 

$50 . 

$60 . . 

$64 . 

$08 . 

$72 . . . . 

$76 . . 

$80 . . 

$84 . . 

$88 . 

$92 . 

$96 . . . 

$100.... . 

$104 . 

$108 . . 

$112 . 

$116 . . 

$120 . . . 

$124... . 

$128... . 

$132 . . . 

$133... . . . 

$140 . . . 

$144 _ _ 

$148 _ _ 

$152 _ _ 

$156 _ 

$160 . . . 

$164 _ _ 

$168 . 

$172 . . 

$176 . 

$180 . 

$184. . . 

$188 . 

$192 . . 

$196 . . . 

$200  — 

$204 . . 

$208 . 

$212 _ _ 

$216. . 

$220 . . . 

$224 _ _ 

*228 

$232 _ 

$240 . . 

$248 _ _ 

$256 . 

$264 . . 

$272 . . 

*280 . . 

$288 _ _ 

$296 . 

*304 

$312 . . . 

$320 _ _ _ 

$328 . . 

$336. . 

$344 . 

$352 . 

$360... . . 

$368 . 

$376 . 

$384 . 

$392 _ 

$400 . . . 

$420.. . . 

$440 . . 

$460 . 

$480 . . . . 

$500 . . . 

$520 . 

$540 . . 

$560 . . . 

$580 . . 

$600 . . 

$640 . . 

$080 . . 

$720 . . 

$700 . 

$800 _ _ 

$840 . 

$880 . . - 

$920... . 

$960 . 

* 

$56 . 

$80 . . 

$64 . 

$68 . . . 

$72 . . . 

$76 . 

$80 . . 

$84 . . 

$88 . . 

$92 . 

$96 . 

$100 _ 

$104 . . 

$103 . . . 

$112 . . 

$116.... . 

$120 _ : _ 

$124 . . . 

$128 . . 

$132.. . 

$136 . . 

$140 . . 

$144 _ _ 

$148 . 

$152 . . . 

$156 . 

$160 . . 

$164... . . 

$168. _ 

$172 _ 

$176 . 

$180 _ _ 

$184 . 

$188... 

$192 . 

$196 . 

$200 . . . 

$204.,... . 

$208 . 

$212 . 

$216 _ 

$220 . 

$224. . 

$228 . ' . 

$232 _ 

$236 _ ; . 

$240 . 

$248 . . 

$256 _ ' . 

$264 

$272 .  ' _ 

$280  _ 

$288 _ _ 

$296 _ 

$304. . 

$312 . 

$320 . . 

$328 . . . 

$336.. . . 

$344 . 

$352 . 

$360 _ _ 

$368 _ 

$376. . 

$384. . . 

$392 . . . . 

$400.... . 

$120 . . 

$440 _ 

$460 . . . 

$480... . 

$500 . 

$520 . 

$540 . . 

$560 . . 

$580. . . . 

$600 . 

$640 . . 

$680 . 

$720... . 

$760— . 

$800 . 

$840 . . . . 

$880 . . 

$920 _ 

$960 . 

$1,000 . 

20%  of 
wages 
$11.60 

12.40 

13.  20 
14.00 

14.  80 

15.60 
16.  40 

17.20 
18.00 
18. 80 

19.  60 

20.  40 

21.20 
22.00 
22.80 

23.60 
24.  40 

25.20 
26. 00 
26.80 

27.60 

28.40 

29.20 
30. 00 

30.80 

31.60 

32.40 

33.  20 
34.00 

34.  SQ 

35.  60 

36.40 

37.20 
38.00 

38.80 

39.60 

40.40 

41.20 
42.  00 

42.80 

43.60 

44.40 

45.20 
46.00 

40.80 

47.60 

48.80 

50.40 
52.00 

53.60 

65.20 

56.80 

58.40 
60.00 

61.60 

63.20 

64.80 

66.40 
68.00 

69. 60 

71. 20 
72.  80 

74. 40 
76. 00 

77. 60 

79.20 
82. 00 
86.  00 
SO.  00 
94.00 
98.00 

102. 00 
106. 00 
110. 00 
114. 00 
118. 00 
124. 00 
132.  00 
140.  00 
148. 00 
156.  00 
164.  00 
172.00 
180. 00 
188. 00 
196. 00 
• 

$0- 

.50 

1.30 
2.10 
2.90 

3.70 

4.50 

6. 30 
6.10 
6.  BO 

7.70 

8.50 

9.30 
10.10 
10. 60 

11.70 

12.50 

13.30 

14. 10 

14.90 

15.70 

16.50 

17.30 

18. 10 

18.90 

19.70 

20.50 

21.30 
22.10 

22.90 

23.70 

24.50 

25.30 
26  10 

26.90 

27.70 

28.50 

29.30 

30. 10 

30.90 

31.70 

32.50 

33. 30 

34.10 

34.90 

35.70 

36.50 

37.70 

39. 30 

40.90 

42.50 

44. 10 

45.70 

47.30 

48.90 

50.50 

52.10 

53.70 

55.30 

56. 90 

58.50 

60.10 

61.70 

63. 30 

64.90 

66.50 
68.10 

70.90 

74. 90 

78. 90 

82.90 

86.90 

90.90 

94.90 

98.90 

102. 90 

106. 90 

112. 90 
120.  90 

128.90 

136. 90 

144. 90 

152. 90 
160.  90 

168. 90 

176. 90 

184. 90 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.60 

1. 40 
2.20 
3. 00 
3.  SO 
4.60 

5.40 
6.20 
7.00 

7.  80 

8.  CO 

9.40 
10.20 
11.00 
1U.80 
12.60 
13.  40 

14. 20 
15.00 

15.80 
16.60 
17.  40 
is.  20 

19.  00 

19.80 

20.  6) 
21.  40 

22.20 
23.00 

23.80 

24.60 

25.40 

26.60 
28.20 

29.80 

31.40 
33.00 

34.60 

36.20 

37.80 

39.40 
41.00 

42.60 

44.  20 

45.  80 
47.  40 
49.00 
60.  60 

52.20 
'  53.80 

55.40 
57.  00 
59.  80 
63.  80 

67.80 

71.80 

75.80 

79.80 

83.80 

87. 80 

91.80 
95.  SO 

101. 80 

109.80 

117. 80 

125.80 

133.80 
141.  80 

149. 80 

157. 80 

165. 80 

173. 80 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.70 

1.  50 

2.  30 
3. 10 

3.90 

4.70 

5.50 
6.30 

7  10 

7.90 

8.70 

9.50 

10. 30 
11.10 

11.90 

12.70 

13.50 

14.30 

15.50 

17. 10 
18.  .70 
20.  30 

21.90 

23.50 

25. 10 

26.70 

28.30 

29.90 

31.50 

33. 10 
34.  70 

36. 30 
37.  90 
39.  50 

41.10 

42.70 

44.30 
45.  90 

48.70 

52.70 

56.70 

60.70 
64.  70 
68.  70 
72.  70 

76.70 

80. 70 

84.70 
90.  70 

98.70 

106. 70 

114. 70 

122. 70 

130. 70 

138. 70 
146. 60 

154. 70 

162. 70 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

•  SO 
1.C0 

2.40 

3.20 

4.40 
6.00 
7.60 

9.20 
10.80 

12.40 
14.00 

15.60 
17.  20 
18.80 

20.40 
22.00 

23.60 

25.20 
26. 80 

28.40 
30.  00 

31.60 

33.20 
34.80 
37.  60 

41.60 

45.60 

49.60 

53.60 

57. 60 

61.60 

65.60 

69.60 
73.  60 

79.60 

87.60 

95.60 

103.60 
111.  60 

119. 60 

127. 60 

135.60 

143. 60 

151. 60 

$0 

0 

0 

0 

0 

0 

0 

0 

.0 

P 

.0 

.0 

.0 

.0 

D 

0 

p 

0 

0 

0 

0 

p 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1.20 
2.80 
4.40 
6.00 
7.60 
9.20 
10.80 
12.  40 
14.  00 

15.60 
17.  20 
18. 80 
20.  40 
22.00 

23. 60 

26.40 
30.  40 
34.  40 

38.40 

42.40 

46.40 

50.40 

54.40 

55.40 

62.40 
68.  40 

76. 40 
84.  40 

92.40 
100.  40 
108.  40 

116. 40 

124. 40 

132. 40 
140.  40 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.0 

0 

.0 

p 

.0 

.0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

o 

0 

0 

0 

0 

0 

0 

1.30 
2.90 
4.50 
6.10 

7.  70 

9.30 
10.  90 
12.  50 
15,  30 
19.  30 

23.30 

27.30 

31.30 
35.  30 

39.30 
43.  30 

47.30 

61.30 

67.30 

65.30 
73.  30 

81.30 

89.30 
97.  30 

105. 30 
113.  30 
121.  30 

129. 30 

$0 

0 

0 

0 

0 

0 

0 

0 

o’ 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1.40 

4.  20* 
8.20 

12.  20 

16.  20 

20.20 
24.  20 

28.20 

32.20 

36.20 

40.20 

46.20 

54.20 

62.20 

70.20 

78.20 

86.20 
94.  20 

102.  20 
110.  20 
118. 20 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1.10 

5. 10 

9. 10 

13.10 

17. 10 

21.10 

25. 10 

29. 10 

35.10 

43. 10 

51. 10 

59.10 

67.10 

75.10 

83. 10 

91.10 

99.10 
107. 10 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

2. 00 

6. 00 
10.00 
14. 00 
18.00 
24.  00 
32.00 
40. 00 
48.00 
56.  00 
61.  00 
72.00 
80.00 
88.00 
96. 00 

$0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0  . 
0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

n 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

p 

0 

0 

2.90 
6.  90 

12.90 

20.90 

28.90 

36.90 

44.90 

52.90 

60.90 

68.90 

76.90 

84. 90 

$1,000  and  over . 

20  percent  of  the  excess  over  $1,000  plus— 

200. 00 

188.90 

177.80 

166.70 

155. 60 

144.40 

133.30 

122. 20 

111. 10 

100.00 

88.90 
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« 'if  the  payroll  period  with  respect  to  an  employee  is  a  daily  payroll  period  or  a  miscellaneous  payroll  period 


And  the  wages  divided  by  the  mum- 
ber  oi  days  in  such  period  are— 

And  the  number  of  withholding  exemptions  claimed  is — 

0 

1 

8 

3 

* 

6 

7 

8 

9 

10  or  more 

At  least — 

But  less  than— 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by  the  number  of  days  in  such  period— 

$n  _ 

$2.00 . 

20%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00  _ 

$2.25 . 

$0.  40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$9  2.1  _ 

$2.50 _ 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$*.>  50 

$2.75 . 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2  75  _ 

$3.00 . . 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3  00 

$3.25 . . 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3  25  _ 

$3.50 . 

.65 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3  50  _ 

$3.75 . 

.70 

.  .35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3  75  _ 

$4.00 . 

.75 

.40 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 _ 

.80 

.45 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4  25  . 

$4.50 . . 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4  50  . 

$4.75 . . . 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$4  75  _ 

$5.00 . 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5  00 

$5.25 . . 

1.00 

.65 

.30 

0 

0 

0  - 

0 

0 

0 

0 

0 

$5  25  _ 

$5.50 . 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

0 

$5  50 

$5.75 _ 

1. 10 

.75 

..40 

.05 

0 

0 

0 

0 

0 

0 

0 

$5  75  _ 

$6.00 . 

1.15 

.80 

,45 

.10 

0 

0 

0 

0 

0 

0 

0 

$8  00  . 

$6.25 . . 

1.20 

.85 

.50 

.15 

0 

0 

0 

0 

0 

0 

0 

$8  25 

$6.50 . . 

1.25 

.90 

.55 

.20 

0 

0 

0 

0 

0 

0 

0 

$8  50 

$6.75 . . 

1.30 

.95 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

$8  75  _ 

$7.00 . . 

1.35 

1.00 

.  65 

.30 

0 

0 

0 

0 

0 

0 

0 

$7  00 

$7.25 . 

1.40 

1.05 

.70 

.35 

0 

0 

0 

0 

0 

0 

0 

$7  *25  _ 

$7.50 . . 

1.45 

1.10 

.75 

.40 

0 

0 

0 

0 

0 

0 

0 

$7  50  _ 

$7.75 . 

1.50 

1. 15 

.80 

.45 

.05 

0  . 

0 

0 

0 

0 

0 

$7  75  _ 

$8.00 . . 

1.55 

1.20 

.85 

-.50 

.10 

0 

0 

0 

0 

0 

0 

$8  00  . 

$8.25 . . 

1.60 

1.25 

.90 

.55 

.15 

0 

0 

0 

0 

0 

0 

$8  25 

$S.50 . 

1.65 

1.30 

.95 

.60 

.20 

0 

0 

0 

0 

0 

0 

$8  50  _ 

$8.75 . . 

1.70 

1.35 

1.00 

.65 

.25 

0 

0 

0 

0 

0 

0 

$8  75  _ 

$9.00 . . 

1.75 

1.40 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

0 

$9  00  _ 

$9.25 . 

1.80 

1.45 

1.10 

.75 

.35 

*0 

0 

0 

0 

0 

0 

$9  25  _ 

$9.50 . 

1.85 

1.50 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

0 

$9  50  _ 

$9.75 . 

1.90 

1.55 

1.20 

.85 

.45 

.10 

0 

0 

0 

0 

0 

$9  75  _ 

$10.00 . 

1.95 

1.60 

1.25 

.90 

.60 

.15 

0 

0 

0 

0 

0 

$10  00  _ 

$10.50. . 

2.05 

1.70 

1.30 

.95 

.60 

.20 

0 

0 

0 

0 

0 

$10  50  . 

$11.00 . 

2.15 

1.80 

1.40 

1.05 

.70 

.30 

0 

0 

0 

0 

0 

$11  oo  . 

$11.50 . - 

2.25 

1.90 

1.50 

1.15 

.80 

.40 

.05 

0 

0 

0 

0 

$11  50  . 

$12.00 . . - 

2.35 

2.00 

1.60 

1.25 

.90 

.50 

.15 

0 

0 

0 

0 

$12  00  _ 

$12.50 . 

2. 45 

2. 10 

1.70 

1.35 

1.00 

.60 

.25 

0 

0 

0 

0 

$1 2  50 

$13.00 . . . 

2.  55 

2.20 

1.80 

1.45 

1.10 

.70 

.35 

0 

0 

0 

0 

$13  00 

$13  AO . . 

2.65 

2.30 

1.90 

1.  55 

1.20 

.80 

.45 

.10 

0 

0 

0 

$13  50 

$14.00 . 

2.  75 

2.40 

2.00 

1.65 

1.30 

.90 

,  55 

.20 

0 

0 

0 

$1 4  00 

$14.50 . 

2. 85 

2.50 

2. 10 

1.75 

1.40 

1.00 

.65 

.30 

0 

0 

0 

$14  50 

$15.00 . 

2.95 

2.60 

2.20 

1.85 

1.50 

1.10 

*75 

.40 

.05 

0 

0 

$15  00  _ 

$15.50 _ 

3.05 

2.70 

2.30 

1.95 

1.60 

1.20 

.85 

.50 

.15 

0 

0 

$1  5  50 

$16.00 _ 

3. 15 

2.80 

2.40 

2.05 

1.70 

1. 30 

.95 

.60 

.23 

0 

0 

$1 8  00 

$16.50 _ 

3.25 

2.90 

2.50 

2.15 

1.80 

1.40 

1.05 

.70 

.35 

0 

0 

$18  50 

$17.00 _ 

3.35 

3.00 

2.f>0 

2.  25 

1.  90 

1.50 

1.15 

.80 

.45 

.05 

0 

$17  00 

$17.50 _ _ 

3.  45 

3. 10 

2.70 

2.35 

2.  CO 

1.60 

1.  25 

.90 

.55 

.15 

0 

$17  50  _ 

$18.00 _ 

3.  55 

3.20 

2.80 

2.45 

2. 10 

1.70 

1.35 

1.00 

.65 

.25 

0 

$18.00  _ 

$18.50 . . 

3.05 

3.30 

2.90 

2.  55 

2.20 

1.80 

1.45 

1. 10 

.75 

.35 

0 

$18  50 

$19.00 _ 

3.75 

3.40 

3.00 

2.65 

2.30 

1.90 

1.  55 

1.20 

.85 

.45 

.10 

$19  00 

$19.50 _ 

3.85 

3.50 

3. 10 

2.  75 

2.40 

2.00 

1.65 

1.30 

.95 

.55 

.20 

$19  50 

$20.00 _ 

3.  95 

3.60 

3.20 

2.85 

2.50 

2.10 

1.75 

1.40 

1.  05 

.  65 

.30 

$20.00  _ - 

$21.00 _ 

4.10 

3.  75 

3.  35 

3.00 

2.65 

2.  25 

1.90 

1.  55 

1.20 

.80 

.45 

$21  00 

$22.00 _ 

4.30 

3.  95 

3.  55 

3.20 

2.  85 

2.45 

2. 10 

1.  75 

1.40 

1.00 

.65 

$92  00 

4.50 

4. 15 

3.  75 

3.  40 

3.05 

2.65 

2.30 

1.  95 

1.00 

1.20 

.85 

$23.00 

$24.00 _ 

4.70 

4.35 

3.  95 

3.60 

3.25 

2.85 

2.50 

2. 15 

1.80 

1.40 

1.  05 

$24.00  _ 

$25.00 _ _ 

4.90 

4.  55 

4. 15 

3.80 

3.  45 

3. 05 

2.70 

2.35 

2.00 

1.00 

1.25 

$25  00 

$26.00 _ 

5. 10 

4.75 

4.  35 

4.00 

3.65 

3.  25 

2.90 

2.55 

2.20 

1.80 

1.45 

$26.00 

$27.00 _ 

5.  30 

4.95 

4.  55 

4.20 

3.  85 

3.  45 

3.10 

2.75 

2.40 

2.  00 

1.65 

$27.00  _  — 

$28.00 _  _ 

5.50 

6. 15 

4.75 

4.  40 

4.05 

3.  65 

3. 30 

2.  95 

2.60 

2.20 

1.  85 

$28.00  _ 

$29.00 _ 

5.70 

5.  35 

4.95 

4.60 

4.  25 

3.  85 

3.50 

3. 15 

2.80 

2.  40 

2.05 

$29.00 . . 

$30.00 . . 

5.90 

6.55 

6.15 

4.80 

4.  45 

4.05 

3.70 

3.  35 

3.00 

2.60 

2.25 

$30  and  over _ 

20  percent  of  the  excess  ov 

er  $30  plus — 

6.00 

6.65 

5.25 

4.90 

4.  55 

4.15 

3.80 

3. 45 

3.10 

2.70 

2. 35 

“  ‘(B)  Wages  paid  after  December  31, 1953: 
At  the  election  of  the  employer  with  respect 
to  any  employee,  the  employer  shall  deduct 
and  withhold  upon  the  wages  paid  to  such 
employee  after  December  31,  1953,  a  tax 
determined  in  accordance  with  the  following 
employee  after  December  31,  1953,  a  tax 
required  to  be  deducted  and  withheld  under 
subsection  (a).’” 

The  next  amendment  was,  on  page  113, 
line  5,  to  change  the  section  number  from 
“223”  to  “203.” 

The  next  amendment  was,  on  page  113, 
line  20,  to  change  the  section  number  from 
“224”  to  “204”;  in  line  21,  after  the  word 
“this”,  to  strike  out  “part”  and  insert  “title”, 
and  in  line  22,  after  the  word  “after”,  to 
strike  out  “September”  and  insert  “Novem¬ 
ber.” 

The  next  amendment  was,  under  the  head¬ 
ing  “Title  III — Miscellaneous  income  tax 


amendments,”  on  page  114,  after  line  6,  to 
strike  out: 

“(c)  Head  of  household. 

"(1)  Rates  of  surtax:  In  the  case  of  tax¬ 
able  years  beginning  after  August  31,  1951, 
there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  who  is  the  head  of 
a  household  the  surtax  shown  in  the  follow¬ 
ing  table: 


“If  the  surtax  net  in¬ 
come  is:  The  surtax  shall  be: 


Not  over  $2,000 _ - 


Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 


17  percent  of  “the 
surtax  .  net  in¬ 
come. 

$340,  plus  18  per¬ 
cent  of  excess 
over  $2,000. 

$700,  plus  21  per¬ 
cent  of  excess 
over  $4,000. 


“If  the  surtax  net  in¬ 
come  is: 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,000  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 


The  surtax  shall  be : 

$1,120,  plus  23  per¬ 
cent  of  excess 
over  $6,000. 

$1,580,  plus  27  per¬ 
cent  of  excess 
over  $8,000. 

$2,120,  plus  29  per¬ 
cent  of  excess 
over  $10,000. 

$2,700,  plus  33  per¬ 
cent  of  excess  t 
over  $12,000. 

$3,360,  plus  36  per¬ 
cent  of  excess 
over  $14,000. 

$4,080,  plus  39  per¬ 
cent  of  excess 
over  $16,000. 
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“If  the  surtax  net  in¬ 
come  is: 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $24,000 

Over  $24,000  but  not 
over  $26,000. 

Over  $26,000  but  not 
over  $28,000. 

Over  $28,000  but  not 
over  $32,000. 

Over  $32,000  but  not 
over  $36,000. 

Over  $36,000  but  not 
over  $40,000. 

Over  $40,000  but  not 
over  $44,000. 

Over  $44,000  but  not 
over  $50,000. 

Over  $50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $120,000. 

Over  $120,000  but 
not  over  $150,000. 

Over  $150,000  but 
not  over  $160,000. 

Over  $160,000  but 
not  over  $180,000. 

Over  $180,000  but 
not  over  $200,000. 

Over  $200,000  but 
not  over  $300,000. 


The  surtax  shall  be: 

$4,860,  plus  40  per¬ 
cent  of  excess 
over  $18,000. 

$5,660,  plus  44  per¬ 
cent  of  excess 
over  $20,000. 

$6,540,  plus  46  per¬ 
cent  of  excess 
over  $22,000. 

$7,460,  plus  48  per¬ 
cent  of  excess 
over  $24,000. 

$8,420,  plus  49  per¬ 
cent  of  excess 
over  $26,000. 

$9,400,  plus  52  per¬ 
cent  of  excess  over 
$28,000. 

$11,480,  plus  54  per¬ 
cent  of  excess  over 
$32,000, 

$13,640,  plus  57  per¬ 
cent  of  excess  over 
$36,000. 

$15,920,  plus  60  per¬ 
cent  of  excess  over 
$40,000. 

$18,320,  plus  62  per¬ 
cent  of  excess  over 
$44,000, 

$22,040,  plus  65  per¬ 
cent  of  excess  over 
$50,000. 

$28,540,  plus  68  per¬ 
cent  of  excess  over 
$60,000. 

$35,340,  plus  71  per¬ 
cent  of  excess  over 
$70,000. 

$42,440,  plus  74  per¬ 
cent  of  excess  over 
$80,000. 

$49,840,  plus  76  per¬ 
cent  of  excess  over 
$90,000. 

$57,440,  plus  79  per¬ 
cent  of  excess  over 
$100,000. 

$73,240,  plus  81  per¬ 
cent  of  excess  over 
$120,000. 

$97,540,  plus  83  per¬ 
cent  of  excess  over 
$150,000. 

$105,840,  plus  84  per¬ 
cent  of  excess  over 
$160,000. 

$122,640,  plus  85  per¬ 
cent  of  excess  over 
$180,000. 

$139,640,  plus  87  per¬ 
cent  of  excess  over 
$200,000. 

$226,640,  plus  88  per¬ 
cent  of  excess  over 
$300,000. 


Over  $300,000. 


In  the  case  of  the  head  of  a  household  whose 
surtax  net  income  for  the  taxable  year  is 
over  $90,000,  this  paragraph  shall  not  apply 
if  the  defense  tax  provided  in  section  16 
is  applicable  to  such  taxable  year.  For  per¬ 
centage  increase  in  the  amount  of  tax  im¬ 
posed  by  this  subsection,  see  section  16. 

"(2)  Surtax  net  income  over  $90,000:  In 
the  case  of  a  taxable  year  beginning  after 
August  31,  1951,  to  which  the  defense  tax 
provided  in  section  16  is  applicable,  if  the 
surtax  net  Income  for  the  taxable  year  of 
an  individual  who  is  the  head  of  a  house¬ 
hold  is  over  $90,000,  there  shall  be  levied, 
collected,  and  paid  for  such  taxable  year 
upon  the  surtax  net  Income  of  such  indi¬ 


vidual  the  surtax  shown  in  the  following 
table: 

“If  the  surtax  net  in¬ 
come  is :  The  surtax  shall  be : 


Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $120,000. 

Over  $120,000  but 
not  over  $140,000. 

Over  $140,000  but 
not  over  $160,000. 

Over  $160,000 _ _ 


$49,840,  plus  75  per¬ 
cent  of  excess  over 
$90,000. 

$57,340,  plus  76  per¬ 
cent  of  excess  over 
$100,000. 

$72,540,  plus  78  per¬ 
cent  of  excess  over 
$120,000. 

$88,140,  plus  80  per¬ 
cent  of  excess  over 
$140,000. 

$104,140,  plus  81 
percent  of  excess 
over  $160,000.'' 


And  in  lieu  thereof  to  insert  the  following : 
“(c)  Bates  of  surtax — Head  of  house¬ 
hold: 

“(1)  Taxable  years  beginning  after  Octo¬ 
ber  31,  1951,  and  before  January  1,  1954: 
In  the  case  of  taxable  years  beginning  after 
October  31,  1951,  and  before  January  1,  1954, 
there  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  surtax  net  in¬ 
come  of  every  individual  who  is  the  head 
of  a  household  the  surtax  shown  in  the 
following  table: 

“If  the  surtax  net  in¬ 
come  is:  The  surtax  shalll  be: 


Not  over  $2,000 _ _ 

Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,000  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $24,000. 

Over  $24,000  but  not 
over  $28,000. 

Over  $28,000  but  not 
over  $32,000. 

Over  $32,000  but  not 
over  $36,000. 

Over  $36,000  but  not 
over  $40,000. 

Over  $40,000  but  not 
over  $44,000. 


19.2  percent  of  the 
surtax  net  income. 

$384,  plus  20.8  per¬ 
cent  of  excess  over 
$2,000. 

$800,  plus  25  per¬ 
cent  of  excess  over 
$4,000. 

$1,300,  plus  28  per¬ 
cent  of  excess  over 
$6,000. 

$1,860,  plus  33  per¬ 
cent  of  excess  over 
$8,000. 

$2,520,  plus  35  per¬ 
cent  of  excess  over 
$10,000. 

$3,220,  plus  41  per¬ 
cent  of  excess  over 
$12,000. 

$4,040,  plus  45  per¬ 
cent  of  excess  over 
$14,000. 

$4,940,  plus  48  per¬ 
cent  of  excess  over 
$16,000. 

$5,900,  plus  51  per¬ 
cent  of  excess  over 
$18,000. 

$6,920,  plus  54  per¬ 
cent  of  excess  over 
$20,000. 

$8,000,  plus  56  per¬ 
cent  in  excess  over 
$22,000. 

$9,120,  plus  58  per¬ 
cent  of  excess  over 
$24,000. 

$11,440,  plus  60  per¬ 
cent  of  excess  over 
$28,000. 

$13,840,  plus  62  per¬ 
cent  of  excess  over 
$32,000. 

$16,320,  plus  64  per¬ 
cent  of  excess  over 
$36,000. 

$18,880,  plus  67  per¬ 
cent  of  excess  over 
$40,000. 


“If  the  surtax  net  in¬ 
come  is:  The  surtax  shall  be: 


Over  $44,000  but  not 
over  $50,000. 

Over  50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000, 

Over  $100,000  but 
not  over  $130,000. 

Over  $130,000  but 
not  over  $160,000. 

Over  $160,000  but 
not  over  $200,000. 

Over  $200,000  but 
not  over  $250,000. 

Over  $250,000 _ 


$21,560,  plus  68  per¬ 
cent  of  excess  over 
$44,000. 

$25,640,  plus  71  per¬ 
cent  of  excess  over 
$50,000. 

$32,740,  plus  74  per¬ 
cent  of  excess  over 
$60,000. 

$40,140,  plus  76  per¬ 
cent  of  excess  over 
$70,000. 

$47,740,  plus  79  per¬ 
cent  of  excess  over 
$80,000. 

$55,640,  plus  81  per¬ 
cent  of  excess  over 
$90,000. 

$63,740,  plus  84  per¬ 
cent  of  excess  over 
$100,000. 

$88,940,  plus  85  per¬ 
cent  of  excess  over 
$130,000. 

$114,440,  plus  87 
percent  of  excess 
over  $160,000. 

$149,240,  plus  88 
percent  of  excess 
over  $200,000. 

$193,240,  plus  88.7 
percent  of  excess 
over  $250,000. 


“(2)  Taxable  years  beginning  after  Decem¬ 
ber  31,  1953:  In  the  case  of  taxable  years  be¬ 
ginning  after  December  31,  1953,  there  shall 
be  levied,  collected,  and  paid  for  each  tax¬ 
able  year  upon  the  surtax  net  income  of 
every  individual  who  is  the  head  of  a  house¬ 
hold  the  surtax  shown  in  the  following  table: 


“If  the  surtax  net  in¬ 
come  is: 

Not  over  $2,000 _ 


Over  $2,000  but  not 
over  $4,000. 

Over  $4,000  but  not 
over  $6,000. 

Over  $6,000  but  not 
over  $8,000. 

Over  $8,000  but  not 
over  $10,000. 

Over  $10,000  but  not 
over  $12,000. 

Over  $12,000  but  not 
over  $14,000. 

Over  $14,000  but  not 
over  $16,000. 

Over  $16,000  but  not 
over  $18,000. 

Over  $18,000  but  not 
over  $20,000. 

Over  $20,000  but  not 
over  $22,000. 

Over  $22,000  but  not 
over  $24,000. 

Over  $24,000  but  not 
over  $26,000. 


The  surtax  shall  be: 

17  percent  of  the 
surtax  net  in¬ 
come. 

$340,  plus  18.5  per¬ 
cent  of  excess  over 
$2,000. 

$710,  plus  22  per¬ 
cent  of  excess 
over  $4,000. 

$1,150,  plus  25  per¬ 
cent  of  excess 
over  $6,000. 

$1,60,  plus  29  per¬ 
cent  of  excess 
over  $8,000. 

$2,230,  plus  32  per¬ 
cent  of  excess 
over  $10,000. 

$2,870,  plus  37  per¬ 
cent  of  excess 
over  $12,000. 

$3,610,  plus  40  per¬ 
cent  of  excess 
over  $14,000. 

$4,410,  plus  43  per¬ 
cent  of  excess 
over  $16,000. 

$5,270,  plus  45  per¬ 
cent  of  excess  over 
$18,000. 

$6,170,  plus  48  per¬ 
cent  of  excess  over 
$20,000. 

$7,130,  plus  51  per¬ 
cent  of  excess  over 
$22,000. 

$8,150,  plus  52  per¬ 
cent  of  excess  over 
$24,000. 
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“If  the  surtax  net  in¬ 
come  is: 

Over  $26,000  but  not 
over  $28,000. 

Over  $28,000  but  not 
over  $32,000. 

Over  $32,000  but  not 
over  $38,000. 

Over  $38,000  but  not 
over  $44,000. 

Over  $44,000  but  not 
over  $50,000. 

Over  $50,000  but  not 
over  $60,000. 

Over  $60,000  but  not 
over  $70,000. 

Over  $70,000  but  not 
over  $80,000. 

Over  $80,000  but  not 
over  $90,000. 

Over  $90,000  but  not 
over  $100,000. 

Over  $100,000  but 
not  over  $110,000. 

Over  $110,000  but 
not  over  $130,000. 

Over  $130,000  but 
not  over  $150,000. 

Over  $150,000  but 
not  over  $170,000. 

Over  $170,000  but 
not  over  $200,000. 

Over  $200,000  but 
not  over  $250,000. 

Over  $250,000  _ 


The  surtax  shall  be: 
$9,190,  plus  54  per¬ 
cent  of  excess  over 
$26,000. 

$10,270,  plus  55  per¬ 
cent  of  excess  over 
$28,000. 

$12,470,  plus  59  per¬ 
cent  of  excess  over 
$32,000. 

$16,010,  plus  62  per¬ 
cent  of  excess  over 
$38,000. 

$19,730,  plus  66  per¬ 
cent  of  excess  over 
$44,000. 

$23,690,  plus  69  per¬ 
cent  of  excess  over 
$50,000. 

$30,590,  plus  71  per¬ 
cent  of  excess  over 
$60,000. 

$37,690,  plus  74  per¬ 
cent  of  excess  over 
$70,000. 

$45,090,  plus  78  per¬ 
cent  of  excess  over 
$80,000. 

$52,890,  plus  80  per¬ 
cent  of  excess  over 
$90,000. 

$60,890,  plus  82  per¬ 
cent  of  excess  over 
$100,000. 

$69,090,  plus  83  per¬ 
cent  of  excess  over 
$110,000. 

$85,690,  plus  84  per¬ 
cent  of  excess  over 
$130,000. 

$102,490,  plus  85  per¬ 
cent  of  excess  over 
$150,000. 

$119,490,  plus  86  per¬ 
cent  of  excess  over 
$170,000. 

$145,290,  plus  87  per¬ 
cent  of  excess  over 
$200,000. 

$188,790,  plus  88  per¬ 
cent  of  excess  over 
$250,000.’' 


The  next  amendment  was.  on  page  119,  line 
8,  after  “(A)”,  to  strike  out  “A  son  or  daugh¬ 
ter  (including  a  stepson  or  stepdaughter)  of 
the  taxpayer,  or  a  descendant  of  such  son 
or  daughter,  but  if  such  son,  daughter,”  and 
insert  ‘‘A  son,  stepson,  daughter,  or  step¬ 
daughter  of  the  taxpayer,  or  a  descendant  of 
a  son  or  daughter  of  the  taxpayer,  but  if 
such  son,  stepson,  daughter,  stepdaughter.” 

The  next  amendment  was,  on  page  121, 
after  line  2,  to  strike  out : 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after 
August  31,  1951.” 

The  next  amendment  was,  on  page  121, 
after  line  5,  to  insert: 

“(b)  Computation  of  tax  by  collector. — • 

“(1)  Section  51  (f)  (1)  (relating  to  tax 
computed  by  collector  in  case  of  wage  earn¬ 
ers)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following :  ‘In  the  case  of  .a  head 
of  a  household  electing  the  benefits  of  this 
subsection,  the  tax  shall  be  computed  by  the 
collector  under  supplement  T  without  regard 
to  the  taxpayer’s  status  as  head  of  a  house¬ 
hold.’ 

“(2)  Section  402  (relating  to  effect  of  elec¬ 
tion  to  pay  the  tax  imposed  by  supplement 
T)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following:  ‘In  the  case  of  a  head 
of  a  household  electing  to  have  his  tax  com¬ 
puted  by  the  collector  pursuant  to  the  pro¬ 
visions  of  section  51  (f),  the  tax  imposed  by 
section  400  shall  be  computed  without  re¬ 
gard  to  the  status  of  the  taxpayer  as  a  head 
of  a  household’.” 


The  next  amendment  was,  on  page  121, 
after  line  21,  to  insert: 

“(c)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after 
October  31,  1951.” 

The  next  amendment  was,  at  the  top  of 
page  122,  to  insert: 

“Sec.  302.  Payments  to  beneficiaries  of  de¬ 
ceased  employees. 

“(a)  Amendment  of  section  22  (b)  (1)  : 
Section  22  (b)  (1)  (relating  to  exclusion  of 
life  insurance  proceeds  from  gross  income) 
is  hereby  amended  to  read  as  follows: 

“‘(1)  Life  insurance,  etc.:  Amounts  re¬ 
ceived — 

“  ‘(A)  under  a  life  insurance  contract,  paid 
by  reason  of  the  death  of  the  insured;  or 

“‘(B)  under  a  contract  of  an  employer 
providing  for  the  payment  of  such  amounts 
to  the  beneficiaries  of  an  employee,  paid  by 
reason  of  the  death  of  the  employee; 
whether  in  a  single  sum  or  otherwise  (but  if 
such  amounts  are  held  by  the  insurer,  or  the 
employer,  under  an  agreement  to  pay  inter¬ 
est  thereon,  the  interest  payments  shall  be 
included  in  gross  income).  The  aggregate 
of  the  amounts  excluded  under  subpara¬ 
graph  (B)  by  all  the  beneficiaries  of  the  em¬ 
ployee  under  all  such  contracts  of  any  one 
employer  may  not  exceed  $5,000.’ 

“(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  beginning  after  De¬ 
cember  31,  1950.” 

The  next  amendment  was,  at  the  top  of 
page  123,  to  insert: 

“Sec.  303.  Joint  and  survivor  annuities. 

“(a)  Amendment  of  section  22  (b)  (2): 
Section  22  (b)  (2)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subpar¬ 
agraph: 

“‘(C)  Joint  and  survivor  annuities:  For 
purposes  of  subparagraphs  (A)  and  (B)  of 
this  paragraph,  where  amounts  are  received 
by  a  surviving  annuitant  under  a  joint  and 
survivor’s  annuity  contract  and  the  basis  of 
such  survivor  annuitant’s  interest  is  deter¬ 
mined  under  section  113  (a)  (5)  the  con¬ 
sideration  paid  for  sUGh  survivor’s  annuity 
shall  be  considered  to  be  an  amount  equal 
to  such  basis.’ 

“(b)  Amendment  of  section  113  (a)  (5): 
Section  113  (a)  (5)  is  amended  by  adding 
at  the  end  thereof  the  following:  ‘For  the 
purposes  of  this  paragraph,  the  survivor’s 
interest  in  a  joint  and  survivor’s  annuity 
shall  be  considered  to  be  property  “acquired 
by  bequest,  devise,  or  inheritance”  from  the 
decedent  if  the  death  of  the  decedent  was 
after  December  31,  1950,  and  if  the  value 
of  any  part  of  such  interest  was  required  to 
be  included  in  determining  the  value  of  the 
decedent’s  gross  estate  under  section  811.’ 

“(c)  Effective  dates:  The  amendments 
made  by  this  section  shall  be  applicable  to 
taxable  years  ending  after  December  31, 
1950.” 

The  next  amendment  was,  on  page  124, 
after  line  3,  to  insert: 

“Sec.  304.  Income  from  discharge  of  indebt¬ 
edness. 

“(a)  Amendment  of  section  22  (b)  (9): 
Effective  with  respect  to  discharges  of  in¬ 
debtedness  occurring  within  taxable  years 
ending  after  December  31,  1950,  section  22 
(b)  (9)  (relating  to  income  from  discharge  of 
indebtedness)  is  hereby  amended  (1)  by 
striking  out  ‘if  the  taxpayer  makes  and  files 
at  the  time  of  filing  the  return,  in  such 
manner  as  the  Commissioner,  with  the  ap¬ 
proval  of  the  Secretary,  by  regulations  pre¬ 
scribes,  its  consent’  and  inserting  in  lieu 
thereof  ‘if  the  taxpayer,  at  such  time  and  in 
such  manner  as  the  Secretary  by  regulations 
prescribes,  makes  and  files  its  consent’,  and 
(2)  by  striking  out  the  last  sentence  thereof. 


“(b)  Amendment  of  section  22  (b)  (10): 
Section  22  (b)  (10)  (relating  to  income  from 
discharge  of  indebtedness  of  a  railroad 
corporation)  is  hereby  amended  by  striking 
out  ‘December  31,  1951’  and  inserting  in  lieu 
thereof  ‘December  31,  1954’.” 

The  next  amendment  was,  on  page  124, 
after  line  21,  to  insert: 

“Sec.  305.  Compensation  of  certain  members 
of  the  Armed  Forces. 

“(a)  Amendment  of  section  22  (b)  (13): 
Section  22  (b)  (13)  (relating  to  exclusion 
from  gross  income  of  compensation  of  cer¬ 
tain  members  of  the  Armed  Forces)  is  hereby 
amended  by  striking  out  subparagraphs  (A) 
and  (B)  and  inserting  in  lieu  thereof  the 
following: 

“‘(A)  Enlisted  personnel:  Compensation 
received  for  active  service  as  a  member  below 
the  grade  of  commissioned  officer  in  the 
Armed  Forces  of  the  United  States  for  any 
month  during  any  part  of  which  such  mem¬ 
ber — 

“‘(i)  served  in  a  combat  zone  after  June 
24,  1950,  and  prior  to  January  1,  1954,  or 
“  ‘  (ii )  was  hospitalized  as  a  result  of 
wounds,  disease,  or  injury  incurred  while 
serving  in  a  combat  zone  prior  to  January  1, 
1954;  but  this  clause  shall  not  apply  for  any 
month  during  any  part  of  which  there  are 
no  combatant  activities  in  any  combat  zone 
as  determined  under  subparagraph  (C)  (iii) 
of  this  paragraph. 

“‘(B)  Commissioned  officers :  So  much  of 
the  compensation  as  does  not  exceed  $200 
received  for  active  service  as  a  commissioned 
officer  in  the  Armed  Forces  of  the  United 
States  for  any  month  during  any  part  of 
which  such  officer — 

“‘(i)  served  in  a  combat  zone  after  June 
24,  1950,  and  prior  to  January  1,  1954,  or 
“‘(ii)  was  hospitalized  as  a  result  of 
wounds,  disease,  or  injury  incurred  while 
serving  in  a  combat  zone  prior  to  January  1, 
1954;  but  this  clause  shall  not  apply  for  any 
month  during  any  part  of  which  there  are 
no  combatant  activities  in  any  combat  zone 
as  determined  under  subparagraph  (C)  (iii) 
of  this  paragraph.’ 

“(b)  Definition  of  service  in  combat  zone: 
Clause  (iii)  of  section  22  (b)  (13)  (C)  is 
hereby  amended  by  striking  out  ‘such  zone; 
and’  and  inserting  in  lieu  thereof  ‘such  zone, 
except  that  June  25,  1950,  shall  be  considered 
the  date  of  the  commencing  of  combatant 
activities  in  the  combat  zone  designated  in 
Executive  Order  10195;  and.’ 

“(c)  Withholding  on  wages:  Section  1621 
(a)  (1)  (relating  to  definition  of  the  term 
‘wages’)  is  hereby  amended  to  read  as  fol¬ 
lows: 

“  ‘(1)  for  active  service  as  a  member  of  the 
Armed  Forces  of  the  United  States  performed 
prior  to  January  1,  1954,  in  a  month  for 
which  such  member  is  entitled  to  the  bene¬ 
fits  of  section  22  (b)  (13),  or.’ 

“(d)  Effective  dates:  The  amendments 
made  by  subsections  (a)  and  (b)  shall  be 
applicable  to  taxable  years  ending  after  June 
24,  1950.  The  amendment  made  by  sub¬ 
section  (c)  shall  be  applicable  with  respect 
to  wages  paid  after  the  tenth  day  following 
the  date  of  the  enactment  of  this  act.” 

The  next  amendment  was,  on  page  127, 
after  line  2,  to  insert: 

“Sec.  306.  Involuntary  liquidation  and  re¬ 
placement  of  inventory. 

“(a)  Amendment  of  section  22  (d)  (6)  (F) 
(iii) :  Section  22  (d)  (6)  (F)  (iii)  (relating 
to  replacement  of  inventory  involuntarily 
liquidated)  is  hereby  amended  by  striking 
out  the  last  sentence  and  inserting  in  lieu 
thereof  the  following:  ‘If,  for  any  taxable 
year  ending  after  June  30,  1950,  and  prior  to 
January  1,  1953,  subparagraph  (C)  is  appli¬ 
cable  with  respect  to  involuntary  liquida¬ 
tions  of  goods  of  the  same  class  subject  to 
the  provisions  of  both  subparagraph  (A) 
and  this  subparagraph,  the  involuntary 
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liquidations  of  such  goods  subject  to  the  pro¬ 
visions  of  this  subparagraph  shall  be  con¬ 
sidered  for  the  purpose  of  subparagraph  (C) 
as  having  occurred  prior  to  the  involuntary 
liquidations  of  such  goods  subject  to  the 
provisions  of  subparagraph  (A).  For  the 
purpose  of  this  clause,  and  with  respect  to 
the  taxable  years  covered  by  this  subpara¬ 
graph,  the  reference  in  subparagraph  (E)  to 
section  734  (d)  shall  be  taken  as  a  reference 
to  section  452  (d)  .* 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  with 
respect  to  taxable  years  ending  after  June 
30,  1950.” 

The  next  amendment  was,  at  the  top  of 
page  128,  to  insert: 

“Sec.  307.  Medical  expenses. 

“(a)  Amendment  of  section  23  (x) :  Sec¬ 
tion  23  (x)  (relating  to  medical,  dental,  etc., 
expenses)  is  hereby  amended  to  read  as 
follows : 

“‘(x)  Medical,  dental,  etc.,  expenses:  Ex¬ 
penses  paid  during  the  taxable  year,  not  com¬ 
pensated  for  by  insurance  or  otherwise,  for 
medical  care  of  the  taxpayer,  his  spouse,  or 
a  dependent  specified  in  section  25  (b)  (3) — ■ 

“ '  ( 1 )  If  neither  the  taxpayer  nor  his 
spouse  has  attained  the  age  of  65  before  the 
close  of  the  taxable  year,  to  the  extent  that 
such  expenses  exceed  5  percent  of  the  ad¬ 
justed  gross  income;  or 

“  ‘(2)  If  either  the  taxpayer  or  his  spouse 
has  attained  the  age  of  65  before  the  close 
of  the  taxable  year,  (A)  the  amount  of  such 
expenses  for  the  care  of  the  taxpayer  and  his 
spouse,  and  (B)  the  amount  by  which  such 
expenses  for  the  care  of  such  dependents  ex¬ 
ceed  5  percent  of  the  adjusted  gross  income. 
The  deduction  under  this  subsection  shall 
not  be  in  excess  of  $1,250  multiplied  by  the 
number  of  exemptions  allowed  under  sec¬ 
tion  25  (b)  for  the  taxable  year  (exclusive  of 
exemptions  allowed  under  section  25  (b)  (1) 
(B)  or  (C) ),  with  a  maximum  deduction  of 
$2,500,  except  that  the  maximum  deduction 
shall  be  $5,000  in  the  case  of  a  joint  return 
of  husband  and  wife  under  section  51  (b). 
The  term  ‘medical  care’,  as  used  in  this 
subsection,  shall  include  amounts  paid  for 
the  diagnosis,  cure,  mitigation,  treatment,  or 
prevention  of  disease,  or  for  the  purpose  of 
affecting  any  structure  or  function  of  the 
body  (including  amounts  paid  for  accident 
or  health  insurance) .  The  determination 
of  whether  an  individual  is  married  at  any 
time  during  the  taxable  year  shall  be  made 
in  accordance  with  the  provisions  of  section 
51  (b)  (5) .’ 

"(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  beginning  after 
December  31,  1950.” 

The  next  amendment  was,  on  page  129, 
after  line  11,  to  insert: 

"Sec.  308.  Standard  deduction. 

"(a)  Method  of  election:  Subparagraphs 
(A)  and  (B)  of  section  23  (aa)  (3)  (relating 
to  optional  standard  deduction  for  individ¬ 
uals)  are  hereby  amended  by  striking  out 
the  word  ‘only’;  and  subparagraph  (C)  of 
section  23  (aa)  (3)  is  hereby  amended  to 
read  as  follows: 

“‘(C)  If  the  taxpayer  upon  making  his 
return  fails  to  signify,  in  the  manner  pro¬ 
vided  by  subparagraph  (A)  or  (B),  his  elec¬ 
tion  to  take  the  standard  deduction,  such 
failure  shall  be  considered  his  election  not 
to  take  the  standard  deduction.’ 

"(b)  Change  of  election:  Section  23  (aa) 
is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph:  ... 

“‘(7)  Change  of  election:  Under  regula¬ 
tions  prescribed  by  the  Secretary,  a  change 
of  an  election  to  take,  or  not  to  take,  the 
standard  deduction  for  any  taxable  year 
may  be  made  after  the  filing  of  the  return 
for  such  year.  If  the  spouse  of  the  taxpayer 
filed  a  separate  return  for  any  taxable  year 


corresponding,  for  the  purposes  of  paragraph 
(4),  to  the  taxable  year  of  the  taxpayer,  the 
change  shall  not  be  allowed  unless,  in  ac¬ 
cordance  with  such  regulations — 

“‘(A)  the  spouse  makes  a  change  of  elec¬ 
tion  with  respect  to  the  standard  deduc¬ 
tion  for  the  taxable  year  covered  in  such 
separate  return,  consistent  with  the  change 
of  election  sought  by  the  taxpayer,  and 
“  ‘(B)  the  taxpayer  and  his  spouse  consent 
in  writing  to  the  asse§pment,  within  such 
period  as  may  be  agreed  upon  with  the  Sec¬ 
retary,  of  any  deficiency,  to  the  extent  at¬ 
tributable  to  such  change  of  election,  even 
though  at  the  time  of  the  filing  of  such 
consent  the  assessment  of  such  deficiency 
would  otherwise  be  prevented  by  the  oper¬ 
ation  of  any  l*w  or  rule  of  law. 

This  paragraph  shall  not  apply  if  the  tax 
liability  of  the  taxpayer’s  spouse,  for  the 
taxable  year  corresponding  (for  the  pur¬ 
poses  of  paragraph  (4) )  to  the  taxable  year 
of  the  taxpayer,  has  been  compromised  under 
the  provisions  of  section  3761.’ 

“(c)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable 
only  with  respect  to  taxable  years  beginning 
after  December  31,  1949.” 

The  next  amendment  was,  on  page  131, 
line  8,  to  change  the  section  number  from 
“S02”  to  “309”;  after  line  9,  to  strike  out: 

“(a)  Deduction  of  expenditures:  Section 
23  (a)  (1)  (relating  to  deductions  from 

gross  income)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  sub- 
paragraph: 

“  ‘(D)  Development  of  mines:  Expenditures 
paid  or  incurred  after  December  31,  1950,  in 
the  development  of  a  mine  or  other  natural 
deposit  (other  than  an  oil  or  gas  well),  to 
the  extent  paid  or  incurred  after  the  exist¬ 
ence  of  ores  or  minerals  in  commercially 
marketable  quantities  has  been  disclosed, 
shall  be  deductible,  on  a  ratable  basis,  as 
the  units  of  produced  ores  or  minerals  bene¬ 
fited  by  such  expenditures  are  sold.  Such 
expenditures,  and  the  adjustments  to  basis 
provided  in  section  113  (b)  (1)  (J),  shall  not 
be  taken  into  account  in  determining  the 
adjusted  basis  of  the  property  for  the  pur¬ 
pose  of  computing  depletion  under  section 
114.  This  subparagraph  shall  not  apply  to 
expenditures  for  the  acquisition  or  improve¬ 
ment  of  property  of  a  character  which  is  sub¬ 
ject  to  the  allowance  for  depreciation  pro¬ 
vided  in  section  23  (1).  For  purposes  of 
this  subparagraph,  allowances  for  depreci¬ 
ation  shall  be  considered  as  expenditures’.” 
And  in  lieu  thereof  to  insert  the  following: 
“(a)  Deduction  of  expenditures:  Section 
23  (relating  to  deductions  from  gross  in¬ 
come)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 
“‘(cc)  Development  of  mines. — 

“  ‘  ( 1 )  In  general :  Except  as  provided  in 
paragraph  (2),  all  expenditures  paid  or  in¬ 
curred  during  the  taxable  year  for  the  de¬ 
velopment  of  a  mine  or  other  natural  deposit 
(other  than  an  oil  or  gas  well)  if  paid  or 
Incurred  after  December  31,  1950,  and  after 
the  existence  of  ores  or  minerals  in  com¬ 
mercially  marketable  quantities  has  been 
disclosed.  This  subsection  shall  not  apply 
to  expenditures  for  the  acquisition  or  im¬ 
provement  of  property  of  a  character  which 
is  subject  to  the  allowance  for  depreciation 
provided  in  section  23  (1),  but  allowances 
for  depreciation  shall  be  considered,  for  the 
purposes  of  this  subsection,  as  expenditures. 

“  ‘(2)  Election  of  taxpayer:  At  the  election 
of  the  taxpayer,  made  in  accordance  with 
regulations  prescribed  by  the  Secretary,  ex¬ 
penditures  described  in  paragraph  (1)  paid 
or  incurred  during  the  taxable  year  shall  be 
treated  as  deferred  expenses  and  shall  be 
deductible  on  a  ratable  basis  as  the  units  of 
produced  ores  or  minerals  benefited  by  such 
expenditures  are  sold.  In  the  case  of  such 
expenditures  paid  or  incurred  during  the  de¬ 
velopment  stage  of  the  mine  or  deposit,  the 
election  6hall  apply  only  with  respect  to  the 
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excess  of  such  expenditures  during  the  tax¬ 
able  year  over  the  net  receipts  during  the 
taxable  year  from  the  ores  or  minerals  pro¬ 
duced  from  such  mine  or  deposit.  The  elec¬ 
tion  under  this  paragraph,  if  made,  must  be 
for  the  total  amount  of  such  expenditures,  or 
the  total  amount  of  such  excess,  as  the  case 
may  be,  with  respect  to  the  mine  or  deposit, 
and  shall  be  binding  for  such  taxable  year. 

“  ‘(3)  Adjusted  basis  of  mine  or  deposit: 
The  amount  of  expenditures  which  are 
treated  under  paragraph  (2)  as  deferred  ex-, 
penses  shall  be  taken  into  account  in  com¬ 
puting  the  adjusted  basis  of  the  mine  or  de¬ 
posit,  except  that  such  amount,  and  the  ad¬ 
justments  to  basis  provided  in  section  113 
(b)  (1)  (J),  shall  be  disregarded  in  deter¬ 
mining  the  adjusted  basis  of  the  property 
for  the  purpose  of  computing  a  deduction  for 
depletion  under  section  114’.” 

The  next  amendment  was,  on  page  134, 
line  5,  after  the  word  “deductions”,  to  strike 
out  “under  section  23  (a)  (1)  (D)”  and 
insert  “as  deferred  expenses  under  section 
23  (cc)  (2)”,  and  in  line  17,  after  “section 
23”,  to  strike  out  “(a)  (1)  (D)  ”  and  insert 
“(cc).” 

The  next  amendment  was,  on  page  134, 
after  line  20,  to  insert  a  new  sections  as 
follows : 

“Sec.  310.  Gross  income  of  dependent  of  tax¬ 
payer. 

“(a)  Increase  in  amount  of  gross  income 
permitted:  Section  25  (b)  (1)  (D)  (relating 
to  exemptions  for  dependents  of  taxpayer) 
is  hereby  amended  by  striking  out  ‘$500’  and 
Inserting  in  lieu  thereof  ‘$600.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after 
December  31,  1950.” 

The  next  amendment  was,  on  page  135, 
after  line  3,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  311.  Credit  for  dividends  received. 

“(a)  Dividends  from  foreign  corporation 
engaged  in  trade  or  business  in  the  United 
States:  Section  26  (b)  (relating  to  dividends 
received  credit)  is  hereby  amended  by  in¬ 
serting  after  paragraph  (2)  the  following 
new  paragraph:  ^ 

“  ‘(3)  Dividends  received  from  certain  for¬ 
eign  corporations:  In  the  case  of  dividends 
received  from  a  foreign  corporation  (other 
than  a  foreign  personal  holding  company) 
which  is  subject  to  taxation  under  this  chap¬ 
ter,  if,  for  an  uninterrupted  period  of  not 
less  than  36  months  ending  with  the  close  of 
such  foreign  corporation’s  taxable  year  pre¬ 
ceding  the  declaration  of  such  dividends  (or 
if  the  corporation  has  not  been  in  existence 
for  36  months  at  the  close  of  the  taxable 
year  preceding  the  declaration  of  such  divi¬ 
dends,  for  the  period  the  foreign  corporation 
has  been  in  existence)  — 

“  ‘(A)  such  foreign  corporation  has  been 
engaged  in  trade  or  business  within  the 
United  States;  and 

“‘(B)  50  percent  or  more  of  the  gross  in¬ 
come  of  such  foreign  corporation  has  been 
derived  from  sources  within  the  United 
States, 

85  percent  of  the  amount  received  as  divi¬ 
dends  from  earnings  or  profits  accumulated 
during  such  uninterrupted  period  but  not 
in  excess  of  an  amount  which  bears  the  same 
ratio  to  85  percent  of  the  amount  received 
as  dividends  from  earnings  or  profits  accu¬ 
mulated  during  such  uninterrupted  period 
as  the  normal-tax  net  income  of  such  for¬ 
eign  corporation  for  such  uninterrupted  pe¬ 
riod  from  sources  within  the  United  States 
bears  to  its  entire  normal-tax  net  income  for 
such  uninterrupted  period.’ 

“(b)  Technical  amendment.  Section  119 
(a)  (2)  (B)  (relating  to  rules  as  to  source 
of  income  in  the  case  of  dividends)  is  hereby 
amended  by  inserting  before  the  semicolon 
at  the  end  thereof  the  following:  ‘to  the 
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extent  exceeding  the  amount  which  Is 
100/85ths  of  the  amount  of  the  credit  allow¬ 
able  under  section  26  (b)  in  respect  of  such 
dividends.’ 

‘‘(c)  Effective  date:  The  amendments  made, 
by  this  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1950.” 

The  next  amendment  was,  on  page  136, 
after  line  21,  to  insert  a  new  section,  as 
follows : 

“Sec.  312.  Joint  return  after  filing  separate 
return. 

“(a)  Change  of  election:  Section  51  of  the 
Internal  Revenue  Code  (relating  to  making 
of  individual  returns)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following 
new  subsection: 

“‘(g)  Joint  return  after  filing  separate 
return : 

“‘(1)  In  general:  If  an  individual  has 
filed  a  separate  return  for  a  taxable  year 
for  which  a  joint  return  could  have  been 
made  by  him  and  his  spouse  under  subsec¬ 
tion  (b)  of  this  section,  and  the  time  pre¬ 
scribed  by  law  for  filing  the  return  for  such 
taxable  year  has  expired,  such  individual  ar.d 
his  spouse  may  nevertheless  make  a  joint 
return  for  such  taxable  year.  A  joint  return 
filed  by  the  husband  and  wife  in  such  a  case 
shall  constitute  the  return  of  the  husband 
and  wife  for  such  taxable  year,  and  all  pay¬ 
ments,  credits,  refunds,  or  other  repayments 
made  or  allowed  with  respect  to  the  separate 
return  of  either  spouse  for  such  taxable  year 
shall  be  taken  into  account  in  determining 
the  extent  to  which  the  tax  based  upon  the 
joint  return  has-been  paid. 

“‘(2)  Payments  required  before  joint  re¬ 
turn  can  be  made:  A  joint  return  can  be 
made  under  paragraph  (1)  only  if  there  is 
paid  in  full  at  or  before  the  time  of  the  filing 
of  the  joint  return — 

“  ‘(A)  all  amounts  previously  assessed  with 
respect  to  either  spouse  for  such  taxable 
year; 

“‘(B)  all  amounts  shown  as  the  tax  by 
either  spouse  upon  his  separate  return  for 
such  taxable  year;  and 

“  ‘(C)  any  amount  determined,  at  the  time 
of  the  filing  of  the  joint  return,  as  a  de¬ 
ficiency  with  respect  to  either  spouse  for  such 
taxable  year  if,  prior  to  such  filing,  a  notice' 
under  section  272  (a)  of  such  deficiency  has 
been  mailed. 

“‘(3)  Time  for  making  joint  return:  A 
Joint  return  cannot  be  made  under  para¬ 
graph  (1)  — 

“‘(A)  after  the  expiration  of  3  years  from 
the  last  date  prescribed  by  law  for  filing  the 
return  for  such  taxable  year  (determined 
without  regard  to  any  extension  of  time 
granted  to  either  spouse) ; 

“  '(B)  after  there  has  been  mailed  to  either 
spouse,  with  respect  to  such  taxable  year,  a 
notice  of  deficiency  under  section  272  (a), 
if  the  spouse,  as  to  such  notice,  files  a  peti¬ 
tion  with  the  Tax  Court  of  the  United  States 
*  within  the  time  prescribed  in  such  section; 

“‘(C)  after  either  spouse  has  commenced 
a  suit  in  any  court  for  the  recovery  of  any 
part  of  the  tax  for  such  taxable  year;  or 

‘“(D)  after  either  spouse  has  entered  into 
a  closing  agreement  under  section  3760  with 
respect  to  such  taxable  year,  or  after  any 
civil  or  criminal  case  arising  against  either 
spouse  with  respect  to  such  taxable  year  has 
been  compromised  under  section  3761. 

“‘(4)  Elections  made  in  separate  return: 
If  a  joint  return  is  made  under  this  subsec¬ 
tion,  any  election  (other  than  the  election  to 
file  a  separate  return)  made  by  either  spouse 
in  his  separate  return  for  such  taxable  year 
with  respect  to  the  treatment  of  any  income, 
deduction,  or  credit  of  such  spouse  shall  not 
be  changed  in  the  making  of  the  joint  return 
where  such  election  would  have  been  irre¬ 
vocable  if  the  joint  return  had  not  been 
made. 

“‘(5)  Death  of  spouse:  If  a  joint  return 
is  made  under  this  subsection  after  the 


death  of  either  spouse,  such  return  with 
respect  to  the  decedent  can  be  made  only  by 
his  executor  or  administrator. 

“'(6)  Additions  to  the  tax:  Where  the 
amount  shown  as  the  tax  by  the  husband 
and  wife  on  a  joint  return  made  under  this 
subsection  exceeds  the  aggregate  of  the 
amounts  shown  as  the  tax  upon  the  separate 
return  of  each  spouse — 

“‘(A)  Negligence:  If  any  part  of  such 
excess  is  attributable  to  negligence  or  inten¬ 
tional  disregard  of  rules  and  regulations  (but 
without  intent  to  defraud)  at  the  time  of 
the  making  of  such  separate  return,  then 
5  per  cent  of  the  total  amount  of  such 
excess  shall  be  assessed,  collected,  and  paid 
in  the  same  manner  as  if  it  were  a  deficiency; 

“‘(B)  Fraud:  If  any  part  of  such  excess 
Is  attributable  to  fraud  with  intent  to  evade 
tax  at  the  time  of  the  making  of  such 
separate  return,  then  50  percent  of  the  total 
amount  of  such  excess  shall  be  so  assessed, 
collected,  and  paid,  in  lieu  of  the  50  percent 
addition  to  the  tax  provided  in  section  3612 
(d)  (2). 

“‘(7)  Rules  for  application  of  sections 
275  and  291:  For  the  purposes  of  section  275 
(relating  to  period  of  limitations  upon  as¬ 
sessment  and  collection),  and  for  the  pur¬ 
poses  of  section  291  (relating  to  delinquent 
returns,  a  joint  return  made  under  this  sub¬ 
section  shall  be  deemed  to  have  been  filed— 

“‘(A)  where  both  spouses  filed  separate 
returns  prior  to  making  the  joint  return — 
on  the  date  the  last  separate  return  was 
filed  (but  not  earlier  than  the  last  date 
prescribed  by  law  for  filing  the  return  of 
either  spouse); 

“‘(B)  where  only  one  spouse  filed  a  sep¬ 
arate  return  prior  to  the  making  of  the  joint 
return,  and  the  other  spouse  had  less  than 
$600  of  gross  income  for  such  taxable  year — 
on  the  date  of  the  filing  of  such  separate 
return  (but  not  earlier  than  the  last  date 
prescribed  by  law  for  the  filling  of  such 
separate  return);  or 

“  ‘(C)  where  only  one  spouse  filed  a  separ¬ 
ate  return  prior  to  the  making  of  the  joint 
return,  and  the  other  spouse  had  gross  in¬ 
come  of  $600  or  more  for  such  taxable  year — ■ 
on  the  date  of  the  filing  of  such  joint  re¬ 
turn. 

“‘(8)  Rule  for  application  of  section  322: 
For  the  purposes' of  section  322  (relating  to 
refunds  and  credits),  a  joint  return  made 
under  this  subsection  shall  be  deemed  to  have 
been  filed  on  the  last  date  prescribed  by 
law  for  filing  the  return  for  such  taxable 
year  (determined  without  regard  to  any  ex¬ 
tension  of  time  granted  to  either  spouse ) . 

“  ‘(9)  Additional  time  for  assessment;  If  a 
joint  return  is  made  under  this  subsection, 
the  period  of  limitations  provided  in  sections 
275  and  276  on  the  making  of  assessments 
and  the  beginning  of  distraint  or  a  proceed¬ 
ing  in  court  for  collection  shall  with  re¬ 
spect  to  such  return  include  one  year  im¬ 
mediately  after  the  date  of  the  filing  of  such 
joint  return  (computed  without  regard  to 
the  provisions  of  paragraph  (7)  of  this  sub¬ 
section)  . 

“  ‘(10)  Rule  for  application  of  section  3809 
(a) :  For  the  purposes  of  section  3809  (a) 
(relating  to  criminal  penalties  in  the  case  of 
fraudulent  returns)  the  term  “return”  in¬ 
cludes  a  separate  return  filed  by  a  spouse 
with  respect  to  a  taxable  year  for  which  a 
joint  return  is  made  under  this  subsection 
after  the  filing  of  such  separate  return.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after 
December  31,  1950.” 

The  next  amendment  was,  on  page  142, 
after  line  10,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  313.  Mutual  savings  banks,  building 
and  loan  associations,  coopera¬ 
tive  banks. 

“(a)  Mutual  savings  banks :  Section  101  (2) 
(relating  to  exemption  from  tax  of  mutual 
savings  banks)  js  hereby  reoealed. 
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“(b)  Building  and  loan  associations  and 
cooperative  banks:  Section  101  (4)  (relating 
to  exemption  from  tax  of  building  and  loan 
associations  and  cooperative  banks)  is  hereby 
amended  to  read  as  follows: 

“‘(4)  Credit  unions  without  capital  stock 
organized  and  operated  for  mutual  purposes 
and  without  profit.’ 

“(c)  Federal  savings  and  loan  associations: 
Section  5  (h)  of  the  Home  Owners’  Loan  Act 
of  1933,  as  amended  (12  U.  S.  C.  1464  (h)), 
is  hereby  amended  by*  striking  out  ‘date’  and 
inserting  in  lieu  thereof  the  following :  ‘date, 
and  except,  in  the  case  of  taxable  years 
beginning  after  December  31,  1951,  income, 
war -profits,  and  excess-profits  taxes).’ 

“(d)  Bad  debt  reserves:  Section  23  (k) 
(1)  (relating  to  deduction  from  gross  income 
of  bad  debts)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following:  ‘In  the 
case  of  a  mutual  savings  bank  not  having 
capital  stock  represented  by  shares,  a  do¬ 
mestic  building  and  loan  association,  and  a 
cooperative  bank  without  capital  stock  or¬ 
ganized  and  operated  for  mutual  purposes 
and  without  profit,  the  reasonable  addition 
to  a  reserve  for  bad  debts  shall  be  deter¬ 
mined  with  due  regard  to  the  amount  of 
the  taxpayer’s  surplus  or  bad  debt  reserves 
existing  at  the  close  of  December  31, 1951.’ 

“(e)  Dividends  paid  to  depositors :  Section 
23  (r)  (relating  to  the  deduction  from  gross 
income  of  certain  dividends  paid  by  banking 
corporations)  is  hereby  amended  to  read  as 
follows: 

“  ‘(r)  Dividends  paid  by  banking  corpora- 
ticns: 

“  ‘(1)  In  the  case  of  mutual  savings  banks, 
cooperative  banks,  and  domestic  building  and 
loan  associations,  amounts  paid  to  depositors 
or  credited  to  the  accounts  of  depositors  as 
dividends  on  their  deposits  or  withdrawable 
accounts. 

“‘(2)  For  deduction  of  dividends  paid  by 
certain  other  banking  corporations,  see  sec¬ 
tion  121.’ 

“(f)  Deduction  for  repayment  to  the 
United  States  of  certain  loans:  Section  23 
(relating  to  deductions  from  gross  income) 
is  hereby  amended  by  adding  at  the  end 
thereof  the  following: 

“‘(dd)  Repayment  by  mutual  savings 
banks  of  certain  loans:  In  the  case  of  a 
mutual  savings  bank  not  having  capital 
stock  represented  by  shares,  amounts  paid  by 
the  taxpayer  during  the  taxable  year  in  re¬ 
payment  of  loans  made  prior  to  September 
1,  1951,  by  the  United  States  or  any  agency 
or  instrumentality  thereof  which  is  wholly 
owned  by  the  United  States.’ 

“(g)  Definition  of  bank:  Section  104  (a) 
(relating  to  definition  of  bank)  is  hereby 
amended  by  inserting  at  the  end  thereof  the 
following:  ‘Such  term  also  means  a  domestic 
building  and  loan  association.’ 

“(h)  Definition  of  domestic  building  and 
loan  association:  Section  3797  (a)  (relating 
to  definitions  for  the  purposes  of  the  Internal 
Revenue  Code)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  para¬ 
graph  : 

“‘(19)  Domestic  building  and  loan  asso¬ 
ciation:  The  term  “domestic  building  and 
loan  association”  means  a  domestic  building 
and  loan  association,  a  domestic  savings  and 
loan  association,  and  a  Federal  savings  and 
loan  association,  substantially  all  the  busi¬ 
ness  of  which  is  confined  to  making  loans 
to  members.’ 

“(i)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after 
December  31,  1951.” 

'  The  next  amendment  was,  on  page  145, 
after  line  6,  to  insert  a  new  section,  as 
follows: 

“Sec.  314.  Income  tax  treatment  of  exempt 
cooperatives. 

“(a)  Amendment  of  section  101  (12) :  Sec¬ 
tion  101  (12)  is  hereby  amended  as  follows: 

“(1)  By  inserting  after  ‘(12)’  the  follow¬ 
ing:  ‘(A).’ 
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“(2)  -By  Inserting  after  such  paragraph  the 
following  : 

‘“(B)  An  organization  exempt  from  taxa¬ 
tion  under  the  provisions  of  subparagraph 

(A)  shall  be  subject  to  the  taxes  imposed  by 
sections  13  and  15,  or  section  117  (c)  (1), 
except  that  in  computing  the  net  income  of 
such  an  organization  there  shall  be  allowed 
as  deductions  from  gross  income  ( in  addition 
to  other  deductions  allowable  under  section 
23)  — 

“‘(i)  amounts  paid  as  dividends  during 
the  taxable  year  upon  its  capital  stock,  and 

“‘(ii)  amounts  allocated  during  the  tax¬ 
able  year  to  patrons  with  respect  to  its  in¬ 
come  not  derived  from  patronage  (whether 
or  not  such  income  was  derived  during  such 
taxable  year)  whether  paid  in  cash,  mer¬ 
chandise,  capital  stock,  revolving  fund  cer¬ 
tificates,  retain  certificates,  certificates  of 
indebtedness,  letters  of  advice,  or  in  some 
other  manner  that  discloses  to  each  patron 
the  dollar  amount  allocated  to  him. 
Patronage  dividends,  refunds,  and  rebates  to 
patrons  with  respect  to  their  patronage 
(whether  paid  in  cash,  merchandise,  capital 
stock,  revolving  fund  certificates,  retain  cer¬ 
tificates,  certificates  of  indebtedness,  letters 
of  advice,  or  in  some  other  manner  that  dis¬ 
closes  to  each  patron  the  dollar  amount  of 
such  dividend,  refund,  or  rebate)  shall  be 
taken  into  account  in  computing  net  income 
in  the  same  manner  as  in  the  case  of  a  co¬ 
operative  organization  not  exempt  under 
subparagraph  (A),  Such  dividends,  refunds, 
and  rebates  made  after  the  close  of  the  tax¬ 
able  year  and  on  or  before  the  fifteenth  day 
of  the  third  month  following  the  close  of 
such  year  shall  be  considered  as  made  on  the 
last  day  of  such  taxable  year  to  the  extent 
the  dividends,  refunds,  or  rebates,  are  at¬ 
tributable  to  patronage  occurring  before  the 
close  of  such  year.’ 

“(b)  Technical  amendments: 

“(1)  Section  101  is  hereby  amended  by 
striking  out  ‘Except  as  provided  in  supple¬ 
ment  U’  and  inserting  in  lieu  thereof  the 
following:  ‘Except  as  provided  in  paragraph 
(12)  (B)  and  in  supplement  TJ.‘ 

“(2)  The  last  sentence  of  section  101  is 
hereby  amended  by  striking  out  ‘Notwith¬ 
standing  supplement  U’  and  inserting  in  lieu 
thereof  ‘Notwithstanding  paragraph  (12) 

(B)  and  supplement  U.’ 

“(c)  Inf ormation  returns :  Section  148  (re¬ 
lating  to  information  by  corporations)  is 
hereby  amended  by  adding  at  the  end  there¬ 
of  the  following: 

‘“(f)  Patronage  dividends:  Any  corpora¬ 
tion  allocating  amounts  as  patronage  divi¬ 
dends,  rebates,  or  refunds  (whether  in  cash, 
merchandise,  capital  stock,  revolving  fund 
certificates,  retain  certificates,  certificates  of 
indebtedness,  letters  of  advice,  or  in  some 
other  manner  that  discloses  to  each  patron 
the  amount  of  such  dividend,  refund,  or  re¬ 
bate)  shall  render  a  correct  return  stating 
(1)  the  name  and  address  of  each  patron 
to  whom  it  has  made  such  allocations 
amounting  to  $100  or  more  during  the  cal¬ 
endar  year,  and  (2)  the  amount  of  such  al¬ 
locations  to  each  patron.  If  required  by  the 
Secretary,  any  such  corporation  shall  render 
a  correct  return  of  all  patronage  dividends, 
rebates,  or  refunds  made  during  the  calen¬ 
dar  year  to  its  patrons.* 

“(d)  Withholding  of  tax  at  source:  If 
any  law  (other  than  sections  143  and  144 
of  the  Internal  Revenue  Code)  enacted  by 
Congress  requires  the  withholding  at  source 
of  tax  on  corporate  dividends  paid  in  cash, 
patronage  dividends,  rebates,  and  refunds 
(whether  paid  in  cash,  merchandise,  capital 
stock,  revolving  fund  certificates,  retain  cer¬ 
tificates,  or  otherwise)  shall  be  subject  to 
the  provisions  of  such  law  in  the  same  man¬ 
ner  and  to  the  same  extent  as  provided  in 
such  law  with  respect  to  corporate  dividends 
paid  in  cash. 


“(e)  Effective  date:  The  amendments 
made  by  subsections  (a)  and  (b)  of  this 
section  shall  be  applicable  only  with  respect 
to  taxable  years  beginning  after  December 
31,  1951.  The  amendment  made  by  sub¬ 
section  (c)  shall  be  applicable  to  the  calen¬ 
dar  year  1951  and  subsequent  calendar  years.” 

The  next  amendment  was,  on  page  148, 
after  line  13,  to  insert  a  new  section,  as 
follows: 

“Sec.  315.  Surtax  on  corporations  improperly 
accumulating  surplus. 

“(a)  Long-term  capital  gains:  Section 
102  (d)  (1)  (relating  to  definition  of  sec¬ 
tion  102  net  income)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new 
subparagraph: 

“‘(D)  Long-term  capital  gains:  The  ex¬ 
cess  of  the  net  long-term  capital  gain  for 
the  taxable  year  over  the  net  short-term 
capital  loss  for  such  year,  minus  the  taxes 
imposed  by  this  chapter  attributable  to  such 
excess.  The  taxes  attributable  to  such  ex¬ 
cess  shall  be  an  amount  equal  to  the  differ¬ 
ence  between  (i)  the  taxes  imposed  by  this 
chapter  (except  the  tax  imposed  by  this  sec¬ 
tion)  for  such  year  and  (ii)  such  taxes  com¬ 
puted  for  such  year  without  including  such 
excess  in  net  income.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after 
December  31,  1950.” 

The  next  amendment  was,  on  page  149, 
after  line  7,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  316.  Election  as  to  recognition  of  gain 
in  certain  corporate  liquidations. 

“(a)  Amendment  of  section  112  (b)  (7): 
Section  112  (b)  (7)  (relating  to  recognition 
of  gain  in  certain  corporate  liquidations)  is 
hereby  amended  by  striking  out  in  subpar¬ 
agraph  (A)  (ii)  ‘1951’  and  by  inserting  in 
lieu  thereof  ‘1951  or  1952.’ 

"(b)  Basis  of  property:  Section  113  (a) 
(18)  (relating  to  basis  of  property  received 
in  certain  corporate  liquidations)  is  amend¬ 
ed  by  striking  out  the  Revenue  Act  of  1950 
and  by  inserting  in  lieu  thereof  ‘any  rev¬ 
enue  act.’ 

“(c)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  only  to 
taxable  years  ending  after  December  31, 
1951.” 

The  next  amendment  was,  on  page  149, 
after  line  21,  to  insert  a  new  section,  as 
follows : 

“Sec.  317.  Certain  distributors  of  stock  on 
reorganization. 

“(a)  Distribution  not  in  liquidation:  Sec¬ 
tion  112  (b)  (relating  to  nonrecognition  of 
gain  or  loss  in  the  case  of  certain  exchanges) 
is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“‘(11)  Distribution  of  stock  not  in  liqui¬ 
dation:  If  there  is  distributed,  in  pursuance 
of  a  plan  of  reorganization,  to  a  shareholder 
of  a  corporation  which  is  a  party  to  the  re¬ 
organization,  stock  (other  than  preferred 
stock)  in  another  corporation  which  is  a 
party  to  the  reorganization,  without  the  sur¬ 
render  by  such  shareholder  of  stock,  no  gain 
to  the  distributee  from  the  receipt  of  such 
stock  shall  be  recognized  unless  it  appears 
that  (A)  any  corporation  which  is  a  party 
to  such  reorganization  was  not  intended  to 
continue  the  active  conduct  of  a  trade  or 
business  after  such  reorganization,  or  (B) 
the  corporation  whose  stock  is  distributed 
was  used  principally  as  a  device  for  the  dis¬ 
tribution  of  earnings  and  profits  to  the 
shareholders  of  any  corporation  a  party  to 
the  reorganization.’ 

"(b)  Basis  of  stock:  Section  113  (a)  (re¬ 
lating  to  unadjusted  basis  for  determining 
gain  or  loss)  is  hereby  amended  by  adding 
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at  the  end  thereof  the  following  new  para¬ 
graph  : 

“  ‘(23)  Tax-free  distributions:  If  the  prop¬ 
erty  consists  of  stock  distributed  after  the 
date  of  the  enactment  of  the  Revenue  Act  of 
1951  to  a  taxpayer  in  connection  with  a 
transaction  described  in  section  112  (b)  (11) 
(hereinafter  in  this  paragraph  called  new 
stock),  or  consists  of  stock  in  respect  of 
which  such  distribution  was  made  (herein¬ 
after  in  this  paragraph  called  old  stock), 
then  the  basis  of  the  new  stock  and  of  the 
old  stock,  respectively,  shall,  in  the  share¬ 
holder’s  hands,  be  determined  by  allocating 
between  the  old  stock  and  the  new  stock  the 
adjusted  basis  of  the  old  stock;  such  alloca¬ 
tion  to  be  made  under  regulations  prescribed 
by  the  Secretary.’ 

“(c)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  ending  after  the  date 
of  the  enactment  of  this  act,  but  shall  apply 
only  with  respect  to  distributions  of  stock 
made  after  such  date.” 

The  next  amendment  was,  on  page  151, 
line  14,  to  change  the  section  number  from 
“303”  to  “318”,  and  on  page  154,  after  line 
11,  to  insert: 

“(G)  In  the  case  of  a  new  residence  the 
construction  of  which  was  commenced  by 
the  taxpayer  prior  to  the  expiration  of  1 
year  after  the  date  of  the  sale  of  the  old 
residence,  the  period  specified  in  paragraph 
(1),  and  the  1  year  referred  to  in  subpara¬ 
graph  (P)  of  this  paragraph,  shall  be  consid¬ 
ered  as  including  a  period  of  18  months  be¬ 
ginning  with  the  date  of  the  sale  of  the  old 
residence.” 

The  next  amendment  was,  on  page  160, 
line  14,  to  change  the  section  number  from 
“304”  to  “319”,  and  after  line  24,  to  strike 
out: 

“(i)  in  the  case  of  asbestos,  sand,  gravel, 
stone  (including  pumice,  scoria,  and  slate), 
brick  and  tile  clay,  shale,  oyster  shell,  clam 
shell,  granite  and  marble,  5  percent. 

“(ii)  in  the  case  of  coal,  10  percent, 

“(iii)  in  the  case  of  metal  mines,  bauxite, 
fluorspar,  flake  graphite,  vermiculite,  beryl, 
feldspar,  mica,  talc  (including  pyrophillite), 
lepidolite,  spodumene,  barite,  ball  and  sagger 
clay,  china  clay,  phosphate  rock,  rock  as¬ 
phalt,  trona,  bentonite,  gilsonite,  thenardite 
(including  thenardite  from  brines  or  mix¬ 
tures  of  brine),  potash,  borax,  fuller’s  earth, 
tripoli,  refractory  and  fire  clay,  quartzite, 
perlite,  diatomaceous  earth,  metallurgical 
grade  limestone,  and  chemical  grade  lime¬ 
stone,  15  percent,  and.” 

And  in  lieu  thereof  to  insert  the  follow¬ 
ing: 

“(i)  in  the  case  of  sand,  gravel,  slate,  stone 
(including  pumice  and  scoria) ,  brick  and  tile 
clay,  shale,  oyster  shell,  clam  shell,  granite, 
marble,  sodium  chloride  and  if  from  brine 
wells  calcium  chloride,  magnesium  chloride, 
potassium  chloride,  and  bromine,  5  percent, 
“(ii)  in  the  case  of  coal,  asbestos,  brucite, 
dolomite,  magnesite,  wollastonite,  borax, 
fuller’s  esrth,  tripoli,  refractory  and  fire  clay, 
quartzite,  perlite,  diotomaceous  earth,  metal¬ 
lurgical  grade  limestone,  and  chemical  grade 
limestone,  10  percent, 

“(iii)  in  the  case  of  metal  mines,  aplite, 
bauxite,  fluorspar,  flake  graphite,  vermicu¬ 
lite,  beryl,  feldspar,  mica,  talc  (including 
pyrophyllite) ,  lepidolite  spodumene,  barite, 
ball  clay,  sagger  clay,  china  clay,  phosphate 
rock,  rock  asphalt,  trona,  bentonite,  gilson¬ 
ite,  thenardite,  and  potash,  15  percent,  and.” 

The  next  amendment  was,  on  page  163, 
after  line  2,  to  insert  a  new  section,  as 
follows: 

“Sec.  320.  Redemption  of  stock  to  pay  death 
taxes. 

“(a)  Amendment  of  section  115  (g)  (3): 
Section  115  (g)  (3)  (relating  to  redemption 
of  stock  to  pay  death  taxes)  is  hereby 
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amended  by  striking  out  ‘50  percent’  and  in¬ 
serting  in  lieu  thereof  ‘25  percent.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  to 
taxable  years  ending  on  or  after  the  date 
of  the  enactment  of  this  act,  but  shall  ap¬ 
ply  only  to  amounts  distributed  on  or  after 
such  date.” 

The  next  amendment  was,  on  page  163, 
after  line  11,  to  insert  a  new  section,  as 
follows : 

“Sec.  321.  Earned  income  from  sources  with¬ 
out  the  United  States. 

“(a)  Exclusion  from  gross  income:  Sec¬ 
tion  116  (a)  (relating  to  earned  income  from 
sources  without  the  United  States)  is  here¬ 
by  amended  by  striking  out  paragraphs  (1) 
and  (2)  and  inserting  in  lieu  thereof  the 
following : 

‘“(1)  Bona  fide  resident  of  foreign  coun¬ 
try:  In  the  case  of  an  individual  citizen  of 
the  United  States,  who  establishes  to  the 
satisfaction  of  the  Secretary  that  he  has 
been  a  bona  fide  resident  of  a  foreign  coun¬ 
try  or  countries  for  an  uninterrupted  period 
which  includes  an  entire  taxable  year, 
amounts  received  from  sources  without  the 
United  States  (except  amounts  paid  by  the 
United  States  or  any  agency  thereof)  if  such 
amounts  constitute  earned  income  (as  de¬ 
fined  in  paragraph  (3) )  attributable  to  such 
period;  but  such  individual  shall  not  be 
allowed  as  a  deduction  from  his  gross  in¬ 
come  any  deductions  properly  allocable  to 
or  chargeable  against  amounts  excluded 
from  gross  income  under  this  paragraph. 

“‘(2)  Presence  in  foreign  country  for  17 
months:  In  the  case  of  an  Individual  citi¬ 
zen  of  the  United  States,  who  during  any 
period  of  18  consecutive  months  is  present 
in  a  foreign  country  or  countries  during  at 
least  510  full  days  in  such  period,  amounts 
received  from  sources  without  the  United 
States  (except  amounts  paid  by  the  United 
States  or  any  agency  thereof)  if  such 
amounts  constitute  earned  income  (as  de¬ 
fined  in  paragraph  (3) )  attributable  to  such 
period;  but  such  individual  shall  not  be 
allowed  as  a  deduction  from  his  gross  in¬ 
come  any  deductions  properly  allocable  to 
or  chargeable  against  amounts  excluded 
from  gross  income  under  this  paragraph.’ 

“(b)  Withholding  of  tax  on  wages:  Sec¬ 
tion  1621  (a)  (8)  (A)  (relating  to  definition 
of  wages)  is  hereby  amended  to  read  as 
follows : 

“‘(A)  for  services  for  an  employer  (other 
than  the  United  States  or  any  agency 
thereof)  performed  in  a  foreign  country  by 
a  citizen  of  the  United  States,  if  at  the  time 
of  the  payment  of  such  remuneration  the 
employer  is  required  by  the  law  of  any  for¬ 
eign  country  to  withhold  income  tax  upon 
such  remuneration,  or  it  is  reasonable  to 
believe  that  such  remuneration  will  be  ex¬ 
cluded  from  gross  income  under  the  provi¬ 
sions  of  section  116  (a)  (1)  or  (2),  or.’ 

“(c)  Effective  dates:  The  amendment 
made  by  subsection  (a)  shall  be  applicable 
to  taxable  years  beginning  after  December 
31,  1950.  The  amendment  made  by  sub¬ 
section  (b)  shall  be  applicable  with  respect 
to  wages  paid  on  or  after  January  1,  1952.” 

The  next  amendment  was,  on  page  165, 
line  14,  to  change  the  section  number  from 
“305”  to  “322”;  at  the  beginning  of  line  21, 
to  strike  out  “(cc)”  and  insert  “(ee)”;  on 
page  167,  line  9,  after  the  word  “loss”,  to 
strike  out  “In  the  case  of  taxable  years  to 
which  the  defense  tax  provided  in  section 
16  (c)  is  applicable,  such  amount  shall  be 
increased  by  the  percentage  specified  in  such 
section.”;  in  line  25,  after  “section  23”,  to 
strike  out  "(cc)”  and  insert  “(ee)”;  on  page 
169,  line  3,  after  “section  23”,  to  strike  out 
“(cc)”  and  insert  “(ee)”;  and  in  line  13, 
after  "section  23”,  to  strike  out  “(cc)”  and 
insert  “(ee).” 


The  next  amendment  was,  at  the  top  of 
page  170,  to  insert  a  new  section,  as  follows: 

“Sec.  323.  Sale  of  land  with  unharvested 
crop. 

“(a)  Treatment  of  gain  or  loss:  Section 
117  (j)  (relating  to  sale  or  exchange  of  prop¬ 
erty  used  in  the  trade  or  business)  is  hereby 
amended — 

“  ( 1 )  By  inserting  immediately  before  the 
period  at  the  end  of  the  second  sentence  of 
paragraph  (1)  thereof  the  following:  ‘and 
unharvested  crops  to  which  paragraph  (3)  is 
applicable’;  and 

“(2)  By  adding  at  the  end  thereof  a  new 
paragraph  to  read  as  follows: 

“  ‘(3)  Sale  of  land  with  unharvested  crop: 
In  the  case  of  an  unharvested  crop  on  land 
used  in  the  trade  or  business  and  held  for 
more  than  6  months,  if  the  crop  and  the 
land  are  sold  or  exchanged  (or  compulsorily 
or  involuntarily  converted  as  described  in 
paragraph  (2) )  at  the  same  time  and  to  the 
same  person,  the  crop  shall  be  considered  as 
“property  used  in  the  trade  or  business”.’ 

“(b)  Treatment  of  deductions. — 

“(1)  Amendment  of  section  24:  Section  24 
(relating  to  items  not  deductible)  is  hereby 
amended  by  adding  at  the  end  thereof  a  new 
subsection  to  read  as  follows: 

“  ‘(f)  Sale  of  land  with  unharvested  crop: 
Where  an  unharvested  crop  sold  by  the  tax¬ 
payer  is  considered  under  the  provisions  of 
section  117  (j)  (3)  as  “property  used  in  the 
trade  or  business,"  in  computing  net  income 
no  deduction  (whether  or  not  for  the  taxable 
year  of  the  sale  and  whether  for  expenses, 
depreciation,  or  otherwise)  attributable  to 
the  production  of  such  crop  shall  be  allowed.' 

“(2)  Amendment  of  section  113  (b)  (1): 
Section  113  (b)  (1)  (relating  to  adjustments 
to  basis)  is  hereby  amended  by  adding  at  the 
end  thereof  a  new  subparagraph  to  read  as 
follows: 

“  ‘(L)  for  deductions  to  the  extent  dis¬ 
allowed  under  section  24  (f),  notwithstand¬ 
ing  the  provisions  of  any  other  subparagraph 
of  this  paragraph.’ 

“(c)  Effective  date.  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  sales,  exchanges,  and  con¬ 
versions,  occurring  in  taxable  years  beginning 
after  December  31,  1950.  The  amendments 
made  by  subsection  (b)  shall  be  applicable  to 
any  taxable  year  for  which  a  deduction  is 
disallowed  by  reason  of  sales,  exchanges,  or 
conversions  to  which  subsection  (a)  is  appli¬ 
cable.” 

The  next  amendment  was,  on  page  171, 
after  line  21,  to  strike  out: 

“Sec.  306.  Sales  of  livestock. 

“Effective  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1950,  section  117 
(j)  (1)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  sentence: 
‘Such  term  also  includes  livestock  held  by 
the  taxpayer  for  draft,  breeding,  or  dairy  pur¬ 
poses  for  12  months  or  more’.  ”* 

And  in  lieu  thereof,  to  insert  the  following: 

“Sec.  324.  Sales  of  livestock. 

“Section  117  (j)  (1)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new 
sentence:  “Such  term  also  includes  livestock, 
regardless  of  age,  held  by  the  taxpayer  for 
draft,  breeding,  or  dairy  purposes,  and  held 
by  him  for  12  months  or  more  from  the  date 
of  acquisition.  Such  term  does  not  include 
poultry;  except  that  such  term  includes  tur¬ 
keys,  regardless  of  age,  held  by  the  taxpayer 
for  breeding  purposes,  and  held  by  him  for 
12  months  or  more  from  the  date  of  acquisi¬ 
tion.”  The  first  sentence  added  to  section 
117  (j)  (1)  by  the  amendment  made  by  this 
section  shall  be  applicable  with  respect  to 
taxable  years  beginning  after  December  31, 
194.1,  except  that  the  extension  of  the  holding 
period  from  6  to  12  months  shall  be  applicable 


only  with  respect  to  taxable  years  beginning 
after  December  31,  1950.  The  second  sentence 
added  to  section  117  (j)  (1)  by  the  amend¬ 
ment  made  by  this  section  shall  be  applicable 
only  with  respect  to  taxable  years  beginning 
after  December  31,  1950.” 

The  next  amendment  was,  on  page  172, 
line  22,  to  change  the  section  number  from 
“307”  to  “325”;  on  page  173,  line  7,  after  the 
word  “coal”,  .to  strike  out  “held  for  more 
than  6  months  prior  to  such  disposal)”  and 
insert  “(including  lignite),  held  for  more 
than  6  months  prior  to  such  disposal”;  in  line 
17,  after  the  word  “coal.”,  to  strike  out  “In 
the  case  of  coal,  this  paragraph  shall  not  ap¬ 
ply  if  such  owner  is  personally  obligated  4<p 
pay  a  share  of  the  cost  of  mining  opera¬ 
tions.”;  in  line  21,  after  the  amendment  just 
above  stated,  to  insert  “This  paragraph  shall 
not  apply  to  income  realized  by  the  owner 
as  a  co-adventurer,  partner,  or  principal  in 
the  cutting  of  such  timber  or  in  the  min¬ 
ing  of  such  coal.  The  date  of  disposal  of 
such  timber  or  coal  shall  be  deemed  to  be 
the  date  such  timber  is  cut  or  such  coal  is 
mined.  In  determining  the  gross  income, 
the  adjusted  gross  income,  or  the  net  in¬ 
come  of  the  lessee,  the  deductions  allowable 
with  respect  to  rents  and  royalties  shall  be 
determined  without  regard  to  the  provisions 
of  this  paragraph.” 

The  next  amendment  was,  on  page  174, 
after  line  9,  to  insert: 

“(d)  Technical  amendment:  Section  481 
(a)  (4)  is  hereby  amended  by  striking  out 
‘cutting  or  disposal  of  timber’  and  inserting 
In  lieu  thereof  ‘cutting  of  timber,  or  the 
disposal  of  timber  or  coal,’. 

“(e)  Conforming  amendments. — 

“(1)  Section  433  (relating  to  computation 
of  excess  profits  net  income)  is  hereby 
amended  by  inserting  at  the  end  thereof  the 
following  new  subsection: 

“‘(d)  Gain  or  loss  upon  certain  disposals 
of  coal  in  base  period:  For  the  purpose  of 
subsection  (b),  the  excess  profits  net  in¬ 
come  shall  be  computed  as  if  the  provisions 
of  section  117  (j)  and  (k)  (2)  which  relate 
to  disposals  of  coal  were  a  part  of  the  law 
applicable  to  the  taxable  year  for  which  ex¬ 
cess  profits  net  income  is  computed.’ 

“(2)  Section  440  (a)  (1)  (relating  to  defi¬ 
nition  of  ‘inadmissible  assets’)  is  hereby 
amended  by  striking  out  ‘and’  at  the  end  of 
subparagraph  (A);  by  striking  out  the  pe¬ 
riod  at  the  end  of  subparagraph  (B)  and 
Inserting  in  lieu  thereof  ‘;  and’;  and  by 
adding  at  the  end  thereof  the  following  new 
subparagraph : 

“‘(C)  The  economic  interest  referred  to 
in  the  provisions  of  section  117  (k)  (2)  re¬ 
lating  to  coal  if  the  taxpayer  is  subject  to 
such  provisions  with  respect  to  the  income 
from  such  coal.’ 

“(3)  The  amendments  made  by  this  sub¬ 
section  shall  be  applicable  in  computing  the 
tax  under  subchapter  D  of  chapter  1  for 
taxable  years  ending  after  December  31, 
1950.” 

The  next  amendment  was,  on  page  175,  at 
the  beginning  of  line  14,  to  strike  out  “(d)” 
and  insert  “(f)”;  in  the  same  line,  after  the 
word  “Date”,  to  strike  out  “The”  and  insert 
“Except  as  provided  in  subsection  (e),  the”; 
and  in  line  17,  after  the  word  “the”,  to  strike 
out  “disposal  of  the  coal  occurred”  and  in¬ 
sert  “contract  was  made.” 

The  next  amendment  was,  on  page  175, 
line  21,  to  change  the  section  number  from 
“308”  to  “326”;  and  on  page  178,  after  line 
13,  to  strike  out: 

“(c)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  to  taxable 
years  beginning  after  December  31,  1950. 
The  determination  of  the  tax  treatment  of 
gains  realized  in  taxable  years  beginning 
prior  to  January  1,  1951,  shall  be  made  as  if 
this  section  had  not  been  enacted  and  with- 
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out  inferences  drawn  from  the  fact  that  the 
amendment  to  section  117  (m)  made  by  this 
section  is  not  expressly  made  applicable  to 
gain*  realized  in  taxable  years  beginning 
prior  to  such  date  and  without  inferences 
drawn  from  the  limitations  contained  in  sec¬ 
tion  117  (m) ,  as  amended  by  this  section.” 

And  in  lieu  thereof,  to  insert  the  follow¬ 
ing: 

‘‘(c)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable  to 
taxable  years  ending  after  August  31,  1951, 
but  shall  be  applicable  only  with  respect  to 
gains  realized  after  such  date.  The  deter¬ 
mination  of  the  tax  treatment  of  gains  real¬ 
ized  prior  to  September  1,  1951,  shall  be 
made  as  if  this  section  had  not  been  enacted 
and  without  inferences  drawn  from  the  fact 
that  the  amendments  to  section  117  (m) 
made  by  this  section  are  not  expressly  made 
applicable  to  gains  realized  prior  to  Septem¬ 
ber  1,  1951,  and  without  inferences  drawn 
from  the  limitations  contained  in  section 
117  (m) ,  as  amended  by  this  section.” 

The  next  amendment  was,  on  page  179, 
line  11,  to  change  the  section  number  from 
“3C9”  to  “327”;  and  on  page  180,  line  8,  after 
the  word  “security”,  to  strike  out  “shall” 
and  insert  ‘shall,  except  as  otherwise  pro¬ 
vided  in  subsection  (i)  (relating  to  bond, 
etc.,  losses  of  banks).” 

The  next  amendment  was,  at  the  top  of 
page  181,  to  strike  out: 

'“Sec.  310.  Treatment  of  gain  on  sales  of  cer¬ 
tain  property  between  spouses 
and  between  an  individual  and  a 
controlled  corporation. 

“(a)  Disallowance  of  capital  gain  treat¬ 
ment:  Section  117  (relating  to  capital  gains 
and  losses)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  sub¬ 
section  : 

“‘(o)  Gain  from  sale  of  certain  property 
between  spouses  or  between  an  individual 
and  a  controlled  corporation: 

«<■(!)  Treatment  of  gain  as  ordinary  in¬ 
come:  In  the  case  of  a  sale  or  exchange, 
directly  or  indirectly,  of  property  described 
in  paragraph  (>2)  — 

“  ‘(A)  between  a  husband  and  wife;  or 
“‘(B)  between  an  individual  and  a  cor¬ 
poration  more  than  50  percent  in  value 
of  the  outstanding  stock  of  which  is  owned 
directly  or  indirectly,  by  or  for  such  indi¬ 
vidual, 

any  gain  recognized  to  the  transferor  from 
the  sale  or  exchange  of  such  property  shall 
be  considered  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a  capital 
asset  nor  property  described  in  subsection 
(j). 

“‘(2)  Subsection  applicable  only  to  sales 
or  exchanges  of  depreciable  property:  This 
subsection  shall  apply  only  in  the  case  of  a 
sale  or  exchange  of  property  by  a  transferor 
which  in  the  hands  of  the  transferee  is  prop¬ 
erty  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  sec¬ 
tion  23  (1). 

'“(3)  Stock  ownership:  For  the  purposes 
of  determining,  in  applying  paragraph  (1) 
(B),  the  ownership  of  stock — 

“‘(A)  stock  owned,  directly  or  indirectly, 
by  or  for  a  corporation,  partnership,  estate, 
or  trust,  shall  be  considered  as  being  owned 
proportionately  by  or  for  its  shareholders, 
partners,  or  beneficiaries; 

“  ‘(B)  an  individual  shall  be  considered  as 
owning  the  stock  owned,  directly  or  indi¬ 
rectly,  by  or  for  his  spouse; 

“  ‘(C)  if  an  individual  owns  more  than 
10  percent  in  value  of  the  outstanding 
stock  of  a  corporation  (including  stock  con¬ 
sidered  as  owned  by  him  under  subpara¬ 
graphs  (A)  and  (B)),  such  individual  shall 
be  considered  as  owning  the  stock  owned  in 
such  corporation,  directly  or  indirectly,  by 
or  for  his  brothers  and  sisters  (whether  by 


the  whole  or  the  half  blood) ,  ancestors,  and 
lineal  descendants; 

“  ‘(D)  stock  constructively  owned  by  a 
person  by  reason  of  the  application  of  sub- 
paragraph  (A)  shall,  for  the  purpose  of  ap¬ 
plying  subparagraph  (A),  (B),  or  (C),  be 
treated  as  actually  owned  by  such  person,  but 
stock  constructively  owned  by  an  individual 
by  reason  of  the  application  of  subparagraph 
(B)  or  (C)  shall  not  be  treated  as  owned  by 
him  for  the  purpose  of  applying  either  such 
subparagraph  in  order  to  make  another  the 
constructive  owner  of  such  stock.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  with 
respect  to  taxable  years  ending  after  April 
30,  1951,  but  shall  apply  only  with  respect 
to  sales  or  exchanges  made  after  May  3, 
1951.” 

The  next  amendment  was,  on  page  183, 
after  line  14,  to  insert  a  new  section,  as 
follows : 

“Sec.  328.  Receipts  of  certain  termination 
payments  by  employee. 

“(a)  Taxability  to  employee  as  capital 
gain:  Section  117  of  the  Internal  Revenue 
Code  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  subsection: 

“‘(o)  Taxability  to  employee  of  termina¬ 
tion  payment:  Amounts  received  from  the 
assignment  or  release  by  an  employee,  after 
more  than  20  years’  employment,  of  all  his 
rights  to  receive,  after  termination  of  his 
employment,  a  percentage  of  future  profits 
or  receipts  of  his  employer  shall  be  con¬ 
sidered  an  amount  received  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  6  months,  if  such  rights  were  included 
in  the  terms  of  the  employment  of  such 
employee  for  not  less  than  12  years,  and  if 
the  total  of  the  amounts  received  for  such 
assignment  or  release  are  received  in  one 
taxable  year  and  after  the  termination  of 
such  employment.’ 

"(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1950.” 

The  next  amendment  was,  on  page  184, 
after  line  10,  to  insert  a  new  section  as 
follows : 

“Sec.  329.  Net  operating  loss  carry-over. 

“(a)  Loss  for  taxable  year  beginning  be¬ 
fore  1948:  So  much  of  subparagraph  (A)  of 
section  122  (b)  (2)  (relating  to  the  amount 
of  carry-overs)  as  precedes  ‘the  taxpayer’  is 
hereby  amended  to  read  as  follows: 

“  ‘(A)  Loss  for  taxable  year  beginning  be¬ 
fore  1948 :  Except  as  provided  in  subpara¬ 
graph  (D),  if  for  any  taxable  year  beginning 
before  January  1,  1948,’. 

“(b)  Allowance  of  4-year  loss  carry-over 
from  taxable  years  1948  to  1949:  Section  122 
(b)  (2)  (relating  to  the  amount  of  carry¬ 
over)  is  hereby  amended  by  adding  after 
subparagraph  (B)  the  following  new  sub- 
paragraphs  : 

“‘(C)  Loss  for  taxable  year  beginning 
after  December  31,  1947,  and  before  January 
1,  1950:  If  for  any  taxable  year  beginning 
after  December  31,  1947,  and  before  January 
1,  1950,  the  taxpayer  has  a  net  operating  loss, 
such  net  operating  loss  shall  be  a  net  operat¬ 
ing  loss  carry-over  for  each  of  the  four 
succeeding  taxable  years,  except  that  the 
carry-over  in  the  case  of  each  such  succeed¬ 
ing  taxable  year  (other  than  the  first  suc¬ 
ceeding  taxable  year  shall  be  the  excess,  if 
any,  of  the  amount  of  such  net  operating 
loss  over  the  sum  of  the  net  income  for  each 
of  the  intervening  years  computed — 

‘“(i)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 
(2),  (4),  and  (6),  and 
“  ‘(ii)  by  determining  the  net  operating 
loss  deduction  for  each  intervening  taxable 
year  without  regard  to  such  net  operating 
loss  or  to  the  net  operating  loss  for  any  suc¬ 


ceeding  taxable  year  and  without  regard  to 
any  reduction  specified  in  subsection  (c). 

For  the  purpose  of  the  preceding  sentence, 
the  net  operating  loss  for  any  taxable  year 
beginning  after  December  31, 1947  and  before 
January  1,  1950  shall  be  reduced  by  the  sum 
of  the  net  income  for  each  of  the  two  pre¬ 
ceding  taxable  years  computed — 

“‘(iii)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 
(2),  (4),  and  (6),  and, 

“  ‘(iv)  by  determining  the  net  operating 
loss  deduction  without  regard  to  such  net 
operating  loss  or  to  the  net  operating  loss 
for  the  succeeding  taxable  year,  and  without 
regard  to  any  reduction  specified  in  subsec¬ 
tion  (c), 

“  ‘(D)  Loss  for  taxable  year  beginning  after 
December  31,  1945  and  before  January  1, 
1948  in  the  case  of  a  corporation  which  com¬ 
menced  business  after  December  31,  1945: 
If  for  any  taxable  year  beginning  after  De¬ 
cember  31,  1945,  and  before  January  1,  1948, 
a  corporation  which  commenced  business 
after  December  31,  1945,  has  a  net  operating 
loss,  such  net  operating  loss  shall  be  a  net 
operating  loss  carry-over  for  each  of  the  four 
succeeding  taxable  years,  except  that  the 
carry-over  in  the  case  of  each  such  succeed¬ 
ing  taxable  year  (other  than  the  first  suc¬ 
ceeding  taxable  year)  shall  be  the  excess,  if 
any,  of  the  amount  of  such  net  operating 
loss  over  the  sum  of  the  net  income  for  each 
of  the  intervening  years  computed — 

“  ‘ (i)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 
(2),  (4),  and  (6),  and 
“‘(ii)  by  determining  the  net  operating 
loss  deduction  for  each  intervening  taxable 
year  without  regard  to  such  net  operating 
loss  or  to  the  net  operating  loss  for  any  suc¬ 
ceeding  taxable  year  and  without  regard  to 
any  reduction  specified  in  subsection  (c). 

For  the  purpose  of  the  preceding  sentence, 
the  net  operating  loss  for  any  taxable  year 
beginning  after  December  31,  1945,  shall  be 
reduced  by  the  sum  of  the  net  income  for 
each  of  the  two  preceding  taxable  years 
computed — 

“  ‘(iii)  with  the  exceptions,  additions,  and 
limitations  provided  in  subsection  (d)  (1), 
(2),  (4),  and  (6),  and 
“‘(iv)  by  determining  the  net  operating 
loss  deduction  without  regard  to  such  net 
operating  loss  or  to  the  net  operating  loss  for 
the  succeeding  taxable  year,  and  without  re¬ 
gard  to  any  reduction  specified  in  subsection 
(c).’ 

“(c)  Effective  date;  The  amendments 
made  by  this  section  shall  be  applicable  in 
computing  the  net  operating  loss  deduction 
for  taxable  years  beginning  after  December 
31,  1948.” 

The  next  amendment  was,  on  page  188, 
after  line  2,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  330.  Stock  options. 

“(a)  Option  subject  to  stockholder  ap¬ 
proval:  Section  130A  (d)  (relating  to  defini¬ 
tion  of  restricted  stock  option)  is  hereby 
amended  by  striking  out  ‘As  used  in’  and 
inserting  ‘For  the  purposes  of’  and  by  adding 
at  the  end  thereof  the  following: 

“‘(5)  Stockholder  approval:  If  the  grant 
of  an  option  is  subject  to  approval  by  stock¬ 
holders,  the  date  of  grant  of  the  option  shall 
be  determined  as  if  the  option  had  not  been 
subject  to  such  approval.’ 

"(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  effective  as  if  it 
had  been  enacted  as  part  of  section  218  of 
the  Revenue  Act  of  1950.” 

The  next  amendment  was,  on  page  188, 
after  line  15,  to  insert  a  new  section,  as 
follows: 

“Sec.  331,  Credit  for  taxes  of  foreign  corpo¬ 
rations. 

“(a)  Foreign  subsidiary  of  a  domestic  cor¬ 
poration:  Effective  with  respect  to  dividends 
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received  by  a  domestic  corporation  from  a 
foreign  corporation  during  taxable  years  be¬ 
ginning  after  December  31,  1950,  the  first 
sentence  of  section  131  (f)  (1)  is  hereby 
amended  by  striking  out  ‘a  majority’  and 
Inserting  in  lieu  thereof  ‘at  least  10  percent.’ 

“(b)  Foreign  subsidiary  of  a  foreign  cor¬ 
poration  :  Effective  with  respect  to  dividends 
received  by  a  foreign  corporation  from  an¬ 
other  foreign  corporation  in  taxable  years 
beginning  after  December  31,  1950,  section 
131  (f)  (2)  is  hereby  amended  by  striking 
out  ‘all  the  voting  stock  (except  qualifying 
shares)’  and  inserting  in  lieu  thereof  ‘a 
*  majority  of  the  voting  stock.’ 

“(c)  Clerical  amendment:  So  much  of  sec¬ 
tion  131  (f)  (1)  as  precedes  the  first  sentence 
thereof  is  hereby  amended  to  read  as  follows : 
“‘(f)  Taxes  of  foreign  corporation. — 
“‘(1)  Treatment  of  taxes  paid  by  foreign 
corporation. — 

The  next  amendment  was,  on  page  189, 
after  line  11,  to  insert  a  new  section  as 
follows : 

“Sec.  332.  Information  at  source  on  pay¬ 
ments  of  interest. 

“Section  147  (a)  is  hereby  amended  by 
striking  out  ‘interest,’  in  the  first  sentence. 
Section  147  (b)  is  hereby  amended  to  read 
as  follows: 

“‘(b)  Returns  regardless  of  amount  of 
payment:  Such  returns  may  be  required,  re¬ 
gardless  of  amounts,  (1)  in  the  case  of  pay¬ 
ments  of  interest,  and  (2)  in  the  case  of  col¬ 
lections  of  items  (not  payable  in  the  United 
States)  of  interest  upon  the  bonds  of  for¬ 
eign  countries  and  interest  upon  the  bonds 
of  and  dividends  from  foreign  corporations 
by  persons  undertaking  as  a  matter  of  busi¬ 
ness  or  for  profit  the  collection  of  foreign 
payments  of  such  interest  or  dividends  by 
means  of  coupons,  checks,  or  bills  of  ex¬ 
change’.’’ 

The  next  amendment  was,  at  the  top  of 
page  190,  to  insert  a  new  section,  as  follows: 

“Sec.  333.  Abatement  of  income  tax  for 
certain  members  of  Armed 
Forces  upon  death. 

“Supplement  D  of  chapter  1  of  the  Internal 
Revenue  Code  (relating  to  returns  and  pay¬ 
ment  of  tax)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  section : 

"  ‘Sec.  154.  Income  taxes  of  members  of 
Armed  Forces  upon  death. 

“  ‘In  the  case  of  any  individual  who  dies 
after  June  24,  1950,  and  prior  to  January  1, 
1954,  while  in  active  service  as  a  member 
of  the  Armed  Forces  of  the  United  States, 
if  such  death  occurred  while  serving  in  a 
combat  zone  (as  determined  under  section 
22  (b)  (13)  or  as  a  result  of  wounds,  dis¬ 
ease,  or  injury  incurred  while  so  serving — 
“‘(a)  the  tax  imposed  by  this  chapter 
shall  not  apply  with  respect  to  the  taxable 
year  in  which  falls  the  date  of  his  death, 
or  with  respect  to  any  prior  taxable  year 
ending  on  or  after  the  first  day  he  so  served 
in  a  combat  zone  after  June  24,  1950;  and 
“‘(b)  the  tax  under  this  chapter  and 
under  the  corresponding  title  of  each  prior 
revenue  law  for  taxable  years  preceding  those 
specified  in  clause  (a)  which  is  unpaid  at 
th  date  of  his  death  (including  interest, 
additions  to  the  tax,  and  additional 
amounts)  shall  not  be  assessed,  and  if  as¬ 
sessed  the  assessment  shall  be  abated,  and  if 
collected  shall  be  credited  or  refunded  as  an 
overpayment.’  ” 

The  next  amendment  was,  on  page  191, 
after  line  2,  to  insert  a  new  section,  as 
follows: 

“Sec.  334.  Employees’  trusts. 

“(a)  Amendment  of  section  165  (b) :  Sec¬ 
tion  165  (b)  (relating  to  taxability  of  bene¬ 
ficiary  on  distributions  from  an  employees’ 
trust)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  sentence: 
‘Where  such  total  distributions  include  se¬ 


curities  of  the  employer  corporation,  there 
shall  be  excluded  from  such  excess  the  net 
unrealized  appreciation  attributable  to  that 
part  of  the  total  distributions  which  con¬ 
sists  of  the  securities  of  the  employer  cor¬ 
poration  so  distributed.  The  amount  of 
such  net  unrealized  appreciation  and  the 
resulting  adjustments  to  basis  of  the  securi¬ 
ties  of  the  employer  corporation  so  distrib¬ 
uted  shall  be  determined  in  accordance  with 
regulations  which  shall  be  prescribed  by  the 
Secretary.  For  purposes  of  this  subsection, 
the  term  "securities”  means  only  shares  of 
stock  and  bonds  or  debentures  issued  by  a 
corporation  with  interest  coupons  or  in  reg¬ 
istered  form.’ 

“(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  distributions  made  after  December 
31,  1950.” 

The  next  amendment  was,  on  page  191, 
after  line  22,  to  strike  out: 

“Sec.  311.  Life  insurance  companies. 

“(a)  Reserve  and  other  policy  liability 
credit  for  1951:  So  much  of  section  202  (b) 
(2)  (relating  to  definition  of  reserve  and 
other  policy  liability  credit)  as  precedes  sub- 
paragraph  (A)  thereof  is  hereby  amended 
to  read  as  follows: 

“  ‘(2)  Special  rule  for  1949,  1950,  and  1951: 
In  the  case  of  the  taxes  imposed  for  a  tax¬ 
able  year  beginning  in  1949,  1950,  or  1951,  the 
figure  to  be  used  for  such  year  shall  be 
computed  as  provided  in  paragraph  (1)  ex¬ 
cept  that — .’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  to  tax¬ 
able  years  beginning  in  1951,” 

And  in  lieu  thereof,  to  insert  the  follow¬ 
ing: 

“Sec.  335.  Life  insurance  companies. 

“la)  Tax  for  1951:  Section  201  (a)  (1) 
(relating  to  imposition  of  tax  on  life  insur¬ 
ance  companies)  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following:  ‘In 
lieu  of  the  taxes  imposed  by  the  preceding 
sentence,  there  shall  be  levied,  collected,  and 
paid  for  taxable  years  beginning  in  1951  upon 
the  1951  adjusted  normal-tax  net  income 
(as  defined  in  section  203A)  of  every  life 
insurance  company  a  tax  equal  to  the  sum 
of  the  following: 

“  ‘8%  percent  of  the  amount  thereof  not  in 
excess  of  $200,000,  plus 

“  ‘6  y2  percent  of  the  amount  thereof  in 
excess  of  $200,000.’ 

“(b)  Adjusted  normal-tax  net  income  for 
1951:  Chapter  1  is  hereby  amended  by  in¬ 
serting  after  section  203  the  following  new 
section : 

“  'Sec.  203A.  1951  adjusted  normal-tax  net 
income. 

'“(a)  1951  adjusted  normal-tax  net  in¬ 
come:  For  the  purposes  of  section  201,  the 
term  “1951  adjusted  normal-tax  net  income” 
means  the  normal-tax  net  income  plus  eight 
times  the  amount  of  the  adjustment  for 
certain  reserves  provided  in  section  202  (c) 
and  minus  the  reserve  interest  credit,  if 
any,  provided  in  subsection  (b)  of  this  sec¬ 
tion. 

“  ‘(b)  Reserve  interest  credit:  For  the  pur¬ 
poses  of  subsection  (a),  the  reserve  interest 
credit  shall  be  an  amount  determined  as 
follows : 

“  ‘  “(1)  Divide  the  amount  of  the  adjusted 
net  income  (as  defined  in  subsection  (c) ) 
by  the  amount  of  the  required  interest  (as 
defined  in  subsection  (d)). 

“‘(2)  If  the  quotient  obtained  in  para¬ 
graph  (1)  is  1.05  or  more,  the  reserve  interest 
credit  shall  be  zero. 

“‘(3)  If  the  quotient  obtained  in  para¬ 
graph  (1)  is  1.00  or  less,  the  reserve  interest 
credit  shall  be  an  amount  equal  to  50  percent 
of  the  normal-tax  net  income. 

“‘(4)  If  the  quotient  obtained  in  para¬ 
graph  (1)  is  more  than  1.00  but  less  than 
1.05,  the  reserve  interest  credit  shall  be  the 


amount  obtained  by  multiplying  the  normal- 
tax  net  income  by  10  times  the  difference 
between  the  figure  1.05  and  such  quotient. 

“‘(c)  Adjusted  net  income:  For  the  pur¬ 
poses  of  subsection  (b)  (1),  the  term  “ad¬ 
justed  net  income”  means  the  net  income 
computed  without  any  deduction  for  tax- 
free  interest  minus  50  percent  of  the  amount 
of  the  adjustment  for  certain  reserves  pro¬ 
vided  in  section  202  (c). 

“  ‘(d)  Required  interest:  For  the  purposes 
of  subsection  (b)  (1),  the  term  “required 
interest”  means  the  total  of — 

“  ‘  ( 1 )  The  sum  of  the  amounts  obtained 
by  multiplying  (A)  each  rate  of  interest  as¬ 
sumed  in  computing  the  taxpayer’s  life  in¬ 
surance  reserves  by  (B)  the  means  of  the 
amounts  of  the  taxpayer’s  adjusted  reserves 
computed  at  that  rate  at  the  beginning  and 
end  of  the  taxable  year, 

“  ‘(2)  2  percent  of  the  reserve  for  deferred 
dividends,  and 

“  ‘(3)  Interest  paid.’ 

“(c)  Technical  amendments: 

“(1)  Section  433  (a)  (1)  (H)  (relating  to 
excess  profits  net  income  of  life  insurance 
companies)  is  hereby  amended  by  changing 
the  semicolon  at  the  end  thereof  to  a  period 
and  by  inserting  thereafter  the  following: 
‘In  the  case  of  taxable  years  beginning  in 
1951,  there  shall  be  used,  in  lieu  of  the  figure 
referred  to  in  clause  (i)  of  the  first  sentence 
of  this  subparagraph,  the  figure  .87;’. 

“(2)  Section  201  (f)  (relating  to  disallow¬ 
ance  of  double  deductions)  is  hereby 
amended  by  striking  out  ‘or  203’  and  insert¬ 
ing  in  lieu  thereof  ‘,  203,  or  203A’. 

“(d)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable  to 
taxable  years  beginning  in  1951.” 

The  next  amendment  was,  on  page  195, 
line  9,  to  change  the  section  number  from 
“312”  to  “336,”  and  after  line  15,  to  strike 
out: 

“(c)  Certain  investment  companies:  If 
the  Securities  and  Exchange  Commission  de¬ 
termines  in  accordance  with  regulations  is¬ 
sued  by  it,  and  certifies  to  the  Secretary  not 
more  than  60  days  prior  to  the  close  of  the 
taxable  year  of  a  registered  management 
company,  that  such  investment  company  is 
principally  engaged  in  the  furnishing  of 
capital  to  other  corporations  which  are  prin¬ 
cipally  engaged  in  the  development  or  ex¬ 
ploitation  of  inventions,  technological  devel¬ 
opments,  new  ;  rocesses,  or  products  not  pre¬ 
viously  generally  available,  such  investment 
company  may,  in  the  computation  of  50  per¬ 
cent  of  the  value  of  its  assets  under  sub- 
paragraph  (A)  of  subsection  (b)  (3)  for  any 
quarter  of  such  taxable  year,  include  with 
respect  to  any  issuer  securities  which  con¬ 
stitute  more  than  (10)  percent  of  the  out¬ 
standing  voting  securities  of  such  issuer  if 
the  investment  company  has  not  continu¬ 
ously  held  any  security  of  such  issuer  (or  of 
any  predecessor  company  of  such  issuer  as 
determined  under  regulations  prescribed  by 
the  Secretary)  for  10  or  more  years  preceding 
such  quarter  of  such  taxable  year.  The  pro¬ 
visions  of  this  subsection  shall  not  apply  at 
the  close  of  any  quarter  of  a  taxable  year  to 
an  investment  company  if  at  the  close  of 
such  quarter  more  than  25  percent  of  the 
value  of  its  total  assets  is  represented  by  se¬ 
curities  of  issuers  with  respect  to  each  of 
which  the  investment  company  holds  more 
than  10  percent  of  the  outstanding  voting 
securities  of  such  issuer  and  in  respect  of 
each  of  which  or  any  predecessor  thereof  the 
investment  company  has  continuously  held 
any  security  for  10  or  more  years  preceding 
such  quarter  unless  the  value  of  its  total  as¬ 
sets  so  represented  is  reduced  to  25  percent 
or  less  within  30  days  after  the  close  of  such 
quarter.  The  terms  used  in  this  subsection 
shall  have  the  same  meaning  as  in  subsec¬ 
tion  (b)  (3)  of  this  section.  For  the  pur¬ 
poses  of  this  subsection,  a  corporation  shall 
be  considered  to  be  principally  engaged  in 
the  development  or  exploitation  of  inven- 
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tions,  technological  improvements,  new  proc¬ 
esses,  or  products  not  previously  generally 
available,  for  at  least  10  years  after  the  date 
of.  the  first  acquisition  of  any  security  in 
such  corporation  or  any  predecessor  thereof 
by  such  investment  company  if  at  the  date 
of  such  acquisition  the  corporation  or  its 
predecessor  was  principally  so  engaged.  For 
the  purposes  of  the  certification  hereunder, 
the  Securities  and  Exchange  Commission 
shall  have  authority  to  issue  such  rules,  reg¬ 
ulations,  and  orders,  and  to  conduct  such 
investigations  and  hearings,  either  public  or 
private,  as  it  may  deem  appropriate.” 

And  in  lieu  thereof  to  insert  the  following: 

‘‘(c)  Certain  investment  companies:  If  the 
Securities  and  Exchange  Commission  deter¬ 
mines  in  accordance  with  regulations  issued 
by  it,  and  certifies  to  the  Secretary  not  more 
than  60  days  prior  to  the  close  of  the  tax¬ 
able  year  of  a  registered  management  invest¬ 
ment  company,  that  such  investment  com¬ 
pany  is  principally  engaged  in  the  furnish¬ 
ing  of  capital  to  other  corporations  which 
are  principally  engaged  in  the  development 
or  exploitation  of  Inventions,  technological 
improvements,  new  processes,  or  products 
not  previously  generally  available,  such  in¬ 
vestment  company  may,  in  the  computation 
of  50  percent  of  the  value  of  its  assets  under 
subparagraph  (A)  of  subsection  (b)  (3) 

for  any  quarter  of  such  taxable  year,  in¬ 
clude  the  value  of  any  securities  of  an 
issuer,  notwithstanding  the  fact  that  such 
investment  company  holds  more  than  10 
percent  of  the  outstanding  voting  securities 
of  such  issuer,  but  only  if  the  investment 
company  has  not  continuously  held  any 
security  of  such  issuer  (or  of  any  prede¬ 
cessor  company  of  such  issuer  as  deter¬ 
mined  under  regulations  prescribed  by  the 
Secretary)  for  10  or  more  years  preceding 
such  quarter  of  such  taxable  year.  The 
provisions  of  this  subsection  shall  not  apply 
at  the  close  of  any  quarter  of  a  taxable  year 
to  an  investment  company  if  at  the  close 
of  such  quarter  more  than  25  percent  of  the 
value  of  its  total  assets  is  represented  by 
securities  of  Issuers  with  respect  to  each 
of  which  the  investment  company  holds  more 
than  10  percent  of  the  outstanding  voting 
securities  of  such  issuer  and  in  respect  of 
each  of  which  or  any  predecessor  thereof 
the  Investment  company  has  continuously 
held  any  security  for  10  or  more  years  pre¬ 
ceding  such  quarter  unless  the  value  of  its 
total  assets  so  represented  is  reduced  to  25 
percent  or  less  within  30  days  after  the  close 
of  such  quarter.  The  terms  used  in  this 
subsection  shall  have  the  same  meaning  as 
in  subsection  (b)  (3)  of  this  section.  For 
the  purposes  of  this  subsection,  unless  the 
Securities  and  Exchange  Commission  deter¬ 
mines  otherwise,  a  corporation  shall  be  con¬ 
sidered  to  be  principally  engaged  in  the 
development  or  exploitation  of  inventions, 
technological  Improvements,  new  processes, 
or  products  not  previously  generally  avail¬ 
able,  for  at  least  10  years  after  the  date 
of  the  first  acquisition  of  any  security  in 
6UCh  corporation  or  any  predecessor  thereof 
by  such  investment  company  if  at  the  date 
of  such  acquisition  the  corporation  or  its 
predecessor  was  principally  so  engaged,  and 
an  investment  company  shall  be  considered 
at  any  date  to  be  furnishing  capital  to  any 
company  whose  securities  it  holds  if  within 
10  years  prior  to  such  date  it  has  acquired 
any  of  such  securities,  or  any  securities 
surrendered  in  exchange  therefor,  from  such 
other  company  or  predecessor  thereof.  For 
the  purposes  of  the  certification  hereunder, 
the  Securities  and  Exchange  Commission 
shall  have  authority  to  issue  such  rules, 
regulations,  and  orders,  and  to  conduct  such 
Investigations  and  hearings,  either  public 
or  private,  as  it  may  deem  appropriate.” 

The  next  amendment  was,  at  the  top  of 
page  200,  to  insert  a  new  section,  as  follows: 


“Sec.  337.  Exchanges  and  distributions  in 
obedience  to  orders  of  Securities 
and  Exchange  Commission. 

“(a)  Definition  of  system  group:  Section 
373  (d)  (1)  (relating  to  the  definition  of 
the  term  ‘system  group’)  is  hereby  amended 
to  read  as  follows: 

“  ‘(1)  At  least  90  per  centum  of  each  class 
of  the  stock  (other  than  (A)  stock  which  is 
preferred  as  to  both  dividends  and  assets,  and 
(B)  stock  which  is  limited  and  preferred  as 
to  dividends  but  which  is  not  preferred  as  to 
assets  but  only  if  the  total  value  of  such 
6tock  is  less  than  1  percent  of  the  aggre¬ 
gate  value  of  all  classes  of  stock  which  are 
no’;  preferred  as  to  both  dividends  and 
assets)  of  each  of  the  corporations  (except 
the  common  parent  corporation)  is  owned 
directly  by  one  or  more  of  the  other  cor¬ 
porations:  and.’ 

‘‘(b)  Elective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  with 
respect  to  taxable  years  affected  by  an  ex¬ 
change  or  distribution  made  after  December 
31,  1947.” 

The  next  amendment  was,  on  page  200, 
after  line  20,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  338.  Taxation  of  business  income  of 
State  colleges  and  universities. 

“(a)  Amendment  of  section  421  (b) :  Sec¬ 
tion  421  (b)  (1)  (organizations  subect  to 
tax  under  supplement  U)  is  hereby  amended 
to  read  as  follows: 

“‘(1)  Organizations  taxable  as  corpora¬ 
tions: 

“‘(A)  Organizations  exempt  under  section 
101  (1),  (6),  (7),  and  14:  The  taxes  im¬ 
posed  by  subsection  (a)  (1)  shall  apply  in 
the  case  of  any  organization  (other  than  a 
church,  a  convention  or  association  of 
churches,  or  a  trust  described  in  paragraph 
(2) )  which  is  exempt,  except  as  provided  in 
this  supplement,  from  taxation  under  this 
chapter  by  reason  of  paragraph  (1),  (6),  or 
(7)  of  section  101.  Such  taxes  shall  also 
apply  in  the  case  of  a  corporation  described 
in  section  101  (14)  if  the  income  is  payable 
to  an  organization  which  itself  is  subject  to 
the  tax  imposed  by  subsection  (a)  or  to  a 
church  or  to  a  convention  or  association  of 
churches. 

“‘(B)  State  colleges  and  universities.— 
The  taxes  imposed  by  subsection  (a)  (1) 
shall  apply  in  the  case  of  any  college  or  uni¬ 
versity  which  is  an  agency  or  instrumentality 
of  any  government  or  any  political  subdi¬ 
vision  thereof,  or  which  is  owned  or  operated 
by  a  government  or  any  political  subdivision 
thereof  or  by  any  agency  or  instrumentality 
of  any  one  or  more  governments  or  political 
subdivisions.  Such  taxes  shall  also  apply  in 
the  case  of  any  corporation  wholly  owned  by 
one  or  more  6uch  colleges  or  universities.’ 

“(b)  Unrelated  trade  or  business:  Section 
422  (b)  (definition  of  unrelated  trade  or 
business)  is  hereby  amended  as  follows : 

“(1)  By  inserting  after  ‘under  section  101* 
the  following:  ‘(or,  in  the  case  of  an  organi¬ 
zation  described  in  section  421  (b)  (1)  (B), 
to  the  exercise  or  performance  of  any  pur¬ 
pose  or  function  described  in  section 
101  (6)).* 

“(2)  By  inserting  in  paragraph  (2)  thereof 
after  ‘section  101  (6)’  the  following:  ‘or  in 
the  case  of  a  college  or  university  described  in 
section  421  (b)  (1)  (B).‘ 

“(c)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  only  with 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1951.” 

The  next  amendment  was,  on  page  202, 
line  18,  to  change  the  section  number  from 
“313”  to  “339”;  and  on  page  203,  after  line 
22,  to  strike  out: 

“(c)  Effective  date:  The  amendments  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  beginning  after  De¬ 


cember  31,  1950.  The  determination  as  to 
whether  a  person  shall  be  recognized  as  a 
partner  for  income  tax  purposes  for  any  tax¬ 
able  year  beginning  before  January  1,  1951, 
shall  be  made  as  if  this  section  had  not  been 
enacted  and  without  inferences  drawn  from 
the  fact  that  this  section  is  not  expressly 
made  applicable  with  respect  to  taxable  years 
beginning  before  January  1, 1951.” 

And  in  lieu  thereof  to  insert  the  fol¬ 
lowing  : 

“(c)  Effective  date: 

“(1)  General  rule:  Except  as  otherwise 
provided  in  this  subsection,  the  amendments 
made  by  this  section  shall  be  applicable  only 
with  respect  to  taxable  years  beginning  after 
December  31,  1950. 

“(2)  Retroactive  applications:  At  the  elec¬ 
tion  of  a  taxpayer  made  in  accordance  with 
regulations  prescribed  by  the  Secretary,  the 
amendments  made  by  this  section  shall  also 
be  applicable  with  respect  to  such  taxable 
years  beginning  after  December  31,  1938,  and 
before  January  1,  1951,  as  are  specified  by 
the  taxpayer  in  making  such  election.  Such 
election  for  any  taxable  year  shall  not  be 
valid  unless,  prior  to  the  expiration  of  90 
days  after  the  filing  of  such  election  (or 
such  longer  period  as  the  Secretary  may 
by  regulations  prescribe)  each  family  part¬ 
ner  of  the  taxpayer  files,  in  accordance  with 
such  regulations,  a  written  consent  to  the 
application  of  such  amendments  to  his  tax¬ 
able  years  corresponding  to  the  taxable  years 
for  which  the  election  is  made  by  the  tax¬ 
payer.  In  lieu  of  such  consent  by  any  fam¬ 
ily  partner,  there  may  be  paid,  under  regula¬ 
tions  prescribed  by  the  Secretary  and  with¬ 
in  the  time  provided  for  filing  such  consent, 
an  amount  equal  to  the  deficiency  and  in¬ 
terest  which  would  be  assessed  with  respect 
to  such  family  partner  if  he  filed  such  con¬ 
sent.  Such  election,  and  any  consent  filed 
in  respect  of  such  election,  shall  be  applica¬ 
ble  only  to  such  partnerships  as  are  specified 
in  the  election.  For  the  purpose  of  this 
subsection,  the  term  ‘family  partner’  means 
any  person  who  upon  the  filing  of  such 
consent  would  be  liable  for  a  deficiency  at¬ 
tributable  to  income  considered,  but  for  the 
application  of  the  amendments  made  by  this 
section,  as  income  of  the  taxpayer.  The 
period  of  limitations  provided  in  sections  275 
and  276  of  the  Internal  Revenue  Code  on  the 
making  of  assessments  and  the  beginning  of 
distraint  or  a  proceeding  in  court  for  collec¬ 
tion  shall  with  respect  to  any  deficiency  and 
interest  thereon  resulting  from  any  such 
election  or  consent  include  1  year  immedi¬ 
ately  following  the  date  such  election  or 
consent  is  filed,  and  such  assessment  and 
collection  may  be  made  notwithstanding  any 
provision  of  law  or  any  rule  of  law  which 
otherwise  would  prevent  such  assessment  and 
collection.  If  an  election  by  a  taxpayer 
6hould  be  filed  for  a  taxable  year  for  which 
allowance  of  credit  or  refund  of  an  over¬ 
payment  is  barred  (at  the  time  of  such 
filing)  by  any  law  or  rule  of  law,  any  con¬ 
sent  filed  by  a  family  partner  of  the  tax¬ 
payer  with  respect  to  such  year  shall  be 
void. 

"(3)  Taxable  year  of  partner  different  from 
taxable  year  of  partnership:  In  applying 
paragraphs  (1)  and  (2)  of  this  subsection 
where  the  taxable  year  of  the  taxpayer  or 
a  family  partner  is  different  from  the  taxa¬ 
ble  year  of  the  partnership — 

“(A)  if  a  taxable  year  of  the  partnership 
ending  in  1951  ends  within  or  with  a  taxa¬ 
ble  year  of  the  taxpayer  or  a  family  partner 
which  began  before  January  1,  1951,  the 
amendments  made  by  this  section  shall  be 
applicable,  with  respect  to  the  distributive 
shares  of  Income  derived  by  the  taxpayer 
and  the  family  partners  from  such  taxable 
year  of  the  partnership,  only  pursuant  to  the 
provisions  of  paragraph  (2)  of  this  subsec¬ 
tion,  notwithstanding  that  paragraph  (1)  of 
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this  subsection  might  otherwise  be  applica¬ 
ble  to  some  of  the  partners. 

“(B)  if  a  taxable  year  of  the  partnership 
ending  in  1939  ended  within  or  with  a  taxa¬ 
ble  year  of  the  taxpayer  or  a  family  partner 
which  began  before  January  1,  1939,  the 
amendments  made  by  this  section  shall  not 
be  applicable  with  respect  to  any  of  the  dis¬ 
tributive  shares  of  income  derived  by  the 
taxpayer  and  the  family  partners  from  such 
taxable  year  of  the  partnership,  notwith¬ 
standing  that  paragraph  (2)  of  this  sub¬ 
section  might  otherwise  be  applicable  to 
some  of  the  partners.’’ 

The  next  amendment  was,  on  page  207, 
after  line  5,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Shc.  340.  War  losses. 

“Tax  upon  war  loss  recovery:  Section  127 
(c)  (relating  to  recoveries  included  in  gross 
income)  is  hereby  amended  to  read  as  fol¬ 
lows: 

“‘(c)  Recoveries: 

“‘(1)  General  rule:  Upon  the  recovery 
in  the  taxable  year  of  any  money  or  prop¬ 
erty  in  respect  of  property  considered  under 
subsection  (a)  as  destroyed  or  seized  in  any 
prior  taxable  year,  the  amount  of  such  re¬ 
covery  shall  be  included  in  gross  income  to 
the  extent  provided  in  paragraph  (2),  unless 
the  provisions  of  paragraph  (3)  are  applica¬ 
ble  to  the  taxable  year  pursuant  to  an  elec¬ 
tion  made  by  the  taxpayer  under  the  pro¬ 
visions  of  paragraph  (5). 

“‘(2)  Inclusion  in  gross  income — 

‘“(A)  Amount  of  recovery:  The  amount 
of  the  recovery  of  any  money  or  property 
in  respect  of  property  considered  under  sub¬ 
section  (a)  as  destroyed  or  seized  in  any 
prior  taxable  year  shall  be  an  amount  equal 
to  the  aggregate  of  such  money  and  the 
fair  market  value  of  such  property,  deter¬ 
mined  as  of  the  date  of  the  recovery. 

'“(B)  Amount  of  gain  includible:  To  the 
extent  that  the  amount  of  the  recovery  plus 
„  the  aggregate  of  the  amounts  of  previous 
such  recoveries  do  not  exceed  that  part  of 
the  aggregate  of  the  allowable  deductions  in 
prior  taxable  years  on  account  of  the  destruc¬ 
tion  or  seizure  of  property  described  in  sub¬ 
section  (a)  which  did  not  result  in  a  reduc¬ 
tion  of  any  tax  of  the  taxpayer  under  this 
chapter  or  chapter  2,  such  amount  shall  not 
be  includible  in  gross  income  and  shall 
not  be  deemed  gain  upon  the  involuntary 
conversion  of  property  as  a  result  of  its  de¬ 
struction  or  seizure.  To  the  extent  that  such 
amount  plus  the  aggregate  of  the  amounts 
of  -previous  such  recoveries  exceed  that  part 
of  the  aggregate  of  such  deductions,  which 
did  not  result  in  a  reduction  of  any  tax  of  the 
taxpayer  under  this  chapter  or  chapter  2 
and  do  no  exceed  that  part  of  the  aggregate 
of  such  deductions  which  did  result  in  a 
reduction  of  any  tax  of  the  taxpayer  under 
this  chapter  or  chapter  2,  such  amount 
shall  be  included  in  gross  income  but  shall 
not  be  deemed  a  gain  upon  the  involuntary 
conversion  of  property  as  a  result  of  its  de¬ 
struction  or  seizure.  To  the  extent  that  such 
amount  plus  the  aggregate  of  the  amounts  of 
previous  such  recoveries  exceed  the  aggre¬ 
gate  of  the  allowable  deductions  in  prior 
taxable  years  on  account  of  the  destruc¬ 
tion  or  seizure  of  property  described  in  sub¬ 
section  (a) ,  such  amount  shall  be  considered 
a  gain  upon  the  involuntary  conversion  of 
property  as  a  result  of  its  destruction  or 
seizure  and  shall  be  recognized  or  not  recog¬ 
nized  as  provided  in  section  112  (f).  If  for 
any  previous  taxable  year  the  taxpayer 
chooses  under  subsection  (b)  to  treat  any 
obligations  and  liabilities  as  discharged  or 
satisfied  out  of  the  property  or  interest  de¬ 
scribed  in  subsection  (a),  and  if  such  obli¬ 
gations  and  liabilities  were  not  so  discharged 
or  satisfied,  the  amount  of  such  obligations 
and  liabilities  treated  as  discharged  or  satis¬ 
fied  under  subsection  (b)  shall  be  considered 
for  the  purposes  of  this  section  as  a  deduc¬ 


tion  by  reason  of  this  section  which  did  not 
result  in  a  reduction  of  any  tax  of  the  tax¬ 
payer  under  this  chapter  or  chapter  2.  For 
the  purposes  of  this  paragraph  an  allowable 
deduction  for  any  taxable  year  on  account  of 
the  destruction  or  seizure  of  property  de¬ 
scribed  in  subsection  (a)  shall,  to  the  ex¬ 
tent  not  allowed  in  computing  the  tax  of 
the  taxpayer  for  such  taxable  year,  be  con¬ 
sidered  an  allowable  deduction  which  did 
not  result  in  a  reduction  of  any  tax  of  the 
taxpayer  under  this  chapter  or  chapter  2. 

“‘(3)  Tax  adjustment  measured  by  prior 
benefits:  If  the  provisions  of  this  paragraph 
are  applicable  to  the  taxable  year  pursuant  to 
an  election  made  by  the  taxpayer  under  the 
provisions  of  paragraph  (5)  — 

“  ‘(A)  Amount  of  recovery:  The  amount  of 
the  recovery  in  the  taxable  year  of  any  money 
or  property  in  respect  of  property  considered 
under  subsection  (a)  as  destroyed  or  seized  in 
any  prior  taxable  year  shall  be  an  amount 
equal  to  the  aggregate  of  such  money  and  the 
fair  market  value  of  such  property,  deter¬ 
mined  as  of  the  date  of  the  recovery.  For 
the  purpose  of  this  paragraph,  in  the  case  of 
the  recovery  of  the  same  property  or  interest 
considered  under  subsection  (a)  as  destroyed 
or  seized,  the  fair  market  value  of  such  prop¬ 
erty  or  interest  shall  not  exceed  the  adjust¬ 
ed  basis  (for  determining  loss)  of  such  prop¬ 
erty  or  interest  in  the  hands  of  the  taxpayer 
on  the  date  of  the  loss. 

“‘(B)  Adjustment  for  prior  tax  benefits: 
That  part  of  the  amount  of  the  recovery, 
in  respect  of  any  property  considered  under 
subsection  (a)  as  destroyed  or  seized,  which 
is  not  in  excess  of  the  allowable  deductions 
in  prior  taxable  years  on  account  of  $uch 
destruction  or  seizure  of  the  property  (the 
amount  of  such  allowable  deductions  being 
first  reduced  by  the  aggregate  amount  of 
any  prior  recoveries  in  respect  of  the  same 
property)  shall  not  be  included  in  gross  in¬ 
come  for  the  taxable  year  of  the  recovery 
for  the  purpose  of  computing  the  tax  under 
this  chapter  and  chapter  2;  but  there  shall 
be  added  to,  and  assessed  and  collected  as 
a  part  of,  the  tax  under  this  chapter  for 
the  taxable  year  of  the  recovery  the  total 
increase  in  the  tax  under  this  chapter  and 
chapter  2  for  all  taxable  years  which  would 
result  by  decreasing,  in  an  amount  equal 
to  such  part  of  the  recovery,  such  deductions 
allowable  in  the  prior  taxable  years  with 
respect  to  the  destruction  or  seizure  of  the 
property.  Such  increase  in  the  tax  for  each 
such  year  so  resulting  shall  be  computed 
in  accordance  with  regulations  prescribed 
by  the  Secretary.  Such  regulations  shall 
give  effect  to  previous  recoveries  of  any  kind 
with  respect  to  any  prior  year,  and  shall  pro¬ 
vide  for  the  case  where  there  was  no  tax 
for  the  prior  year,  but  shall  otherwise  treat 
the  tax  previously  determinecf  for  any  year 
in  accordance  with  the  principles  set  forth 
in  section  3801  (d).  All  credits  allowable 
against  the  tax  for  any  year  and  all  carry¬ 
overs  and  carry-backs  affected  by  so  decreas¬ 
ing  the  allowable  deductions  shall  be  taken 
into  account  in  computing  the  increase  in 
the  tax. 

“  ‘(C)  Gain  upon  recovery:  The  amount  of 
any  recovery  or  part  thereof,  in  respect  of 
property  considered  under  subsection  (a)  as 
destroyed  or  seized  which  is  not  subject  to 
the  provisions  of  subparagraph  (B)  shall  be 
considered  for  the  taxable  year  of  the  re¬ 
covery  as  gain  on  the  involuntary  conversion 
of  property  as  a  result  of  its  destruction  or 
seizure  and  shall  be  recognized  or  not  recog¬ 
nized  as  provided  in  section  112  (f). 

“‘(D)  Recoveries  treated  as  gross  income 
for  certain  purposes:  For  the  purposes  of 
sections  51,  52,  and  3801  (b)  the  recovery  in 
the  taxable  year  of  any  money  or  property 
in  respect  of  property  considered  under  sub¬ 
section  (a)  as  destroyed  or  seized  in  any 
prior  taxable  year  shall  be  deemed  to  be  an 
item  includible  in  gross  income  for  the  tax¬ 
able  year  in  which  the  recovery  is  made. 


*“(4)  Restoration  of  value  of  investments 
referable  to  destroyed  or  seized  property: 
For  the  purpose  of  this  subsection  the  res¬ 
toration  in  whole  or  in  part  of  the  value  of 
any  interest  described  in  subsection  (a)  (3) 
by  reason  of  any  recovery  of  money  or  prop¬ 
erty  in  respect  of  property  to  which  such 
interest  related  and  which  was  considered 
under  subsection  (a)  (1)  or  (2)  as  destroyed 
or  seized  shall  be  deemed  a  recovery  of  prop¬ 
erty  in  respect  of  property  considered  under 
subsection  (a)  as  destroyed  or  seized.  In 
applying  paragraph  (3)  such  restoration 
shall  be  treated  as  the  recovery  of  the  same 
interest  considered  under  subsection  (a)  as 
destroyed  or  seized. 

“  ‘(5)  Election  by  taxpayer  for  application 
of  paragraph  (3)  :  If  the  taxpayer  elects  to 
have  the  provisions  of  paragraph  (3)  appli¬ 
cable  to  any  taxable  year  in  which  he  recov¬ 
ered  any  money  or  property  in  respect  of 
property  considered  under  subsection  (a)  as 
destroyed  or  seized,  the  provisions  of  para¬ 
graph  (3)  shall  be  applicable  to  all  taxable 
years  of  the  taxpayer  beginning  after  De¬ 
cember  31,  1940,  other  than  a  taxable  year 
for  which,  at  the  time  of  making  such  elec¬ 
tion,  a  refund  or  credit  of  the  entire  amount 
of  any  overpayment  (resulting  from  an 
application  of  par.  (3)  to  such  year) 
would  be  prevented  by  section  322  or  by  the 
provisions  of  any  other  law  or  rule  of  law. 
Such  election  shall  be  made  in  accordance 
with  regulations  prescribed  by  the  Secretary. 
If  pursuant  to  such  election  the  provisions 
of  paragraph  (3)  are  applicable  to  any  tax¬ 
able  year,  then  the  time  for  assessment  and 
collection  of — 

“‘(A)  the  amount  to  be  added  to  the  tax 
for  such  year  under  the  provisions  of  para¬ 
graph  (3) ,  and 

“‘(B)  any  deficiency  for  such  year  or  for 
any  other  taxable  year,  to  the  extent  attrib¬ 
utable  to  basis  of  the  recovered  property 
being  determined  under  the  provisions  of 
subsection  (d)  (2), 

shall  not  expire  prior  to  the  expiration  of  2 
years  following  the  time  of  the  making  of 
such  election,  and  such  amount  and  such 
deficiency  may  be  assessed  at  any  time  prior 
to  the  expiration  of  such  period  notwith¬ 
standing  any  law  or  rule  of  lav/  which  would 
otherwise  prevent  such  assessment.  In  the 
case  of  any  taxable  year  ending  before  the 
date  of  the  making  by  the  taxpayer  of  an 
election  under  this  paragraph,  no  interest 
shall  be  paid  on  any  overpayment  resulting 
from  the  malting  of  such  election,  and  no 
interest  shall  be  assessed  or  collected  with 
respect  to  the  amount  specified  in  clause  (A) 
or  with  respect  to  any  deficiency  specified  in 
clause  (B) ,  for  any  period  prior  to  the  expira¬ 
tion  of  6  months  following  the  date  of  the 
making  of  such  election  by  the  taxpayer.’ 

“(b)  Basis  of  recovered  property:  Sec¬ 
tion  127  (d)  (relating  to  basis  of  recovered 
property)  is  hereby  amended  to  read  as 
follows : 

“‘(d)  Basis  of  recovered  property: 

“‘(1)  In  general:  The  unadjusted  basis 
of  property  recovered  in  respect  of  property 
considered  as  destroyed  or  seized  under  sub¬ 
section  (a)  shall  be  determined  under  this 
subsection.  Such  basis  shall  be  an  amount 
equal  to  the  fair  market  value  of  such  prop¬ 
erty,  determined  as  of  the  date  of  the  re¬ 
covery,  reduced  by  an  amount  equal  to  the 
excess  of  the  aggregate  of  such  fair  market 
value  and  the  amounts  of  previous  recover¬ 
ies  of  money  or  property  in  respect  of  prop¬ 
erty  considered  under  subsection  (a)  as 
destroyed  or  seized  over  the  aggregate  of 
the  allowable  deductions  in  prior  taxable 
years  on  acount  of  the  destruction  or  seizure 
of  property  described  in  subsection  (a) ,  and 
increased  by  that  portion  of  the  amount  of 
the  recovery  which  under  subsection  (c)  is 
treated  as  a  recognized  gain  from  the  invol¬ 
untary  conversion  of  property.  Upon  appli¬ 
cation  of  the  taxpayer,  the  aggregate  ol'  the 
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bases  (determined  under  the  preceding  sen¬ 
tence)  of  any  properties  recovered  in  respect 
of  properties  considered  under  subsection 
(a)  as  destroyed  or  seized  may  be  allocated 
among  the  properties  so  recovered  in  such 
manner  as  the  Secretary  may  determine  un¬ 
der  regulations  prescribed  by  him,  and  the 
amounts  so  allocated  to  any  such  property 
so  recovered  shall  be  the  unadjusted  basis  of 
such  property  in  lieu  of  the  unadjusted  basis 
of  such  property  determined  under  the  pre¬ 
ceding  sentence. 

“‘(2)  Property  recovered  in  taxable  year 
to  which  subsection  (c)  (3)  is  applicable: 
If  property  is  recovered  in  a  taxable  year  to 
which  the  provisions  of  subsection  (c)  (3) 
are  applicable  pursuant  to  an  election  made 
under  the  provisions  of  subsection  (c)  (5), 
the  basis  of  such  property  shall  be  (in  lieu 
cf  the  amount  determined  under  paragraph 
(1)  of  this  subsection)  '  an  amount  equal 
to  the  value  at  which  such  property  is  in¬ 
cluded  in  the  amount  of  the  recovery  under 
subsection  (c)  (3)  (A),  reduced  by  such 

part  of  the  gain  under  subsection  (c)  (3) 
(C)  which  is  not  recognized  as  provided  in 
section  112  (f).’ 

“(c)  Credit  for  foreign  taxes:  Section  131 
(r.)  (relating  to  allowance  of  credit  for  taxes 
cT  foreign  countries  and  possessions  of  the 
United  States)  is  hereby  amended  by  in¬ 
serting  after  ‘section'  102’  the  following: 
‘rnd  except  the  additional  tax  imposed  for 
the  taxable  year  under  the  provisions  of 
section  127  (c)  (3).’ 

"(d)  Effective  dates:  The  amendments 
made  by  this  section  shall  be  applicable  to 
taxable  years  beginning  after  December  31, 
1840.” 

The  next  amendment  was,  at  the  top  of 
page  217,  to  insert  a  new  section,  as  follows: 

“Sflfc.  341.  Deduction  of  expenditures  for 
mine  exploration. 

“(a)  Deduction  of  mine  exploration  ex¬ 
penditures:  Section  23  (relating  to  deduc¬ 
tions  from  gross  income)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following 
new  subsection: 

“‘(ff)  Deduction  of  exploration  expendi¬ 
tures  : 

‘“(1)  In  general:  In  the  case  of  expendi¬ 
tures  paid  or  incurred  during  the  taxable 
year  for  the  purpose  of  ascertaining  the  exis¬ 
tence,  location,  extent,  or  quality  of  any 
deposit  of  ore  or  other  mineral,  and  paid  or 
incurred  prior  to  the  beginning  of  the  de¬ 
velopment  stage  of  the  mine  or  deposit,  so 
much  of  such  expenditures  as  does  not  ex¬ 
ceed  $75,000.  This  subsection  shall  apply 
only  with  respect  to  the  amount  of  such  ex¬ 
penditures  which,  but  for  this  subsection, 
would  not  be  allowable  as  a  deduction  for  the 
taxable  year.  This  subsection  shall  not  ap¬ 
ply  to  expenditures  for  the  acquisition  or 
improvement  of  property  of  a  character 
which  is  subject  to  the  allowance  for  depre¬ 
ciation  provided  in  section  23  (1),  but  allow¬ 
ances  for  depreciation  shall  be  considered, 
for  the  purposes  of  this  subsection,  as  ex¬ 
penditures  paid  or  incurred.  In  no  case 
shall  this  subsection  apply  with  respect  to 
amounts  paid  or  incurred  for  the  purpose 
of  ascertaining  the  existence,  location,  ex¬ 
tent,  or  quality  of  any  deposit  of  oil  or  gas. 

“‘(2)  Election  of  taxpayer:  If  the  tax¬ 
payer  elects,  in  accordance  with  regulations 
prescribed  by  the  Secretary,  to  treat  as  de¬ 
ferred  expenses  any  portion  of  the  amount 
deductible  for  the  taxable  year  under  para¬ 
graph  (1),  such  portion  shall  not  be  deducti¬ 
ble  under  paragraph  (1)  but  shall  be  de¬ 
ductible  on  a  ratable  basis  as  the  units  of 
produced  ores  or  minerals  discovered  or  ex¬ 
plored  by  reason  of  such  expenditures  are 
sold.  An  election  made  under  this  para¬ 
graph  for  any  taxable  year  shall  be  binding 
for  such  year. 

“‘(3)  Limitation:  This  subsection  shall 
not  apply  to  any  amounts  paid  or  incurred 
in  any  taxable  year  if  in  any  four  preceding 


years  the  taxpayer,  or  any  individual  or  cor¬ 
poration  who  has  transferred  to  the  taxpayer 
any  mineral  property  under  circumstances 
which  make  the  provisions  of  paragraph  (7) , 
(8),  (11),  (13),  (15),  (17),  (20),  or  (22)  of 
section  113  (a)  applicable  to  such  transfer, 
has  either  (A)  been  allowed  a  deduction  un¬ 
der  paragraph  (1)  of  this  subsection  or  (B) 
made  the  election  provided  under  paragraph 
(2)  of  this  subsection. 

“‘(4)  Adjusted  basis  of  mine  or  deposit: 
The  amount  of  expenditures  which  are 
treated  under  paragraph  (2)  as  deferred  ex¬ 
penses  shall  be  taken  into  account  in  com¬ 
puting  the  adjusted  basis  of  the  mine  or 
deposit,  but  such  amounts,  and  the  adjust¬ 
ments  to  basis  provided  in  section  113  (b) 

(1)  (M)  shall  be  disregarded  in  determining 
the  adjusted  basis  of  the  property  for  the 
purpose  of  computing  a  deduction  for  de¬ 
pletion  under  section  114.’ 

“(b)  Adjusted  basis  for  determining  gain 
or  loss  upon  sale  or  exchange:  Section  113 
(b)  (1)  (relating  to  adjusted  basis  of  prop¬ 
erty)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following: 

“  ‘(M)  for  amounts  allowed  as  deductions 
as  deferred  expenses  under  section  23  (ff) 

(2)  (relating  to  certain  exploration  expendi¬ 
tures)  and  resulting  in  a  reduction  of  the 
taxpayer’s  taxes  under  this  chapter,  but  not 
less  than  the  amounts  allowable  under  such 
section  for  the  taxable  year  and  prior  years.’ 

“(c)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable  to 
taxable  years  ending  after  December  31, 
1950.” 

The  next  amendment  was,  at  the  top 
of  page  220,  to  insert  a  new  section,  as 
follows : 

“Sec.  342.  Corporate  liquidations. 

“(a)  Treatment  of  gain:  Section  115  (re¬ 
lating  to  distributions  by  corporations)  is 
hereby  amended  by  adding  at  the  end  theref 
the  following  new  subsection: 

“‘(n)  Liquidation  with  distribution  of 
stock  in  real  estate  corporation:  If  a  cor¬ 
poration,  pursuant  to  a  plan  of  liquidation, 
exchanges  part  of  its  assets  consisting  of 
unimproved  real  estate  solely  for  the  entire 
stock  of  a  newly  organized  corporation  and 
within  a  period  of  24  months  from  the  date 
of  adoption  of  the  plan  of  liquidation  all  of 
the  assets  of  such  corporation  together  with 
the  stock  in  such  new  corporation  are  dis¬ 
tributed  in  liquidation,  the  amounts  so  dis¬ 
tributed  shall  be  deemed  amounts  distributed 
in  complete  liquidation  of  such  corporation 
and  the  recognized  gain,  if  any,  to  the  share¬ 
holders  from  such  liquidation  shall  be  treated 
as  a  capital  gain,  despite  any  other  pro¬ 
vision  of  this  chapter.  This  subsection  shall 
apply  only — 

“  ‘  ( 1 )  if  the  business  of  the  old  corpora¬ 
tion  is  discontinued, 

“‘(2)  if  the  corporation  to  which  the 
unimproved  real  estate  was  transferred  was 
organized  and  is  operated  for  the  sole  pur¬ 
pose  of  holding  title  to  such  real  estate  and 
collecting  income  from  the  leasing  or  sale 
thereof,  and 

“  ‘(3)  if  there  was  a  sound  business  reason 
for  organizing  such  new  corporation  to  hold 
title  to  the  unimproved  real  estate.’ 

“(b)  Effective  date :  The  amendment  made 
by  this  section  shall  apply  to  taxable  years 
beginning  after  December  31,  1947.” 

The  next  amendment  was,  on  page  221, 
after  line  5,  to  insert  a  new  section,  as 
follows: 

“Sec.  343.  Definition  of  employee. 

“(a)  Amendment  of  section  3797  (a) :  Sec¬ 
tion  3797  (a)  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph : 

“‘(20)  Employee:  For  the  purpose  of  ap¬ 
plying  the  provisions  of  chapter  1  with  re¬ 
spect  to  contributions  to  or  under  a  stock 
bonus,  pension,  profit-sharing,  or  annuity 
plan,  and  with  respect  to  distributions  under 


such  a  plan  or  by  a  trust  forming  part  of 
such  a  plan,  the  term  “employee”  shall  in¬ 
clude  a  full-time  life  insurance  salesman 
who  is  considered  an  emnloyee  for  the  pur¬ 
pose  of  subchapter  A  of  chapter  9,  or,  in 
the  case  of  services  performed  before  January 
1,  1951,  who  would  be  considered  an  em¬ 
ployee  if  his  services  were  performed  during 
1951.’ 

“(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  with  re¬ 
spect  to  taxable  years  beginning  after  De¬ 
cember  31,  1938.” 

The  next  amendment  was,  under  the  head¬ 
ing  “Title  IV— Excise  taxes— Part  I— Tax  on 
admissions  and  cabarets,”  on  nege  ?22,  line 
6,  after  the  word  “the”,  to  strike  out  “sec¬ 
ond  and  fourth”  and  insert  "second,  fourth, 
and  fifth.” 

The  next  amendment  was,  on  page  222, 
after  line  13,  to  strike  out: 

“(b)  Amendment  of  section  1701  (a): 
Section  1701  (a)  (relating  to  rei’gious,  edu¬ 
cational,  or  charitable  entertainments)  is 
hereby  amended  to  read  as  follows: 

“‘(a)  Religious,  educational,  or  charitable 
entertainments,  etc. 

"‘(1)  In  general:  Except  as  provided  in 
paragraph  (2),  any  admissions  all  the  pro¬ 
ceeds  of  which  inure — 

“‘(A)  exclusively  to  the  benefit  of  reli¬ 
gious,  educational,  or  charitable  institutions, 
societies,  or  organizations,  societies  for  the 
prevention  of  cruelty  to  children  or  animals, 
or  societies  or  organizations  conducted  for 
the  sole  purpose  of  maintaining  symphony 
orchestras  and  receiving  substantial  support 
from  voluntary  contributions  or  of  main¬ 
taining  a  cooperative  or  community  center 
moving-picture  theater — if  no  oart  of  the 
net  earnings  thereof  inures  to  the  benefit  of 
anv  orivate  stockholder  or  individual: 

“‘(B)  exclusively  to  the  benefit  of  Na¬ 
tional  Guard  organization,  Reserve  Officers' 
associations  or  organizations,  posts,  or  or¬ 
ganizations  of  war  veterans,  or  auxiliary 
units  or  societies  of  any  such  posts  or  or¬ 
ganizations,  if  such  posts,  organizations, 
units,  or  societies  are  organized  in  the 
United  States  or  any  of  its  possessions,  and 
if  no  part  of  their  net  earnings  inures  to  the 
benefit  of  any  private  stockholder  or  indi¬ 
vidual;  or 

“  ‘(C)  exclusively  to  the  benefit  of  a  police 
or  fire  department  of  any  city,  town,  village, 
or  other  municipality,  or  exclusively  to  a 
fund  for  the  sole  benefit  of  members  of  such 
a  police  or  fire  department  or  the  depend¬ 
ents  or  heirs  of  such  members. 

“  ‘(2)  Nonexempt  admissions:  The  exemp¬ 
tion  provided  under  paragraph  (1)  shall  not 
apply  in  the  case  of  admissions  to  (A)  any 
athletic  game  or  exhibition  unless  the  pro¬ 
ceeds  inure  exclusively  to  the  benefit  of  an 
elementary  or  secondary  school,  (B)  wres¬ 
tling  matches,  prize  fights,  or  boxing,  spar¬ 
ring,  or  other  pugilistic  matches  or  exhibi¬ 
tions,  or  (C)  carnivals,  rodeos,  or  circuses  in 
which  any  professional  performer  or  opera¬ 
tor  participates  for  compensation.’  ” 

And  in  lieu  thereof  to  insert  the  follow¬ 
ing: 

“(b)  Amendment  of  section  1701  (a)  and 
(b)  :  Subsections  (a)  and  (b)  of  section 
1701  (relating  to  exemptions  from  admis¬ 
sions  tax)  are  hereby  amended  to  read  as 
follows :  « 

“‘(a)  Certain  religious,  educational,  or 
charitable  entertainments,  etc. — 

“  ‘  ( 1 )  In  general :  Except  as  provided  in 
paragraph  (2),  any  admissions  all  the  pro¬ 
ceeds  of  which  inure — 

“‘(A)  exclusively  to  the  benefit  of — 

“  ‘(i)  a  church  or  a  convention  or  associa¬ 
tion  of  churches: 

“  ‘ (ii)  an  educational  institution  which  is 
exempt  under  section  101  (6)  or  which  is 
an  educational  institution  of  a  government 
or  political  subdivision  thereof,  if  such  or¬ 
ganization  normally  maintains  a  regular  fac¬ 
ulty  and  curriculum  and  normally  has  a 
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regularly  organized  body  of  pupils  or  stu¬ 
dents  in  attendance  at  the  place  where  its 
educational  activities  are  regularly  car¬ 
ried  on; 

“'(iii)  a  corporation  or  any  community 
chest,  fund,  or  foundation  organized  and 
operated  exclusively  for  charitable  purposes, 
exempt  under  section  101  (6) ,  if  such  cor¬ 
poration  or  organization  is  supported,  in 
whole  or  in  part,  by  funds  contributed  by 
the  United  States  or  any  State  or  political 
subdivision  thereof,  or  is  primarily  supported 
by  contributions  from  the  general  public; 

“  ‘(iv)  a  society  or  organization  conducted 
for  the  sole  purpose  of  maintaining  sym¬ 
phony  orchestras  or  operas  and  receiving 
substantial  support  from  voluntary  contribu¬ 
tions — 

if  no  part  of  the  net  earnings  thereof  inures 
to  the  benefit  of  any  private  stockholder  or 
individual; 

“‘(B)  exclusively  to  the  benefit  of  Na¬ 
tional  Guard  organizations,  Reserve  officers* 
associations  or  organizations,  posts  or  or¬ 
ganizations  of  war  veterans,  or  auxiliary 
units  or  societies  of  any  such  posts  or  or¬ 
ganizations,  if  such  posts,  organizations, 
units,  or  societies  are  organized  in  the  United 
States  or  any  of  its  possessions,  and  if  no 
part  of  their  net  earnings  inures  to  the 
benefit  of  any  private  stockholder  or  individ¬ 
ual;  or 

‘“(C)  exclusively  to  the  benefit  of  a  police 
or  fire  department  of  any  city,  town,  village, 
or  any  municipality  or  exclusively  to  a  retire¬ 
ment,  pension,  or  disability  fund  for  the  sole 
benefit  of  members  of  such  a  police  or  fire 
department  or  to  a  fund  for  the  heirs  of  such 
members. 

“‘(2)  Nonexempt  admissions:  The  exemp¬ 
tion  provided  under  paragraph  (1)  shall  not 
apply  in  the  case  of  admissions  to  (A)  any 
athletic  game  or  exhibition  unless  the  pro¬ 
ceeds  inure  exclusively  to  the  benefit  of  an 
elementary  or  secondary  school,  (B)  wres¬ 
tling  matches,  prize  fights,  or  boxing,  spar¬ 
ring,  or  other  pugilistic  matches  or  exhibi¬ 
tions,  (C)  carnivals,  rodeos,  or  circuses  in 
which  any  professional  performer  or  operator 
participates  for  compensation,  or  (D)  any 
motion-picture  exhibition. 

“‘(b)  Agricultural  fairs;  Any  admissions 
to  agricultural  fairs  if  no  part  of  the  net 
earnings  thereof  inure  to  the  benefit  of  any 
stockholders  or  members  of  the  association 
conducting  the  same — if  the  proceeds  there¬ 
from  are  used  exclusively  for  the  improve¬ 
ment,  maintenance,  and  operation  of  such 
agricultural  fairs;  or.’  ” 

On  page  227,  line  5,  after  the  word  “new”, 
to  strike  out  “subsection”  and  insert  “sub¬ 
sections”;  in  line  15,  after  the  word  “of”,  to 
strike  out  “Columbia.”  and  insert  “Colum¬ 
bia;  or”;  and  after  line  15,  to  insert  the  fol¬ 
lowing  : 

“(e)  (1)  Home  and  garden  tours;  Any  ad¬ 
mission  to  a  home  or  garden  which  is  tem¬ 
porarily  opened  to  the  general  public  as  part 
of  a  program  conducted  by  a  society  or  or¬ 
ganization  to  permit  the  inspection  of  his¬ 
torical  homes  and  gardens — if  no  part  of  the 
net  earnings  thereof  inures  to  the  benefit  of 
any  private  stockholder  or  individual. 

“(2)  Historic  sites:  Any  admissions  to  his¬ 
toric  sites,  houses,  and  shrines,  and  museums 
conducted  in  connection  therewith,  main¬ 
tained  and  operated  by  a  society  or  organi¬ 
zation  devoted  to  the  preservation  and  main¬ 
tenance  of  such  historic  sites,  houses,  shrines, 
and  museums — if  no  part  of  the  net  earn¬ 
ings  thereof  inures  to  the  benefit  of  any 
private  stockholder  or  individual.” 

The  next  amendment  was,  under  the  sub¬ 
head  “Part  II — Tax  on  cigarettes,”  on  page 
229,  line  5,  after  the  word  “out”,  to  strike 
out  “  “$3.50”  and  Inserting  In  lieu  thereof 
“$4”,”  and  Insert  “  “$3.50  per  thousand” 
and  inserting  in  lieu  thereof  “$4  per  thou¬ 
sand  until  January  1,  1954,  and  $3.50  per 
thousand  on  and  after  January  1,  1954”.” 


The  next  amendment  was,  on  page  229, 
line  13,  after  the  word  “Tax”,  to  insert  “And 
Floor  Stocks  Refund”;  in  line  17,  after  the 
word  “new”,  to  strike  out  “subsection”  and 
insert  “subsections”;  on  page  230,  line  22, 
after  the  word  “this”,  to  strike  out  “subsec¬ 
tion.”  ”  and  insert  “subsection.”;  and  after 
line  22,  to  insert: 

“(g)  Floor  stocks  refunds  on  cigarettes.— 

“  ( 1 )  In  general :  With  respect  to  cigarettes, 
weighing  not  more  than  3  pounds  per  thou¬ 
sand,  upon  which  the  tax  imposed  by  sub¬ 
section  (c)  (2),  or  upon  which  floor  stocks 
tax  imposed  by  subsection  (f ) ,  has  been  paid, 
and  which,  on  January  1,  1954,  are  held  by 
any  person  and  intended  for  sale,  or  are  in 
transit  from  foreign  countries  or  insular 
possession  of  the  United  States  to  any  per¬ 
son  in  the  United  States  for  sale,  there 
shall  be  credited  or  refunded  to  such  person 
(without  interest),  subject  to  such  regula¬ 
tions  as  may  be  prescribed  by  the  Secretary, 
an  amount  equal  to  the  difference  between 
the  tax  paid  on  such  cigarettes  and  the  tax 
made  applicable  to  such  articles  on  January 
1,  1954,  if  claim  for  such  credit  or  refund 
is  filed  with  the  Secretary  prior  to  April  1, 
1954. 

“(2)  Limitations  on  eligibility  for  credit 
or  refund:  No  person  shall  be  entitled  to 
credit  or  refund  under  paragraph  (1)  unless 
(A)  such  person,  for  such  period  or  periods 
both  before  and  after  January  1,  1954  (but 
not  extending  beyond  1  year  thereafter),  as 
the  Secretary  shall  by  regulations  prescribe, 
makes  and  keeps,  and  files  with  the  Secre¬ 
tary  such  records  of  inventories,  sales,  and 
purchases  as  may  be  prescribed  in  such  regu¬ 
lations;  and  (B)  such  person  establishes  to 
the  satisfaction  of  the  Secretary,  with  respect 
to  the  cigarettes  for  which  credit  or  refund  is 
claimed  by  him  under  this  section,  that  on 
and  after  January  1,  1954,  and  until  the  ex¬ 
piration  of  3  months  thereafter,  the  price  at 
which  cigarettes  of  such  class  were  sold 
(until  a  number  equal  at  least  to  the  number 
on  hand  on  January  1,  1954,  were  sold) 
reflected,  in  such  manner  as  the  Secretary 
may  by  regulations  prescribe,  the  amount  of 
the  tax  reduction. 

“(3)  Penalty  and  administrative  proced¬ 
ures:  All  provisions  of  law,  including  pen¬ 
alties,  applicable  in  respect  of  internal  reve¬ 
nue  taxes  on  cigarettes  shall,  insofar  as  ap¬ 
plicable  and  not  inconsistent  with  this  sub¬ 
section,  be  applicable  in  respect  of  the  credits 
and  refunds  provided  for  in  this  subsection 
to  the  same  extent  as  if  such  credits  or  re¬ 
funds  constituted  credits  or  refunds  of  such 
taxes.” 

The  next  amendment  was,  on  page  232, 
after  line  14,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  423.  Reduction  of  tax  on  snuff  and 
chewing  tobacco. 

“(a)  Reduction  in  rate:  Section  2000  (a) 
(relating  to  tax  on  tobacco  and  snuff)  is 
hereby  amended  by  striking  out  paragraphs 
(1)  and  (2)  and  inserting  in  lieu  thereof 
the  following: 

“  ‘(1)  Snuff  and  chewing  tobacco:  On  snuff, 
manufactured  of  tobacco  or  any  substitute 
for  tobacco,  ground,  dry,  damp,  pickled, 
scented,  or  otherwise,  of  all  descriptions, 
when  prepared  for  use;  and  on  all  scrap 
chewing,  plug,  twist,  fine-cut,  or  cavendish 
tobacco;  a  tax  of  10  cents  per  pound. 

“‘(2)  Smoking  tobacco:  On  all  smoking 
tobacco,  cut  or  granulated,  of  every  descrip¬ 
tion;  on  tobacco  reduced  into  a  condition 
to  be  consumed,  or  in  any  manner  other  than 
the  ordinary  mode  of  drying  and  curing,  pre¬ 
pared  for  sale  or  consumption,  even  if  pre¬ 
pared  without  the  use  of  any  machine  or 
instrument,  and  without  being  pressed  or 
sweetened;  and  on  all  fine-cut  shorts  and 
refuse  scraps,  clippings,  cuttings,  and  sweep¬ 
ings  of  tobacco;  a  tax  of  18  cents  per 
pound.’ 


“(b)  Effective  date. — The  amendment 
made  by  subsection  (a)  shall  take  effect  on 
the  first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  the  en¬ 
actment  of  this  act.” 

The  next  amendment  was,  under  the  sub¬ 
head  “Part  III — Retailers’  Excise  Taxes,”  on 
page  233,  after  line  16,  to  strike  out: 

“Sec.  431.  Tax  on  lighters. 

“Section  2400  (relating  to  retailers’  excise 
tax  on  jewelry,  etc.)  is  hereby  amended  by 
striking  out  in  the  first  sentence  thereof  the 
words  ‘and  binoculars,’  and  inserting  in  lieu 
thereof  the  following:  ‘binoculars;  and 
mechanical  lighters  for  cigarettes,  cigars,  or 
pipes’.” 

The  next  amendment  was,  on  page  234, 
line  1,  to  change  the  section  number  from 
“432”  to  “431.” 

The  next  amendment  was,  on  page  234, 
line  17,  to  change  the  section  number  from 
“433”  to  “432.” 

The  next  amendment  was,  at  the  top  of 
page  235,  to  strike  out: 

“PART  IV - DIESEL  FUEL 

“Sec.  441.  Diesel  fuel  used  in  highway 
vehicles 

“(a)  Imposition  of  tax:  The  Internal 
Revenue  Code  is  hereby  amended  by  adding 
after  chapter  19  the  following  new  chapter: 

“  ‘Chapter  20 — E)iesel  Fuel 
“  ‘Sec.  2450.  Tax  on  Diesel  fuel 

“  ‘There  is  hereby  imposed  a  tax  of  2 
cents  a  gallon  upon  any  liquid  (other  than 
any  product  taxable  under  section  3412)  — 
“‘(1)  sold  by  any  person  to  an  owner, 
lessee,  or  other  operator  of  a  Diesel-powered 
highway  vehicle,  for  use  as  a  fuel  in  such 
vehicle,  or 

“‘(2)  used  by  any  person  as  a  fuel  in 
a  Diesel-powered  highway  vehicle  unless 
there  was  a  taxable  sale  of  such  liquid  under 
clause  (1). 

“  ‘Sec.  2451.  Returns  and  payment 

“‘(a)  Requirement:  Every  person  liable 
for  tax  under  this  chapter  shall  make  re¬ 
turns  and  pay  the  taxes  due  to  the.  collector 
for  the  district  in  which  is  located  his  prin¬ 
cipal  place  of  business,  or  if  he  has  no 
principal  place  of  business  in  the  United 
States,  then  to  the  collector  at  Baltimore, 
Md.  Such  returns  shall  contain  such  in¬ 
formation  and  be  made  at  such  times  and 
in  such  manner  as  the  Secretary  may  by 
regulations  prescribe. 

“‘(b)  Interest:  The  tax  shall,  without 
assessment  or  notice,  be  due  and  payable 
to  the  collector  at  the  time  prescribed  for 
filing  the  return.  If  the  tax  is  not  paid 
when  due,  there  shall  be  added  as  part  of 
the  tax  interest  at  the  rate  of  6  percent 
per  annum  from  the  time  when  the  tax 
became  due  until  paid. 

“  ‘Sec.  2452.  Credits  and  refunds 

“‘(a)  Nontaxable  use  or  sale  by  vendee: 
A  credit  against  tax  under  this  chapter,  or 
a  refund,  may  be  allowed  or  made  to  a 
person  in  the  amount  of  tax  paid  by  him 
under  this  chapter  with  respect  to  his  sale 
of  any  liquid  to  a  vendee  for  use  as  fuel 
in  a  Diesel-powered  highway  vehicle,  if  such 
person  establishes,  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary,  that — 

“  ‘  ( 1 )  the  vendee  used  such  liquid  other¬ 
wise  than  as  fuel  in  such  a  vehicle  or  resold 
such  liquid,  and 

“‘(2)  such  person  has  repaid  or  agreed 
to  repay  the  amount  of  such  tax  to  such 
vendee,  or  has  obtained  the  consent  of  the 
vendee  to  the  allowance  of  the  credit  or 
refund. 

No  interest  shall  be  allowed  with  respect 
to  any  amount  of  tax  credited  or  refunded 
under  the  provisions  of  this  subsection. 

“‘(b)  Proof  required  in  case  of  certain 
overpayments:  No  overpayment  of  tax  under 
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this  chapter  shall  be  credited  or  refunded 
(otherwise  than  under  subsec.  (a) )  in 
pursuance  of  a  court  decision  or  otherwise, 
unless  the  person  who  paid  the  tax  estab¬ 
lishes,  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary,  (1)  that  he  has 
not  included  the  tax  in  the  price  of  the 
article  with  respect  to  which  it  was  im¬ 
posed,  or  collected  the  amount  of  tax  from 
the  vendee,  or  (2)  that  he  has  repaid  the 
amount  of  the  tax  to  the  ultimate  pur¬ 
chaser  of  the  article,  or  files  with  the  Sec¬ 
retary  written  consent  of  such  ultimate  pur¬ 
chaser  to  the  allowance  of  the  credit  or 
refund. 

“‘Sec.  2453.  Tax-free  sales. 

“  ‘Under  regulations  prescribed  by  the  Sec¬ 
retary,  no  tax  under  this  chapter  shall  be 
imposed  with  respect  to  the  sale  of  any 
liquid  for  the  exclusive  use  of  any  State, 
Territory  of  the  United  States,  or  any  politi¬ 
cal  subdivision  of  the  foregoing,  or  the  Dis¬ 
trict  of  Columbia,  or  with  respect  to  the 
use  by  any  of  the  fbregoing  of  any  liquid 
as  fuel  in  a  Diesel-powered  highway  vehicle. 

“  ‘Sec.  £454.  Applicability  of  administrative 
provisions 

“‘All  provisions  of  law  (including  pen¬ 
alties)  applicable  in  respect  of  the  taxes  im¬ 
posed  by  section  2700  shall,  insofar  as  ap¬ 
plicable  and  not  inconsistent  with  this 
chapter,  be  applicable  in  respect  of  the  taxes 
\  imposed  by  this  chapter. 

“  ‘Sec.  2455.  Rules  and  regulations 

“  ‘The  Secretary  shall  prescribe  and  pub¬ 
lish  all  needful  rules  and  regulations  for 
the  enforcement  of  this  chapter.’ 

“(b)  Effective  date :  The  amendment  made 
by  subsection  (a)  shall  take  effect  on  the 
first  day  of  the  first  month  which  begins 
more  than  10  days  after  the  date  of  the 
enactment  of  this  act.” 

The  next  amendment  was,  on  page  238, 
line  14,  in  the  subhead,  after  the  word 
“Part”,  to  strike  out  “V”  and  insert  “IV”; 
in  line  19,  after  the  figures  “$10.50”,  to  in¬ 
sert  “and  by  inserting  after  the  first  sen¬ 
tence  the  following  new  sentence:  ‘On  and 
after  January  1,  1954,  the  rate  of  tax  im¬ 
posed  by  this  paragraph  shall  be  $9  in  lieu 
of  $10.50’.”;  at  the  top  of  page  239,  to  insert 
“and  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  sentence:  ‘On  and  after  Jan¬ 
uary  1,  1954,  the  rate  of  tax  imposed  by  this 
paragraph  shall  be  $9  in  lieu  of  $10.50’.”; 
in  line  9,  after  the  word  “section”,  to  strike 
out  “451”  and  insert  “441”,  and  in  line  20, 
after  the  word  “section”,  to  strike  out  “451” 
and  insert  “441.” 

The  next  amendment  was,  on  page  240, 
line  13,  to  change  the  section  number  from 
“452”  to  “442”;  in  line  23,  after  the  word 
“section”,  to  strike  out  “452”  and  insert 
“442”;  on  page  241,  line  8,  after  the  word 
“weight”,  to  insert  “except  that  on  and  after 
January  1,  1954,  the  rate  shall  be  15  cents 
per  wine-gallon”;  in  line  13,  after  the  word 
"wine-gallon”,  to  insert  “except  that  on  and 
after  January  1,  1954,  the  rate  shall  be  60 
cents  per  wine-gallon”;  in  line  18,  after  the 
word  “wine-gallon”,  to  insert  “except  that 
on  and  after  January  1,  1954,  the  rate  shall 
be  $2  per  wine-gallon”;  on  page  242,  line  5, 
after  the  word  “section”,  to  strike  out  “452” 
and  insert  “442”;  after  line  6,  to  strike  out: 

“(B)  By  striking  out  TO  cents’  and  insert¬ 
ing  in  lieu  thereof  ‘17  cents’;  and 

“(C)  By  striking  out  ‘5  cents’  each  place 
it  occurs  and  inserting  in  lieu  thereof  ‘12 
cents’.” 

And  in  lieu  thereof  to  insert  the  following: 

“(B)  by  striking  out  TO  cents  on  each  one- 
half  pint  or  fraction  thereof’  and  inserting  in 
lieu  thereof  ‘17  cents  on  each  one-half  pint 
or  fraction  thereof,  except  that  on  and  after 
January  1,  1954,  the  rate  shall  be  15  cents 


on  each  one-half  pint  or  fraction  thereof’; 
and 

“(C)  by  striking  out  ‘5  cents  on  each  one- 
half  pint  or  fraction  thereof’  each  place  that 
it  occurs  and  inserting  in  lieu  thereof  ‘12 
cents  on  each  one-half  pint  or  fraction 
thereof,  except  that  on  and  after  January  1, 
1954,  the  rate  shall  be  10  cents  on  each  one- 
half  pint  or  fraction  thereof’.” 

On  page  243,  line  4,  after  the  word  “sec¬ 
tion”,  to  strike  out  “452”  and  insert  “442”; 
in  line  9,  after  the  word  “section”,  to  strike 
out  “452”  and  insert  “442”;  in  line  13,  after 
the  word  “section”,  to  strike  out  “452”  and 
insert  “442”,  and  in  line  18,  after  the  word 
“section”,  to  strike  out  “452”  and  insert 
“442.” 

The  next  amendment  was,  on  page  244, 
line  3,  to  change  the  section  number  from 
“452”  ta  “453”;  in  line  8,  after  the  word 
“sentence”,  to  strike  out  “thereof”  and  insert 
“and  inserting  in  lieu  thereof  the  following: 
‘On  and  after  January  1,  1954,  the  tax  im¬ 
posed  by  the  preceding  sentence  shall  be  at 
the  rate  of  $8  in  lieu  of  $9.’  ”;  in  line  18,  afl^er 
the  word  “section”,  to  strike  out  “453”  and 
insert  “443”  on  page  245,  line  2,  after  the 
word  “section”,  to  strike  out  “453”  and  insert 
“443”;  and  in  line  7,  after  the  word  “section”, 
to  strike  out  “453’  and  insert  “443.” 

The  next  amendment  was,  on  page  245, 
after  line  16,  to  insert  a  new  section,  as 
follows : 

“Sec.  444.  Floor  stocks  refunds. 

“(a)  Amendment  of  section  1656  (a): 
Section  1656  (a)  (relating  to  floor  stocks  re¬ 
funds  on  distilled  spirits,  etc.)  is  amended 
to  read  as  follows: 

“  ‘(a)  In  general:  With  respect  to  any  ar¬ 
ticle  upon  which  tax  is  imposed  under  sec¬ 
tion  2800  (a),  3030  (a),  or  3150  (a),  upon 
which  internal  revenue  tax  (including  floor 
stocks  tax)  at  the  applicable  rate  prescribed 
by  such  section  has  been  paid,  and  which, 
on  January  1,  1954,  is  held  by  any  person 
and  intended  for  sale  or  for  use  in  the  man¬ 
ufacture  or  production  of  any  article  in¬ 
tended  for  sale,  there  shall  be  credited  or 
refunded  to  such  person  (without  interest), 
subject  to  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary,  an  amount  equal 
to  the  difference  between  the  tax  so  paid 
and  the  rate  made  applicable  to  such  articles 
on  and  after  January  1,  1954,  by  such  section, 
if  claim  for  such  credit  or  refund  is  filed 
with  the  Secretary  prior  to  February  1,  1954.’ 

“(b)  Amendment  of  section  1656  (b) :  Sec¬ 
tion  1656  (b)  (relating  to  limitations  on 
eligibility  for  floor  stocks  refunds  on  dis¬ 
tilled  spirits,  etc.)  is  amended  by  striking  out 
‘the  rate  reduction  date’  wherever  it  ap¬ 
pears  therein  and  inserting  in  lieu  thereof 
January  1,  1954’.” 

The  next  amendment  was,  on  page  246, 
line  15,  to  change  the  section  number  from 
“454”  to  “445.”  * 

The  next  amendment  was,  on  page  247, 
line  1,  to  change  the  section  number  from 
“455”  to  “446”,  and  in  the  same  line,  after 
the  word  “Part”,  to  strike  out  “V”  and  in¬ 
sert  “IV.” 

The  next  amendment  was,  on  page  247, 
line  5,  in  the  subhead,  after  the  word  “Part”, 
to  strike  out  “VI”  and  insert  “V.” 

The  next  amendment  was,  on  page  247, 
line  6,  to  change  the  section  number  from 
“461”  to  “451”;  in  line  10,  after  the  word 
“thereof”,  to  strike  out  “  “$200”  ”  and  insert 
“  “$200,  except  that  on  and  after  July  1,  1954, 
such  special  tax  shall  be  $110”.”;  in  line  15, 
after  the  word  “thereof”,  to  strike  out 
“  “$50”  ”  and  insert  “  “$50,  except  that  on. 
and  after  July  1,  1954,  such  special  tax  shall 
be  $27.50”  ”;  in  line  20,  after  the  word 
“thereof”,  to  strike  out  “  “$100”  ”  and  in¬ 
sert  “  “$100,  except  that  on  and  after  July  1, 
1954,  such  special  tax  shall  be  $55”.” 


The  next  amendment  was,  at  the  top  of 
page  248,  to  change  the  section  number  from 
“462”  to  “452,”  and  after  line  3,  to  strike 
out: 

“(a)  Drawback:  Section  3250  (1)  (5)  (re¬ 
lating  to  manufacture  of  certain  nonbever¬ 
age  products)  is  hereby  amended  by  strik¬ 
ing  out  ‘$3.75’  and  inserting  in  lieu  thereof 
‘$9.50.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  distilled  spirits  used  on  or 
after  the  first  day  of  the  first  month  which 
begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  act,  and  on  which  the 
internal  revenue  tax  was  paid  at  the  rate 
of  $10.50  specified  in  section  2800  (a)  (1) 
or  at  a  rate  equivalent  to  such  rate. 

"(c)  Technical  amendment:  Section  SC9 
(c)  of  the  Revenue  Act  of  1943  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following:  ‘Subsection  (b)  shall  not  be  ap¬ 
plicable  in  any  case  in  which  drawback  is 
allowed  at  the  rate  of  $9.50  under  section. 
3250  (1)  (5)  of  the  Internal  Revenue  Code, 
as  amended  by  the  Revenue  Act  of  1951.’  ” 

And  in  lieu  thereof  to  insert  the  follow¬ 
ing: 

“(a)  Drawback:  Section  3250  (1)  (5)  (re¬ 
lating  to  manufacturers  or  producers  of  des¬ 
ignated  nonbeverage  products)  is  amended 
to  read  as  follows: 

“‘(5)  Drawback:  In  the  case  of  distilled 
spirits  tax-paid  and  used  as  provided  in  this 
subsection,  a  drawback  shall  be  allowed — 

“‘(A)  at  the  rate  of  $6  on  each  proof 
gallon  upon  which  tax  is  paid  at  a  rate  of 
$9  per  proof  gallon  prior  to  the  effective 
date  of  section  452  of  the  Revenue  Act  of 
1951. 

“‘(B)  at  the  rate  of  $9.50  on  each  proof 
gallon  upon  which  tax  is  paid  at  a  rate  of 
$10.50  per  proof  gallon  on  and  after  the 
effective  date  of  section  452  of  the  Revenue 
Act  of  1951,  and 

“  ‘(C)  at  the  rate  of  $8  on  each  proof  gal¬ 
lon  upon  which  tax  is  paid  at  a  rate  of  $9 
per  proof  gallon  after  December  31,  1953. 

Such  drawback  shall  be  due  and  payable 
quarterly  upon  filing  of  a  proper  claim  with 
the  Secretary.  No  claim  under  this  subsec¬ 
tion  shall  be  allowed  unless  filed  with  the 
Secretary  within  the  3  months  next  suc¬ 
ceeding  the  quarter  for  which  the  drawback 
is  claimed.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  be  applicable  only 
with  respect  to  distilled  spirits  used  on  or 
after  the  first  day  of  the  first  month  which 
begins  more  than  10  days  after  the  date  of 
the  enactment  of  this  act.” 

The  next  amendment  was,  on  page  250, 
line  1,  to  change  the  section  number  from 
“463”  to  “453.” 

The  next  amendment  was,  on  page  250, 
after  line  4,  to  strike  out: 

“Sec.  464.  Tax  on  bowling  alleys  and  billiard 
and  pool  tables. 

“(a)  Increase  in  rate:  Section  3268  (relat¬ 
ing  to  rate  of  tax)  is  hereby  amended  by 
striking  out  ‘$10’  and  inserting  in  lieu  there¬ 
of  ‘25.’ 

“(b)  Clerical  amendment:  The  table  con¬ 
tained  in  section  1650  (relating  to  the  war 
tax  rates  of  certain  miscellaneous  taxes) 
is  hereby  amended  by  striking  out  the  fol¬ 
lowing  : 

f-“3268.  Billiard  and  $10  per  year  $20  per  year 
pool  tables;  per  table;  per  table; 

and  bowl-  $10  per  year  $20  per  year 

ing  alleys.  per  alley.  per  alley.’  ’’ 

The  next  amendment  was,  on  page  250, 
line  14,  to  change  the  section  number  from 
“465”  to  “454”;  in  the  same  line,  after  the 
word  “Part”,  to  strike  out  “VI”  and  insert 
“V”,  and  in  line  15,  after  the  word  “sections”. 
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to  strike  out  “461,  463,  and  464“  and  insert 
“451  and  453.” 

The  next  amendment  was,  on  page  251, 
line  4,  in  the  subhead,  after  the  word  “Part”, 
to  strike  out  “VII”  and  insert  “VI.” 

The  next  amendment  was,  on  page  251, 
line  5,  to  change  the  section  number  from 
“471”  to  “461.” 

The  next  amendment  was,  on  page  258, 
line  11,  to  change  the  section  number  from 
”472”  to  ”462”;  in  line  13,  after  the  word 
“section”,  to  strike  out  ”471”  and  insert 
“461”;  in  line  17,  after  the  word  “section”,  to 
strike  out  ”471”  and  insert  “461”,  and  in  line 
20,  after  the  word  “act.”,  to  insert  “in  the 
case  of  any  person  who  is  liable  for  tax  under 
subchapter  A  of  chapter  27A,  as  added  by 
section  461,  or  who  is  engaged  in  receiving 
wagers  for  or  on  behalf  of  any  person  so 
liable,  and  who  commenced  the  activity 
which  makes  him  subject  to  such  tax,  or  who 
was  engaged  in  receiving  such  wagers,  prior 
to  the  first  day  of  the  first  month  specified  in 
the  preceding  sentence,  the  tax  under  sub¬ 
chapter  B  of  chapter  27A,  as  added  by  section 
461,  shall  be  reckoned  proportionately  from 
the  first  day  of  such  month  to  and  including 
the  thirtieth  day  of  June  following  and  shall 
be  due  on,  and  payable  on  or  before,  the  last 
day  of  the  month  specified  in  the  preceding 
sentence.” 

The  next  amendment  was,  on  page  259, 
line  7,  in  the  subhead,  after  the  word  “Part”, 
to  strike  out  “VIII”  and  insert  “VII.” 

The  next  amendment  was,  on  page  259,  line 
8,  to  change  the  section  number  from  “481” 
to  "471”;  in  line  13,  after  the  word  “thereof”, 
to  strike  out  “  “8  per  centum”  ”  and  insert 
“  “8  per  centum,  except  that  on  and  after 
January  1,  1954,  the  rate  shall  be  5  per 
centum”  ”;  after  line  18,  to  strike  out: 

“(b)  Other  chassis  and  bodies,  etc. — 

“(1)  Other  automobile  chassis  and  bodies, 
chassis  and  bodies  for  trailers  and  semi¬ 
trailers  (other  than  house  trailers)  suitable 
for  use  in  connection  with  passenger  auto¬ 
mobiles,  and  motorcycles  (including  in  each 
case  parts  or  accessories  therefor  60ld  on  or 
in  connection  therewith  or  with  the  6ale 
thereof),  except  tractors,  10  percent. 

"(2)  Chassis  and  bodies  for  house  trailers 
(including  in  each  case  parts  or  accessories 
therefor  sold  on  or  in  connection  therewith 
or  with  the  sale  thereof),  7  percent. 

A  sale  of  an  automobile,  trailer,  or  semi¬ 
trailer  shall,  for  the  purposes  of  this  sub¬ 
section,  be  considered  to  be  a  sale  of  the 
chassis  and  of  the  body.” 

And  in  lieu  thereof  to  insert  the  following: 

“(b)  Other  chassis  and  bodies,  etc.:  Other 
automobile  chassis  and  bodies,  chassis  and 
bodies  for  trailers  and  semitrailers  (other 
than  house  trailers)  suitable  for  use  in  con¬ 
nection  with  passenger  automobiles,  and 
motorcycles  (including  in  each  case  parts 
or  accessories  therefor  sold  on  or  in  connec¬ 
tion  therewith  or  with  the  sale  thereof),  ex¬ 
cept  tractors,  10  percent,  except  that  on  and 
after  January  1,  1954,  the  rate  shall  be  7  per¬ 
cent.  A  sale  of  an  automobile,  trailer,  or 
semitrailer  shall,  for  the  purposes  of  this 
subsection,  be  considered  to  be  a  sale  of  the 
chassis  and  of  the  body.” 

On  page  260,  line  23,  after  the  word 
“thereof”,  to  strike  out  “  “8  per  centum”  ” 
and  insert  “  “8  per  centum,  except  that  on 
and  after  January  1,  1954,  the  rate  shall  be  5 
per  centum”  ”;  on  page  261,  line  13,  after  the 
word  “thereof”,  to  strike  out  “  “in  the  case 
of  an  article  taxable  under  subsection  (a), 
8  per  centum,  in  the  case  of  an  article  taxa¬ 
ble  under  subsection  (b)  (1),  10  per  centum, 
and  in  the  case  of  an  article  taxable  under 
subsection  (b)  (2),  7  per  centum””  and 
insert  “  “in  the  case  of  an  article  taxable 
under  subsection  (a)  or  subsection  (b),  the 
applicable  percentage  rate  of  tax  provided  in 
such  subsections”.” 

The  next  amendment  was,  on  page  263, 
line  1,  to  change  the  section  number  from 
“482”  to  “472”;  on  page  265,  line  11,  after 


the  word  “amended”,  to  strike  out  “by  add¬ 
ing  at  the  end  thereof  the  following:  This” 
and  insert  “to  read  as  follows:”;  in  line  13, 
before  the  word  “section”,  to  insert  “(b) 
This”,  and  in  line  23,  after  the  word  “sec¬ 
tion”,  to  strike  out  “489”  and  insert  “480.” 

The  next  amendment  was,  on  page  266, 
after  line  5,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  473.  Tax-free  sales  of  refrigerator  com¬ 
ponents  to  wholesalers  for  re¬ 
sale  to  manufacturers. 

“Section  3405  (b)  is  hereby  amended  by 
inserting  ‘(hereinafter  referred  to  as  "refrig¬ 
erating  equipment”)  ’  before  the  period  at  the 
end  of  the  first  sentence  and  by  striking 
out  the  second  and  third  sentences  and  in¬ 
serting  in  lieu  thereof  the  following:  ‘Under 
regulations  prescribed  by  the  Secretary,  the 
tax  under  this  subsection  shall  not  apply  in 
the  case  of  sales  of  any  such  refrigerator 
components  by  the  manufacturer,  producer, 
or  importer  to  (1)  a  manufacturer  or  pro¬ 
ducer  of  refrigerating  equipment,  or  (2)  a 
vendee  for  resale  to  a  manufacturer  or  pro¬ 
ducer  of  refrigerating  equipment  if  such 
components  are  in  due  course  so  resold.  If 
any  such  refrigerator  components  are  resold 
by  the  manufacturer  or  producer  to  whom 
sold  or  resold  otherwise  than  on  or  in  con¬ 
nection  with,  or  with  the  sale  of,  complete 
refrigerating  equipment  manufactured  or 
produced  by  him,  then  for  the  purposes  of 
this  section  such  manufacturer  or  producer 
shall  be  considered  the  manufacturer  or  pro¬ 
ducer  of  the  refrigerator  components  so  re¬ 
sold  by  him’.” 

The  next  amendment  was,  at  the  top  of 
page  267,  to  strike  out: 

“Sec.  483.  Repeal  of  tax  on  certain  sporting 
goods;  increase  in  tax  on  remain¬ 
ing  sporting  goods. 

“Section  "106  (a)  (1)  (relating  to  manu¬ 
facturers’  excise  tax  on  sporting  goods)  is 
hereby  amended  to  read  as  follows: 

“‘(1)  Sporting  goods:  Badminton  nets; 
badminton  rackets  (measuring  22  inches 
over-all  or  more  in  length;  badminton  racket 
frames  (measuring  22  inches  over-all  or 
more  in  length);  badminton  racket  string; 
badminton  shuttlecocks;  badminton  stand¬ 
ards;  baseballs;  baseball  bats  (measuring  26 
inches  or  more  in  length);  baseball  body 
protectors  and  shin  guards;  baseball  gloves 
and  mitts;  baseball  masks;  billiard  and  pool 
tables  (measuring  45  inches  over-all  or  more 
in  length) ;  billiard  and  pool  balls  and  cues 
for  such  tables;  bowling  balls  and  pins;  clay 
pigeons  and  traps  for  throwing  clay  pigeons; 
croquet  balls  and  mallets;  curling  stones; 
deck  tennis  rings,  nets,  and  posts;  fishing 
rods,  creels,  reels,  and  artificial  lures,  baits, 
and  flies;  golf  bags  (measuring  26  inches  or 
more  in  length);  golf  balls;  golf  clubs 
(measuring' 30  inches  or  more  in  length); 
polo  balls;  polo  mallets;  skis;  ski  poles;  snow 
shoes;  squash  balls;  squash  rackets  (meas¬ 
uring  22  inches  over-all  or  more  in  length); 
squash  racket  frames  (measuring  22  inches 
over-all  or  more  in  length);  squash  racket 
string;  table  tennis  tables,  balls,  nets,  and 
paddles;  tennis  balls;  tennis  nets;  tennis 
rackets  (measuring  22  inches  over-all  or  more 
in  length) ;  tennis  racket  frames  (measuring 
22  inches  over-all  or  more  in  length) ;  tennis 
racket  string;  15  percent’.” 

And  in  lieu  thereof  to  insert  the  follow¬ 
ing: 

“Sec.  474.  Sporting  goods. 

“Section  3406  (a)  (1)  (relating  to  manu¬ 
facturers’  excise  tax  on  sporting  goods)  is 
hereby  amended  to  read  as  follows: 

“‘(1)  Sporting  goods:  Badminton  nets; 
badminton  rackets  (measuring  22  inches  over 
all  or  more  in  length) ;  badminton  racket 
frames  ( measuring  22  inches  over  all  or  more 
in  length);  badminton  racket  string;  bad¬ 
minton  shuttlecocks;  badminton  standards; 
billiard  and  pool  tables  ( measuring  45  inches 
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over  all  or  more  in  length);  billiard  and  pool 
balls  and  cues  for  such  tables;  bowling  balls 
and  pins;  clay  pigeons  and  traps  for  throwing 
clay  pigeons;  cricket  balls;  cricket  bats;  cro¬ 
quet  balls  and  mallets;  curling  stones;  deck 
tennis  rings,  nets,  and  posts;  golf  bags 
(measuring  26  inches  or  more  in  length); 
golf  balls;  golf  clubs  (measuring  30  inches 
or  more  in  length);  lacrosse  balls;  lacrosse 
Eticks;  polo  balls;  polo  mallets;  skates;  skis; 
ski  poles;  snow  shoes;  snow  toboggans  and 
sleds;  squash  balls;  squash  rackets  (measur¬ 
ing  22  inches  over  all  or  more  in  length); 
squash  racket  frames  (measuring  22  inches 
over  all  or  more  in  length);  squash  racket 
string;  table  tennis  tables,  balls,  nets,  and 
paddles;  tennis  balls;  tennis  nets;  tennis 
rackets  (measuring  22  inches  over  all  or  more 
in  length);  tennis  racket  frames  (measuring 
22  inches  over  all  or  more  in  length);  tennis 
racket  string;  15  percent;  fishing  rods,  creels, 
reels,  and  artificial  lures,  baits,  and  flies;  10 
percent’.” 

The  next  amendment  tfas,  on  page  269,  line 
5,  to  change  the  section  number  from  “484” 
to  “475”;  in  the  same  line,  after  the  amend¬ 
ment  just  above  stated,  to  strike  out  “Addi¬ 
tion  of  certain  items  to  the  tax  on  electric, 
gas,  and  oil  appliances;  removal  of  tax  on 
electric  heating  pads”  and  insert  “electric, 
gas,  and  oil  appliances”;  at  the  beginning  of 
line  9,  to  insert  “(a)  Items  subject  to  tax.”; 
in  line  11,  after  “(1)”  to  insert  “by  insert¬ 
ing  after  “Electric  direct  motor -driven  fans 
and  air  circulators”  the  following:  “(not  of 
the  industrial  type)”,  (2)  by  striking  out 
“electric  air  heaters  (not  including  fur¬ 
naces)”  and  inserting  in  lieu  thereof  “elec¬ 
tric  air  heaters  (not  including  furnaces  and 
electric  air  heaters  of  the  blower  type)”, 
(3)  ";  in  line  19,  before  the  word  “by”,  to 
strike  out  “(2)”  and  insert  “(4)”;  in  line 
21,  after  the  word  “fans”,  to  insert  “electric 
exhaust  blowers;”;  on  page  270,  line  2,  after 
the  word  “pressers”,  to  strike  out  “electric 
shavers”;  and  insert  “electric  vacuum  clean¬ 
ers;  electric  washing  machines;  electric  gar¬ 
bage  disposal  units”,  and  on  page  270,  after 
line  4,  to  insert: 

“(b)  Determination  of  sale  price:  Section 
3441  (b)  is  hereby  amended  by  striking  out 
“or”  at  the  end  of  clause  (2),  by  inserting 
“or”  at  the  end  of  clause  (3),  and  by  adding 
after  clause  (3)  the  following  new  clause: 

“  ‘(4)  sold  at  retail  under  an  arrangement 
whereby  the  manufacturer  negotiates  the 
sale  on  behalf  of  the  reailer’.” 

The  next  amendment  was,  on  page  270, 
after  line  11,  to  strike  out: 

“Sec.  485.  Adjustments  of  tax  rates  on  photo¬ 
graphic  apparatus  and  film;  re¬ 
peal  of  tax  on  certain  items. 

“(a)  Items  subject  to  tax:  Section  3406 
(a)  (4)  (relating  to  the  manufacturers’  ex¬ 
cise  tax  on  photographic  apparatus)  is  here¬ 
by  amended  to  read  as  follows : 

“‘(4)  Photographic  apparatus:  Cameras 
and  camera  lenses,  and  unexposed  photo¬ 
graphic  film  in  rolls  (including  motion  pic¬ 
ture  film) ,  20  percent.  The  tax  imposed 
under  this  paragraph  shall  not  apply  to  X-ray 
cameras,  to  cameras  weighing  more  than  four 
pounds  exclusive  of  lens  and  accessories  to 
still  camera  lenses  having  a  focal  length 
of  more  than  one  hundred  and  twenty  milli¬ 
meters,  to  motion  picture  camera  lenses  hav¬ 
ing  a  focal  length  of  more  than  thirty  milli¬ 
meters,  to  X-ray  film,  to  film  more  than  one 
hundred  and  fifty  feet  in  length,  or  to  film 
more  than  twenty-five  feet  in  length  and 
more  than  thirty  millimeters  in  width.  Any 
person  who  acquires  unexposed  photographic 
film  not  subject  to  tax  under  t&is  paragraph 
and  sells  such  unexposed  film  in  form  and 
dimensions  subject  to  tax  hereunder  (or  in 
connection  with  a  sale  cuts  such  film  to 
form  and  dimensions  subject  to  tax  here¬ 
under  )  shall  for  the  purposes  of  this  subsec¬ 
tion  be  considered  the  manufacturer  of  the 
film  so  sold  by  him.’ 
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“(b)  Floor  stocks  refunds  on  bulbs. — 

“(1)  With  respect  to  any  photo  flash  or 
other  bulb  upon  which  the  tax  imposed  un¬ 
der  section  3406  (a)  (4)  of  the  Internal 

Revenue  Code  has  been  paid,  and  which  on 
the  effective  date  specified  in  section  489  of 
this  act  is  held  by  any  person  and  intended 
for  sale,  or  for  use  in  the  manufacture  or 
production  of  any  article  intended  for  sale, 
there  shall  be  credited  or  refunded  to  the 
manufacturer  or  producer  of  such  bulb 
(without  interest),  subject  to  such  regula¬ 
tions  as  may  be  prescribed  by  the  Secretary, 
an  amount  equal  to  so  much  of  the  tax  so 
paid  as  has  been  paid  by  such  manufacturer 
or  producer  to  such  person  as  reimbursement 
for  the  elimination  on  such  effective  date  of 
■(he  tax  on  such  bulb,  if  claim  for  such  credit 
or  refund  is  filed  with  the  Secretary  prior 
to  the  expiration  of  3  months  after  such 
effective  date.  No  credit  or  refund  shall  be 
^allowable  under  this  paragraph  for  any  bulb 
held  by  any  person  for  sale  which  was  pur¬ 
chased  by  such  person  as  a  component  part 
of  any  other  article. 

“(2)  No  person  shall  be  entitled  to  credit 
or  refund  under  paragraph  (1)  unless  he 
has  in  his  possession  such  evidence  of  the 
Inventories  with  respect  to  which  he  has 
made  the  reimbursements  described  in  para¬ 
graph  <1)  as  the  regulations  under  para¬ 
graph  (1)  shall  prescribe. 

“(3)  All  provisions  of  law,  including 
penalties,  applicable  with  respect  to  the  tax 
imposed  under  section  3406  (a)  (4)  of  the 
Internal  Revenue  Code  shall,  insofar  as  ap¬ 
plicable  and  not  inconsistent  with  this  sub¬ 
section,  be  applicable  in  respect  of  the  credits 
and  refunds  provided  for  in  this  subsection 
to  the  same  extent  as  if  such  credits  or  re¬ 
funds  constituted  credits  or  refunds  of  such 
taxes.” 

And  in  lieu  thereof  to  insert  the  fol¬ 
lowing: 

“Sec.  476.  Photographic  apparatus. 

“Section  3406  (a)  (4)  is  hereby  amended 
to  read  as  follows: 

“‘(4)  Photographic  apparatus:  Cameras 
(except  cameras  weighing  more  than  4 
pounds  exclusive  of  lens  and  accessories) 
and  lenses;  photographic  apparatus  and 
equipment;  any  apparatus  or  equipment  de¬ 
signed  especially  for  use  in  the  taking  of 
photographs  or  motion  pictures  or  in  de¬ 
veloping,  printing,  or  enlarging  photographs 
or  motion  pictures;  unexposed  photographic 
films  (including  motion-picture  films  but 
not  including  X-ray  film) ;  unexposed  photo¬ 
graphic  plates;  and  unexposed  sensitized 
paper;  15  percent.  The  amount  of  tax  pay¬ 
able  on  a  sale  of  unexposed  35  millimeter 
color  positive  print  motion-picture  film  shall 
be  computed,  in  lieu  of  on  the  price  for 
which  so  sold,  on  the  price  for  which  an 
equivalent  quantity  of  unexposed  35  milli¬ 
meter  black  and  white  positive  print  motion- 
picture  film  is  sold,  in  the  ordinary  course 
of  trade,  by  manufacturers  or  producers 
thereof,  as  determined  by  the  Secretary’.” 

The  next  amendment  was,  on  page  273,  line 
17,  to  change  the  section  number  from  “486” 
to  "477”;  in  the  same  line,  after  the  word 
“Mechanical,”  to  strike  out  “Pencils  and 
Fountain  and  Ball-Point  Pens”  and  insert 
“Pencils,  Fountain  and  Ball-Point  Pens,  and 
Mechanical  Lighters  for  Cigarettes,  Cigars, 
and  Pipes”;  on  page  274,  line  1,  after  the 
word  “Mechanical”,  to  strike  out  “Pencils  and 
Fountain  and  Bail-Point  Pens”  and  insert 
“Pencils,  Fountain  and  Ball-Point  Pens,  and 
Mechanical  Lighters  for  Cigarettes,  Cigars, 
and  Pipes”;  in  line  7,  after  the  word  “to”, 
to  strike  out  “20”  and  insert  “10”;  in  line 
9,  after  the  word  “point”,  to  strike  out 
“pens”  and  insert  “pens;  mechanical  light¬ 
ers  for  cigarettes,  cigars,  and  pipes”,  and 
after  line  13,  to  insert  “If  any  article,  on 
the  sale  of  which  tax  has  been  paid  under 
this  section,  is  further  manufactured  or  pro¬ 
cessed  resulting  in  an  article  taxable  under 


section  2400,  the  person  who  sells  such  article 
at  retail  shall,  in  the  computation  of  the  re¬ 
tailers’  excise  tax  due  on  such  sale,  be  en¬ 
titled  to  a  credit  or  refund  in  an  amount 
equal  to  the  tax  paid  under  this  section.” 

The  next  amendment  was,  on  page  274,  line 
20,  to  change  the  section  number  from  “487” 
to  “478”,  and  in  line  23,  after  the  numerals 
“3441”,  to  strike  out  “(d),  3444  (b),  and” 
and  insert  “(d)  and.” 

The  next  amendment  was,  on  page  275, 
line  18,  to  change  the  section  number  from 
“488”  tp  “479”;  in  line  21,  after  the  word 
“cents”,  to  insert  “and  by  adding  at  the  end 
thereof  the  following  new  sentence:  “On  and 
after  January  1,  1954,  the  tax  imposed  by 
this  section  shall  be  1  Vs>  cents  a  gallon  in  lieu 
of  2  cents  a  gallon.”;  on  page  276,  line  1, 
after  the  word  “Tax”,  to  insert  “And  Re¬ 
fund”;  in  line  3,  after  the  word  “new”,  to 
strike  out  “subsection”  and  insert  “subsec¬ 
tions”;  in  line  6,  after  the  word  “section”, 
to  strike  out  “488”  and  insert  “479”;  in  line 
11,  after  the  word  “by”,  to  strike  out  “the 
manufacturer,  producer,  or  importer  there¬ 
of.”,  and  insert  “a  producer  or  importer  of 
gasoline.”,  and  after  line  12,  to  insert: 

“(g)  Floor  stock  refund. — 

“(1)  In  general:  With  respect  to  any  gaso¬ 
line  taxable  under  this  section,  upon  which 
tax  (including  floor  stocks  tax)  at  the  ap¬ 
plicable  rate  has  been  paid,  and  which,  on 
January  1,  1954,  is  held  and  intended  for 
sale  by  any  person,  there  shall  be  credited  or 
refunded  (without  interest)  to  the  producer 
or  importer  who  paid  the  tax,  subject  to  such 
regulations  as  may  be  prescribed  by  the  Sec¬ 
retary,  an  amount  equal  to  so  much  of  the 
difference  between  the  tax  so  paid  and  the 
amount  of  tax  made  applicable  to  such  gaso¬ 
line  on  and  after  January  1,  1954,  as  has 
been  paid  by  such  producer  or  importer  to 
such  person  as  reimbursement  for  the  tax  re¬ 
duction  on  such  gasoline,  if  claim  for  such 
credit  or  refund  is  filed  with  the  Secretary 
prior  to  April  1,  1954.  No  credit  or  refund 
shall  be  allowable  under  this  subsection  with 
respect  to  gasoline  in  retail  stocks  held  at 
the  place  where  intended  to  be  sold  at  re¬ 
tail,  nor  with  respect  to  gasoline  held  for 
sale  by  a  producer  or  importer  of  gasoline. 

“(2)  Limitation  on  eligibility  for  credit 
or  refund:  No  producer  or  importer  shall  be 
entitled  to  a  credit  or  refund  under  para¬ 
graph  (1)  unless  he  has  in  his  possession 
satisfactory  evidence  of  the  inventories  with 
respect  to  which  he  has  made  the  reimburse¬ 
ments  described  in  such  paragraph,  and 
establishes  to  the  satisfaction  of  the  Secre¬ 
tary  with  respect  to  the  quantity  of  gaso¬ 
line  as  to  which  credit  or  refund  is  claimed 
under  such  paragraph,  that  on  or  after 
January  1,  1954,  such  quantity  of  gasoline 
was  sold  to  the  ultimate  consumer  at  a  price 
which  reflected  the  amount  of  the  tax  reduc¬ 
tion. 

“(3)  Penalty  and  administrative  proced¬ 
ures:  All  provisions  of  law,  including  pen¬ 
alties,  applicable  in  respect  of  the  tax  im¬ 
posed  under  this  section  shall,  insofar  as 
applicable  and  not  inconsistent  with  this 
subsection,  be  applicable  in  respect  of  the 
credits  and  refunds  provided  for  in  this  sub¬ 
section  to  the  same  extent  as  if  such  credits 
or  refunds  constituted  credits  or  refunds  of 
such  taxes.” 

The  next  amendment  was,  on  page  278, 
line  4,  to  change-  the  section  number  from 
“489”  to  “480,”  and  in  the  same  line,  after 
the  word  “Part”,  to  strike  out  “VIII”  and 
insert  “VII.” 

The  next  amendment  was,  on  page  278, 
line  9,  in  the  subhead,  after  the  word  “Part”, 
to  strike  out  “IX”*and  insert  “VIII.” 

The  next  amendment  was,  on  page  278, 
line  10,  to  change  the  section  number  from 
“491”  to  “481”;  in  line  12,  after  the  word 
“Tax”,  to  strike  out  “The  first  sentence  of 
section  3465  (a)  (1)  (B)  is  hereby  amended 
to  read  as  follows:  ‘On  the  amount  paid 
within  the  United  States  for  each  telegraph, 


cable,  or  radio  dispatch  or  message  a  tax 
equal  to  20  percent  of  the  amount  so  paid, 
except  that  in  the  case  of  each  interna¬ 
tional  telegraph,  cable,  or  radio  dispatch  or 
message  the  rate  shall  be  10  percent.’  ”;  in 
line  19,  before  the  word  “The”,  to  strike 
out  “(b)  Clerical  Amendment.”;  on  page 
279,  line  1,  to  reletter  the  subsection  from 
“(c)  ”  to  “(b)  ”;  in  line  2,  after  the  word  “sub¬ 
section”,  to  strike  out  “(d)  ”  and  insert  “(c) 
in  line  4,  after  the  word  “subsection”,  to 
strike  out  “(c)”  and  insert  “(d)”;  in  line 
6,  to  reletter  the  subsection  from  “(d)”,  to 
“(c)”;  and  in  line  19,  to  reletter  the  sub¬ 
section  from  “(c)”  to  “(d).” 

The  next  amendment  was,  at  the  top  of 
page  280,  to  insert  a  new  section,  as  follows: 
“Sec.  482.  Exemption  of  certain  overseas  tele¬ 
phone  calls  from  the  tax  on 
telephone  facilities. 

“(a)  Telephone  calls  from  members  of 
Armed  Forces  in  combat  zones:  Section  3466 
is  amended  by  redesignating  subsection  (c) 
thereof  as  subsection  “(d)”  and  by  insert¬ 
ing  after  subsection  (b)  the  following  new 
subsection : 

“‘(c)  No  tax  shall  be  imposed  under  sec¬ 
tion  3465  (a)  (1)  (A)  upon  any  payment 
received  for  any  telephone  or  radio-tele¬ 
phone  message  which  originates  within  a 
combat  zone,  as  defined  in  section  22  (b) 
(13),  from  a  member  of  the  Armed  Forces 
of  the  United  States  performing  service  in 
such  combat  zone,  as  determined  under  such 
section,  provided  a  certificate,  setting  forth 
such  facts  as  the  Secretary  may  by  regula¬ 
tions  prescribe,  is  furnished  to  the  person 
receiving  such  payment.’ 

“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  apply  to  amounts 
paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after 
the  date  of  enactment  of  this  act  for  tele¬ 
phone  or  radio-telephone  messages  made  on 
or  after  such  date.” 

The  next  amendment  was,  on  page  280,  line 
22,  to  change  the  section  number  from  “492” 
to  "483.” 

The  next  amendment  was,  on  page  231, 
after  line  10,  to  strike  out: 

“Sec.  493.  Transportation  of  oil  by  water. 

“(a)  Imposition  of  tax:  Chapter  39  (re¬ 
lating  to  transportation  and  communica¬ 
tions  taxes)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  sub¬ 
chapter  : 

“  ‘Subchapter  F — Transportation  op  Oil  by 
Water 

“  ‘Sec.  3476.  Transportation  of  oil  by  water. 

‘“(a)  Tax:  There  shall  be  imposed  upon 
all  transportation  (other  than  transporta¬ 
tion  taxable  under  section  3475)  of  crude 
petroleum  and  liquid  products  thereof  by 
water,  from  one  point  in  the  United  States 
to  another,  a  tax  equal  to  3  percent  of  the 
fair  charge  for  such  transportation. 

“‘(b)  Fair  charge  defined:  For  the  pur¬ 
poses  of  this  section,  the  fair  charge  for 
transportation  shall  be  computed  on — 

“‘(1)  the  basis  of  the  charge  for  such 
transportation  made  by  persons  performing 
like  transportation  for  hire,  as  determined 
by  the  Secretary,  or 

“  ‘(2)  if  no  charge  exists,  then  on  the  basis 
of  a  reasonable  charge  for  such  transporta¬ 
tion.  as  determined  by  the  Secretary. 

“‘(c)  Exemption  from  tax:  The  tax  im¬ 
posed  by  this  section  shall  not  apply  to — 
“‘(1)  transportation  within  the  premises 
of  a  producing  property,  refinery,  bulk  plant, 
terminal,  or  gasoline  plant; 

“  ‘(2)  transportation  in  a  vessel  of  a  prod¬ 
uct  to  be  used  (without  unloading)  as  fuel 
supplies,  ship’s  stores,  sea  stores,  or  legiti¬ 
mate  equipment,  on  such  vessel; 

‘“(3)  transportation  by  and  for  the  ex¬ 
clusive  use  of  the  Government  of  the  United 
States,  or  by  and  for  the  exclusive  use  of 
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any  State,  Territory,  or  political  subdivision 
thereof,  or  the  District  of  Columbia;  or 
“'(4)  products  transported  by  an  indi¬ 
vidual  for  his  personal  use  and  not  for  busi¬ 
ness  purposes. 

‘“(d)  Return  and  payment  of  tax:  The 
tax  imposed  by  this  section  shall  be  paid 
by  the  person  furnishing  the  transportation 
subject  to  the  tax.  Every  person  liable  for 
the  tax  imposed  under  this  section  shall 
make  returns  and  pay  such  taxes  to  the  col¬ 
lector  for  the  district  in  which  is  located 
his  principal  place  of  business  or,  if  he  has 
no  principal  place  of  business  in  the  United 
States,  then  to  the  collector  at  Baltimore, 
Md.  Such  returns  shall  contain  such  in¬ 
formation  and  be  made  at  such  times  and 
in  such  manner  as  the  Secretary  by  regula¬ 
tions  may  prescribe.’ 

“(b)  Technical  amendment:  Section  3475 

(a)  (relating  to  tax  on  transportation  of 
property)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following  new  sentence: 
'In  the  case  of  transportation  of  crude  pe¬ 
troleum  and  liquid  products  thereof  by  water 
from  one  point  in  the  United  States  to  an¬ 
other,  if  (other  than  in  the  case  of  an  arm’s 
length  transaction)  the  amount  paid  for 
such  transportation  is  less  than  the  fair 
charge  therefor  (as  defined  in  sec.  3473 

(b) )  the  tax  imposed  by  section  3476,  and 
not  the  tax  imposed  by  this  section,  shall 
apply  with  respect  to  such  transportation.' 

“(c)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable  only 
with  respect  to  transportation  which  begins 
on  or  after  the  first  day  of  the  first  month 
which  begins  more  than  10  days  after  the 
date  of  the  enactment.of  this  act.” 

The  next  amendment  was,  on  page  283, 
after  line  21,  to  insert  a  new  section,  as 
follows : 

“Sec.  484.  Tax  on  transportation  of  persons. 

“(a)  Exemption  of  certain  foreign  travel: 
Section  3469  (a)  of  the  Internal  Revenue 
Code  (relating  to  tar  on  transportation  of 
persons)  is  hereby  amended  by  striking  out 
the  third  sentence  and  inserting  in  lieu  of 
such  sentence  the  following:  ‘In  the  case  of 
transportation,  by  water  on  a  vessel  which 
makes  one  or  more  intermediate  stops  at 
ports  within  the  United  States,  Canada,  or 
Mexico  on  a  voyage  which  begins  or  ends 
in  the  United  States  and  ends  or  begins  out¬ 
side  the  northern  portion  of  the  Western 
Hemisphere,  no  part  of  such  transportation 
shall  be  considered  for  the  purposes  of  the 
preceding  sentence  to  be  from  any  port 
within  the  United  States,  Canada,  or  Mex¬ 
ico  to  any  other  such  port  if  the  vessel  in 
stopping  at  any  such  intermediate  port  is 
not  authorized  both  to  discharge  and  to 
take  on  passengers.  A  port  or  station  within 
Newfoundland  shall  not,  for  the  purposes  of 
the  preceding  two  sentences,  be  considered 
as  a  port  or  station  within  Canada.’ 

“(b)  Effective  date:  The  amendment 
made  by  subsection  (a)  shall  apply  to 
amounts  paid  on  or  after  the  first  day  of 
the  first  month  which  begins  more  than  10 
days  after  the  date  of  the  enactment  of  this 
act  for  transportation  on  or  after  such  first 
day.” 

The  next  amendment  was,  on  page  234, 
after  line  19,  to  insert  a  new  section,  as 
follows: 

“Sec.  485.  Transportation  of  material  ex¬ 
cavated  in  the  course  of  con¬ 
struction  work.  . 

“(a)  Amendment  of  section  3475:  Section 
3475  (relating  to  tax  on  transportation  of 
property)  is  hereby  amended  by  adding  at 
the  end  thereof  the  following:  ‘The  tax  im¬ 
pose  by  this  section  shall  not  apply  to  the 
transportation  of  earth,  rock,  or  other  ma¬ 
terial  excavated  within  the  boundaries  of, 
and  in  the  course  of,  a  construction  project 
and  transported  to  any  place  within,  or  ad¬ 
jacent  to,  the  boundaries  of  such  project.’ 


“(b)  Effective  date:  The  amendment  made 
by  subsection  (a)  shall  apply  to  amounts 
paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days 
after  the  date  of  enactment  of  this  act 
for  transportation  on  or  after  such  first 
day.” 

The  next  amendment  was,  on  page  285, 
line  10,  to  change  the  section  number  from 
“494”  to  “486.” 

The  next  amendment  was,  on  page  286, 
after  line  22,  to  insert  a  new  section,  as  fol¬ 
io--;  : 

“£ec.  487.  Refunds  on  articles  from  foreign 
trade  zones. 

“(a)  Imported  articles:  With  respect  to  any 
article  specified  in  section  2000  (c)  (2),  2800 
(a) ,  3030  (a) ,  or  3150  (a)  of  the  Internal  Rev¬ 
enue  Code  on  which  internal  revenue  tax  at 
the  applicable  rate  prescribed  in  such  section 
has  been  determined  pursuant  to  section  3  of 
the  act  of  June  18,  1934,  as  amended  (U.  S.  C., 
title  19,  sec.  81c),  prior  to  January  1,  1954, 
and  which  on  or  after  such  date  is  brought 
from  a  foreign  trade  zone  into  customs  terri¬ 
tory  of  the  United  States  and  the  tax  so 
determined  thereon  paid,  there  shall  be  cred¬ 
ited  or  refunded  (without  interest)  to  the 
taxpayer,  subject  to  such  regulations  as  may 
be  prescribed  by  the  Secretary,  an  amount 
equal  to  the  difference  between  the  tax  so 
paid  and  the  amount  of  tax  made  applicable 
to  such  articles  on  and  after  January  1,  1954, 
if  claim  for  such  credit  or  refund  is  filed  with 
the  Secretary  within  30  days  after  payment 
of  the  tax. 

“(b)  Previously  tax-paid  articles:  With 
resnect  to  any  article  specified  in  section 
2000  (c)  (2),  2800  (a),  3030  (a),  or  3150  (a) 
of  the  Internal  Revenue  Code,  upon  which 
internal  revenue  tax  (including  floor  stocks 
tax)  at  the  applicable  rate  prescribed  in  such 
section  has  been  paid,  and  which  was  taken 
into  a  foreign  trade  zone  from  the  customs 
territory  of  the  United  States  and  placed  un¬ 
der  the  supervision  of  the  collector  of  cus¬ 
toms,  pursuant  to  the  second  proviso  of  sec¬ 
tion  3  of  the  act  of  June  18,  1934,  as  amended 
(U.  S.  C.,  title  19,  sec.  81c),  prior  to  January 
1,  1954,  and  which  on  or  after  such  date  is 
(without  loss  of  identity)  returned  from  a 
foreign  trade  zone  to  customs  territory  of  the 
United  States,  there  shall  be  credited  or  re¬ 
funded  (without  interest)  to  the  person  so 
returning  such  article,  subject  to  such  regu¬ 
lations  as  may  be  prescribed  by  the  Secretary, 
an  amount  equal  to  the  difference  between 
the  tax  so  paid  and  the  amount  of  tax  made 
applicable  to  such  articles  on  and  after  Jan¬ 
uary  1,  1954,  if  claim  for  such  credit  or  re¬ 
fund  is  filed  with  the  Secretary  within  30 
days  after  the  return  of  the  article  to  cus¬ 
toms  territory.” 

The  next  amendment  was,  on  page  288, 
after  line  9,  to  insert: 

“Title  V — Excess-Profits  Tax 
“Sec.  501.  Maximum  tax  for  new  corpora¬ 
tions. 

“Section  430  (relating  to  imposition  of 
tax)  is  hereby  amended  as  follows: 

“(1)  By  adding  at  the  end  of  subsection 
(a)  thereof,  as  amended  by  section  121  of 
this  act,  the  following: 

“‘(3)  In  the  case  of  a  corporation  for 
which  an  amount  is  determined  for  the  tax¬ 
able  year  under  subsection  (c),  the  amount 
determined  under  such  subsection.’ 

“(2)  By  redesignating  subsection .  (e)  as 
subsection  (f);  and 

“(3)  By  inserting  after  subsection  (d)  the 
following  new  subsection: 

‘“(e)  New  corporations. — 

“  ‘  ( 1 )  Alternative  amount :  In  the  case  of 
a  taxpayer  which  commenced  business  after 
July  1,  1945,  the  amount  referred  to  in  sub¬ 
section  (a)  (3)  shall  be — 

“‘(A)  If  the  taxable  year  is  the  first  or 
second  taxable  year  of  the  taxpayer,  an 
amount  equal  to  5  percent  of  the  excess 
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profits  net  income  for  the  taxable  year,  ex¬ 
cept  that  if  the  excess  profits  net  income 
exceeds  $400,000,  the  amount  shall  be  the 
sum  of  $20,000  plus  the  amount  determined 
under  subparagraph  (E)  of  this  paragraph. 

“  ‘(B)  If  the  taxable  year  is  the  third  tax¬ 
able  year  of  the  taxpayer,  an  amount  equal 
to  8  percent  of  the  excess-profits  net  income 
for  the  taxable  year,  except  that  if  the  ex¬ 
cess-profits  net  income  exceeds  $400,000,  the 
amount  shall  be  the  sum  of  $32,000  plus  the 
amount  determined  under  subparagraph  (E) 
of  this  paragraph. 

“‘(C)  If  the  taxable  year  is  the  fourth 
taxable  year  of  the  taxpayer,  an  amount 
equal  to  11  percent  of  the  excess -profits  net 
income  for  the  taxable  year,  except  that  if 
the  excess-profits  net  income  exceeds  $400,- 
000,  the  amount  shall  be  the  sum  of  $44,000 
plus  the  amount  determined  under  subpara¬ 
graph  (E)  of  this  paragraph. 

“‘(D)  If  the  taxable  year  is  the  fifth  tax¬ 
able  year  of  the  taxpayer,  an  amount  equal 
to  14  percent  of  the  excess  profits  net  income 
for  the  taxable  year,  except  that  if  the  excess 
profits  net  income  exceeds  $400,000,  the 
amount  shall  be  the  sum  of  $56,000  plus 
the  amount  determined  under  subparagraph 
(E)  of  this  paragraph. 

“‘(E)  The  amount  determined  under  this 
subparagraph  shall  be — 

“  ‘(1)  if  the  taxable  year  ends  before  April 
1,  1951,  an  amount  equal  to  15  percent  of 
the  excess  of  the  excess  profits  net  income 
for  the  taxable  year  over  $400,000. 

“‘(ii)  if  the  taxable  year  begins  on  Jan¬ 
uary  1,  1951,  and  ends  on  December  31,  1951, 
an  amount  equal  to  16  !4  percent  of  the 
excess  of  the  excess  profits  net  income  for 
the  taxable  year  over  $400,000. 

“‘(ill)  if  the  taxable  year  (other  than  a 
taxable  year  described  in  clause  (ii) )  ends 
after  March  31,  1951,  an  amount  equal  to 
17  percent  of  the  excess  profits  net  income 
for  the  taxable  year  over  $400,000. 

“‘(2)  First  four  taxable  years:  'For  the 
purpose  of  this  subsection — 

“  ‘(A)  The  taxable  year  in  which  the  tax¬ 
payer  commenced  business  and  the  first, 
second,  third,  and  fourth  succeeding  taxable 
years  shall  be  considered  its  first,  second, 
third,  fourth,  and,  fifth  taxable  years,  respec¬ 
tively. 

“  ‘(B)  The  taxpayer  shall  be  considered  to 
have  been  in  existence  and  to  have  had  tax¬ 
able  years  for  any  period  during  which  it  or 
any  corporation  described  in  any  clause  of 
this  subparagraph  was  in  existence,  and  the 
taxpayer  shall  be  considered  to  have  com¬ 
menced  business  on  the  earliest  date  on 
which  it  or  any  such  corporation  commenced 
business : 

“‘(1)  Any  corporation  which  Is  a  party 
with  the  taxpayer  to  a  transaction  described 
in  section  445  (g)  (2)  (whether  or  not  such 
transaction  is  described  in  sec.  461  (a)), 
determined  as  if  the  date  “January  1,  1946” 
were  substituted  for  the  date  “December  1, 
1950”  in  section  445  (g). 

“  ‘(ii)  Any  corporation  If  a  group  of  not 
more  than  four  persons  who  control  the 
taxpayer  at  any  time  during  the  taxable 
year  also  control  such  corporation  during 
the  taxable  year,  or  controlled  such  corpora¬ 
tion  at  any  time  during  the  period  beginning 
12  months  preceding  their  acquisition  of 
control  of  the  taxpayer;  but  only  if  at  any 
time  during  the  period  beginning  12  months 
preceding  the  acquisition  of  control  of  the 
taxpayer  and  ending  with  the  close  of  the 
taxable  year  (and  while  such  persons  con¬ 
trolled  such  corporation)  was  engaged  in  a 
trade  or  business  substantially  similar  to 
the  trade  or  business  of  the  taxpayer  during 
the  taxable  year.  For  the  purpose  of  this 
clause,  the  term  “control”  means  the  owner¬ 
ship  of  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  more  than  50  percent 
of  the  total  value  of  shares  of  all  classes  of 
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6tock.  A  person  shall  not  be  deemed  a  mem¬ 
ber  of  the  group  referred  to  in  this  clause 
unless  he  owns  stock  in  both  the  corpora¬ 
tion  and  the  taxpayer.  For  the  purpose  of 
this  clause,  the  ownership  of  stock  shall  be 
determined  'in  accordance  with  the  provi¬ 
sions  of  section  503,  except  that  constructive 
ownership  under  section  503  (a)  (2)  shall 
be  determined  only  with  respect  to  the  indi¬ 
vidual’s  spouse  and  minor  children. 

“‘(iii)  In  case  the  taxpayer  is  a  purchas¬ 
ing  corporation  under  the  provisions  of  part 
IV,  the  selling  corporation  (as  defined  in 
such  part)  whose  properties  have  been  ac¬ 
quired  in  a  part  IV  transaction. 

“  ‘(iv)  Any  corporation  which,  under  regu¬ 
lations  prescribed  by  the  Secretary,  is  deter¬ 
mined  by  one  or  more  additional  applica¬ 
tions  of  clauses  (i)  to  (iii)  to  stand  indirect¬ 
ly  in  the  same  relation  to  the  taxpayer  as 
though  such  corporation  were  described  in 
any  such  clause. 

“‘(3)  Limitation:  The  provisions  of  para¬ 
graph  (1)  of  this  subsection  shall  not  apply 
to  a  taxpayer  which  derives  more  than  50 
percent  of  its  gross  income  for  the  taxable 
year  from  contracts  *  and  subcontracts  to 
which  the  provisions  of  title  I  of  the  Rene¬ 
gotiation  Act  of  1951  (or  the  provisions  of 
any  prior  renegotiation  act)  are  applicable.’  ’* 

The  next  amendment  was,  on  page  293, 
after  line  18  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  502.  Payments  from  foreign  sources  for 
technical  assistance,  etc. 

“(a)  Amendment  of  section  433  (a)  (1) : 
Section  433  (a)  (1)  (relating  to  excess 

profits  net  income  for  taxable  years  ending 
after  June  30,  1950)  is  hereby  amended  by 
adding  at  the  end  thereof  the  following  new 
subparagraph : 

“  *(R)  Payments  from  Foreign  Sources  for 
technical  assistance,  etc.:  In  the  case  of  a 
domestic  corporation  which  renders  to  a 
related  foreign  corporation  technical  assist¬ 
ance,  engineering  services,  scientific  assist¬ 
ance,  or  similar  services  (such  services  or 
assistance  being  related  to  the  production 
or  improvement  of  products  of  the  type 
manufactured  by  such  domestic  corpora¬ 
tion),  there  shall  be  excluded  the  remunera¬ 
tion  for  such  services  or  assistance  if  such 
remuneration  constitutes  income  derived 
from  sources  without  the  United  States.  Any 
deductions  in  connection  with  or  properly 
allocable  to  the  rendering  of  such  services  or 
assistance  shall  not  be  allowed.  For  the 
purpose  of  this  subparagraph,  a  foreign 
corporation  shall  be  considered  to  be  a  “re¬ 
lated  foreign  corporation”  if  the  domestic 
corporation  owns  10  percent  or  more  of  the 
outstanding  stock  of  such  foreign  corpora¬ 
tion.’ 

“(b)  Amendment  of  section  433  (b) :  Sec¬ 
tion  433  (b)  (relating  to  taxable  years  in 
base  period)  is  hereby  amended  by  adding 
at  the  end  thereof  the  following  new  para¬ 
graph  : 

“  ‘(16)  Payments  from  foreign  sources  for 
technical  assistance,  etc.:  In  the  case  of  a 
domestic  corporation  which  renders  to  a  re¬ 
lated  foreign  corporation  technical  assist¬ 
ance,  engineering  services,  scientific  assist¬ 
ance,  or  similar  services  (such  services  or 
assistance  being  related  to  the  production 
or  improvement  of  products  of  the  type 
manufactured  by  such  domestic  corpora¬ 
tion)  ,  there  shall  be  excluded  the  remunera¬ 
tion  for  such  services  or  assistance  if  such 
remuneration  constitutes  income  derived 
from  sources  without  the  United  States. 
Any  deductions  in  connection  with  or  prop¬ 
erly  allocable  to  the  rendering  of  such  serv¬ 
ices  or  assistance  shall  not  be  allowed.  For 
the  purpose  of  this  paragraph,  a  foreign 
corporation  shall  be  considered  to  be  a  “re¬ 
lated  foreign  corporation”  if  the  domestic 
corporatin  owns  10  percent  or  more  of  the 
outstanding  stock  of  such  foreign  corpora¬ 
tion.'  " 


The  next  amendment  was,  on  page  295, 
after  line  13,  to  insert  a  new  section,  as  fol¬ 
lows  : 

“Sec.  503.  Average  base  period  net  Income 
in  case  of  certain  fiscal  year  tax¬ 
payers. 

“Section  435  (d)  (relating  to  the  general 
average  method  for  the  computation  of 
average  base  period  net  income)  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following:  ‘For  the  purpose  of  the  computa¬ 
tions  under  this  subsection  in  the  case  of  a 
taxpayer  whose  first  taxable  year  under  this 
subchapter  is  a  taxable  year  which  either 
began  before  January  1,  1950,  or  was  pre¬ 
ceded  by  a  taxable  year  beginning  before  Jan¬ 
uary  1,  1950,  and  ending  after  March  31, 
1950,  there  shall  be  substituted  for  the  base 
period  of  the  taxpayer  the  period  of  48  con¬ 
secutive  months  ending  March  31,  1950,  if 
such  substitution  produces  a  lesser  tax  un¬ 
der  this  subchapter  for  the  taxable  year  for 
which  the  tax  is  being  computed.’  ” 

The  next  amendment  was,  on  page  296, 
after  line  2,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  504.  Average  base  period  net  income- 
alternative  based  on  growth  in 
case  of  new  corporations. 

“(a)  General  rule:  Section  435  (e)  (1) 
(relating  to  the  alternative  based  on  growth) 
is  hereby  amended  by  striking  out  the  phrase 
‘the  beginning  of  its  base  period’  and  in¬ 
serting  in  lieu  thereof  the  following:  ‘the 
end  of  its  base  period.’ 

“(b)  Amendment  of  part  II:  Section  462 
(c)  (relating  to  the  use  by  an  acquiring  cor¬ 
poration  in  a  part  II  transaction  of  an  alter¬ 
native  average  base  period  net  income  based 
on  growth)  is  hereby  amended  as  follows: 

“(1)  By  amending  paragraph  (1)  thereof 
to  read  as  follows: 

“‘(1)  In  the  case  of  a  transaction  de¬ 
scribed  in  section  461  (a) ,  other  than  a  trans¬ 
action  described  in  section  461  (a)  (1)  (E)  — 
“  ‘(A)  The  acquiring  corporation  shall  not 
be  denied  the  right  to  determine  whether  it 
is  eligible  for  the  benefits  of  section  435  (e) 
without  reference  to  the  recomputation  of 
its  excess  profits  net  income  provided  for 
in  section  482  (b)  where  the  transaction  oc¬ 
curred  on  or  after  July  1,  1950,  but  it  shall 
be  denied  such  right  where  the  transaction 
occurred  prior  to  July  1,  1950. 

“  ‘(B)  Where,  immediately  prior  to  the  date 
of  the  transaction,  the  acquiring  corporation 
and  all  the  component  corporations  (other 
than  a  corporation  created  incident  to  such 
transaction)  met  the  requirements  of  section 
435  (e)  (1)  (A)  (i),  and  in  case  the  tranac- 
tion  occurred  on  or  after  July  1,  1950,  had 
commenced  business  prior  to  the  beginning 
of  its  base  period  (determined  without  refer¬ 
ence  to  section  461  (d) ),  the  acquiring  cor¬ 
poration  shall  be  entitled  to  compute  its 
average  base  period  net  income  under  sec¬ 
tion  435  (e)  with  reference  to  the  recompu¬ 
tation  of  its  excess  profits  net  income  pro¬ 
vided  for  in  section  462  (b)  if  the  tests  of 
section  435  (e)  are  satisfied.  For  that  pur¬ 
pose,  the  acquiring  corporation  shall  com¬ 
bine  with  its  total  payroll  and  its  total  gross 
receipts  for  that  portion  of  its  base  period 
which  preceded  such  transaction  the  total 
payroll  and  total  gross  receipts  of  such  com¬ 
ponent  corporations  for  that  portion  of  such 
period  and  it  shall  combine  with  its  net  sales 
for  that  portion  of  the  period  prior  to  Janu¬ 
ary  1,  1951,  which  preceded  such  transac¬ 
tion  the  net  sales  of  such  component  corpo¬ 
rations  for  that  portion  of  such  period.  The 
allocation  of  payroll  and  gross  receipts 
amounts  of  a  component  corporation  to  any 
such  portion  of  such  period  shall  be  made 
in  accordance  with  the  rules  provided  in  sec¬ 
tion  435  (e)  (4)  and  (5).  For  purposes  of 
qualifying  under  section  435  (e)  (1)  (A)  (i) 
(relating  to  total  assets  of  the  taxpayer), 
such  acquiring  corporation  shall  combine  its 
total'  assets  on  the  date  specified  in  section 


435  (e)  (1)  (A)  (i)  with  the  total  assets  of 
each  component  corporation  on  such  date. 
The  Secretary  shall  prescribe  by  regulations 
such  rules  as  may  be  necessary  to  insure 
that  such  combined  total  gross  receipts  do 
not  reflect  a  duplication  for  purposes  of  this 
section. 

‘‘‘(C)  Where,  immediately  prior  to  the 
date  of  the  transaction,  either  the  acquiring 
corporation  or  one  or  more  component  cor¬ 
porations  (other  than  a  corporation  created 
incident  to  such  transaction)  did  not  meet 
the  requirements  of  section  435  (e)  (1)  (A) 
(i),  or,  in  case  the  transaction  occurred  on 
or  after  July  1,  1950,  had  not  commenced 
business  prior  to  the  beginning  of  its  base 
period  (determined  without  reference  to  sec¬ 
tion  461  (d) ) ,  the  acquiring  corporation  shall 
not  be  entitled  to  compute  its  average  base 
period  net  income  under  section  435  (e) 
with  reference  to  the  recomputation  of  its 
excess  profits  net  income  provided  for  in  sec¬ 
tion  462  (b).  In  any  such  case,  where  the 
transaction  occurred  on  or  after  July  1,  1950, 
the  monthly  excess  profits  net  income  of  the 
corporation  entitled  to  the  benefits  of  sec¬ 
tion  435  (e)  for  any  month  of  the  acquiring 
corporation’s  base  period  shall  be,  for  pur¬ 
poses  of  the  recomputation  provided  for  in 
section  462  (b),  one-twelfth  of  the  average 
base  period  net  income  to  which  such  cor¬ 
poration  was  entitled  under  section  435  (e).’ 

“(2)  By  striking  from  the  second  sentence 
of  paragraph  (2)  thereof  the  words:  ‘had 
commenced  business  prior  to  the  beginning 
of  its  base  period  (determined  without  ref¬ 
erence  to  section  461  (d))  and.’ 

“(3)  By  "striking  from  paragraph  (3) 
thereof  the  words  ‘which  had  commenced 
business  pi;ior  to  the  beginning  of  its  base 
period’  and  by  inserting  in  lieu  thereof  the 
following:  ‘which  had  commenced  business 
prior  to  the  end  of  its  base  period’.” 

The  next  amendment  was,  on  page  299, 
after  line  20,  to  insert  a  new  section,  as 
follows : 

“Sec.  505.  Average  base  period  net  income — 
Alternative  based  on  growth. 

“Section  435  (e)  (2)  (G)  (relating  to  the 
alternative  based  on  growth)  is  hereby 
amended  by  striking  out  the  word  ‘only.’  ” 

The  next  amendment  was,  at  the  top  of 
page  300,  to  insert  a  new  section,  as  follows: 

“Sec.  506.  Adjustments  for  changes  in  inad¬ 
missible  assets  in  case  of  banks. 

“(a)  Amendment  of  section  435  (g) :  Sec¬ 
tion  435  (g)  (relating  to  net  capital  addition 
or  reduction)  is  hereby  amended  by  redesig¬ 
nating  paragraph  (8)  as  paragraph  (11)  and 
by  adding  after  paragraph  (7)  the  following 
new  paragraph: 

“‘(8)  Adjustments  for  changes  in  inad¬ 
missible  assets  in  case  of  banks:  In  the  case 
of  a  bank  (as  defined  in  sec.  104)  — 

“  ‘(A)  The  amount  of  the  adjustment  un¬ 
der  paragraph  (1)  for  an  increase  in  inad¬ 
missible  assets  shall  not  exceed  an  amount 
which  bears  the  same  ratio  to  the  net  capital 
addition  computed  without  regard  to  such 
adjustment  as  the  increase  in  inadmissible 
assets  for  the  taxable  year,  determined  under 
paragraph  (5),  bears  to  the  increase  in  total 
assets  for  the  taxable  year. 

“  ‘(B)  The  amount  of  the  adjustment  un¬ 
der  paragraph  (2)  for  a  decrease  in  inadmis¬ 
sible  assets  shall  not  exceed  an  amount 
which  bears  the  same  ratio  to  the  net  capital 
reduction  computed  without  regard  to  such 
adjustment  as  the  decrease  in  inadmissible 
assets  for  the  taxable  year,  determined  under 
paragraph  (5),  bears  to  the  decrease  in  total 
assets  for  the  taxable  year. 

For  the  purpose  of  this  paragraph,  the  in¬ 
crease  or  decrease  in  total  assets  for  the  tax¬ 
able  year  shall  be  computed  in  the  same 
manner  as  the  increase  or  decrease  in  inad¬ 
missible  assets  for  the  taxable  year  is  com¬ 
puted  under  paragraph  (5) ,  except  that  such 
computations  shall  be  made  with  respect  to 
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all  assets,  whether  admissible  or  inadmis¬ 
sible  assets  as  defined  in  section  440.’ 

“(b)  Amendment  of  section  438:  Section 
438  (relating  to  new  capital  credit  changes) 
is  hereby  amended  by  adding  after  subsec¬ 
tion  (f)  the  following  new  subsection: 

“  ‘(g)  Adjustments  for  inadmissible  assets 
in  case  of  banks:  In  the  case  of  a  bank  (as 
defined  in  section  104)  the  amount  of  the 
adjustment  for  an  increase  in  inadmissible 
assets  under  subsection  (b)  shall  not  exceed 
an  amount  which  bears  the  same  ratio  to 
the  net  new  capital  addition  computed  with¬ 
out  regard  to  such  adjustment  as  the  in¬ 
crease  in  inadmissible  assets  for  the  taxable 
year,  determined  under  section  435  (g)  (5), 
bears  to  the  amount  of  the  increase  in  total 
assets  (which  increase  in  total  assets  shall 
be  determined  in  the  manner  provided  in 
section  435  (g)  (8)).’ 

“(c)  Amendment  of  section  435  (f) :  Sec¬ 
tion  435  (f )  (relating  to  capital  additions  in 
base  period)  is  hereby  amended  as  follows: 

“(1)  By  inserting  immediately  after  the 
word  ‘reduced’  in  paragraph  (1)  thereof,  the 
following:  ‘(but  not  below  zero).’ 

“(2)  By  adding  at  the  end  of  paragraph 
(1)  thereof  the  following  new  sentence : 

“  ‘For  special  rule  in  the  case  of  banks,  see 
paragraph  (6).’ 

“(3)  By  renumbering  paragraph  (6)  as 
paragraph  (7),  and  by  adding  immediately 
after  paragraph  (5)  the  following  new 
paragraph : 

‘“(6)  Yearly  base  period  capital  of  banks: 
In  the  case  of  a  bank  (as  defined  in  section 
104),  the  yearly  base  period  capital  for  any 
taxable  year  shall  be  determined  as  follows: 

“  ‘(A)  A  tentative  yearly  base  period  capi¬ 
tal  shall  be  computed  under  paragraph  (1) 
without  regard  to  paragraph  (1)  (A). 

“‘(B)  The  tentative  yearly  base  period 
capital  so  determined  shall  be  reduced  by 
the  amount  determined  under  section  440 
(b)  (relating  to  inadmissible  assets).  For 
the  purpose  of  this  subparagraph,  the  com¬ 
putation  under  section  440  (b)  shall  include 
only  the  daily  amounts  (described  in  such 
section)  for  the  first  day  of  such  taxable 
year.’  ” 

The  next  amendment  was,  on  page  303, 
after  line  2,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  507.  Decrease  in  inadmissible  assets. 

“Section  435  (g)  (relating  to  net  capital 
addition  or  reduction)  is  hereby  amended  as 
follows : 

“(a)  By  adding  at  the  end  of  paragraph 
(1)  thereof  the  following: 

“  ‘For  further  adjustment  with  respect  to 
the  amount  determined  under  the  preceding 
provisions  of  this  paragraph,  see  paragraph 
(9).’ 

“(b)  By  adding  immediately  after  para¬ 
graph  (8),  as  added  by  section  506  of  this 
act,  the  following  new  paragraphs: 

“‘(9)  Decrease  in  inadmissible  assets:  The 
excess  of  the  amount  computed  under  para¬ 
graph  (2)  (A)  or  (B),  whichever  is  appli¬ 
cable  to  the  taxpayer  (whether  or  not  any 
amount  is  determined  under  the  first  sen¬ 
tence  of  paragraph  (2)),  over  the  amount 
computed  under  the  first  sentence  of  para¬ 
graph  (2)  shall  be  considered  the  net  capi¬ 
tal  addition  for  the  taxable  year  or  shall  be 
added  to  the  net  capital  addition  otherwise 
determined  under  paragraph  (1),  as  the  case 
may  be.  The  amount  of  the  excess  so  deter¬ 
mined  shall  be  subject  to  the  exceptions  and 
limitations  provided  in  paragrapph  (10). 

“‘(10)  Exceptions  and  limitations  for  the 
purpose  of  paragraph  (9) :  For  the  purpose 
of  paragraph  (9)  — 

“  ‘(A)  The  adjustment  to  the  decrease  in 
Inadmissible  assets  required  under  subpara¬ 
graph  (B)  of  paragraph  (2)  shall  not  be 
greater  than  25  percent  of  the  excess  of  the 
net  capital  reduction  computed  under  the 
first  sentence  of  paragraph  (2)  (and  com¬ 
puted  without  regard  to  the  percentage  limi¬ 
tations  in  paragraph  (4)  (C)  and  (E) )  over 


the  net  capital  reduction  computed  under 
such  sentence  without  regard  to  paragraph 
(4)  (C)  and  (E). 

“  ‘(B)  The  amount  determined  under  para¬ 
graph  (9)  shall  not  be  greater  than  the  ex¬ 
cess  of  the  increase  in  operating  assets  for 
the  taxable  year  over  the  net  capital  addi¬ 
tion  (determined  without  regard  to  para¬ 
graph  (9)  and  determined  without  regard  to 
the  limitation  to  75  percent  provided  in 
paragraph  (3)  (C)  and  paragraph  (4)  (C)  and 
(E)).  For  the  purpose  of  the  preceding 
sentence,  the  increase  in  operating  assets  for 
the  taxable  year  shall  be  determined  in  the 
same  manner  as  the  increase  in  inadmis¬ 
sible  assets  for  the  taxable  year  is  deter¬ 
mined  under  paragraph  (5) .  For  the  purpose 
of  such  determination,  the  term  “operating 
assets”  means — 

“  ‘ (I )  property  used  in  the  taxpayer’s  trade 
or  business  within  the  meaning  of  section 
117  (j)  (1),  and 

“‘(ii)  stock  in  trade  or  other  property  of 
a  kind  which  would  properly  be  includible 
in  the  inventory  of  the  taxpayer  if  owned 
at  the  close  of  the  taxable  year,  and  prop¬ 
erty  held  by  the  taxpayer  primarily  for  sale 
to  customers  in  the  ordinary  course  of  the 
taxpayer’s  trade  or  business, 
except  any  such  assets  which  constitute  in¬ 
admissible  assets,  stock,  securities,  or  in¬ 
tangible  property  (such  intangible  property 
not  being  limited  to  the  property  described 
in  section  441  (i) ). 

“‘(C)  The  provisions  of  paragraph  (9) 
shall  not  apply  in  any  case  in  which  the 
Secretary  determines  that  the  increase  in 
operating  assets  is  a  result,  directly  of  indi¬ 
rectly,  of  an  increase  in  indebtedness  of  the 
taxpayer  (other  than  indebtedness  which 
constitutes  borrowed  capital)’.” 

The  next  amendment  was,  at  the  top  of 
page  306,  to  insert  a  new  section,  as  follows: 

“Sec.  508.  Election  with  respect  to  certain 
inadmissible  assets. 

"(a)  Amendment  of  section  440:  Section 
440  (relating  to  admissible  and  inadmissible 
assets)  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 

“‘(c)  Treatment  of  Government  obliga¬ 
tions  as  admissible  assets:  If  the  taxpayer 
elects  for  any  taxable  year,  in  accordance 
with  regulations  prescribed  by  the  Secretary, 
to  increase  its  excess  profits  net  income  by 
an  amount  equal  to  the  amount  by  which 
the  interest  received  or  accrued  during  the 
taxable  year  on  Government  obligations  ex¬ 
ceeds  the  sum  of — • 

“  ‘  ( 1 )  the  amount  of  interest  paid  or  ac¬ 
crued  during  such  year  which  is  not  allowed 
as  a  deduction  under  section  23  (b) ,  and 

“‘(2)  the  amount  of  the  adjustments  re¬ 
quired  for  the  taxable  year  under  section  22 
(o)  (relating  to  adjustment  for  certain  bond 
premiums),  but  not  in  excess  of  the  amount 
of  interest  received  or  accrued  during  the 
taxable  year  on  Government  obligations  to 
which  such  section  is  applicable, 
then  for  the  taxable  year  for  which  the  elec¬ 
tion  is  made  the  term  “admissible  assets” 
shall  include  Government  obligations,  and 
the  term  “inadmissible  assets”  shall  not  in¬ 
clude  Government  obligations.  For  the  pur¬ 
pose  of  applying  section  435  to  the  taxable 
year  for  which  the  election  is  made.  Govern¬ 
ment  obligations  shall  not  be  considered 
“inadmissible  assets”  in  determining  original 
inadmissible  assets  or  yearly  base  period 
capital.  As  used  in  this  subsection  the  term 
“Government  obligations”  means  obligations 
described  in  section  22  (b)  (4)  the  interest 
on  which  is  wholly  exempt  from  taxation 
under  this  chapter;  but  such  term  does  not 
include  any  such  obligation  which  is  a 
capital  asset.  For  the  purpose  of  determin¬ 
ing  the  excess  profits  credit  for  a  taxable 
year  for  which  the  election  is  made,  the  ex¬ 
cess  profits  net  income  under  section  433 
(b)  for  any  taxable  year  shall  include  the 
amount  by  which  the  interest  received  or 


accrued  during  such  taxable  year  on  Gov¬ 
ernment  obligations  exceeds  the  amount  of 
interest  paid  or  accrued  during  such  year 
which  is  not  allowed  as  a  deduction  under 
section  23  (b)  and,  if  the  taxable  year  ends 
after  June  30,  1950,  the  amount  with  respect 
to  such  year  described  in  paragraph  (2).’ 

“(b)  Amendment  of  section  433  (a)  (1)  : 
Section  433  (a)  (1)  (relating  to  adjust¬ 

ments  in  excess  profits  net  income  for  the 
taxable  year)  is  hereby  amended  by  adding 
the  following  new  subparagraph  at  the  end 
thereof: 

“‘(S)  Interest  on  certain  Government 
obligations. — For  adjustment  in  the  case  of 
a  taxpayer  making  an  election  provided  in 
section  440  (c),  relating  to  dealers  in  certain 
Government  obligations,  see  section  440  (c).* 

“(c)  Amendment  of  section  433  (b) :  Sec¬ 
tion  433  (b)  (relating  to  adjustments  in 
excess  profits  net  income  for  taxable  years 
in  base  period)  is  hereby  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new 
paragraph : 

“‘(17)  Interest  on  certain  Government 
obligations:  For  adjustment  in  the  case  of  a 
taxpayer  making  an  election  provided  in 
section  440  (c),  relating  to  dealers  in  certain 
Government  obligations,  see  section  440 
(c).”* 

On  page  308,  after  line  13,  to  insert  a  new 
section,  as  follows: 

“Sec.  509.  Alternative  average  base  period 
net  income. 

“(a)  Amendment  of  section  442:  Section 
442  (relating  to  abnormalities  during  the 
base  period)  is  hereby  amended  as  follows: 

“(1)  By  inserting  at  the  end  of  subsection 
(a)  thereof  the  following: 

‘If  such  taxpayer  is  also  entitled  to  the  bene¬ 
fits  of  subsection  (h),  the  taxpayer’s  average 
base  period  net  income  determined  under 
this  section  shall  be  the  amount  computed 
under  subsection  (c)  or  (d),  whichever  is 
applicable  to  the  taxpayer,  or  the  amount 
computed  under  subsection  (h),  whichever 
results  in  the  lesser  tax  under  this  sub¬ 
chapter  for  the  taxable  year.  In  the  case  of 
any  other  taxpayer  entitled  to  the  benefits 
of  subsection  (h),  the  taxpayer’s  average 
base  period  net  income  determined  under 
this  section  shall  be  the  amount  computed 
under  subsection  (h).’ 

“(2)  By  striking  out  ‘determined  under 
this  section’  in  subsection  (c)  and  (d) 
thereof  each  place  it  occurs  and  inserting  in 
lieu  thereof  the  following:  ‘computed  under 
this  subsection.’ 

“(3)  By  inserting  after  ‘subsection  (c) 
(2)’  in  subsection  (e)  (I)  thereof  the  fol¬ 
lowing:  ‘and  subsection  (h).* 

“(4)  By  redesignating  subsections  (h) 
and  (i)  thereof  as  (i)  and  (j),  respectively, 
and  by  inserting  after  subsection  (g)  there¬ 
of  the  following  new  subsection: 

“‘(h)  Alternative  average  base  period  net 
income. — 

“  ‘(1)  General  rule:  A  taxpayer  which  com¬ 
menced  business  on  or  before  the  first  day 
of  its  base  period  shall  be  entitled  to  the 
benefits  of  this  subsection  if  the  aggregate  of 
the  excess  profits  net  income  for  each  of  the 
12  months  selected  under  subparagraph  (B) 
of  this  paragraph  is  less  than  35  percent 
of  one-half  of  the  average  of  the  aggregate 
of  the  excess  profits  net  income  for  each 
of  the  24  months  remaining  under  such 
subparagraph.  The  average  base  period  net 
income  computed  under  this  subsection 
shall  be  computed  as  follows: 

“‘(A)  By  determining  under  subsection 
(a)  the  period  subject  to  adjustment  under 
this  section. 

“‘(B)  By  selecting  from  such  period 
whichever  of  the  following  12  months  result 
in  the  higher  remaining  aggregate  excess 
profits  net  income  or  the  lower  remaining 
aggregate  deficit  in  excess  profits  net  in¬ 
come — 
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“‘(1)  the  12  consecutive  months  the  elim¬ 
ination  of  which  produces  the  highest  re¬ 
maining  aggregate  excess  profits  net  income 
or  the  lowest  remaining  aggregate  deficit  in 
excess  profits  net  income,  or 

“‘(ii)  the  12  months  which  remain  after 
retaining  the  24  consecutive  months  which 
produce  the  highest  remaining  aggregate  ex¬ 
cess  profits  net  income  or  the  lowest  remain¬ 
ing  aggregate  deficit  in  excess  profits  net 
income. 

‘“(C)  By  computing  for  each  month  in  the 
12-month  period  selected  under  subpara¬ 
graph  (B)  a  substitute  excess  profits  net  in¬ 
come  computed  under  subsection  (e). 

“  ‘(D)  By  computing  the  sum  of — ■ 

“‘(i)  the  aggregate  of  the  substitute  ex¬ 
cess  profits  net  income,  as'  determined  un¬ 
der  subparagraph  (C) ,  for  each  month  in  the 
selected  12-month  period,  but  the  amount 
computed  under  this  clause  shall  not  ex¬ 
ceed  one-half  of  the  average  of  the  aggre¬ 
gate  excess  profits  net  income  for  each 
month  in  the  24-month  period  remaining 
under  subparagraph  (B),  and 

‘“(ii)  the  aggregate  of  the  excess  profits 
net  income  for  each  of  the  24  months 
remaining  under  subparagraph  (B),  com¬ 
puted  in  the  manner  provided  by  the  sec¬ 
ond  sentence  of  section  435  (d)  (1). 

“‘(E)  By  dividing  by  three  the  amount 
ascertained  under  subparagraph  (D). 

“‘(2)  Special  rule:  Except  as  otherwise 
provided  in  paragraph  (1)  (D)  (ii),  the 

excess  profits  net  income  for  any  month  re¬ 
ferred  to  in  paragraph  (1)  shall  be  deter¬ 
mined  in  the  manner  provided  in  section  435 
(d)  (.1)  without  regard,  however,  to  that 
part  of  such  section  which  provides  that  in 
no  event  shall  the  excess  profits  net  income 
of  any  corporation  for  any  month  be  less 
than  zero.’ 

“(b)  Technical  amendments: 

“(1)  Section  435  (f)  (3)  (relating  to  cap¬ 
ital  addition  in  the  base  period)  is  hereby 
amended  by  inserting  immediately  after  the 
words  ‘under  section  442  (c)  (1)’,  wherever 
appearing  therein,  the  following:  ‘or  un¬ 
der  section  442  (h).* 

“(2)  Section  461  (relating  to  definitions 
for  purposes  of  part  II)  is  hereby  amended 
by  inserting  at  the  end  thereof  the  following 
new  subsection: 

"‘(g)  Application  of  section  442  (h) :  For 
the  purpose  of  this  part,  the  reference  to 
section  442  (c)  in  any  section  in  this  part 
shall  be  deemed  a  reference  to  section  442 
(c)  or  (h)  “* 

The  next  amendment  was,  on  page  312, 
after  line  10,  to  insert  a  new  section,  as 
follows: 

“Sec.  510.  Definition  of  total  assets  for  pur¬ 
poses  of  sections  442-446. 
“Effective  with  respect  to  taxable  years 
ending  after  the  date  of  enactment  of  this 
act,  the  first  sentence  of  section  442  (f) 
(relating  to  definition  of  total  assets)  is 
hereby  amended  to  read  as  follows:  ‘For  the 
purposes  of  this  section,  the  taxpayer’s  total 
assets  for  any  day  shall  be  determined  as  of 
the  end  of  such  day  and  shall  be  an  amount 
equal  to  the  excess  of — 

‘“(1)  the  sum  of  the  cash  and  the  property 
(other  than  cash,  inadmissible  assets,  and 
loans  to  members  of  a  controlled  group  as 
defined  in  section  435  (f )  (4) )  held  by  the 
taxpayer  in  good  faith  for  the  purposes  of 
the  business,  over 

‘“(2)  the  amount  of  any  indebtedness 
(other  than  borrowed  capital  as  defined  in 
section  439  (b)  (1))  to  a  member  of  a  con¬ 
trolled  group  (as  defined  in  section  435  (g) 
(6) )  which  includes  the  taxpayer.’  ’’ 


The  next  amendment  was,  on  page  313, 
after  line  3,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  511.  Average  base  period  net  income— 
Change  in  products  or  services. 

“Section  443  (f)  (relating  to  change  in 
products  or  services)  is  hereby  amended  to 
read  as  follows: 

“‘(f)  Rules  for  application  of  section.— 

“  ‘(1)  The  benefits  of  this  section  shall  not 
be  allowed  unless  the  taxpayer  makes  appli¬ 
cation  therefor  in  accordance  with  section 
447  (e). 

“‘(2)  If  after  the  end  of  the  base  period 
of  the  taxpayer  there  was  a  substantial 
change  in  the  products  produced  by  the  tax¬ 
payer,  such  change  shall,  for  the  purpose  of 
subsection  (a)  (1),  be  considered  to  have 
occurred  on  the  last  day  of  its  base  period 
if  the  taxpayer  prior  to  July  1,  1950,  com¬ 
menced  the  construction  of  tM  facilities  for 
the  production  of  such  new  product,  and  if 
such  construction  and  the  production  of  such 
new  product  is  in  furtherance  of  a  course  of 
action  to  which  the  taxpayer  (or  a  corpora¬ 
tion  with  which  the  taxpayer  has  the  privi¬ 
lege  under  section  141  of  filing  a  consolidated 
return  for  its  first  taxable  year  under  this 
subchapter)  was  committed  prior  to  the  close 
of  the  base  period  by  contract  with  another 
person,  which  contract  granted  a  license, 
franchise,  or  similar  right  essential  for  the 
production  of  such  new  product.’  ” 

The  next  amendment  was,  on  page  314, 
after  line  2,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  512.  Average  base  period  net  income- 
new  corporation. 

“Section  445  (c)  (relating  to  total  assets 
for  first  3  years  of  new  corporation)  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  ‘For  the  purpose  of 
this  subsection,  the  net  capital  addition  or 
reduction  shall  be  computed  without  regard 
to  the  limitation  to  75  percent  provided  in 
section  435  (g)  (3)  (C)  and  section  435 

(g)  (4)  (C)  and  (E) 

The  next  amendment  was,  on  page  314, 
after  line  11,  to  insert  a  new  section,  as 
follows : 

“Sec.  513.  Excess  profits  credit — regulated 
public  utilities. 

“Section  448  (c)  (3)  (relating  to  regulated 
public  utilities)  is  hereby  amended  to  read  as 
follows : 

“‘(3)  6  percent  in  the  case  of  a  corpora¬ 
tion  engaged  as  a  common  carrier  (A)  in  the 
furnishing  or  sale  of  transportation  by  rail¬ 
road,  if  subject  to  the  jurisdiction  of  the 
Interstate  Commerce  Commission,  or  (B)  in 
the  furnishing  or  sale  of  transportation  of 
oil  or  other  petroleum  products  (including 
shale  oil)  by  pipeline,  if  subject  to  the  ju¬ 
risdiction  of  the  Interstate  Commerce  Com¬ 
mission  or  to  the  jurisdiction  of  a  public 
service  or  public  utility  commission  or  other 
similar  body  of  the  District  of  Columbia  or 
of  any  State’.” 

The  next  amendment  was,  at  the  top  of 
page  315,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  514.  Consolidated  returns  of  regulated 
public  utilities. 

“Section  448  (e)  (relating  to  consolidated 
returns  of  regulated  public  utilities)  is  here¬ 
by  amended  by  adding  at  the  end  thereof  the 
•  following  new  sentence:  ‘For  purposes  of 
filing  a  consolidated  return  with  its  railroad 
lessee  corporation,  a  railroad  lessor  corpora¬ 
tion  described  in  section  434  (d)  shall  be 
considered  a  corporation  described  in  sub¬ 
section  (c)  (3)’.” 


The  next  amendment  was,  on  page  315, 
after  line  9,  to  insert  a  new  section,  as 
follows: 

“Sec.  515.  Nontaxable  Income  from  certain 
mining  properties 

“Section  453  (b)  (relating  to  nontaxable 
Income  from  exempt  excess  output)  is  hereby 
amended  as  follows: 

“(a)  By  amending  the  first  sentence  of 
subsection  (a)  (13)  thereof  to  read  as  fol¬ 
lows:  ‘The  term  “unit  net  income”  means 
the  amount  ascertained  by  dividing  the  net 
income  (computed  with  the  allowance  for 
depletion)  from  the  coal,  ore,  sulphur,  pot¬ 
ash,  metallurgical  grade  limestone,  chemical 
grade  limestone,  or  timber  recovered  from 
the  mineral  property,  or  timber  block,  as  the 
case  may  be,  during  the  taxable  year  by  the 
number  of  units  of  such  mineral  or  timber 
recovered  from  such  property  in  such  year.’ 

“(b)  By  inserting  immediately  after  .the 
words  ‘coal  mining  property’  in  subsection 
(b)  (2)  thereof  the  following:  *,  or  of  a 
sulphur,  potash,  metallurgical  grade  lime¬ 
stone,  or  chemical  grade  limestone  mineral 
property.’ 

“(c)  By  striking  out  so  much  of  subsection 
(b)  (4)  as  precedes  the  second  sentence  and 
inserting  in  lieu  thereof  the  following: 

“‘(4)  Certain  properties  not  in  operation 
during  normal  period:  For  any  taxable  year, 
the  nontaxable  income  from  exempt  excess 
output  of  a  metal  or  coal  mining  property, 
of  a  sulphur,  potash,  metallurgical  grade 
limestone,  or  chemical  grade  limestone  min¬ 
eral  property,  of  a  timber  block,  or  of  a 
natural  gas  property,  which  was  not  in  oper¬ 
ation  during  the  normal  period,  shall  be  an 
amount  equal  to  one-third  of  the  net  income 
for  such  taxable  year  (computed  with  the 
allowance  for  depletion)  from  such  property 
or  timber  block,  as  the  case  may  be’.” 

The  next  amendment  was,  on  page  316, 
after  line  16,  to  insert  a  new  section,  as 
follows : 

“Sec.  516.  Transition  from  war  production 
and  increase  in  peacetime  capac¬ 
ity. 

“(a)  In  general:  Part  I  of  subchapter  D 
of  chapter  1  is  hereby  amended  by  adding 
at  the  end  thereof  a  new  section  to  read  as 
follows : 

“  ‘Sec.  459.  Miscellaneous  provisions. 

*“(a)  Average  base  period  net  income— 
Transition  from  war  production  and  increase 
in  peacetime  capacity:  In  the  case  of  a  tax¬ 
payer  which  commenced  business  before 
January  1,  1940,  and  since  such  date  has  en¬ 
gaged  primarily  in  manufacturing,  the  tax¬ 
payer’s  average  base  period  net  income  de¬ 
termined  under  this  subsection  shall  be  the 
amount  computed  under  section  435  (e)  (2) 
(G)  (i)  and  (ii)  if— 

“‘(1)  The  adjusted  basis  for  determining 
gain  of  the  taxpayer’s  total  facilities  (as  de¬ 
fined  in  section  444  (d) )  as  of  the  first  day 
of  its  base  period  (when  added  to  the  total 
facilities  for  such  day  of  all  corporations 
with  which  the  taxpayer  has  the  privilege 
under  section  141  of  filing  a  consolidated 
return  for  its  first  taxable  year  under  this 
subchapter)  did  not  exceed  $10,000,000; 

“‘(2)  The  basis  (unadjusted)  for  deter¬ 
mining  gain  of  the  taxpayer’s  total  facilities 
(as  defined  in  sec.  444  (d))  on  the  last  day 
of  its  base  period  was  250  percent  or  more 
of  the  basis  (unadjusted)  for  determining 
gain  of  its  total  facilities  on  the  first  day  of 
its  base  period: 

“  '(3)  The  percentage  of  the  taxpayer’s  ag¬ 
gregate  gross  income  which  was  from  con¬ 
tracts  with  the  United  States  or  related  sub¬ 
contracts  or  both  was  (A)  at  least  70  percent 
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for  the  period  comprising  all  taxable  years  be¬ 
ginning  after  December  31,  1941,  and  ending 
before  January  1,  1946,  (B)  less  than  20  per¬ 
cent  for  the  period  comprising  all  taxable 
years  ending  after  December  31, 1945,  and  be¬ 
fore  January  1,  1950,  and  (C)  less  than  20 
percent  for  the  period  comprising  all  taxable 
years  ending  after  December  31,  1949,  and  be¬ 
ginning  before  July  1,  1950;  and 

‘“(4)  The  monthly  average  of  the  excess 
profits  net  income  of  the  taxpayer  (computed 
under  section  433  (b) )  (A)  for  all  taxable 
years  ending  with  or  within  the  last  24 
months  of  its  base  period,  and  (B)  for  the 
last  taxable  year  ending  before  the  first  day 
of  its  base  period,  are  each  300  percent  or 
more  of  such  monthly  average  for  all  taxable 
years  ending  with  or  within  the  first  24 
months  of  its  base  period.’ 

“(b)  Technical  amendments:  Section  435 

(c)  (relating  to  determination  of  average 
base  period  net  income)  is  hereby  amended 
as  follows : 

“(1)  By  inserting  immediately  after  *445 
or  446,’  the  following:  ‘or  any  subsection  of 
section  459.’ 

“(2)  By  inserting  immediately  after  ‘or 
under  such  section’  the  following:  ‘or  sub¬ 
section.’ 

The  next  amendment  was,  on  page  318, 
after  line  19,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  517.  Base  period  catastrophe. 

“Section  459,  as  added  by  section  516  of 
this  act,  is  hereby  amended  by  adding  after 
subsection  (a)  thereof  the  following  new 
subsection : 

“  ‘(b)  Base  period  catastrophe:  In  the  case 
of  a  taxpayer  which  was  engaged  through¬ 
out  its  base  period  primarily  in  manufac¬ 
turing,  if — 

“‘(1)  the  taxpayer  suffered  during  the 
last  36  months  of  its  base  period  a  catas¬ 
trophe  by  fire,  storm,  explosion,  or  other 
casualty  which  destroyed  or  rendered  inop¬ 
erative  a  production  facility  constituting  a 
complete  plant  or  plants  having  in  the  hands 
of  the  taxpayer  immediately  prior  to  the  ca¬ 
tastrophe  an  adjusted  basis  for  determining 
gains  equal  to  15  percent  or  more  of  the 
adjusted  basis  for  determining  gain  of  all 
the  taxpayers’  production  facilities  at  such 
time; 

“‘(2)  as  a  result  of  such  catastrophe  the 
taxpayer’s  normal  production  or  operation 
was  substantially  interrupted  for  a  period 
of  more  than  12  consecutive  months;  and 

‘“(3)  the  taxpayer,  prior  to  the  end  of 
Its  base  period,  replaced  such  production  fa¬ 
cility  with  a  production  facility  which  at 
the  end  of  its  base  period  had  in  its  hands 
an  adjusted  basis  for  determining  gain  not 
less  than  such  adjusted  basis  immediately 
prior  to  the  catastrophe  of  the  production 
facility  destroyed  or  rendered  inoperative, 
the  taxpayer’s  average  base  period  net  in¬ 
come  determined  under  this  subsection  shall 
be  an  amount  computed  under  section  435 

(d)  by  substituting  for  the  excess  profits  net 
income  for  each  month  in  the  taxable  year 
in  which  the  catastrophe  occurred  an 
amount  equal  to.  (A)  the  aggregate  of  the 
excess  profits  net  income  for  each  month 
(computed  under  section  435  (d)  (1)  in  the 
base  period  preceding  the  taxable  year  in 
which  the  catastrophe  occurred  (B)  divided 
by  the  number  of  such  preceding  base  period 
months.  The  taxpayer’s  average  base  period 
net  income  determined  under  this  subsec¬ 
tion  shall,  for  the  purpose  of  section  435  (a) 
(1)  (B) ,  be  considered  an  average  base  period 
net  income  determined  under  section  435 
(d)’.” 

The  next  amendment  was,  on  page  320, 
after  line  11,  to  insert  a  new  section,  as 
follows : 

“Sec.  518.  Consolidation  of  newspapers. 

“Section  459,  as  added  by  sections  516  and 
517  of  this  act,  is  hereby  amended  by  adding 


after  subsection  (b)  thereof  the  following 
new  subsection: 

“‘(c)  Consolidation  of  newspaper  opera¬ 
tions:  In  the  case  of  a  taxpayer  engaged  pri¬ 
marily  in  the  newspaper-publishing  business 
in  its  last  taxable  year  ending  before  July  1, 
1950,  the  taxpayer’s  average  base  period  net 
income  determined  under  this  subsection 
shall  be  the  amount  computed  under  section 
435  (e)  (2)  (but  computed  without  regard  to 
section  435  (e)  (2)  (G))  if — 

“‘(1)  After  the  close  of  the  first  half  of 
the  base  period  of  the  taxpayer  and  prior  to 
July  1,  1950,  the  taxpayer  consolidated  its 
mechanical,  circulation,  advertising,  and  ac¬ 
counting  operations  in  connection  with  its 
newspaper-publishing  business  with  such 
operations  of  another  corporation  engaged 
in  the  newspaper-publishing  business  in  the 
same  area; 

“‘(2)  The  taxpayer  establishes  to  the  sat¬ 
isfaction  of  the  Secretary  that,  during  the 
period  beginning  with  the  consolidation  and 
ending  with  the  close  of  the  first  taxable 
year  beginning  after  the  consolidation,  such 
consolidation  resulted  in  substantial  reduc¬ 
tions  in  the  amounts  which  would  otherwise 
have  been  paid  or  incurred  as  expenses  in  the 
conduct  of  the  operations  described  in  para¬ 
graph  (1); 

“  ‘(3)  The  total  deductions  of  the  taxpayer 
under  section  23,  computed  without  regard 
to  section  23  (s)  and  (bb),  for  the  first  tax¬ 
able  year  beginning  after  such  consolidation 
were  not  in  excess  of  80  percent  of  the  aver¬ 
age  of  such  deductions  for  the  two  taxable 
years  of  the  taxpayer  next  preceding  the  tax¬ 
able  year  in  which  such  consolidation  be¬ 
gan;  and 

“  ‘(4)  The  excess  profits  net  income  of  the 
taxpayer,  computed  as  provided  in  section 
433  (b),  for  the  first  taxable  year  of  the  tax¬ 
payer  beginning  after  such  consolidation  was 
125  percent  or  more  of  the  amount  deter¬ 
mined  under  section  435  (d)  (4). 

This  subsection  shall  not  be  applicable  to 
any  taxable  year  of  the  taxpayer  unless  the 
consolidation  described  in  paragraph  (1)  was 
continued  throughout  such  taxable  year.’  ” 

The  next  amendment  was,  on  page  322, 
after  line  3,  to  insert  a  new  section,  as 
follows : 

“Sec.  519.  Television  broadcasting  compa¬ 
nies. 

“Section  459,  as  added  by  sections  516  to 
51  of  this  act,  is  hereby  amended  by  adding 
after  subsection  (c)  thereof  the  following 
new  subsection: 

“‘(d)  Television  broadcasting  companies— 

’“  ( 1 )  In  general :  In  the  case  of  a  taxpayer 
engaged  in  the  business  of  television  broad¬ 
casting  throughout  a  period  beginning  before 
January  1,  1951,  and  ending  with  the  close 
of  the  taxable  year,  the  taxpayer’s  average 
base  period  net  income  determined  under 
this  subsection  shall  be  the  amount  com¬ 
puted  as  follows: 

“‘(A)  In  the  case  of  a  corporation  which 
at  the  close  of  its  base  period  was  engaged 
only  in  the  business  of  television  broadcast¬ 
ing,  an  amount  computed  by  multiplying  its 
total  assets  (as  defined  in  sec.  442  (f ) ) 
on  the  last  day  of  its  base  period  by  the  base 
period  rate  of  return  determined  under  sec¬ 
tion  447  (c)  for  the  industry  classification 
which  includes  radio  broadcasting. 

“  ‘(B)  In  the  case  of  a  corporation  which 
at  the  close  of  its  base  period  was  engaged 
only  in  the  business  of  television  broadcast¬ 
ing  and  radio  broadcasting,  an  amount  com¬ 
puted  by  multiplying  its  total  assets  (as  de¬ 
fined  in  section  442  (f))  on  the  last  day  of 
its  base  period  by  either  its  individual  rate 
of  return  (as  defined  in  paragraph  (2))  or 
by  the  base  period  rate  of  return  determined 
under  section  447  (c)  for  the  industry  classi¬ 
fication  which  includes  radio  broadcasting, 
whichever  rate  of  return  produces  the  greater 
average  base  period  net  Income  under  this 
subsection. 


*“(C)  In  the  case  of  a  corporation  which 
at  the  end  of  its  base  period  was  engaged 
in  the  business  of  television  and  in  another 
business  oi;  businesses,  an  amount  computed 
by  determining  its  average  base  net  income 
under  section  435  (d)  for  its  busineses  other 
than  television  broadcasting  and  other  than 
radio  broadcasting  (determined  without  re¬ 
gard  to  income,  deductions,  losses,  or  other 
items  from  such  television  and  radio  broad¬ 
casting  busineses),  and  by  adding  thereto 
an  amount  computed  under  subparagraph 
(B)  by  including  in  total  assets  only  such 
part  thereof  as  was  attributable  to  the  radio 
broadcasting  business,  if  any,  and  to  the 
television  broadcasting  business  on  the  last 
day  of  its  base  period. 

“‘(D)  In  the  case  of  a  corporation  which 
acquires  its  television  broadcasting  business 
after  the  close  of  its  base  period  and  before 
January  1,  1951,  an  amount  computed  by 
determining  its  average  "base  period  net  in¬ 
come  without  regard  to  this  subparagraph 
and  by  adding  thereto  an  amount  computed 
under  subparagraph  (B)  by  including  in 
total  assets  on  the  last  day  of  its  base  pe¬ 
riod  the  amount  (and  only  that  amount) 
which  would  be  included  with  respect  to  the 
television  business  if  the  television  business 
had  been  acquired  on  the  last  day  of  its  base 
period. 

The  Secretary  shall  by  regulations  prescribe 
the  rules  for  the  application  of  this  subsec¬ 
tion,  the  rules  for  the  computation  of  the 
taxpayer’s  net  capital  addition,  and  the  rules 
for  the  avoidance  of  duplication  in  any  case 
in  which  assets  included  in  computing  total 
assets  under  subparagraph  (B)  are  acquired, 
directly  or  indirectly,  through  the  use  of  as¬ 
sets  used  in  a  business  of  the  taxpayer  other 
than  radio  or  television  broadcasting  or,  in 
the  case  of  a  taxpayer  described  in  subpara¬ 
graph  (D) ,  through  the  use  of  assets  held  at 
any  time  during  its  base  period. 

“‘(2)  Individual  rate  of  return:  The  indi¬ 
vidual  rate  of  return  shall  be  computed  as 
follows : 

“‘(A)  By  determining  the  amount  of  the 
taxpayer’s  total  assets  (as  defined  in  sec. 
442  (f) )  attributable  to  the  business  of  radio 
broadcasting  for  the  last  day  of  each  month 
in  its  base  period. 

“‘(B)  By  computing  the  aggregate  of  the 
amounts  ascertained  under  subparagraph 
(A)  and  dividing  by  48. 

“  ‘(C)  By  computing  for  each  month  in  the 
base  period  the  excess  profits  net  income  of 
the  radio  broadcasting  business  (determined 
without  regard  to  income,  deductions,  losses, 
or  other  items  attributable  to  any  other 
business),  by  adding  such  amounts  for  all 
of  the  months  in  the  base  period,  and  by 
dividing  by  four. 

“  ‘(D)  By  dividing  the  amount  computed 
under  subparagraph  (C)  by  the  amount 
computed  under  subparagraph  (B). 

“‘(3)  Interest  adjustment:  In  any  case 
in  which  an  amount  is  computed  under 
paragraph  (1)  (A),  or  is  computed  under 
paragraph  (1)  (B)  by  the  use  of  a  base 
period  rate  of  return  determined  under  sec¬ 
tion  447  (c),  the  amount  so  computed  shall, 
for  the  purpose  of  this  subsection,  be  re¬ 
duced  by  an  amount  equal  to  the  total  in¬ 
terest  paid  or  incurred  by  the  taxpayer  for 
the  12  months  ending  with  the  close  of  its 
base  period,  and  in  the  case  of  any  amount 
determined  under  paragraph  (1)  (C)  or  (D) 
by  reference  to  paragraph  (1)  (B)  the 

amount  so  determined  shall  be  reduced  by 
such  portion  of  such  interest  as  the  total 
assets  determined  under  paragraph  (1)  (B) 
is  of  the  total  assets  of  the  taxpayer 
determined  under  section  442  (f)  for  the 
last  day  of  its  base  period. 

“‘(4)  Application  of  part  II:  The  Secre¬ 
tary  shall  prescribe  regulations  for  the  appli¬ 
cation  of  part  II  in  the  case  of  a  transaction 
described  in  section  461  (a)  involving  an 
acquiring  corporation  otherwise  entitled  to 
the  benefits  of  this  section’.’’ 
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The  next  amendment  was,  on  page  326, 
after  line  11,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  520.  Excess  profits  credit  based  on  in¬ 
come  in  connection  with  certain 
taxable  acquisitions. 

“(a)  General  rule:  Subchapter  D  (relating 
to  the  excess  profits  tax)  of  chapter  1  is 
hereby  amended  by  inserting  immediately 
following  section  472  the  following  new  part: 

“  ‘Part  IV — Excess  Profits  Credit  Based  on 
Income  in  Connection  With  Certain  Tax¬ 
able  Acquisitions  Occurring  Prior  to  De¬ 
cember  1,  1950 

“  ‘Sec.  474.  Excess  profits  credit  based  on  in¬ 
come — certain  taxable  acquisi¬ 
tions. 

‘“(a)  Definitions:  For  the  purpose  of  this 
part — 

“‘(1)  Purchasing  corporation:  The  term 
“purchasing  corporation”  means  a  coporation 
which,  before  December  1,  1950,  acquired— 
“  ‘(A)  All  or  substantially  all  of  the  proper¬ 
ties  (other  than  cash)  of  another  corpora¬ 
tion  or  of  a  partnership  in  a  transaction 
other  than  a  transaction  described  in  section 
461  (a);  or 

“‘(B)  Properties  of  another  corporation, 
in  a  transaction  other  than  a  transaction  de¬ 
scribed  in  section  461  (a),  if  (i)  such  proper¬ 
ties  constituted,  immediately  prior  to  the  ac¬ 
quisition,  all  of  the  properties  (other  than 
cash)  of  a  separate  business  of  such  other 
corporation  and  (ii)  all  or  substantially  all 
of  the  properties  (other  than  cash)  of  such 
other  corporation  were  transferred,  in  fur¬ 
therance  of  a  single  plan  of  complete  liquida¬ 
tion  for  such  other  corporation,  to  the  pur¬ 
chasing  corporation  and  to  one  or  more  other 
corporations:  or 

“  ‘(C)  Properties  from  a  corporation  solely 
as  paid-in  surplus  or  a  contribution  to  cap¬ 
ital  in  respect  of  voting  stock  owned  by  such 
corporation  if  such  properties  are  all  or  sub¬ 
stantially  all  of  the  properties  (other  than 
cash)  acquired  immediately  prior  thereto  by 
such  corporation  as  a  purchasing  corporation 
in  a  transaction  described  in  subparagraph 
(A)  or  (B). 

“  '(2)  Selling  corporation:  The  term  “sell¬ 
ing  corporation”  means  a  corporation  or  a 
partnership,  as  the  case  may  be,  properties  of 
which  were  acquired  in  a  transaction  de¬ 
scribed  in  subparagraph  (A)  or  (B)  of  para¬ 
graph  (1)  by  a  purchasing  corporation  or  by 
the  corporation  referred  to  in  subparagraph 
(C)  of  paragraph  (1). 

“‘(3)  Part  IV  transaction:  The  term  “part 
IV  transaction”  means  a  transaction  de¬ 
scribed  in  paragraph  (1). 

“‘(b)  Average  base  period  net  income  of 
purchasing  corporaiton:  The  average  base 
period  net  income  under  section  435  (d)  of 
a  purchasing  corporaiton  shall  be  determined 
by  computing  its  excess  profits  net  income 
either  with  or  without  reference  to  this  part, 
whichever  produces  the  lesser  tax  under  this 
subchapter  for  the  taxable  year  for  which  the 
tax  is  being  computed.  The  excess  profits 
net  income  of  such  purchasing  corporation, 
if  computed  under  this  part,  shall  be  the 
exess  profits  net  income  for  each  month  of 
such  purchasing  corporation’s  base  period  in¬ 
creased  or  decreased,  as  the  case  may  be,  by 
the  addition  or  reduction  resulting  from  in¬ 
cluding  the  excess  profits  net  income  (or 
deficit  therein)  for  such  month  properly  at¬ 
tributable  to  the  business  acquired  by  the 
purchasing  corporation  and  properly  alloca¬ 
ble  to  such  purchasing  corporation. 

“‘(c)  Limitations:  This  part  shall  apply 
only  if  each  of  the  following  conditions  is 
satisfied : 

“  ■  ( 1 )  Immediately  following  the  part  IV 
transaction  (or  the  last  such  transaction  de- 
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scribed  in  subsection  (a)  (1)  (B)),  the  sell¬ 
ing  corporation  discontinued  all  business 
activities  and  was  completely  liquidated  in  a 
transaction  other  than  a  transaction  de¬ 
scribed  in  section  461  (a). 

“*(2)  During  so  much  of  the  base  period 
of  the  purchasing  corporation  and  of  the 
period  thereafter  as  preceded  the  part  IV 
transaction,  the  properties  acquired  in  the 
part  IV  transaction  were  substantially  all  of 
the  properties  (other  than  cash)  which  were 
used  by  the  selling  corporation,  or  by  a  com¬ 
ponent  corporation  (as  defined  in  section 
461  (b)i  of^uch  selling  corporation,  in  the 
operation  of  the  business  the  assets  of  which 
were  acquired  by  the  purchasing  corporation. 
For  the  purpose  of  this  paragraph,  if  the 
business  in  the  hands  of  both  the  selling 
corporation  and  the  purchasing  corporation 
was  operated  under  a  substantially  identical 
franchise  or  license,  granted  by  the  same  per¬ 
son,  such  franchise  or  license  shall  be  deemed 
acquired  by  the  purchasing  corporation  from 
the  selling  corporation. 

“‘(3)  The  business  acquired  in  the  part 
IV  transaction  was  operated  by  the  purchas¬ 
ing  corporation  from  the  date  of  such  trans¬ 
action  to  the  end  of  the  taxable  year. 

“  ‘(d)  Special  rule:  For  the  purpose  of  sub¬ 
section  (c)  (1)  (C),  in  determining  whether 
property  is  acquired  solely  as  paid-in  surplus 
or  a  contribution  to  capital  in  respect  of 
voting  stock,  the  assumption  by  the  purchas¬ 
ing  corporation  of  a  liability  of  the  trans¬ 
ferring  corporation,  or  the  fact  that  the 
property  acquired  is  subject  to  a  liability, 
shall  be  disregarded. 

“‘(e)  Regulations:  The  Secretary  shall  by 
r  gulations  prescribe  the  rules  (consistent 
with  the  principles  of  part  II)  for  the  appli¬ 
cation  of  this  part  to  the  parties  to  a  part 
IV  transaction,  including  rules  for  the  appli¬ 
cation  under  this  part  of  the  principles  de¬ 
scribed  in  section  462  (j)  (1)  and  the  other 
provisions  of  part  II  relating  to  the  preven¬ 
tion  of  duplication,  rules  for  the  proper 
application  to  the  parties  to  a  part  IV  trans¬ 
action  of  the  provisions  of  this  subchapter 
relating  to  capital  changes,  and  rules  for  the 
determination  of  the  amount  of  excess 
profits  net  income  (or  deficit  therein)  at¬ 
tributable  to  the  business  acquired  by  a  pur¬ 
chasing  corporation  ^n  a  part  IV  transaction 
and  properly  allocable  to  such  purchasing 
corporation.’ 

“(b)  Technical  amendments. — 

“(1)  Section  435  (a)  (3)  (relating  to 

amount  of  excess  profits  credit)  is  hereby 
amended  by  inserting  before  the  period  at 
the  end  thereof  the  following:  *,  and  in  the 
case  of  certain  taxable  acquisitions,  see  part 
IV  of  this  subchapter.’ 

“(2)  Section  462  (b)  (relating  to  the 

method  of  recomputation  of  excess  profits 
net  income  of  an  acquiring  corporation)  is 
hereby  amended  by  adding  at  the  end  there¬ 
of  the  following  new  paragraph: 

“  ‘(4)  The  Secretary  shall  provide  by  regu¬ 
lations  for  the  application  of  this  subsection 
in  any  case  in  which  a  purchasing  corpora¬ 
tion,  as  defined  in  part  IV,  is  the  component 
corporation.’  ” 

On  page  331,  after  line  8,  to  insert  a  new 
section,  as  follows: 

“Sec.  521.  Effective  date  of  title  V. 

“Except  as  otherwise  provided  in  section 
510,  the  amendments  made  by  this  title 
shall  be  applicable  only  with  respect  to  tax¬ 
able  years  ending  after  June  30,  1950.” 

The  next  amendment  was,  on  page  331, 
line  13,  in  the  heading,  after  the  word 
“Title”,  to  strike  out  “V”  and  insert  “VI.” 

The  next  amendment  was,  on  page  331, 
line  15,  to  change  the  section  number  from 
“501”  to  “601.” 

The  next  amendment  was,  on  page  332, 
after  line  9,  to  strike  out; 


“Sec.  502.  Excess  profits  credit  based  on  in¬ 
come. 

“(a)  Percentage  of  average  base  period  net 
Income  taken  into  account. — 

“(1)  In  general:  Paragraph  (1)  (A),  and 
paragraph  (2),  of  section  435  (a)  (relating 
to  excess  profits  credit  based  on  income) 
are  each  amended  by  striking  out  ‘85  per¬ 
cent’  and  inserting  in  lieu  thereof  ‘75  per¬ 
cent.’ 

“(2)  Taxable  years  beginning  before  Jan¬ 
uary  1,  1951,  and  ending  after  December 
31,  1950:  Section  435  (a)  is  hereby  amended 
by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“  ‘(4)  Taxable  years  beginning  in  1950  and 
ending  in  1951:  In  the  case  of  a  taxable  year 
beginning  before  January  1,  1951,  and  end¬ 
ing  after  December  31,  1950,  there  shall  be 
used,  for  the  purposes  of  paragraph  (1)  (A) 
and  paragraph  (2),  in  lieu  of  85  percent  of 
the  average  base  period  net  income,  an 
amount  equal  to  the  sum  of — 

“‘(A)  that  portion  of  an  amount  equal 
to  85  percent  of  the  average  base  period  net 
income  which  the  number  of  days  in  such 
taxable  year  prior  to  January  1,  1951,  bears 
to  the  total  number  of  days  in  such  taxable 
year,  plus 

“  ‘(B)  that  portion  of  an  amount  equal  to 
75  percent  of  the  average  base  period  net 
income  which  the  number  of  days  in  such 
taxable  year  after  Decmbr  31,  1950,  bears 
to  the  total  number  of  days  in  such  taxable 
year.’ 

“(b)  Effective  date:  The  amendments 
made  by  subsection  (a)  shall  be  applicable 
only  with  respect  to  taxable  years  ending 
after  December  31,  1950.” 

The  next  amendment  was,  on  page  333, 
after  line  16,  to  insert  a  new  section,  as 
follows: 

“Sec.  602.  Foreign  estate  tax  credit. 

“(a)  Credit  against  basic  estate  tax:  Sec¬ 
tion  813  (relating  to  credits  against  estate 
tax)'  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 
“‘(c)  Same — Paid  to  foreign  countries.— 
“  '(1)  In  general:  The  tax  imposed  by  sec¬ 
tion  810  shall  be  credited  with  the  amount 
of  any  estate,  inheritance,  legacy,  or  succes¬ 
sion  taxes  actually  paid  to  any  foreign  coun¬ 
try  in  respect  of  any  property  situated  with¬ 
in  such  foreign  country  and  included  in  the 
gross  estate  (not  including  any  such  taxes 
paid  with  respect  to  the  estate  of  a  person 
other  than  the  decedent).  If  the  decedent 
at  the  time  of  his  death  was  not  a  citizen 
of  the  United  States,  credit  shall  not  be 
allowed  under  this  subsection  unless  the  for¬ 
eign  country  of  which  such  decedent  was  a 
citizen  or  subject,  in  imposing  such  taxes, 
allows  a  similar  credit  in  the  case  of  a  citi¬ 
zen  of  the  United  States  resident  in  such 
country.  The  determination  of  the  country 
within  which  property  is  situated  shall  be 
made  in  accordance  with  the  rules  applicable 
under  part  III  of  this  subchapter  in  deter¬ 
mining  whether  property  is  situated  within 
or  without  the  United  States. 

“‘(2)  Limitations  on  credit:  The  credit 
provided  in  this  subsection  with  respect  to 
such  taxes  paid  to  any  foreign  country — - 
“‘(A)  shall  not  exceed  an  amount  which 
bears  the  same  ratio  to  the  taxes  actually 
paid  to  such  foreign  country  as  the  value 
of  property  which  is — 

“‘(i)  situated  within  such  foreign  coun¬ 
try, 

“‘(ii)  subjected  to  the  taxes  of  such  for¬ 
eign  country,  and 

“‘(iii)  included  in  the  gross  estate 
bears  to  the  value  of  all  property  subjected 
to  the  taxes  of  such  foreign  country;  and 
“‘(B)  shall  not  exceed  an  amount  which 
bears  the  same  ratio  to  the  tax  imposed  by 
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section  810  (after  deducting  from  such  tax 
the  credits  provided  by  subsecs,  (a)  and 

(b)  of  this  section)  as  the  value  of  property 
■which  is — 

"  * (i)  situated  within  such  foreign  coun¬ 
try, 

"  ‘ (ii)  subjected  to  the  taxes  of  such  for¬ 
eign  country,  and 

“‘(iii)  included  in  the  gross  estate 
bears  to  the  value  of  the  entire  gross  estate 
reduced  by  the  aggregate  amount  of  the  de¬ 
ductions  allowed  under  subsections  (c),  (d), 
and  (e)  of  section  812. 

“‘(3)  Valuation  of  property: 

“‘(A)  The  values  referred  to  in  the  ratio 
stated  in  paragraph  (2)  (A)  are  the  values 
determined  for  the  purposes  of  the  taxes  im¬ 
posed  by  such  foreign  country. 

‘“(B)  The  values  referred  to  in  the  ratio 
stated  in  paragraph  (2)  (B)  are  the  values 
determined  under  this  chapter;  but,  in  ap¬ 
plying  such  ratio,  the  value  of  any  prop¬ 
erty  described  in  clauses  (i),  (ii),  and  (iii) 
thereof  shall  be  reduced  by  such  amount  as 
will  properly  reflect,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  the 
deductions  allowed  in  respect  of  such  prop¬ 
erty  under  subsections  (c),  (d),  and  (e)  of 
section  812. 

‘“(4)  Proof  of  credit:  The  credits  pro¬ 
vided  in  this  subsection  and  in  section  936 

(c)  shall  be  allowed  only  if  the  taxpayer 
establishes  to  the  satisfaction  of  the  Secre¬ 
tary  (A)  the  amount  of  taxes  actually  paid 
to  the  foreign  country,  (B)  the  amount  and 
date  of  each  payment  thereof,  (C)  the  de¬ 
scription  and  value  of  the  property  in  re¬ 
spect  of  which  such  taxes  are  imposed,  and 
(D)  all  other  information  necessary  for  the 
verification  and  computation  of  the  credits. 

“‘(5)  Period  of  limitation:  The  credits 
provided  in  this  subsection  and  in  section 
936  (c)  shall  be  allowed  only  for  such  taxes 
as  were  actually  paid  and  credit  therefor 
claimed  within  4  years  after  the  filing  of  the 
return  required  by  section  821,  except 
that — 

“  ‘(A)  If  a  petition  for  redetermination 
of  a  deficiency  has  been  filed  with  the  Tax 
Court  of  the  United  States  within  the  time 
prescribed  in  section  871,  then  within  such 
4-year  period  or  before  the  expiration  of  60 
days  after  the  decision  of  the  Tax  Court 
becomes  final. 

“  ‘(B)  If,  under  section  822  (a)  (2)  or  sec¬ 
tion  871  (h),  an  extension  of  time  has  been 
granted  for  payment  of  the  tax  shown  on  the 
return,  or  of  a  deficiency,  then  within  such 
4-year  period  or  before  the  date  of  the  ex¬ 
piration  of  the  period  of  the  extension. 
Refund  based  on  such  credits  may  (despite 
the  provisions  of  sections  910  to  912,  inclu¬ 
sive)  be  made  if  claim  therefor  is  filed  with¬ 
in  the  period  above  provided.  Any  such  re¬ 
fund  shall  be  made  without  interest.’ 

“(b)  Credit  against  additional  estate  tax: 
Section  936  (relating  to  credits  against  estate 
tax)  is  hereby  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“‘(c)  Estate,  etc.,  taxes  paid  to  foreign 
countries : 

“  ‘(1)  In  general:  In  the  case  of  the  estate 
of  a  citizen  or  resident  of  the  United  States, 
the  tax  imposed  by  section  935  shall  be  cred¬ 
ited  with  the  amount  of  any  estate,  inheri¬ 
tance,  legacy,  or  succession  taxes  actually 
paid  to  any  foreign  country  in  respect  of  any 
property  situated  within  such  foreign  coun¬ 
try  and  included  in  the  gross  estate  (not  in¬ 
cluding  any  such  taxes  paid  with  respect  to 
the  estate  of  a  person  other  than  the  dece¬ 
dent).  If  the  decedent  at  the  time  of  his 
death  was  not  a  citizen  of  the  United  States, 
credit  shall  not  be  allowed  under  this  sub¬ 
section  unless  the  foreign  country  of  which 
such  decedent  was  a  citizen  or  subject,  in 
Imposing  such  taxes,  allows  a  similar  credit 
in  the  case  of  a  citizen  of  the  United  States 
resident  in  such  country.  The  determination 
oi  the  country  within  which  property  is  sit¬ 


uated  shall  be  made  in  accordance  with  the 
rules  applicable  under  part  III  of  subchap¬ 
ter  A  in  determining  whether  property  is 
situated  within  or  without  the  United  States. 

“‘(2)  Limitations  on  credit:  The  credit 
provided  in  this  subsection  with  respect  to 
such  taxes  paid  to  any  foreign  country — 

“  ‘(A)  shall  not  exceed  the  amount  by 
which  such  taxes  paid  to  the  foreign  country 
exceed  the  amount  of  the  credit  allowed 
therefor  under  section  813  (c) ;  and 

“‘(B)  shall  not  exceed  an  amount  which 
bears  the  same  ratio  to  the  tax  imposed  by 
section  935  (after  deducting  from  such  tax 
the  credit  provided  by  subsection  (b)  of  this 
section)  as  the  value  of  property  which  is— 
“  ‘  ( i )  situated  within  such  foreign  country, 
“‘(ii)  subjected  to  the  taxes  of  such  for¬ 
eign  country,  and 

“  ‘(iii)  included  in  the  gross  estate 
bears  to  the  value  of  the  entire  gross  estate 
reduced  by  the  aggregate  amount  of  the  de¬ 
ductions  allowed  under  subsections  (c),  (d), 
and  (e)  of  section  812. 

“‘(3)  Same — Special  rules: 

“‘(A)  For  the  purposes  of  paragraph  (2) 
(A),  “such  taxes  paid  to  the  foreign  coun¬ 
try”  shall  be  an  amount  which  bears  the 
same  ratio  to  the  taxes  actually  paid  to  such 
foreign  country  as  the  value  of  property 
which  is — 

“  ‘(i)  situated  within  such  foreign  country, 
“'(ii)  subjected  to  the  taxes  of  such  for¬ 
eign  country,  and 

“‘(iii)  included  in  the  gross  estate 
bears  to  the  value  of  all  property  subjected 
to  the  taxes  of  such  foreign  country.  The 
values  referred  to  in  this  ratio  are  the  values 
determined  for  the  purposes  of  the  taxes 
imposed  by  such  foreign  country. 

“‘(B)  The  values  referred  to  in  the  ratio 
stated  in  paragraph  (2)  (B)  are  the  values 
determined  under  this  chapter;  but,  in  ap¬ 
plying  such  ratio,  the  value  of  any  property 
described  in  clauses  (i),  (ii),and  (iii)  there¬ 
of  shall  be  reduced  by  such  amount  as  will 
properly  reflect,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary,  the  deduc¬ 
tions  allowed  in  respect  of  such  property 
under  subsections  (c),  (d),  and  (e)  of  sec¬ 
tion  812. 

“‘(4)  Proof  of  credit: 

“  ‘For  provisions  relating  to  proof  of  credit, 
see  section  813  (c)  (4). 

“‘(5)  Period  of  limitation: 

“  ‘For  provisions  relating  to  period  of  limi¬ 
tation  on  claiming  of  credit  or  refund  based 
thereon  and  nonpayment  of  interest  on  re¬ 
fund,  see  section  813  (c)  (5).’ 

“(c)  Reversionary  or  remainder  interest: 
Section  927  (relating  to  credit  for  State  death 
taxes)  is  hereby  amended  to  read  as  fol¬ 
lows: 

"  ‘Sec.  927.  Credit  for  death  taxes. 

“  ‘Such  part  of  any  estate,  inheritance, 
legacy,  or  succession  taxes  allowable  as  a 
credit  under  section  813  (b)  or  (c)  against 
the  tax  imposed  by  this  subchapter,  or  under 
section  936  (c)  against  the  tax  imposed  by 
subchapter  B,  as  is  attributable  to  such 
reversionary  or  remainder  interest  may  be 
allowed  as  a  credit  against  the  tax  attributa¬ 
ble  to  such  interest,  subject  to  the  limitations 
on  the  amount  of  credit  contained  in  such 
sections,  if  such  part  is  paid,  and  credit 
therefor  claimed,  at  any  time  prior  to  the 
expiration  of  60  days  after  the  termination 
of  the  precedent  interest  or  interests  in  the 
property.’ 

“(d)  Extension  of  period  of  limitations, 
etc.,  in  case  of  recovery  of  taxes  claimed  as 
credit:  Section  874  (b)  (relating  to  excep¬ 
tions  to  general  rule  as  to  period  of  limita¬ 
tion  upon  assessment  and  collection  of 
estate  tax)  is  hereby  amended  by  inserting 
at  the  end  thereof  the  following  new  para¬ 
graph: 

“  ‘(3)  Recovery  of  taxes  claimed  as  credit: 
If  any  tax  claimed  as  a  credit  under  section 


813  (b)  or  (c)  or  section  936  (c)  is  recovered 
from  any  foreign  country,  any  State,  any 
Territory  or.  possession  of  the  United  States, 
or  the  District  of  Columbia,  the  executor,  or 
any  other  person  or  persons  recovering  such 
amount,  shall  give  notice  of  such  recovery  to 
the  Secretary  at  such  time  and  in  such  man¬ 
ner  as  may  be  required  by  regulations  pre¬ 
scribed  by  him,  and  the  Secretary  shall  re¬ 
determine  the  amount  of  the  tax  under  this 
chapter  and  the  amount,  if  any,  of  the  tax 
due  upon  such  redetermination,  shall  be  paid 
by  the  executor  or  such  person  or  persons, 
as  the  case  may  be,  upon  notice  and  de¬ 
mand.’ 

“(e)  Effective  date:  The  amendments 
made  by  this  section  shall  be  applicable 
with  respect  to  estates  of  decedents  dying 
after  the  date  of  the  enactment  of  this  act.” 

The  next  amendment  was,  on  page  342, 
line  1,  to  change  the  section  number  from 
“503”  to  “603.” 

The  next  amendment  was,  on  page  343, 
after  line  3,  to  insert  a  new  section,  as 
follows : 

“Sec.  604.  Estate  tax  exemption  for  works  of 
art  loaned  by  nonresident  aliens. 

“(a)  Amendment  of  section  863  (c) :  Sec¬ 
tion  863  (c)  (relating  to  exemption  of  works 
of  art  loaned  by  nonresident  aliens)  is  here¬ 
by  amended  to  read  as  follows: 

“  ‘(c)  Works  of  art  on  loan  for  exhibition: 
Works  of  art  owned  by  a  nonresident  not  a 
citizen  of  the  United  States  (1)  imported 
into  the  United  States  solely  for  exhibition 
purposes,  (2)  loaned  for  such  purposes  to  a 
public  gallery  or  museum,  no  part  of  the  net 
earnings  of  which  inure  to  the  benefit  of 
any  private  stockholder  or  individual,  and 
(3)  at  the  time  of  the  death  of  the  owner,  on 
exhibition,  or  en  route  to  or  from  exhibition, 
in  such  a  public  gallery  or  museum.’ 

“(b)  Effective  date:  The  amendment  made 
by  this  section  shall  be  applicable  only  with 
respect  to  estates  of  decedents  dying  after 
the  date  of  the  enactment  of  this  act.” 

On  page  343,  after  line  20,  to  insert  a  new 
section,  as  follows: 

“Sec.  605.  Exemption  from  additional  estate 
tax  of  members  of  Armed  Forces 
upon  death. 

“Section  939  (relating  to  the  estate-tax 
treatment  of  certain  members  of  the  Armed 
Forces)  is  hereby  amended  as  follows: 

“(1)  By  inserting  before  the  first  sentence 
thereof  the  following: 

“‘(a)  Deaths  after  December  6,  1941,  and 
before  January  1,  1947. — .’ 

“(2)  By  adding  at  the  end  thereof  the 
following : 

‘“(b)  Deaths  after  June  24,  1950,  and  be¬ 
fore  January  1,  1954:  The  tax  imposed  by 
section  935  shall  not  apply  to  the  transfer 
of  the  net  estate  of  a  citizen  or  resident  of 
the  United  States  dying  after  June  24,  1950, 
and  before  January  1,  1954,  while  in  active 
service  as  a  member  of  the  Armed  Forces  of 
the  United  States,  if  such  decedent — 

“  ‘(1)  was  killed  in  action  while  serving  in 
a  combat  zone,  as  determined  under  section 
22  (b)  (13);  or 

“‘(2)  died  as  a  result  of  wounds,  disease, 
or  injury  suffered,  while  serving  in  a  combat 
zone  (as  determined  under  section  22  (b) 
(13))  and  while  in  line  of  duty,  by  reason 
of  a  hazard  to  which  he  was  subjected  as  an 
incident  of  such  service.’  ” 

The  next  amendment  was,  on  page  344, 
after  line  18,  to  insert  a  new  section,  as 
follows : 

“Sec.  606.  Transfers  conditioned  upon  survi¬ 
vorship. 

“In  the  case  of  property  transferred  by  a 
decedent  dying  after  March  18,  1937,  and 
before  February  11,  1939,  the  determination 
of  whether  such  property  is  to  be  included 
in  his  gross  estate  under  section  302  (c)  of 
the  Revenue  Act  of  1926  (44  Stat.  70)  as  a 
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transfer  intended  to  take  effect  in  posses¬ 
sion  or  enjoyment  at  or  after  his  death  shall 
be  made  in  conformity  with  Treasury  Regu¬ 
lations  in  force  at  the  time  of  his  death.” 

The  next  amendment  was,  on  page  345, 
after  line  2,  to  insert  a  new  section,  as 
follows : 

‘‘Sec.  607.  Transfers  with  income  reserved. 

“Section  7  (b)  of  the  act  entitled  ‘An  act 
to  amend  certain  provisions  of  the  Internal 
Revenue  Code,’  approved  October  25,  1949 
(63  Stat.  895),  is  hereby  amended  by  strik¬ 
ing  out  ‘January  1,  1950’  and  inserting  in 
lieu  thereof  ‘January  1,  1951’.” 

The  next  amendment  was,  on  page  345, 
after  line  8,  to  insert  a  new  section,  as 
follows : 

“Sec.  608.  Transfers  taking  effect  at  death. 

“Effective  with  respect  to  estates  of  de¬ 
cedents  dying  after  February  10,  1939,  section 
7  (b)  of  the  act  entitled  ‘An  act  to  amend 
certain  provisions  of  the  Internal  Revenue 
Code,’  approved  October  25,  1949  (63  Stat. 
895),  is  hereby  amended  by  striking  out  the 
word  ‘sentence’  and  inserting  in  lieu  thereof 
‘two  sentences’  and  by  inserting  immediately 
preceding  the  last  sentence  thereof  the  fol¬ 
lowing  sentence:  ‘The  provisions  of  section 
811  (c)  (1)  (C)  of  such  code  shall  not  apply 
to  a  transfer  made  prior  to  September  8, 
1916.’  The  provisions  of  section  7  (c)  of 
such  act,  as  amended,  shall  not  apply  to  an 
overpayment  resulting  from  the  application 
of  this  section.” 

The  next  amendment  was,  on  page  345, 
after  line  21,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  609.  Reversionary  interests  in  case  of 
life  insurance. 

“If  refund  or  credit  of  any  overpayment  re¬ 
sulting  from  the  application  of  section  503 
of  the  Revenue  Act  of  1950  is  prevented  on 
the  date  of  the  enactment  of  this  act, 
or  within  1  year  from  such  date,  by  the  opera¬ 
tion  of  any  law  or  rule  of  law  (other  than 
sec.  3760  of  the  Internal  Revenue  Code,  re¬ 
lating  to  closing  agreements,  and  other  than 
sec.  3761  of  such  code,  relating  to  com¬ 
promises),  refund  or  credit  of  such  overpay¬ 
ment  may,  nevertheless,  be  made  or  allowed 
if  claim  therefor  is  filed  within  1  year  from 
the  date  of  enactment  of  this  act.” 

The  next  amendment  was,  on  page  346, 
after  line  8,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  610.  Income  pursuant  to  award  of  In¬ 
terstate  Commerce.  Commission. 

“Notwithstanding  section  42  of  the  In¬ 
ternal  Revenue  Code,  amounts  received,  pur¬ 
suant  to  an  award  under  the  order  issued 
under  the  Railway  Mail  Pay  Act  of  1916  by 
the  Interstate  Commerce  Commission  on 
December  4,  1950,  as  compensation  for  the 
transportation  of  mail  during  1950  and  prior 
years  shall  be  deemed  to  be  income  which 
accrued  in  the  taxable  years  in  which  the 
services  to  which  such  compensation  relates 
were  rendered.  Notwithstanding  section  292 
of  such  code,  no  interest  shall  be  assessed 
or  collected  for  any  period  prior  to  July  1, 
1951,  with  respect  to  that  part  of  any  de¬ 
ficiency  which  the  Secretary  determines  to 
be  attributable  to  the  inclusion  of  income 
in  a  taxable  year  by  reason  of  the  applica¬ 
tion  of  this  section.  Any  deficiency  attribu¬ 
table  to  the  inclusion  of  income  in  any  tax¬ 
able  year  by  reason  of  the  application  of  this 
section  may  be  assessed  at  any  time  prior 
to  the  expiration  of  the  period  for  assess¬ 
ment  with  respect  to  the  taxable  year  of  the 
taxpayer  which  includes  December  4,  1950, 


notwithstanding  the  provisions  of  section  275 
of  the  Internal  Revenue  Code  or  any  other 
provision  of  law  or' rule  of  law  which  would 
otherwise  prevent  such  assessment.” 

The  next  amendment  was,  on  page  347,  , 
after  line  6,  to  insert  a  new  section,  as  fol-  • 
lows: 

“Sec.  611.  Credit  in  prior  taxable  years  for  j 
dividends  received  on  preferred  j 
stock  of  a  public  utility. 

“In  the  case  of  taxable  years  beginning  be-  j 
fore  April  1,  1951,  any  reference  in  section  15  ; 
(a)  , or  26  (b)  of  the  Internal  Revenue  Code  ' 
to  dividends  received  on  the  preferred  stock 
of  a  public  utility  shall  be  construed  as  re¬ 
ferring  only  to  dividends  received  on  the 
preferred  stock  of  a  public  utility  with  re¬ 
spect  to  which  the  credit  provided  in  section 
26  (h)  of  such  Code  for  dividends  paid  was 
allowable.” 

The  next  amendment  was,  on  page  347, 
after  line  17,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  612.  Consolidated  returns — includible 
corporation. 

“If  an  affiliated  group  making  a  consoli¬ 
dated  return  with  respect  to  the  first  taxable 
year  of  the  group  ending  after  June  30, 
1950,  included  a  corporation  described  in  sec¬ 
tion  454  (f)  of  the  Internal  Revenue  Code 
pursuant  to  the  consent  provided  in  section  j 
141  (e)  (7)  of  sdch  code,  such  corporation 
may  withdraw  such  consent  at  any  time  j 
within  90  days  after  the  enactment  of  this  ' 
act.  If  such  consent  is  withdrawn  under  the  f 
preceding  sentence,  the  tax  liability  of  the 
affiliated  group  and  its  several  members  for 
the  taxable  year  shall  be  determined,  as-  : 
sessed,  and  collected  as  if  such  corporation  ] 
had  never  joined  in  the  making  of  the  con-  f 
solidated  return.”  * 

The  next  amendment  was,  on  page  348,  ; 
after  line  5,  to  insert  a  new  section,  as  fol¬ 
lows: 

“Sec.  613.  Time  for  performing  certain  acts  { 
postponed  in  case  of  China  ) 
Trade  Act  corporations. 

“Section  3805  (relating  to  postponement  of  f 
income  tax  due  dates  in  the  case  of  China  { 
Trade  Act  corporations)  is  hereby  amended  ; 
to  read  as  follows : 

“  ‘Sec.  3805.  Income  tax  due  dates  postponed 
in  case  of  China  Trade  Act  • 
corporations. 

“  ‘In  the  case  of  any  taxable  year  beginning 
after  December  31,  1948,  and  ending  before 
October  1,  1953,  no  Federal  income  tax  re-  f 
turn  of,  or  payment  of  any  Federal  income 
tax  by,  any  corporation  organized  under  the 
China  Trade  Act  of  1922  (42  Stat.  849,  U.  S.  C., 
title  15,  ch.  4),  as  amended,  shall  become 
due  until  December  31,  1953,  but  only  with 
respect  to  any  such  corporation  and  any  such  5 
taxable  year  which  the  Secretary  may  deter¬ 
mine  reasonable  under  the  circumstances  in 
China  pursuant  to  such  regulations  as  he 
may  prescribe.  Such  due  date  shall  be  sub¬ 
ject  to  the  power  of  the  Secretary  to  extend 
the  time  for  filing  such  return  or  paying 
such  tax,  as  in  other  cases.’  ” 

The  next  amendment  was,  at  the  top  of 
page  349,  to  insert  a  new  section,  as  follows: 

“Sec.  614.  Treaty  obligations. 

“No  amendment  made  by  this  act  shall 
apply  in  any  case  where  its  application  would 
be  contrary  to  any  treaty  obligation  of  the 
United  States.” 

The  next  amendment  was,  on  page  349, 
line  5,  to  change  the  section  number  from 
“504”  to  “615.” 
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SESSION 

On  request  of  Mr.  Holland  (fof  Mr. 
H^lender),  the  Committee  on  Agricul¬ 
ture  and  Forestry  was  authorized  to 
m^et  during  the  sessions  of  the  Senate 
on\Thursday  and  Friday  of  the  present 
vsfe 

MAYBANK.  Mr.  President,  I 
merely  wish  to  state  for  the  Recorj>  that 
in  vi^w  of  the  unanimous  consent  pre¬ 
viously  given  to  the  Banking  an4  Cur¬ 
rency  Committee  to  meet  tomorrow  dur¬ 
ing  thd  session  of  the  Senate,  ip.  order 
to  writs  up  certain  sections  of  ithe  De¬ 
fense  Production  Act,  the  coinmittee 
will  medt  at  that  time,  in  accordance 
with  thai  permission. 

RECOGNITION  OF  CONGRESSIONAL  CON¬ 
TROL  OF  APPROPRIATIONS 

Mr.  KN3WLAND.  Mr.  President,  in 
the  New  York  Times  for  today,  Sep¬ 
tember  19,  appears  an  article  entitled 
“New  Arms  Deficit  Barred  by  Snyder,” 
by  Felix  Beladr,  Jr.  I  wish  to  call  the 
article  to  the  attention  of  all  Members 
of  the  Senate.  I  shall  not<read  the  entire 
article  into  the  Record  at  this  time,  but 
I  desire  to  read  a  portion  of  the  article 
which  relates  to  the  position  taken  by 
John  Snyder,  Secretary  of  the  Treasury 
of  the  United  States. 

I  read  the  following'  from  the  article: 

Mr.  Snyder  has  displayed  Impatience  only 
when,  in  discussions  of  “burden-sharing” 
among  the  member  countries,  it  has  been 
pointed  out  that  a  repqrt  from  treaty  organi¬ 
zation’s  financial  and'  economic  board  sug¬ 
gested  that  “ability  Ijo  pay”  should  be  con¬ 
sidered  in  attempting  :to;  apportion  the  United 
States’  share.  \ 

Only  the  people  of  the  United  States  can 
decide  the  question;  of  t^elr  “ability  to  pay” 
for  helping  to  rearm  the  free  world,  the  Sec¬ 
retary  maintains,  and  anybody  short  of 
Congress  that  attempts  to  anticipate  that 
decision  may  be  due’ for  $  sad  awakening. 
He  believes  that  Congress  has  given  the  only 
answer  to  the  question  for  the  time  being  by 
setting  the  new,  income-tax  lates. 

Mr.  President,  I  think  that  is  a  very 
refreshing  statement  on  the  part  of  a 
responsible  official  in  the  executive 
branch  of  our  Government,  who  recog¬ 
nizes  that  the  policy-deterriiining  body 
for  the  United  States,  insofat  as  appro¬ 
priations  are  concerned,  is  the  Congress 
of  the  United  States.  \ 

I  trust  that  some  of  his  colleagues  in 
the,  executive  branch  of  the  Govern¬ 
ment  will  read  Mr.  Snyder’s  statement 
and  will  read  the  article  to  whi6h  I  am 
referring  at  this  time,  which  relates  to 
Mr.  Snyder’s  statements;  and  I  believe 
Mr.  Snyder  will  have  the  approval  of 
the  Members  of  the  Congress. 

I  think  Mr.  Snyder  was  amply  justi¬ 
fied  in  making  that  very  clear  statement 
to  the  representatives  of  the  foreign 
powers,  who  now  are  meeting  in  Ottawa. 

In  connection  with  the  remarks  I  have 
just  made,  I  wish  to  call  the  attention 
of  the  Members  of  the  Senate  to  the 
debate  which  occurred  on  August  30, 
1951,  relative  to  the  foreign-aid  bill,  and 
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to  the  remarks  I  made  at  that  time,  as 
they  appear  on  pages  11055  to  11057  of 
the  Congressional  Record.  During  that 
discussion  I  placed  in  the  Record  the 
figures  as  to  what  the  United  States  was 
doing  in  the  way  of  the  percentage  of 
its  total  budget  which  goes  to  defense 
needs;  and  I  also  placed  in  the  Record 
the  figures  on  the  percentage  of  our  na¬ 
tional  income  which  we  are  devoting  to 
defense  purposes,  as  compared  with  the 
expenditures  of  certain  other  countries 
in  connection  with  the  defense  program. 

I  hope  the  representatives  of  foreign 
countries  who  are  gathered  at  Ottawa 


will  pay  some  attention  to  the  article 
by  Mr.  Belair  and  also  to  the  state¬ 
ments  which  have  been  attributed  to 
the  Secretary  of  the  Treasury  of  the 
United  States. 

RECESS ' 

Mr.  McPARLAND.  Mr.  President,  I 
now  move  that  the  Senate  stand  in  re¬ 
cess  until  tomorrow,  at  10  o’clock  a.  m. 

The  motion  was  agreed  to;  and  (at  5 
o’clock  and  39  minutes  p.  m.)  the  Sen¬ 
ate  took  a  recess  until  tomorrow, 
Thursday,  September  20,  1951,  at  10 
o’clock  a.  m. 


NOMINATIONS 

Executive  nominations  received  by  the 
Senate  September  19,  1951; 

National  Science  Board,  National  Science 
Foundation 

George  W.  Merck,  of  New  Jersey,  to  be  a 
member  of  the  National  Science  Board,  Na¬ 
tional  Science  Foundation,  for  the  remainder 
of  the  term  expiring  May  10,  1954,  vice  Ed¬ 
ward  L.  Moreland,  deceased. 

Earl  P.  Stevenson,  of  Massachusetts,  to  be 
a  member  of  the  National  Science  Board,  Na¬ 
tional  Science  Foundation,  for  the  remainder 
of  the  term  expiring  May  10,  1956,  vice 
Charles  E.  Wilson,  resigned. 


\ 
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should  feel  these  obligations  should  be 
assumed  in  this  manner,  then  many  hew 
problems  will  arise  which  will  quite  ma¬ 
terially  slow  down  the  ultimate  accept¬ 
ance  of  this  bill.  My  thought  would  be 
that  if  the  Congress  feels  that  we  can  as¬ 
sume  even  a  portion  of  the  past  costs  of 
disaster,  and  I  strongly  favor  this,  then 
I  feel  that  it  should  be  done  through  di¬ 
rect  grants  rather  than  by  retroactive 
insurance.  ' 

REVENUE  ACT  OF  1951— AMENDMENTS 

Mr.  CARLSON  submitted  amendments 
intended  to  be  proposed  by  him  to  the 
bill  (H.  R.  4473)  to  provide  revenue,  and 
for  other  purposes,  which  were  ordered 
to  lie  on  the  table  and  to  be  printed. 

Mr.  ECTON  submitted  an  amendment 
intended  to  be  proposed  by  him  to  House 
bill  4473,  supra,  which  was  ordered  to 
lie  on  the  table  and  to  be  printed. 

Mr.  JOHNSTON  of  South  Carolina 
submitted  an  amendment  intended  to  be 
proposed  by  him  to  House  bill  4473, 
supra,  which  was  ordered  to  lie  on  the 
table  and  to  be  printed. 

Mr.  HENDRICKSON  submitted  an 
amendment  intended  to  be  proposed  by 
him  to  House  bill  4473,  supra,  which  was 
ordered  to  lie  on  the  table  and  to  be 
printed. 

Mr.  HENDRICKSON  (for  himself, 
Mr.  Smith  of  New  Jersey,  Mr.  Knowland, 
and  Mr.  Nixon)  submitted  an  amend¬ 
ment  intended  to  be  proposed  by  them, 
jointly,  to  House  bill  4473,  supra,  which 
was  ordered  to  lie  on  the  table  and  to  be 
printed. 

Mr.  WILLIAMS  submitted  an  amend¬ 
ment  intended  to  be  proposed  by  him 
to  House  bill  4473,  supra,  which  was  or¬ 
dered  to  lie  on  the  table  and  to  be 
printed. 

Mr.  WILLIAMS  (for  himself,  Mr. 
Frear,  Mr.  Watkins,  Mr.  Ferguson,  Mr. 
Gillette,  Mr.  Ives,  Mr.  Bennett,  Mr. 
Schoeppel,  Mr.  Byrd,  Mr.  Cain,  Mr. 
Bricker,  Mr.  Butler  of  Maryland,  Mr. 
Hendrickson,  Mr.  Jenner,  Mr.  Brew¬ 
ster,  Mr.  Martin,  Mr.  Kem,  and  Mr. 
Morse)  submitted  an  amendment  in¬ 
tended  to  be  proposed  by  them,  jointly, 
to  House  bill  4473,  supra,  which  was 
ordered  to  lie  on  the  table  and  to  be 
printed. 

Mr.  THYE  submitted  an  amendment 
intended  to  be  proposed  by  him  to  House 
bill  4473,  supra,  which  was  ordered  to 
lie  on  the  table  and  to  be  printed. 

Mr.  McKELLAR.  Mr.  President,  I  sub¬ 
mit  an  amendment  intended  to  be  pro¬ 
posed  by  me  to  the  bill  (H.  R.  4473)  to 
provide  revenue,  and  for  other  purposes. 

The  production  of  calcium  and  mag¬ 
nesium  carbonates  is  of  tremendous  im¬ 
portance  to  the  economy  of  the  United 
States.  Some  of  its  more  important  in¬ 
dustrial  applications  are:  fluxing  pur¬ 
poses,  alkali,  refractories,  paper,  calcium 
carbide,  glass,  water  purification,  sugar, 
whiting,  magnesia,  mineral  food,  coal¬ 
mine  dusting,  magnesium  metal,  insec¬ 
ticides,  fungicides  and  disinfectants, 
leather,  sewage  and  trade-waste  treat¬ 
ment,  fertilizer  filler  and  also  many  mis¬ 
cellaneous  processing  industries. 

As  the  Bureau  of  Mines  has  recently 
stated  in  one  of  its  bulletins: 

The  importance  of  calcium  and  magnesium 
carbonates  to  industry  cannot  be  measured 


by  its  tonnage  or  money  value,  because  for 
many  industries  calcium  and  magnesium 
carbonates  are  essential  raw  materials  for 
which  it  is  impractical  to  use  any  substi¬ 
tutes. 

The  VICE  PRESIDENT.  The  amend¬ 
ment  will  be  received,  and  printed,  and 
will  lie  on  the  table. 

ADDRESSES,  EDITORIALS,  ARTICLES,  ETC., 

v  PRINTED  IN  THE  APPENDIX 

On  request,  and  by  unanimous  con¬ 
sent,  addresses,  editorials,  articles,  etc., 
were  ordered  to  be  printed  in  the  Ap¬ 
pendix*  as  follows : 

By\Mr.  HILL: 

An  article  entitled  “Federal  Government 
Claims  No'  Inland  Waters,  Tidelands,  Nor 
Harbors;  Seeks  Control  Only  of  Mineral 
Lands  Submerged  by  the  Open  Ocean,”  writ¬ 
ten  by  Senator  O’Mahoney  and  published 
through  the  facilities  of  the  North  Ameri¬ 
can  Newspaper  Alliance  on  September  16, 
1951. 

By  Mr.  WILEY; 

Statement  prepared  by  him  and  certain 
printed  material  relating  to  a  proposed 
study  of  crime  on  the  New  York-New  Jersey 
water  front. 

By  Mr.  McCARRAN: 

Address  on  the  Internal  Security  Act,  de¬ 
livered  by  Hon.  Hiram  Bingham,  Chairman 
of  the  Loyalty  Review  Board,  United  States 
Civil  Service  Commission,  in  New  York  City, 
on  September  18,  1951. 

By  Mr.  BENTON: 

Guest  editorial  entitled  “The  Key  To 
Peace  of  Soul,”  written  by  the  Most  Reverend 
Henry  J.  O’Brien,  and  published  in  the 
Hartford  Times  of  September  18,  1951. 

By  Mrs.  SMITH  of  Maine: 

Letter  addressed  to  her  by  Marie  Genest, 
of  Waterville,  Maine,  indicating  that  the 
young  people  of  America  are  thinking. 

By  Mr.  SALTONSTALL: 

Article  entitled  “Boston  FM  Station  Opens 
October  6;  Six  Colleges  and  Symphony  Back 
It,”  published  in  the  New  York  Times  of 
September  20,  1951,  with  reference  to  the 
broadcast  of  programs  of  the  Boston  Sym¬ 
phony  Orchestra  concerts  and  cultural  pro¬ 
grams  provided  by  Greater  Boston’s  univer¬ 
sities  and  colleges. 

AUTOMOBILES  OR  OTHER  CONVEYANCES 

FOR  CERTAIN  DISABLED  VETERANS 

The  VICE  PRESIDENT  laid  before  the 
Senate  the  amendments  of  the  House  of 
Representatives  to  the  bill  (S.  1864)  to 
authorize  payments  by  the  Administrator 
of  Veterans’  Affairs  on  the  purchase  of 
automobiles  or  other  conveyances  by  cer¬ 
tain  disabled  veterans  who  served  dur¬ 
ing  World  War  II,  and  persons  who 
served  in  the  military,  naval,  or  air  serv¬ 
ice  of  the  United  States  on  or  after  June 
27,  1950,  and  for  other  purposes,  which 
were  to  strike  out  all  after  the  enacting 
clause  and  insert: 

That,  subject  to  the  conditions  hereinafter 
set  forth,  the  Administrator  of  Veterans’  Af¬ 
fairs  is  authorized  and  directed,  under  such 
regulations  as  he  shall  prescribe,  to  provide 
or  assist  in  providing  an  automobile  or  other 
conveyance  by  paying  not  to  exceed  $1,600  on 
the  purchase  price,  including  equipment 
with  such  special  attachments  and  devices 
as  the  Administrator  may  deem  necessary,  for 
each  veteran  of  World  War  I  or  World  War  II 
or  of  service  on  or  after  June  27,  1950,  and 
prior  to  such  date  as  shall  thereafter  be 
determined  by  Presidential  proclamation  or 
concurrent  resolution  of  the  Congress,  who 
is  entitled  to  compensation  Uhder  the  laws 
administered  by  the  Veterans’  Administra¬ 
tion  for  any  of  the  following  due  to  disability 
incurred  in  or  aggravated  by  active  military. 


naval,  or  air  service  of  the  United  States  dur¬ 
ing  any  one  of  such  periods : 

(a)  Loss  or  permanent  loss  of  use  of  one 
or  both  feet; 

(b)  Loss  or  permanent  loss  of  use  of  one 
or  both  hands; 

(c)  Permanent  impairment  of  vision  of 
both  eyes  of  the  following  status:  Central 
visual  acuity  of  20/200  or  less  in  the  better 
eye,  with  corrective  glasses,  or  central  visual 
acuity  of  more  than  20/200  if  there  is  a  field 
defect  in  which  the  peripheral  field  has  con¬ 
tracted  to  such  an  extent  that  the  widest 
diameter  of  visual  field  subtends  an  angular 
distance  no  greater  than  20  degrees  in  the 
better  eye: 

Provided,  That  instead  of  payment  on  the 
purchase  price  of  an  automobile  or  other 
conveyance  such  veteran  may  elect  to  re¬ 
ceive,  and  the  Administratior  is  authorized 
and  directed  to  pay  him,  a  cash  benefit  of 
$1,600. 

Sec.  2.  No  payment  shall  be  made  under 
this  act  for  the  repair,  maintenance,  or  re¬ 
placement  of  any  such  automobile  or  other 
conveyance  and  no  veteran  shall  be  given  an 
automobile  or  other  conveyance  until  it  is 
established  to  the  satisfaction  of  the  Admin¬ 
istrator  that  such  veteran  will  be  able  to 
operate  such  automobile  or  other  conveyance 
in  a  manner  consistent  with  his  own  safety 
and  the  safety  of  others  and  will  be  licensed 
to  operate  such  automobile  or  other  con¬ 
veyance  by  the  State  of  his  residence  or  other 
proper  licensing  authority:  Provided,  That  a 
veteran  who  cannot  qualify  to  operate  a  ve¬ 
hicle  shall  nevertheless  be  entitled  to  receive 
the  cash  benefit  provided  by  this  act  if  he 
meets  the  other  eligibility  requirements. 

Sec.  3.  The  furnishing  of  such  automobile 
or  other  conveyance,  or  the  assisting  therein, 
shall  be  accomplished  by  the  Administrator 
paying  the  total  purchase  price,  if  not  in  ex¬ 
cess  of  $1,600,  or  the  amount  of  $1,600,  if  the 
total  purchase  price  is  in  excess  of  $1,600,  to 
the  seller  from  whom  the  veteran  is  pur¬ 
chasing  under  sales  agreement  between  the 
seller  and  the  veteran. 

Sec.  4.  No  veteran  shall  be  entitled  to  re¬ 
ceive  more  than  one  automobile  or  other 
conveyance  or  cash  benefit  payment  under 
the  provisions  of  this  act  and  no  veteran  who 
has  received  or  who  hereafter  receives  an  au- 
tobomile  or  other  conveyance  under  the  pro¬ 
visions  of  the  paragraph  under  the  heading 
“Veterans’  Administration”  in  the  First  Sup¬ 
plemental  Appropriation  Act,  1947,  as  ex¬ 
tended,  or  the  Act  of  September  2J,  1950 
(Public  Law  798,  81st  Cong.),  shall  be  en¬ 
titled  to  receive  an  automobile  or  other  con¬ 
veyance  or  cash  benefit  payment  under  the 
provisions  of  this  act. 

Sec.  5.  The  benefits  provided  in  this  act 
6hall  not  be  available  to  any  veteran  who  has 
not  made  application  for  such  benefits  to  the 
Administrator  within  3  years  after  the  effec¬ 
tive  date  of  this  act,  or  within  3  years  after 
the  date  of  the  veteran’s  discharge  or  release 
from  active  service  if  the  veteran  is  not  dis¬ 
charged  or  released  until  on  or  after  said 
effective  date. 

Sec.  6.  There  is  hereby  authorized  to  be 
appropriated  to  the  Veterans’  Administration 
out  of  any  moneys  in  the  Treasury  not  other¬ 
wise  appropriated,  such  sums  as  may  be  re¬ 
quired  to  carry  into  effect  the  provisions  of 
this  act. 

And  amend  the  title  so  as  to  read:  “An 
act  to  authorize  payments  by  the  Admin¬ 
istrator  of  Veterans’  Affairs  on  the  purchase 
of  automobiles  or  other  conveyances  by  cer¬ 
tain  disabled  veterans  or  cash  payments  in 
lieu  thereof,  and  for  other  purposes.” 

Mr.  MURRAY.  Mr.  President,  I  move 
that  the  Senate  disagree  to  the  amend¬ 
ments  of  the  House,  ask  a  conference 
with  the  House  on  the  disagreeing  vote* 
of  the  two  Houses  thereon,  and  that  the 
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Chair  appoint  the  conferees  on  the  part 
of  the  Senate. 

The  motion  was  agreed  to;  and  the 
Vice  President  appointed  Mr.  Lehman, 
Mr.  Pastore,  and  Mr.  Nixon  conferees 
on  the  part  of  the  Senate. 

executive  messages  referred 

As  in  executive  session, 

The  VICE  PRESIDENT  laid  before  the 
Senate  messages,  from  the  President  of 
the  United  States  submitting  sundry- 
nominations,  which  were  referred  to  the 
appropriate  committees. 

(For  nominations  this  day  received, 
see  the  end  of  Senate  proceedings.) 
EXECUTIVE  REPORT  OF  A  COMMITTEE 

As  in  executive  session, 

The  following  favorable  report  of  a 
nomination  was  submitted:  \ 

By  Mr.  RUSSELL,  from  the  Committee  on 
Armed  Services: 

William  C.  Foster,  of  New  York,  t<3 
Deputy  Secretary  of  Defense. 

REVENUE  ACT  OF  1951 


to  Id 


be 


The  Senate  resumed  the  consideration 
of  the  bill  (H.  R.  4473)  to  provide  reve¬ 
nue,  and  for  other  purposes. 

The  VICE  PRESIDENT.  The  bill  is 
open  to  further  amendment.  There  is 
no  pending  amendment. 

Mr.  SALTONSTALL.  Mr.  President, 
I  know  that  Members  on  this  side  of  the 
aisle  have  various  amendments  they  wish 
to  offer.  I  do  not  see  any  Senators  on 
this  side  who  have  amendments  to  offer, 
so  I  suggest  the  absence  of  a  quorum. 

The  VICE  PRESIDENT.  The  Secre¬ 
tary  will  call  the  roll. 

The  Chief  Clerk  called  the  roll,  and 
the  following  Senators  answered  to  their 
names: 


Butler,  Md. 

Carlson 

Clements 

Connally 

Eastland 

Frear 

George 

Gillette 


Green  Martin 

Hayden  McClellan 

Hoey  McFarland 

Hunt  Neely 

Ives  Pastore 

Johnston,  S.  C.  Saltonstall 
Kem  Smith,  N.  J. 

Lehman  Wiley 


Mr.  McFARLAND.  I  announce  that 
the  Senator  from  New  Mexico  [Mr.  An¬ 
derson]  is  absent  by  leave  of  the  Senate. 

The  Senator  from  Virginia  [Mr. 
Byrd],  the  Senator  from  Missouri  [Mr. 
Hennings],  the  Senator  from  Tennessee 
[Mr.  Kefauver]  are  absent  on  official 
business. 

Mr.  SALTONSTALL.  I  announce  that 
the  Senator  from  Utah  [Mr.  Bennett] 
and  the  Senator  from  Iowa  [Mr.  Hicken- 
looper]  are  absent  by  leave  of  the 
Senate. 

The  Senator  from  Ohio  [Mr.  Taft] 
and  the  Senator  from  Nebraska  [Mr. 
Wherry]  are  necessarily  absent. 

The  Senator  from  New  Hampshire 
|[Mr.  Tobey]  is  absent  because  of  illness. 

The  PRESIDING  OFFICER  (Mr. 
Clements  in  the  chair).  A  quorum  is 
not  present.  The  Secretary  will  call 
the  names  of  absent  Senators. 

The  Chief  Clerk  called  the  names  of 
absent  Senators,  and  Mr.  Dworshar, 
Mi'.  Humphrey,  Mr.  Kerr,  and  Mr.  Mur* 
ray  answered  to  their  names  when 
called. 

The  VICE  PRESIDENT.  A  quorum 
is  not  present. 


Mr.  McFARLAND.  I  move  that  the 
Sergeant  at  Arms  be  directed  to  request 
the  attendance  of  absent  Senators. 

The  motion  was  agreed  to. 

The  VICE  PRESIDENT.  The  Ser¬ 
geant  at  Arms  will  execute  the  order  of 
the  Senate. 

After  a  little  delay  Mr.  McMahon,  Mrs. 
Smith  of  Maine,  Mr.  Hendrickson,  Mr. 
Stennis,  Mr.  Capehart,  Mr.  Hill,  Mr. 
O’Mahoney,  Mr.  Flanders,  Mr.  Maybank, 
Mr.  Millikin,  Mr.  Mundt,  Mr.  Butler  of 
Nebraska,  Mr.  Robertson,  Mr.  Johnson 
of  Colorado,  Mr.  McKellar,  Mr.  Welker, 
Mr.  Smith  of  North  Carolina,  Mr.  Kil¬ 
gore,  Mr.  Lodge,  and  Mr.  Langer  entered 
the  Chamber  and  answered  to  their 
names. 

Mr.  Aiken,  Mr.  Benton,  Mr.  Brew¬ 
ster,  Mr.  Bricker,  Mr.  Bridges,  Mr.  Cain, 
Mr.  Case,  Mr.  Chavez,  Mr.  Cordon,  Mr. 
Dirksen,  Mr.  Douglas,  Mr.  Duff,  Mr. 
Ecton,  Mr.  Ellender,  Mr.  Ferguson,  Mr. 
FVlbright,  Mr.  Holland,  Mr.  Jenner,  Mr. 
Johnson  of  Texas,  Mr.  Knowland,  Mr. 
Long,  Mr.  Magnuson,  Mr.  Malone,  Mr. 
McCarran,  Mr.  McCarthy,  Mr.  Mon- 
roney,  Mr.  Moody,  Mr.  Morse,  Mr. 
Nixon,  Mr.  O’Conor,  Mr.  Russell,  Mr. 
Schoeppel,  Mr.  Smathers,  Mr.  Sparkman, 
Mr.  Thye,  Mr.  Underwood,  Mr.  Watkins, 
Mr.  Williams,  and  Mr.  Young  also  en¬ 
tered  the  Chamber  and  answered  to 
their  names. 

The  VICE  PRESIDENT.  A  quorum 
is  present. 

COMMITTEE  MEETING  DURING  SENATE 
SESSION 

On  request  of  R^r.  Neely,  and  by 
unanimous  consent,  the  Subcommittee 
To  Study  Senate  Concurrent  Resolution 
21,  of  the  Committee  on  Labor  and  Pub¬ 
lic  Welfare,  was  authorized,  to  meet  dur¬ 
ing  the  session  of  the  Senate  today. 

Mr.  McKELLAR.  Mr.  President,  we 
have  been  proceeding  in  the  Appropria¬ 
tions  Committee  with  the  deficiency  bill, 
and  we  are  very  busy  with  it.  I  vender 
whether  we  may  be  excused.  We  will  be 
in  the  committee,  but  I  should,  like  to  be 
excused  for  the  day,  and  tp  have  the 
committee  be  excused. 

The  VICE  PRESIDENT.  ■The  Senator 
may  ask  unanimous  consent  that  the  Ap¬ 
propriations  Committee /may  be  per¬ 
mitted  to  sit  during  the  Session  today. 

Mr.  McKELLAR.  Yes,  Mr.  President; 
we  wish  to  be  excused. 

The  VICE  PRESIDENT.  Without  ob¬ 
jection,  it  is  so  ordered. 

COMMUNICATION  FROM  THE  PRESIDENT 
REGARDING  FENDING  TAX  BILL 

The  VICE  PRESIDENT.  The  Chair 
lays  before  the  Senate  a  communication 
addressed  to  the  Vice  President  from  the 
President  of  the  United  States,  relating 
to  the  pending  tax  bill,  which  the  clerk 
will  read. 

The  legislative  clerk  read  the  commu-. 
nication/as  follows: 

The  White  House,  | 
Washington,  September  20,  1951.  ! 
Hon.  Albeji  W.  Barkley, 

The  Vice  President  of  the  United 
States,  Washington,  D.  C. 

My  Dear  Mr.  Vice  President:  As  the 
Senate  begins  debate  on  the  1951  tax  leg* 


islation,  I  wish  to  emphasize  the  urgency 
of  keeping  the  Government’s  finances  on 
a  sound  basis.  In  particular,  I  wish  to 
urge  that  the  tax  increases  be  large 
enough  to  meet  the  need  for  higher,  rev¬ 
enues,  and  that  they  be  distributed  fair¬ 
ly  among  the  taxpayers. 

Although  the  Congress  has  not  yet 
completed  action  on  all  appropriation 
bills,  it  is  already  apparent  that  the  costs 
associated  with  the  defense  program  will 
exceed  our  expectations  at  the  time  the 
budget  was  prepared  for  the  fiscal  year 
ending  June  30,  1952.  Only  last  week, 
the  Senate  raised  total  appropriations 
for  the  military  functions  of  the  Defense 
Department  by  nearly  $2,000,000,000 
over  the  budget  requests.  Since  the  be¬ 
ginning  of  this  fiscal’  year,  the  Govern¬ 
ment’s  receipts  have  not  kept  pace  with 
expenditures.  Without  new  revenue  leg¬ 
islation,  the  deficit  for  the  year  will  be 
in  the  neighborhood  of  $10,000,000,000. 

The  prospect' of  a  sizable  deficit  un¬ 
der  present  conditions  is  cause  for  grave 
concern.  As  I  have  indicated  on  several 
occasions,  adequate  taxes  are  necessary 
to  preserve  confidence  in  the  integrity  of 
the  Government’s  finances,  to  distribute 
the  heavy  defense  costs  fairly  among  our 
people,  and  to  restrain  inflationary 
pressures. 

In  the  face  of  an  indicated  $10,000,- 
000,000  deficit,  the  bill  which  the  Senate 
is  about  to  consider  would  produce  only 
$5,200,000,000  in  a  full  year  and  only 
about  $2,500,000,000  in  the  current  fiscal 
year.  It  would  yield  about  $1,500,000,- 
000  less  in  a  full  year  than  the  bill  passed 
by  the  House  of  Representatives. 

I  earnestly  belief  that  these  amounts 
are  not  sufficient?*  The  Government’s 
revenues  should  be  increased  by  an 
amount  that  approaches  as  nearly  as 
possible  the  $10,000,000,000  I  recom¬ 
mended.  Toward  this  end  I  suggest  that 
the  legislation  now  before  the  Senate  be 
strengthened  in  several  respects. 

First,  the  tax  yields  under  the  bill  from 
individual  income  and  corporate-profits 
taxes  should  be  increased.  Personal  in¬ 
comes  and  corporate  profits  are  at  record 
levels.  The  interest  of  those  who  receive 
’■fhis  income  will  be  best  served  by  paying 
taxes  at  this  time  sufficient  to  maintain 
the  stability  of  our  economy. 

Furthermore,  corporation-tax  in¬ 
creases  should  be  made  applicable  to  all 
profits  for  the  current  year.  Postpone¬ 
ment  of  the  effective  date  until  April  1, 
1951,  as  provided  in  the  bill  before  the 
Senate,  would  result  in  the  loss  of  $500,- 
000,000  in  revenue. 

In  addition,  the  bill  now  before  the 
Senate  contains  'many  changes  which 
would  impair  the  effectiveness  of  the  in¬ 
come  and  profits  taxes.  For  example, 
the  bill  would  enlarge  the  special  classes 
of  taxpayers  benefiting  from  the  overly 
generous  capital-gains-tax  provisions. 
It  would  further  widen  the  tax  loopholes 
benefiting  various  mining  enterprises. 
It  would  give  certain  corporations  un¬ 
warranted  relief  from  excess-profits 
taxes.  At  a  time  of  great  national  need. 
When  everyone’s  tax  load  must  be  in¬ 
creased  substantially,  I  feel  strongly 
that  we  should  not  adopt  provisions 
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which  weaken  our  tax  structure  for  the 
benefit  of  special  groups. 

The  revenue  bill  which  the  committees 
of  Congress  have  developed  after  many 
months 'of  arduous  work  provides  the 
basis  for  legislation  appropriate  to  our 
present  requirements.  I  urge  the  Con¬ 
gress  to  build  on  this  foundation  by 
strengthening  its  revenue  yield  and 
bringing  it  more  in  accord  with  the 
principles  of  fairness  which  must  under¬ 
lie  our  tax  laws.  A  strong  revenue  sys¬ 
tem  as  vital  to  the  defense  of  this 
country  as  strong  military  forces. 

Very  sincerely  yours, 

Harry  S.  Truman. 

The  VICE  PRESIDENT.  The  com- 
mtmication  from  the  President  will  lie 
on  the  table.  ' 

REVENUE  ACT  OF  1951 

The  Senate  resumed  the  consideration 
of  the  bill  (H.  R.  4473)  to  provide  reve¬ 
nue,  and  for  other  purposes. 

The  VICE  PRESIDENT.  The  bill  is 
open  to  amendment.  No  amendment  is 
pending. 

Mr.  McMAHON.  Mr.  President,  on 
behalf  of  my  colleague  [Mr.  Benton] 
and  myself,  I  offer  the  amendment,  which 
I  send  to  the  desk  and  ask  to  have  stated. 

The  VICE  PRESIDENT.  The  amend¬ 
ment  will  be  stated. 

The  Legislative  Clerk.  On  page  332, 
in  line  10,  it  is  proposed  to  insert  the 
following  new  subsection: 

(E)  For  any  taxable  year  beginning  prior 
to  December  31,  1953,  no  organization  shall 
be  denied  exemption  under  section  101  of 
the  Internal  Revenue  Code  on  the  ground 
that  it  is  carrying  on  an  unrelated  trade  or 
business  if  such  trade  or  business  is  the 
operation  of  a  university  press,  established 
or  acquired  prior  to  December  31,  1950,  by  a 
college  or  university  exempt  under  section 
101  (6),  and  consists  primarily  in  the  pub¬ 
lishing  of  educational  books  and  papers. 
For  any  taxable  year  beginning  subsequent 
to  December  31,  1953,  the  operation  by  such 
college  or  university  of  any  such  university 
press  shall  not  be  construed  to  be  an  un¬ 
related  trade  or  business  if  such  university 
press  has  been  integrated  as  a  department 
of  the  college  or  university  under  the  direc¬ 
tion  of  its  faculty  and  administrative  offi¬ 
cers  and  has  before  the  beginning  of  such 
taxable  year  organized  its  publishing  activi¬ 
ties  so  as  to  implement  the  activities  of  the 
college  in  serving  the  field  of  education. 

Mr.  McMAHON.  Mr.  President,  Con¬ 
gress  very  properly  struck  at  the  prac¬ 
tice  of  the  purchase  of  unrelated  busi¬ 
nesses  by  universities  or  other  educa¬ 
tional  institutions  for  the  purpose  of 
bringing  income  to  those  educational 
j  institutions.  That  purpose  might  have 
been  a  worthy  one  on  behalf  of  univer¬ 
sity  trustees,  but  it  certainly  created  a 
very  bad  practice.  One  most  unfortu¬ 
nate  case  was  that  of  a  university  which 
purchased  a  macaroni  factory.  Of 
course,  that  macaroni  factory  was  in 
competition  with  other  macaroni  fac¬ 
tories  ;  and  to  exempt  from  taxation  the 
income  of  that  macaroni  factory,  be¬ 
cause  it  was  owned  by  the  university, 
was  most  unfair. 

I  wish  to  emphasize  that  the  case 
about  which  I  shall  speak  is  not  a  maca¬ 
roni-factory  case.  Wesleyan  University 
would  be  affected  by  this  amendment. 


Wesleyan  University  was  founded  in 
1831.  It  is  a  fine  and  liberal  arts  uni¬ 
versity  in  Connecticut.  It  is  not  a  rich 
university.  It  is  popularly  known  as  one 
of  the  “Little  Three,’’  Williams  and 
Amherst  being  the  other  two.  It  is  non¬ 
sectarian,  and  its  alumni  in  peace,  as 
well  as  in  war,  have  served  their  country 
and  their  communities,  in  the  fields  of 
teaching,  government,  military  service, 
the  pulpit,  the  sciences,  and  business. 
Woodrow  Wilson  taught  there.  Presi¬ 
dent  William  Howard  Taft  and  his  Sec¬ 
retary  of  State,  Elihu  Root,  participated 
in  the  inauguration  of  one  of  its  presi¬ 
dents. 

On  September  9,  1949,  Wesleyan  Uni¬ 
versity  acquired  by  purchase,  under  a 
10-year  installment  contract,  with  a 
down  payment  of  $400,000  from  its  own 
funds,  the  entire  outstanding  capital 
stock  of  three  closely  interrelated  and 
singly  operated  educational  publishing 
enterprises.  The  main  publication  of 
the  enterprises  is  known  as  the  Weekly 
Reader.  The  Weekly  Reader  is  circu¬ 
lated  in  practically  all  the  primary 
schools  of  our  country  and  is  the  paper 
the  children  read,  forming  the  basis  of 
their  civics  lessons.  The  publication  of 
books  contributes  only  8  percent  of  the 
income.  I  believe  this  case  meets  the 
test  of  the  1950  act,  in  that  the  activities 
are  strictly  educational. 

After  the  macaroni  company  case,  the 
Congress  enacted  into  law,  following  the 
recommendation  of  the  committee,  a 
test  for  any  business  which  was  owned 
by  an  educational  institution.  The  test 
is  whether  the  business  is  related  to  the 
educational  process. 

Seventy-five  percent  of  the  income  of 
this  business,  at  the  time  when  Wesleyan 
University  acquired  it,  came  from  sources 
without  any  competition  from  private 
business,  and  the  balance  came  from 
sources  which  compete  only  in  the  sense 
that  every  university  press  does.  All  its 
surplus  inures  to  the  exclusive  benefit  of 
Wesleyan  University. 

The  university  considers  this  educa¬ 
tional  publishing  to  be  directly  related 
to  its  own  educational  function.  I  know 
its  president,  several  of  its  faculty,  and 
several  of  its  trustees,  one  of  whom  is 
my  former  junior  colleague,  Senator 
Baldwin.  They  are  men  of  integrity 
who  do  not  make  the  assertion  frivo¬ 
lously,  but  the  faculty  and  the  adminis¬ 
tration,  as  well  as  the  trustees,  consider 
the  press  an  educational  opportunity  for 
the  university.  The  Treasury,  however, 
cannot  see  its  way  clear  to  exempting  the 
Wesleyan  Press  without  the  long  process 
of  test  litigation,  involving  years  during 
which  the  university’s  finances  cannot 
wait.  The  Treasury’s  basic  reason  is — 
and  I  now  read  from  its  own  memo¬ 
randum  : 

1.  An  educational  publishing  activity  can¬ 
not  be  related  to  a  university  if  it  goes  be¬ 
yond  selling  books  to  its  own  students  on 
its  own  campus. 

2.  That  its  income  inures  exclusively  to  a 
college  has,  I  quote,  “no  bearing.” 

3.  The  fact  that  the  publications  are 
strictly  educational  is  not  enough — I  quote 
again,  “the  important  word  in  section  101 
(6)  is  ‘charitable’ — the  word  ‘educational’  is 
unnecessary.  All  the  organizations  intended 
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in  this  text  to  be  exempt  would  be  covered 
by  the  word  ‘charitable’.” 

In  other  words,  the  Treasury,  in  ad¬ 
ministering  the  act,  reads  the  word  “ed¬ 
ucational”  right  out  of  the  law. 

This  interpretation  can  be  extended 
to  every  university  press  that  ever  makes 
a  profit.  It  vitiates  the  language  about 
exempting  related  business  activities, 
because  if  it  is  a  business  activity  at  all 
it  is  not  charitable,  and  being  educa¬ 
tional  does  not  make  it  related  to  edu¬ 
cational  activities. 

This  amendment,  which  has  been 
drawn  to  cure  the  situation,  is  one  which 
I  believe  merits  the  support  of  the  Sen¬ 
ate.  What  does  it  do?  For  any  taxable 
year,  beginning  prior  to  January  I,  1953, 
no  organization  shall  be  denied  exemp¬ 
tion  under  section  101  of  the  Internal 
Revenue  Code  on  the  ground  that  it  is 
carrying  on  an  unrelated  trade  or  busi¬ 
ness,  if  such  trade  or  business  is  the 
operation  of  a  university  press  estab¬ 
lished  or  acquired  prior  to  December 
31,  1950. 

In  other  words,  we  are  not  opening  up 
any  wide  gate  at  all.  All  we  are  saying 
is  that  this  university,  which  bought 
this  press  prior  to  the  date  specified  in 
the  amendment,  namely,  before  Decern-, 
ber  31,  1950,  shall  have  a  year  and  a  half 
in  which  to  integrate  the  activities  of 
this  press,  which  we  now  believe  are  re¬ 
lated  to  the  activities  of  the  university, 
sufficiently  to  come  within  the  law;  but, 
according  to  the  Treasury,  they  do  not. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  McMAHON.  I  yield  to  the  Sena¬ 
tor  from  Colorado. 

Mr.  MILLIKIN.  This  process  of  in¬ 
tegration  is  already  under  way,  is  it  not?, 

Mr.  McMAHON.  I  thank  the  Sena¬ 
tor.  It  is  already  under  way.  The  pro¬ 
fessors  of  the  university  are  making  a 
review  of  the  school  publications  which 
go  into  the  schoolhouses  throughout  the 
country.  They  are  reviewing  the  sub¬ 
stance  of  the  matter.  They  are  making 
plans  for  the  improvement  of  it.  They 
are  making  plans  to  bring  the  faculty 
of  the  university  into  direct  contact  with 
editing  the  publications  of  the  depart¬ 
ment,  so  that  they  will  be  improved. 

The  president  of  Wesleyan  University, 
Dr.  Butterfield,  has  long  felt  that  they 
have  an  insufficient  connection  between 
secondary  education  and  higher  educa¬ 
tion  and  his  idea  is  to  bring  the  high 
schools  and  the  colleges  closer  together. 
He  looks  upon  the  opportunity  this  press 
will  give  him,  and  the  publications  that 
it  issues  and  will  issue,  as  a  golden  op¬ 
portunity,  a  glorious  opportunity  to  ac¬ 
complish  this  purpose. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McMAHON.  I  yield  to  the  Sena¬ 
tor  from  Colorado. 

Mr.  MILLIKIN.  Is  it  not  a  fact  that 
under  the  Senator’s  amendment  Wesley¬ 
an  University  will  not  get  this  exemption, 
unless  it,  in  good  faith,  within  a  limited 
period  of  time  specified  in  the  amend¬ 
ment,  completely  integrates  the  activity 
with  its  legitimate  school  activities?  Is 
not  that  correct? 
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Mr.  McMAHON.  That  is  entirely  cor¬ 
rect;  and  the  period,  I  call  to  the  Sena¬ 
tor’s  attention,  is  not  a  lengthy  one;  it 
is  only  until  January  1,  1953;  in  other 
words,  a  year  and  a  quarter.  If  they  do 
not  bring  about  the  integration  to  the 
satisfaction  of  the  Treasury  Department, 
they  would  then  be  taxed.  I  may  say  to 
the  Senator  that  this  is  a  short  time  with¬ 
in  which  to  bring  about  the  weaving  of 
this  enterprise  into  the  life  of  the  univer¬ 
sity. 

I  emphasize  the  fact,  which  I  am  sure  is 
well  known,  that  university  presses,  such 
as  the  Yale  University  Press,  the  Chicago 
University  Press,  and  the  University  of 
Oklahoma  Press  are  not  taxed.  In  some 
instances  they  publish  another  kind  of 
book.  For  instance,  Yale  University 
Press  published  the  book,  The  Bridge 
of  San  Luis  Rey,  one  of  the  best  sellers. 
They  made  some  money  out  of  that. 
Sometimes  they  publish  books  on  which 
they  lose  money. 

■  Mr.  President,  I  think  that  pretty  well 
fexpresses  the  highlights  of  the  subject. 
The  Treasury  seemed  to  think,  at  the 
present  moment,  to  use  the  term  of  the 
Senator  from  Colorado,  when  we  had  a 
brief  hearing  with  the  Finance  Commit¬ 
tee,  the  nexus  had  not  been  established 
firmly  enough.  We  are  going  to  try  to 
satisfy  the  requirements  with  respect  to 
the  strength  of  the  nexus,  and  we  want  a 
little  time  within  which  to  do  it. 

Mr.  BUTLER  of  Maryland  and  Mr. 
MILLIKIN  addressed  the  Chair. 

The  VICE  PRESIDENT.  Does  the 
Senator  from  Connecticut  yield;  and  if 
so,  to  whom? 

Mr.  McMAHON.  I  yield  to  the  Sena¬ 
tor  from  Maryland. 

Mr.  BUTLER  of  Maryland.  I  defer  to 
the  Senator  from  Colorado. 

Mr.  MILLIKIN.  No,  let  the  Senator 
from  Maryland  proceed. 

Mr.  BUTLER  of  Maryland.  I  should 
like  to  ask  the  Senator  from  Connecticut 
whether  his  amendment  would  cover  a 
case  such  as  one  in  which  the  University 
Press  has  been  integrated  with  the  uni¬ 
versity  for  a  number  of  years,  publishes 
Scientific  books  and  educational  books, 
and  maintains  in  the  university  itself  a 
store  in  which  it  sells  books  published 
by  itself  and  others  to  students,  and  in 
which  it  sells  school  supplies  and  things 
of  that  kind? 

Mr.  McMAHON.  I  would  defer,  of 
course,  to  the  Senator  from  Colorado, 
who  is  on  his  feet,  except  that  I  think 
I  can  say,  subject  to  his  much  greater 
knowledge,  that  kind  of  institution  is 
now  exempt. 

Mr.  MILLIKIN.  Mr.  President  if  the 
Senator  from  Connecticut  will  yield,  in 
order  that  I  may  answer  the  inquiry  of 
the  distinguished  Senator  from  Mary¬ 
land,  as  I  understand,  they  are  now  ex¬ 
empt,  and  they  are  exempt  because,  in 
fact  or  in  theory,  they  have  integrated 
that  activity  with  the  educational  activ¬ 
ities  of  the  institution.  The  Harvard 
Press  is  exempt,  the  Yale  Press  is  ex¬ 
empt,  the  Culver  University  Press  is  ex¬ 
empt,  all  upon  the  theory  that  they  have 
integrated  the  work  of  the  press  with 
the  legitimate  work  of  the  school. 

I  should  like  to  say  to  the  distinguished 
Senator  from  Connecticut  that  I  was 


much  impressed  with  his  presentation, 
of  the  matter  before  the  committee,  and 
also  of  the  school  authorities.  I  would 
not  say  that  they  have  completely  inte¬ 
grated.  I  think  they  have  some  distance 
to  go  before  they  completely  integrate, 
but  I  believe  they  are  making  fair  prog¬ 
ress,  and,  in  view  of  the  public  policy  in¬ 
volved  in  the  matter,  when  we  are  trying 
to  help  charitable  and  educational  in¬ 
stitutions  by  various  tax  methods,  I  hope 
they  are  given  the  chance  to  bring  them¬ 
selves  into  complete  coordination  with 
their  educational  activities.  I  hope  the 
distinguished  chairman  of  the  Senate 
Finance  Committee  will  agree  to  take  the 
amendment  4o  conference. 

Mr.  KERR.  Mr.  President,  it  is  with 
great  regret  that  I  rise  to  oppose  the 
amendment  of  the  Senator  from  Con¬ 
necticut.  I  oppose  it  because  it  would 
destroy  the  spirit  of  the  legislation  en¬ 
acted  by  the  Congress  last  year  which 
placed  a  tax  on  the  unrelated  business 
activities  of  colleges  and  universities. 

In  order  to  exempt  the  operations  de¬ 
scribed  by  the  Senator  from  Connecti¬ 
cut,  the  Congress  would  have  to  provide 
an  umbrella  large  enough  so  that  any 
commercial  enterprise  of  a  college  would 
be  exempt,  regardless  of  how  remote  the 
operation  was  from  the  business  of  the 
college.  A  press  such  as  was  mentioned 
by  the  Senator  from  Maryland  [Mr. 
Butler]  is  already  exempt.  It  is  a  col¬ 
lege  press  operated  on  the  campus  of  the 
college  in  connection  with  the  business 
of  the  college  and  for  the  benefit  of  the 
students  of  the  college,  in  connection 
with  the  work  of  the  college.  The  only 
connection  between  the  work  of  the  en¬ 
terprises  referred  to  and  described  by 
the  Senator  from  Connecticut,  and  the 
college  which  has  purchased  them,  is 
the  profit  it  produces. 

Reference  has  been  made  to  a  college 
which  engaged  in  a  macaroni  manu¬ 
facturing  enterprise.  I  hold  no  brief  for 
macaroni,  nor  do  I  seek  to  make  a  case 
against  it.  In  that  instance  it  was  a 
business  operation  carried  on  by  a  col¬ 
lege  for  profit.  That  is  the  purpose  of 
the  commercial  enterprises  purchased 
by  the  college  which  has  sought  to  be 
made  exempt  by  this  amendment. 

There  were  three  commercial  enter¬ 
prises,  making  a  total  of  $1,000,000  a 
year  before  taxes.  It  is  true  they  were 
publishing  a  high  grade  of  publications, 
but,  Mr.  President,  there  are  countless 
such  commercial  operations  in  the  coun¬ 
try.  The  publication  of  school  books  is 
carried  on  as  a  business  operation,  con¬ 
ducted  under  the  principles  of  free  com¬ 
petitive  private  enterprise  on  a  commer¬ 
cial  basis  for  a  profit  which  is  taxable  by 
the  Government. 

The  college  referred  to  by  the  Sena¬ 
tor  from  Connecticut  purchased  these 
three  commercial  enterprises  with  an 
annual  profit  of  $1,000,000  a  year  be¬ 
fore  taxes.  It  purchased  them,  as  I  un¬ 
derstand — and  if  I  err,  I  ask  the  Sena¬ 
tor  from  Connecticut  to  correct  me — for 
a  down  payment  of  $400,000,  and  I  think 
the  total  purchase  price  was  $8,000,000, 
and  the  annual  payments  were  $400,000. 

If  the  amendment  is  accepted,  Mr. 
President,  it  would  mean  that  the  col¬ 
lege.  from  the  taxes  it  would  save  from 


these  commercial  enterprises,  could 
make  the  annual  payments  and  the  in¬ 
terest  and  keep  approximately  half  of 
the  $1,000,000  a  year  profit  free  and 
clear  for  the  period  of  time  in  which  it 
was  paying  for  the  commercial  enter¬ 
prises  which  it  purchased,  after  which  it 
would  have  its  entire  income  exempt. 

There  is  no  relation  between  that  op¬ 
eration  and  the  ordinary  college  press. 
The  University  of  Oklahoma  has  a  uni¬ 
versity  press  in  the  business  of  printing 
in  connection  with  operations  of  the  uni¬ 
versity.  There  is  just  as  vast  a  differ¬ 
ence,  Mr.  President,  between  a  univer¬ 
sity  developing  a  press  as  a  part  of  the 
university  program  and  a  university  buy¬ 
ing  commercial  printing  enterprises  that 
are  making  a  million  dollars  a  year  be¬ 
fore  taxes  and  then  seeking  to  have  them 
exempt,  as  there  is  between  a  university 
which  in  its  own  kitchen  processes  food 
for  its  own  students  and  sells  it  to  them 
at  approximately  cost,  and  the  univer¬ 
sity  which  bought  a  macaroni  factory 
that  was  making  a  profit  and  continued 
to  operate  at  a  profit,  and  sought  to  have 
the  income  from  the  operation  made 
tax-free. 

It  may  be  that  we  erred  when  we 
passed  a  law  providing  that  the  profit 
from  unrelated  commercial  business  ac¬ 
tivities  of  universities  and  colleges  should 
be  taxed,  but  I  do  not  think  so  for  the 
simple  reason  that  the  evidence  before 
the  committee  was  conclusive  that  more 
and  more  of  the  universities  and  colleges 
of  the  country — and  I  do  not  blame 
them;  I  congratulate  them — were  ac¬ 
quiring  successful  business  operations 
and  continuing  their  operation  in  order 
that  they  might  have  a  tax-free  income. 
As  Congress  has  seen  fit,  in  meeting  the 
compelling  necessity  for  greater  revenue, 
to  increase  the  rate  of  taxation,  it  can 
very  readily  be  seen  how  much  more  ad¬ 
vantageous  it  becomes  for  a  college  or  a 
university  if  it  have  an  umbrella  sucii  as 
that  proposed  by  the  distinguished  Sen¬ 
ator  from  Connecticut,  with  exemption 
for  anything  that  it  calls  a  university 
press. 

My  good  friend  from  Connecticut  said 
it  was  the  purpose  to  integrate  the  oper¬ 
ation  of  those  commercial  enterprises 
into  the  scholastic  life  of  the  college.  As 
an  evidence  of  that  purpose  he  invited 
attention  to  the  fact  that  much  of  the 
material  which  it  published  was  educa¬ 
tional  matter  for  high  schools  and  grade 
schools. 

The  American  Book  Co.,  Mr.  President, 
does  nothing  but  publish  textbooks  for 
schools,  mostly  for  high  schools  and 
grade  schools.  If  the  transactions  re¬ 
ferred  to  by  the  Senator  were  exempt, 
or  were  made  exempt,  the  college  affect¬ 
ed  or  any  other  college  could  buy  the 
American  Book  Co.,  Ginn  &  Co.,  or  any 
other  publishing  company  which  pub¬ 
lishes  textbooks.  I  must  say  that  if  a 
commercial  enterprise  in  the  publishing 
business  should  have  exemptions  if  it 
belongs  to  a  college  or  university,  then  it 
could  buy  the  publishing  houses  which 
publish  the  Bible  or  encyclopedias.  They 
are  related  even  more  closely  and  could 
be  more  easily  integrated  into  the  schol¬ 
astic  work  of  a  university  than  could  a 
publishing  house  which  publishes  weekly 
papers  in  the  main  for  grade  schools. 
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Mr.  President,  my  children  have  all 
come  up  through  the  grade  schools.  I 
have  one  now  in  the  ninth  grade.  He 
comes  home  and  says,  “I  must  have  50 
cents  or  $1  a  month  to  pay  for  Cur¬ 
rent  Events  or  School  Happenings.’’ 
That,  in  the  main,  is  the  classification 
of  publications  which  these  commercial 
enterprises  are  putting  out.  Certainly 
they  are  fine,  but  they  are  put  out  for 
profit.  Certainly  the  great  university 
referred  to  by  the  Senator  from  Connec¬ 
ticut  could  integrate  the  operation  into 
the  life  of  the  university,  but  the  primary 
thing  it  would  integrate  would  be  the 
$1,000,000  a  year  of  tax-free  profit.  It 
never  would  integrate  a  great  school 
weekly,  current  events  newspaper,  or 
papers  for  children.  It  wants  to  inte¬ 
grate  that  $1,000,000  a  year  of  tax-free 
profit. 

Mr.  President,  I  do  not  blame  the  uni¬ 
versity.  Its  desire  is  commendable,  and 
if  the  Congress  wants  that  to  be  the  law 
it  should  accept  the  amendment  which 
has  been  offered.  But  I  submit  that  un¬ 
der  the  present  law  there  is  no  tax  on  a 
university  press  that  is  in  the  business 
of  publication  for  the  benefit  of  the  uni¬ 
versity  or  the  students  of  the  university. 
Such  an  enterprise  is  already  exempt. 
The  sole  purpose  of  the  amendment  of 
the  Senator  from  Connecticut  is  to  ex¬ 
empt  an  operation  bought  solely  because 
of  the  enormous  profit  which  was  being 
made - 

Mr.  McMAHON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  And  the  amendment 
would  make  that  operation  exempt  and 
continue  it  as  exempt. 

Mr.  McMAHON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  McMAHON.  The  Senator  has 
made  a  statement  to  the  effect  that  this 
was  bought  exclusively  for  profit,  that 
simply  a  profit  motive  brought  about  this 
purchase.  Will  the  Senator  cite  the  fact 
on  which  he  bases  that  assertion? 

Mr.  KERR.  The  testimony  before  the 
committee  was  that  there  Were  three 
commercial  printing  operations  making 
a  million  dollars  a  year  before  taxes. 
The  testimony  was  that  Wesleyan  Uni¬ 
versity  bought  them  for  $8,000,000,  with 
a  down  payment  of  $400,000;  that  the 
company  which  sold  them  included  a 
provision  in  the  contract — the  Senator 
has  the  contract,  and  if  I  err  he  will  tell 
me — that  the  same  men  would  continue 
to  operate  the  publication  business  under 
the  new  owner  until  the  total  purchase 
price  was  paid.  The  president  of  the 
university  was  present.  He  said,  “Yes,  we 
intend  to  have  our  faculty  consult  with 
those  who  control  this  business.”  He 
was  asked  if  he  could  remove  them,  as 
I  remember.  He  said,  “No.”  He  was 
asked  if  the  faculty  could  control  the 
business  operation,  the  policy  of  the 
operation.  He  said,  “No.”  He  said,  “Our 
purpose  is  at  the  same  time  to  have  the 
faculty  of  our  college  advise  with  those 
in  control  to  see  if  a  program  can  be 
developed  whereby  the  publications  we 
issue  will  result  in  a  greater  interest  in 
Wesleyan  University.” 

I  will  leave  it  to  any  Senator  to  deter¬ 
mine  for  himself  the  guiding  motive  be¬ 


hind  the  purchase  of  the  three  com¬ 
mercial  enterprises  which  had  a  million 
dollars  a  year  profit  before  taxes,  as  a 
result  of  which  the  university  now  seeks 
an  amendment  of  the  bill  to  exempt  that 
profit  from  taxation. 

Mr.  MILLIKIN.  Mr.  President,  I  think 
the  Congress  acted  wisely  When  it  legis¬ 
lated  to  end  the  tax  exemption  for  un¬ 
related  activities  of  universities.  I  be¬ 
lieve  the  legislation  which  Congress  has 
passed  will  end  such  unrelated  activities. 
Wesleyan  University  has  this  press  busi¬ 
ness.  It  acquired  it  before  Congress  en¬ 
acted  the  legislation.  All  that  the  dis¬ 
tinguished  Senators  from  Connecticut 
are  trying  to  do  by  the  amendment  is 
to  give  the  university  until  the  1st  of 
January,  1953,  to  complete  the  process 
of  integration  which  is  already  under 
way.  Integration  of  what?  Integration 
of  those  printing  activities  with  the  regu¬ 
lar  educational  activities  of  the  school. 

I  say  that  it  is  simply  an  act  of  fairness 
to  give  the  university  that  chance.  They 
acquired  the  property  prior  to  the  decla¬ 
ration  of  congressional  intent.  They  are 
trying  to  bring  the  property  activity  into 
integration  with  their  educational  work. 
Maybe  they  can.  Maybe  they  cannot. 
If  they  do  not  do  it  by  January  1,  1953, 
their  profits  will  be  taxed,  and  should  be 
taxed.  But  in  the  meantime,  since  we 
are  supposed  to  be  solicitous - 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MILLIKIN.  I  yield. 

Mr.  KERR.  Did  I  understand  the 
Senator  from  Colorado  correctly  to  say 
that  if  they  did  not  come  under  the  pro¬ 
visions  of  the  act  they  should  be  taxed? 

Mr.  MILLIKIN.  That  is  right. 

Mr.  KERR.  Why  give  them  that  ex¬ 
emption  until  they  do  it? 

Mr.  MILLIKIN.  Because  they  are  in 
the  way  of  integrating  themselves.  That 
is  the  reason.  They  are  in  the  process  of 
doing  the  very  thing  the  Congress  says 
they  should  do  if  they  want  to  be  tax- 
exempt. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  MILLIKIN.  Yes,  I  am  glad  to 
yield. 

Mr.  KERR.  When  that  becomes  a 
reality,  then  does  not  the  exemption 
apply? 

Mr.  MILLIKIN.  It  is  a  partial  reality 
now,  and  so  far  as  the  junior - 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MILLIKIN.  Wait  a  minute.  I 
have  not  yielded  yet.  So  far  as  the  jun¬ 
ior  Senator  from  Colorado  is  concerned 
it  is  a  partial  reality  now.  It  is  a  de¬ 
veloping  reality.  I  hope  it  will  achieve 
the  complete  reality  by  January  1,  1953; 
and,  because  it  is  good  public  policy  to 
assist  our  educational  activities  and  be¬ 
cause  this  activity  is  in  process  of  in¬ 
tegration,  and  because  if  they  do  not 
complete  the  process  they  will  be  taxed, 
and  should  be  taxed,  I  am  suggesting 
that  we  should  give  them  a  full  fair  year 
to  complete  that  process. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MILLIKIN.  Certainly. 

Mr.  KERR.  When  they  have  com¬ 
pleted  the  integration  the  exemption  ap¬ 
plies,  does  it  not? 
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Mr.  MILLIKIN.  If  they  have  com¬ 
pleted  it. 

Mr.  KERR.  I  should  like  the  Senator 
to  tell  this  body  how  an  enterprise  can 
be  partially  commercial  for  profit  and 
partially  related  to  the  educational  ac¬ 
tivities  of  a  university  or  a  college? 

Mr.  MILLIKIN.  I  answer  the  ques¬ 
tion  in  this  way,  that  as  of  this  moment 
the  question  of  whether  they  are  inte¬ 
grated  or  not  integrated  is  an  adminis¬ 
trative  problem  of  the  Treasury,  and  I 
say  that  under  my  viewpoint,  under 
what  I  consider  to  be  a  proper,  liberal, 
viewpoint,  where  we  are  attempting  to 
help  education  we  can  rule  now  that 
there  has  been  sufficient  integration  to 
warrant  the  exemption.  But  I  am  try¬ 
ing  to  meet  the  extremes  of  the  argu¬ 
ments  which  are  made  by  the  distin¬ 
guished  Senator  from  Oklahoma,  and  I 
say  that  if  they  have  not  completely  met 
the  punctilio  that  is  in  his  mind,  give 
them  a  fair  chance  to  do  so,  and  to  allow 
them  time  until  January  1,  1953,  affords 
them,  in  my  opinion,  a  fair  chance. 

Mr.  McMAHON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MILLIKIN.  Yes,  of  course. 

Mr.  McMAHON.  I  ask  the  Senator 
from  Colorado  if  it  is  true  that  “profit” 
upon  which  the  Senator  from  Oklahoma 
rolled  his  tongue  with  great  glee  is  not 
the  test  provided  in  the  statute?  The 
statute  makes  the  test  that  of  “educa¬ 
tional  purpose.” 

Mr.  MILLIKIN.  Of  course,  it  is  not 
the  test.  I  am  not  so  sure  that  we  ap¬ 
ply  that  test  to  the  Harvard  Press,  or 
the  Yale  Press,  or  the  University  of  Chi¬ 
cago  Press,  or  to  the  Columbia  Universi¬ 
ty  Press.  The  point  there  is,  that  they, 
in  the  opinion  of  the  Treasury,  have  in¬ 
tegrated  the  activities.  That  is  the  test, 
and  it  is  the  only  honest  test.  So  far  as 
I  am  concerned,  I  hope  that  Wesleyan 
University  does  completely  integrate  it¬ 
self.  It  has  integrated  itself  sufficient¬ 
ly  for  my  satisfaction,  but  I  hope  it  will 
meet  fully  by  January  1,  1953 — shall  I 
say — the  crankier  notions  of  some  of 
the  other  Senators,  and  I  hope  the  uni¬ 
versity  will  make  a  profit.  It  is  that 
profit  that  helps  the  university.  And 
when  we  help  the  university,  we  help  a 
desirable  educational  activity. 

Mr.  McMAHON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MILLIKIN.  I  yield. 

Mr.  McMAHON.  Will  not  the  Sena¬ 
tor  agree  that  if  this  university  pur¬ 
chased,  let  us  say,  a  profitable  prepara¬ 
tory  school,  a  secondary  school,  if  we 
adopt  the  argument  of  the  Senator  from 
Oklahoma,  the  profits  of  such  secondary 
school,  which  it  cannot  be  denied  would 
be  derived  from  an  educational  activity, 
would  be  subject  to  a  tax?  This  of 
course  is  absurd. 

Mr.  MILLIKIN.  Of  course,  that  sort 
of  activity  should  not  be  taxed.  No  re¬ 
lated  activity  should  be  taxed. 

Mr.  BUTLER  of  Maryland.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  MILLIKIN.  I  yield. 

Mr.  BUTLER  of  Maryland.  The  ques¬ 
tion  the  Senator  from  Maryland  asked 
earlier  was  prompted  by  the  very  argu¬ 
ment  the  Senator  from  Oklahoma  is 
making.  That  is  why  I  was  alarmed 
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about  the  reference  to  the  Harvard 
Press  and  the  presses  of  other  univer¬ 
sities.  But  be  that  as  it  may  is  it  not 
also  true  that  under  the  statutes  of  a 
number  of  States  of  the  Union  there  are 
partially  exempt  educational  and  chari¬ 
table  institutions?  Part  of  their  opera¬ 
tions  are  taxed  and  part  are  exempt. 
That  is  not  an  uncommon  thing  and  cer¬ 
tainly  furjiishes  no  basis  upon  which  to 
deny  exemption  pending  full  compli¬ 
ance. 

Mr.  MILLIKIN.  If  we  should  take 
from  our  hospitals,  our  health  associa¬ 
tions,  our  health  programs,  our  religious 
organizations,  and  our  educational  pro¬ 
grams,  the  tax  exemption,  direct  and  in¬ 
direct,  they  would  collapse. 

Mr.  McMAHON.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MILLIKIN.  I  yield. 

Mr.  McMAHON.  Is  it  not  true  that 
the  Congress  wrote  into  the  law  the 
provision  for  an  exemption  of  educa¬ 
tional  institutions  because  it  wanted  to 
exempt  them  from  tax,  and  they  would 
not  be  taxed  if  they  were  not  making 
money? 

Mr.  MILLIKIN.  Of  course,  that  is 
exactly  true.  They  can  get  their  money 
through  their  own  internal  activities 
which  are  legitimate,  because  they  are 
educational,  or  they  can  get  money  from 
donors,  or  they  can  get  money  by  being 
exempt  from  taxes.  Each  source  con¬ 
structively  helps  the  other. 

Our  educational  institutions  are  in 
distress  because  the  donorship  money 
which  formerly  enriched  them  and  en¬ 
abled  them  to  expand  and  grow  has  dried 
up.  Interest  rates  on  their  investments 
are  substantially  less.  I  am  not  going  to 
say  that  the  last  few  remaining  sources 
of  revenue  shall  be  taken  away  from 
them.  I  cannot  condemn  that  which 
is  educational  because  it  is  also  profit¬ 
able. 

The  VICE  PRESIDENT.  The  ques¬ 
tion  is  on  agreeing  to  the  amendment 
offered  by  the  Senator  from  Connecticut 
[Mr.  McMahon]  for  himself  and  his  col¬ 
league  [Mr.  Benton].  [Putting  the 
question.  ] 

The  Chair  is  in  doubt.  As  many  as 
favor  the  amendment  will  rise  and  re¬ 
main  standing  until  counted.  Those 
opposed  will  rise  and  remain  standing 
until  counted. 

Mr.  McMAHON.  I  suggest  the  ab¬ 
sence  of  a  quorum. 

The  VICE  PRESIDENT.  The  Secre¬ 
tary  will  call  the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered 
to  their  names: 


Aiken 

Benton 

Brewster 

Bricker 

Bridges 

Butler,  Md. 

Butler,  Nebr. 

Cain 

Capehart 

Carlson 

Case 

Chavez 

Clements 

Connally 

Cordon 

Dirksen 

Douglas 

Duff 

Dworshak  ( 


Eastland 

Ecton 

Ellender 

Ferguson 

Flanders 

Frear 

Fulbright 

George 

Gillette 

Green 

Hayden 

Hendrickson 

Hill 

Hoey 

Holland 

Humphrey 

Hunt 

Ives 

Jenner 


Johnson,  Colo. 

Johnson, Tex. 

Johnston,  S.  C. 

Kem 

Kerr 

Kilgore 

Knowland 

Langer 

Lehman 

Lodge 

Long 

Magnuson 

Malone 

Martin 

Maybank 

McCarran 

McCarthy 

McClellan 

McFarland 


McKellar 

McMahon 

Millikin 

Monroney 

Moody 

Morse 

Mundt 

Murray 

Neely 

Nixon 


O’Conor 

O’Mahoney 

Pastore 

Robertson 

Russell 

Saltonstall 

Schoeppel 

Smathers 

Smith,  Maine 

Smith,  N.  J. 


Smith,  N.  C. 
Sparkman 
Stennis 
Thye 

Underwood 

Watkins 

Welker 

Wiley 

Williams 

Young 


The  VICE  PRESIDENT.  A  quorum  is 
present. 

Mr.  GEORGE.  Mr.  President,  before 
a  vote  is  taken,  much  as  I  dislike  to  do 
so,  I  am  compelled  to  oppose  the  amend¬ 
ment.  As  the  amendment  is  written  it 
begins  a  whittling  away  of  a  perfectly 
sound  and  salutary  principle  which  we 
put  into  the  act  of  1950  to  prevent  col¬ 
leges  and  universities  from  acquiring 
wholly  unrelated  businesses,  such  as,  in 
this  case,  publishing  houses  in  distant 
States,  and  having  them  exempted  from 
taxation.  In  the  interest  of  preserving 
of  what  I  believe  to  be  a  sound  principle, 
and  particularly  in  view  of  the  form  of 
the  amendment,  I  shall  have  to  oppose  it. 

Mr.  McMAHON.  Mr.  President,  in 
view  of  the  statement  of  the  chairman  of 
the  committee  that  he  does  not  approve 
of  the  form  of  the  amendment,  I  shall 
withdraw  it. 

The  VICE  PRESIDENT.  The  Senator 
from  Connecticut  withdraws  the  amend¬ 
ment. 

Mr.  McMAHON.  I  shall  withdraw  it 
for  further  consultation. 

Mr.  GEORGE.  If  the  Senator  from 
Connecticut  will  withdraw  it,  I  shall  be 
glad  to  consult  with  him.  I  believe  we 
can  work  out  an  amendment  which  will 
cover  leigtimate  cases  in  which  univer¬ 
sities  are  engaged  in  an  enterprise  which 
can  be  related  to  the  activities  of  the 
university. 

Mr.  McMAHON.  I  thank  the  Senator. 

The  VICE  PRESIDENT.  The  amend¬ 
ment  is  withdrawn.  The  bill  is  open  to 
further  amendment.  __________ 

MESSAGE  FROM  THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Maurer,  one  of  its 
reading  clerks,  announced  that  the 
House  had  passed  the  bill  (S.  1046)  to 
readjust  postal  rates,  with  an  amend¬ 
ment,  in  which  it  requested  the  con¬ 
currence  of  the  Senate. 

The  message  also  announced  that  the 
House  had  insisted  upon  its.  amendments 
to  the  bill  CS.  1864)  to  authorize  pay¬ 
ments  by  the  Administrator  of  Veterans’ 
Affairs  on  the  purchase  of  automobiles 
or  other  conveyances  by  certain  disabled 
veterans  who  served  during  World  War 
II,  and  persons  wh<\  served  in  the  mili¬ 
tary,  naval,  or  air  service  of  the  United 
States  on  or  after  June  27,  1950,  and  for 
other  purposes,  disagreed  to  by  the  Sen¬ 
ate:  agreed  to  the  conference  asked  by 
the  Senate  on  the  disagreeing  votes  of 
the  two  Houses  thereon,  and  that  Mr. 
Elliott,  Mr.  Teague,  and  Mrs.  Rogers 
of  Massachusetts  were  appointed  man¬ 
agers  on  the  part  of  the  House  at  the 
conference. 

ENROLLED  BILLS  SIGNED 

The  message  further  announced  that 
the  Speaker  had  affixed  his  signature  to 
the  following  enrolled  bills,  and  they 
were  signed  by  the  Vice  President: 


S.  47.  An  act  for  the  relief  of  Madeleine 
Quirez; 

S.  76.  An  act  for  the  relief  of  Herbert  H. 

Heiier: 

S.  83.  An  act  for  the  relief  of  First  Lt. 
James  E.  Willcox; 

S.  168.  An  act  for  the  relief  of  Helmuth 
Assmas  Balthasar  Russow  and  Volker  Harpe; 

S.  295.  An  act  for  the  relief  of  Michail 
Ioannou  Bourbakis; 

S.  426.  An  act  for  the  relief  of  Teruko 
Okuaki; 

S.  427.  An  act  for  the  relief  of  Nene  Eaal- 
stad; 

S.  462.  An  act  for  the  relief  of  Rosita  Anita 
Navarro  and  Ramona  Alicia  Navarro; 

S.  495.  An  act  for  the  relief  of  Richard 
J.  Walling; 

S.  501.  An  act  for  the  relief  of  Willem  Hou- 
wink; 

S.  520.  An  act  for  the  relief  of  Wilma  M. 
Stiehl; 

S.  626.  An  act  for  the  relief  of  Polly  Anne 
Caldwell; 

S.  665.  An  act  for  the  relief  of  D.  Lane 
Powers  and  Elaine  Powers  Taylor; 

S.  880.  An  act  for  the  relief  of  Ann  Lam- 
plugh; 

S.  906.  An  act  for  the  relief  of  Marie  Kris¬ 
tine  Hansen; 

S.  1009.  An  act  for  the  relief  of  Ella  Maria 
Nyman; 

S.  1028.  A  a''  act  for  the  relief  of  Mrs.  Lou 
Wong  Shong  Ngon;  * 

S.  1107.  An  act  for  the  relief  of  I.  N.  Nor¬ 
man; 

S.  1279.  An  act  for  the  relief  of  Davis  Min 
Lee; 

S.  1425.  An  act  for  the  relief  of  Mrs.  Okunl 
Kobayashi; 

S.  1504.  An  act  for  the  relief  of  Valmal 
Eileen  Mackenzie; 

S.  1562.  An  act  for'  the  relief  of  Harvey 
Marden;  and 

S.  1786.  An  act  for  the  relief  of  certain 
officers  and  employees  of  the  Foreign  Serv¬ 
ice  of  the  United  States  who,  while  in  the 
course  of  their  respective  duties,  suffered 
losses  of  personal  property  by  reason  of  war 
conditions  and  catastrophes  of  nature. 

ENROLLED  BILLS  PRESENTED 

The  Secretary  of  the  Senate  reported 
that  on  today,  September  20,  1951,  he 
presented  to  the  President  of  the  United 
States  the  following  enrolled  bills: 

S.  47.  An  act  for  the  relief  of  Madeleine 
Quarez; 

S.  76.  An  act  for  the  relief  of  Herbert  H. 
Heller; 

S.  83.  An  act  for  the  relief  of  First  Lt. 
James  E.  Willcox; 

S.  168.  An  act  for  the  relief*  of  Helmuth 
Assmas  Balthasar  Russow  and  Volker  Harpe; 

S.  295.  An  act  for  the  relief  of  Michail 
Ioannou  Bourbakis; 

S.  426.  An  act  for  the  relief  of  Teruko 
Okuaki; 

S.  427.  An  act  for  the  relief  of  Nene  Baal— 
stad; 

S.  462.  An  act  for  the  relief  of  Rosita  Anita 
Navarro  and  Ramona  Alicia  Navarro; 

S.  495.  An  act  for  the  relief  of  Richard  J. 
Walling; 

S.  501.  An  act  for  the  relief  of  ^Willem 
Houwink; 

S.  520.  An  act  for  the  relief  of  Wilpaa 
Stiehl; 

S.  626.  An  act  for  the  relief  of  Polly, Anne 
Caldwell; 

S.  665.  An  act  for  the  relief  of  D.  Lane 
Powers  and  Elaine  Powers  Taylor; 

S.  880.  An  act  for  the  relief  of  Ann  Lam- 
plugh; 

S.  906.  An  act  for  the  relief  of  Marie  Kris¬ 
tine  Hansen; 

S.  1009.  An  act  for  the  relief  of  Ella  Maria 
Nyman; 

S.  1028.  An  act  for  the  relief  of  Mrs.  Lou 
Wong  Shong  Ngon; 
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S.  1107.  An  act  for  the  relief  of  I.  N. 
Norman; 

S.  1279.  An  act  for  the  relief  of  Davis  Min 
Lee; 

S.  1425,  An  act  for  the  relief  of  Mrs.  Okuni 
Kobayashi; 

S.  1504.  An  act  for  the  relief  of  Valmai 
Eileen  Mackenzie; 

S.  1562.  An  act  for  the  relief  of  Harvey 
Marden;  and 

S.  1786.  An  act  for  the  relief  of  certain  offi¬ 
cers  and  employees  of  the  Foreign  Service 
of  the  United  States  "'who,  while  in  the  course 
of  their  respective  duties,  suffered  losses  of 
personal  property  by  reason  of  war  condi¬ 
tions  and  catastrophes  of  nature. 

READJUSTMENT  OF  POSTAL  RATES 

The  VICE  PRESIDENT  laid  before  the 
Senate  the  amendment  of  the  House  of 
Representatives  to  the  bill  (S.  1046)  to 
readjust  postal  rates,  which  was  to 
strike  out  all  after  .the  enacting  clause 
and  insert: 

FIRST-CLASS  MAIL 

Section  1.  (a)  The  rate  of  postage  on  each 
single  postal  card  issued  and  sold  under  the 
provisions  of  section  3916  of  the  Revised 
Statutes  (U.  S.  C.,  title  39,  sec.  356),  and 
on  each  portion  of  double  postal  cards  issued 
and  sold  under  the  provisions  of  the  act 
of  March  3,  1879  (U.  S.  C.,  title  39,  sec.  358), 
shall  be  2  cents:  Provided,  That  on  all  sin¬ 
gle  and  double  postal  cards  sold  in  quan¬ 
tities  of  100  or  more  there  shall  be  an  addi¬ 
tional  charge  of  10  percent.  The  rate  of 
postage  on  each  private  mailing  or  post  card 
conforming  to  the  conditions  prescribed  by 
the  act  of  May  19,  1898  (U.  S.  C.,  title  39, 
sec.  281),  shall  be  2  cents. 

(b)  Except  as  provided  in  paragraph  (a) 
of  this  section,  the  rate  of  postage  on  mail 
matter  of  the  first  class  when  mailed  for 
local  delivery  at  post  offices  where  free  de¬ 
livery  by  carrier  is  not  established  and  when 
the  matter  is  not  collected  or  delivered  by 
rural  or  star  route  carriers,  shall  be  2  cents 
for  each  ounce  or  fraction  thereof. 

SECOND-CLASS  MAIL 

Sec.  2.  (a)  In  the  case  of  publications  en¬ 
tered  as  second-class  matter  (including  sam¬ 
ple  copies  to  the  extent  of  10  percent  of  the 
weight  of  copies  mailed  to  subscribers  dur¬ 
ing  the  calendar  year)  when  mailed  by  the 
publisher  thereof  from  the  post  office  of 
publication  and  entry  or  other  post  office 
where  such  entry  is  authorized,  or  when 
mailed  by  news  agents  (registered  as  such 
under  regulations  prescribed  by  the  Post¬ 
master  General)  to  actual  subscribers  there¬ 
to  or  to  other  news  agents  for  the  purpose 
of  sale,  the  total  postage  computed  at  the 
pound  rates  in  effect  under  existing  law  and 
based  on  the  bulk  weight  of  each  moling 
shall  be  increased  by  10  percent,  beginning 
on  the  first  day  of  the  second  quarter  be¬ 
ginning  after  the  approval  of  this  act  and 
by  an  increase  of  10  percent,  based  on  the 
rates  now  in  force,  to  take  effect  each  year 
thereafter  over  a  period  of  2  years:  Pro¬ 
vided,  That  publications  having  over  75  per¬ 
cent  advertising  in  more  than  one-half  of 
their  issues  during  any  .12  months’  period 
shall  not  be  accepted  for  mailing  as  sec¬ 
ond-class  matter  and/their  entry  shall  be 
revoked:  Provided  further.  That  there  shall 
be  no  change  in  t4he  rate  of  postage  on 
publications  maintained  by  and  in  the 
interest  of  religious,  educational,  scientific, 
philanthropic,  Agricultural,  labor,  veteran,  or 
fraternal  organizations  or  associations,  not 
organized  f6r  profit  and  none  of  the  net 
income  of1'*  which  inures  to  the  benefit  of 
any  private  stockholder  or  individual:  Pro¬ 
vided  pdrther,  That  existing  rates  shall  con- 
tinue'in  effect  with  respect  to  any  religious, 
educational,  or  scientific  publication  de¬ 
signed  specifically  for  use  in  school  class- 
fooms  or  in  religious  instruction  classes. 


The  publisher  of  any  such  publication  be¬ 
fore  being  entitled  to  such  rate  shall  fur¬ 
nish  proof  of  qualification  to  the  Postmas¬ 
ter  General  at  such  times  and  under  such 
conditions  as  the  Postmaster  General  may 
prescribe. 

(b)  The  free-in-county  mailing  privilege 
and  the  rates  of  postage  on  copies  of  publi¬ 
cations  of  the  second  class  when  addressed 
for  delivery  within  the  county  in  which  they 
are  published  and  entered  as  such  shall  be 
the  same  as  authorized  by  existing  law :  Pro¬ 
vided  further,  That  copies  of  a  publication 
mailed  at  a  post  office  where  it  is  entered, 
for  delivery  by  letter  carriers  at  a  different 
post  office  within  the  delivery  limits  of  which 
the  headquarters  or  general  business  office 
of  the  publisher  is  located,  shall  be  charge¬ 
able  with  postage  at  the  rate  that  would  be 
applicable  if  the  copies  were  mailed  at  the 
latter  office,  unless  postage  chargeable  at  the 
pound  rates  from  the  office  of  mailing  is 
higher,  in  which  case  such  higher  rates  shall 
apply. 

(c)  In  no  case,  except  where  the  free-in- 
county  mailing  privilege  is  applicable,  shall 
the  postage  on  each  individually  addressed 
copy  be  less  than  one-eighth  of  1  cent. 

(d)  The  rate  of  postage  on  copies  of  pub¬ 
lications  having  second-class  entry  mailed  by 
others  than  the  publishers  or  authorized 
news  agents,  sample  copies  mailed  by  the 
publishers  in  excess  of  the  10-percent  allow¬ 
ance  entitled  to  be  sent  at  the  pound  rates, 
and  copies  mailed  by  the  publishers  to  per¬ 
sons  who  may  not  be  included  in  the  re¬ 
quired  legitimate  list  of  subscribers  shall 
be  2  cents  for  the  first  2  ounces  and  1  cent 
for  each  additional  2  ounces  or  fraction 
thereof,  except  when  the  postage  at  the  rates 
prescribed  for  fourth-class  matter  is  lower,  in 
which  case  the  latter  rates  shall  apply,  com¬ 
puted  on  each  individually  addressed  copy 
or  package  of  unaddressed  copies,  and  not 
on  the  bulk  weight  of  the  copies  and  pack¬ 
ages. 

third-class  mail 

Sec.  31  The  rate  of  postage  on  third-class 
matter  shall  be  2  cents  for  the  first  2  ounces 
or  fraction  thereof,  and  1  cent  for  each  ad¬ 
ditional  ounce  or  fraction  thereof  up  to  and 
including  8  ounces  in  weight,  except  that 
the  rate  of  postage  on  books  and  catalogs 
of  24  pages  or  more,  seeds,  cuttings,  bulbs, 
roots,  scions,  and  plants  not  exceeding  8 
ounces  in  weight  shall  be  2  cents  for  the 
first  2  ounces  or  fraction  thereof  and  1% 
cents  for  each  additional  2  ounces  or  frac¬ 
tion  thereof:  Provided,  That  upon  payment 
of  a  fee  of  $10  for  each  calendar  year  or 
portion  thereof  and  under  such  regulations 
as  the  Postmaster  General  may  establish  for 
the  collection  of  the  lawful  revenue  and  for 
facilitating  the  handling  of  such  matter  in 
the  mails,  it  shall  be  lawful  to  accept  for 
transmission  in  the  mails,  separately  ad¬ 
dressed  identical  pieces  of  third-class  mat¬ 
ter  in  quantities  of  not  less  than  20  pounds, 
or  of  not  less  than  200  pieces,  subject  to 
pound  rates  of  postage  applicable  to  the 
entire  bulk  mailed  at  one  time:  Provided 
further.  That  the  rate  of  postage  on  third- 
class  matter  mailed  in  bulk  under  the  fore¬ 
going  provision  shall  be  14  cents  for  each 
pound  or  fraction  thereof  with  a  minimum 
charge  per  piece  of  1  y2  cents,  except  that  in 
the  case  of  books  and  catalogs  of  24  pages  or 
more,  seeds,  cuttings,  bulbs,  roots,  scions, 
and  plants  the  rate  shall  be  10  cents  for  each 
pound  or  fraction  thereof  with  a  minimum 
charge  per  piece  of  1  y2  cents:  And  provided 
further,  That  pieces  or  packages  of  such  size 
or  form  as  to  prevent  ready  facing  and  tying 
in  bundles  and  requiring  individual  distrib¬ 
uting  throughout  shall  be  subject  to  a  mini¬ 
mum  charge  of  5  cents  each. 

BOOKS 

Sec.  4.  The  rates  of  postage  prescribed  by 
subsections  (d)  and  (e)  of  section  204  of 
the  Postal  Rate  Revision  and  Federal  Em- 
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ployees  Salary  Act  of  1948  shall  remain  in 
effect  until  otherwise  provided  by  Congress. 

SPECIAL  DELIVERY 

Sec.  5.  Mail  of  any  class  shall  be  given  the 
most  expeditious  handling  and  transporta¬ 
tion  practicable  and  immediate  delivery  at 
the  office  of  address  when,  in  addition  to 
the  regular  postage,  a  special-delivery  fee  is 
prepaid  thereon  by  means  of  special-delivery 
stamps  or  ordinary  postage"'stamps,  or  in 
such  other  manner  as  the  Postmaster  Gen¬ 
eral  may  prescribe,  in  accordance  with  the 
following  schedule :  Matter  weighing  not 
more  than  2  pounds,  if  of  the  first  class,  23 
cents;  if  of  any  other  class,  35  cents.  Matter 
weighing  more  than  2  but  not  more  than  10 
pounds,  if  of  the  first  class,  35  cents;  if  of 
any  other  class,  45  cents.  Matter  weighing 
more  than  10  pounds,  if  of  the  first  class, 
50  cents;  if  of  any  other  class,  60  cents. 

REGISTERED  MAIL 

Sec.  6.  (a)  Mail  matter  shall  be  registered 
on  the  application  of  the  party  posting  the 
same.  The  registry  fees,  which  shall  be  in 
addition  to  the  regular  postage,  and  the 
limits  of  indemnity  therefor  within  the 
maximum  indemnity  provided  by  this  sub¬ 
section,  shall  be  as  follows: 

For  articles  having  no  intrinsic  value  and 
for  which  no  indemnity  is  payable,  30  cents; 

For  registry  indemnity  not  exceeding  $5, 
40  cents; 

For  registry  indemnity  exceeding  $5  but 
not  exceeding  $25,  55  cents; 

For  registry  indemnity  exceeding  $25  but 
not  exceeding  $50,  65  cents; 

For  registry  indemnity  exceeding  $50  but 
not  exceeding  $75,  75  cents; 

For  registry  indemnity  exceeding  $75  but 
not  exceeding  $100,  85  cents; 

For  registry  indemnity  exceeding  $100  but 
not  exceeding  $200,  95  cents; 

For  registry  indemnity  exceeding  $200  but 
not  exceeding  $300,  $1.05; 

For  registry  indemnity  exceeding  $300  but 
not  exceeding  $400,  $1.15; 

For  registry  indemnity  exceeding  $400  but 
not  exceeding  $500,  $1.25; 

For  registry  indemnity  exceeding  $500  but 
not  exceeding  $600,  $1.35; 

For  registry  indemnity  exceeding  $600  but 
not  exceeding  $700,  $1.45; 

For  registry  indemnity  exceeding  $700  but 
not  exceeding  $800,  $1.55; 

For  registry  indemnity  exceeding  $800  but 
not  exceeding  $900,  $1.65; 

For  registry  indemnity  exceeding  $900  but 
not  exceeding  $1,000,  $1.75:  Provided,  That 
for  registered  mail  having  a  declared  value 
in  excess  of  $25  a  registry  fee  of  not  less 
than  55  cents  shall  be  paid. 

(b)  For  registered  mail  or  insured  mail 
treated  as  registered  mail  having  a  declared 
value  in  excess  of  the  maximum  indemnity 
covered  by  the  registry  or  insurance  fee  paid 
there  shall  be  charged  additional  fees 
(known  as  “surcharges”)  as  follows:  When 
the  declared  value  exceeds  the  maximum  in¬ 
demnity  covered  by  the  registry  or  insurance 
fee  paid  by  not  more  than  $50,  2  cents;  by 
more  than  $50  but  not  more  than  $100,  3 
cents;  by  more  than  $100  but  not  more  than 
$200,  4  cents;  by  more  than  $200  but  not 
more  than  $400,  6  cents;  by  more  than  $400 
but  not  more  than  $600,  7  cents;  by  more 
than  $600  but  not  more  than  $800,  8  cents; 
by  more  than  $800  but  less  than  $1,000, 
10  cents;  and  if  the  excess  of  the  declared 
value  over  the  maximum  indemnity  cov¬ 
ered  by  the  registry  or  insurance  fee  paid 
is  $1,000  or  more,  the  additional  fees  for 
each  $1,000  or  part  of  $1,000  on  articles  des¬ 
tined  to  points  within  the  several  zones 
applicable  to  fourth-class  matter  shall  be  as 
follows : 

For  local  delivery  or  for  delivery  within 
the  first  zone,  12  cents; 

For  delivery  within  the  second  zone,  14 
cents; 
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For  delivery  within  the  third  zone,  16 

cents; 

For  delivery  within  the  fourth  zone,  17 

cents; 

For  delivery  within  the  fifth  or  sixth, 
zones,  18  cents; 

For  delivery  within  the  seventh  or  eighth 
zones,  19  cents:  Provided,  That  for  reg¬ 
istered  mail  or  insured  mail  treated  as  reg¬ 
istered  mail  of  such  kind  or  character  that 
it  may  be  carried  at  less  than  the  maximum 
risk  of  loss  in  the  mails,  the  Postmaster 
General  may  prescribe  rules  for  determining 
upon  what  part  of  the  declared  value  in 
excess  of  the  maximum  indemnity  covered 
by  the  registry  or  insurance  fee  paid  the 
additional  fees  shall  be  based. 

RETURN  RECEIPTS  FOR  REGISTERED  MAIL 

Sec.  7.  Whenever  the  sender  of  any  reg¬ 
istered  mail  shall  so  request,  and  upon  pay¬ 
ment  of  a  fee  of  7  cents  at  the  time  of 
mailing  or  of  15  cents  subsequent  to  the 
time  of  mailing,  a  receipt  shall  be  obtained 
for  such  registered  mail,  showing  to  whom 
and  when  the  same  was  delivered,  which 
receipt  shall  be  returned  to  the  sender,  and 
be  received  in  the  courts  as  prima  facie 
evidence  of  such  delivery:  Provided,  That 
upon  payment  of  the  additional  sum  of  24 
cents  at  the  time  of  mailing  of  any  such 
registered  mail,  a  receipt  shall  be  obtained 
for  such  registered  mail,  showing  to  whom, 
when,  and  the  address  where  the  same  was 
delivered,  which  receipt  shall  be  returned 
to  the  sender,  and  be  received  in  the  courts 
as  prima  facie  evidence  of  such  delivery: 
Provided  further,  That  no  refund  shall  be 
made  of  fees  paid  for  return  receipts  for  reg¬ 
istered  mail  where  the  failure  to  furnish 
the  sender  a  return  receipt  or  the  equivalent 
is  not  due  to  the  fault  of  the  postal  service. 

FEES  FOR  INSURED  MAIL 

Sec.  8.  The  fees  for  insurance,  which  shall 
be  in  addition  to  the  regular  postage,  and 
the  limits  of  indemnity  therefor  within  the 
maximum  Indemnity  provided  by  this  sec¬ 
tion,  shall  be  as  follows:  5  cents  for  in¬ 
demnification  not  exceeding  $5;,  10  cents  for 
indemnification  exceeding  $5  but  not  ex¬ 
ceeding  $10;  15  cents  for  indemnification 
exceeding  $10  but  not  exceeding  $25;  20 
cents  for  indemnification  exceeding  $25  but 
not  exceeding  $50;  30  cents  for  indemnifica¬ 
tion  exceeding  $50  but  not  exceeding  $100; 
35  cents  for  indemnification  exceeding  $100 
but  not  exceeding  $200. 

RETURN  RECEIPTS  FOR  INSURED  MAIL 

Sec.  9.  Whenever  the  sender  of  an  insured 
article  of  mail  on  which  other  than  the 
minimum  fee  was  paid  shall  so  request, 
and  upon  payment  of  a  fee  of  7  cents  at  the 
time  of  mailing  or  of  15  cents  subsequent  to 
the  time  of  mailing,  a  receipt  shall  be  ob¬ 
tained  for  such  insured  mail,  showing  to 
whom  and  when  the  same  was  delivered, 
which  receipt  shall  be  returned  to  the  send¬ 
er,  and  be  received  in  the  courts  as  prima 
facie  evidence  of  such  delivery:  Provided, 
That  upon  payment  of  the  additional  sum 
of  24  cents  at  the  time  of  mailing  of  any 
insured  article  of  mail  on  which  other  than 
the  minimum  fee  was  paid,  a  receipt  shall 
be  obtained  for  such  insured  mail,  showing 
to  whom,  when,  and  the  address  where  the 
same  was  delivered,  which  receipt  shall  be 
returned  to  the  sender,  and  be  received  in 
the  courts  as  prima  facie  evidence  of  such 
delivery:  Provided  further,  That  no  refund 
shall  be  made  of  fees  paid  for  return  receipts 
for  insured  mail  where  the  failure  to  furnish 
the  sender  a  return  receipt  or  the  equivalent 
is  not  due  to  the  fault  of  the  postal  service. 

fees  for  collect-on-delivery  mail 

Sec.  10.  The  fees  for  collect-on-delivery 
service  for  sealed  domestic  mail  matter  of 
any  class  bearing  postage  at  the  first-class 
rate  and  for  domestic  third-  and  fourth- 
class  mall  matter  shall,  in  addition  to  the 
regular  postage  and  any  other  required  fees, 
be  as  follows;  30  cents  for  collections  and 
indemnity  not  exceeding  $5;  40  cents  for 
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collections  and  indemnity  exceeding  $5  but 
not  exceeding  $10;  60  cents  for  collections 
and  indemnity  exceeding  $10  but  not  exceed¬ 
ing  $25;  70  cents  for  collections  and  indem¬ 
nity  exceeding  $25  but  not  exceeding  $50; 

80  cents  for  collections  and  indemnity  ex¬ 
ceeding  $50  but  not  exceeding  $100;  90  cents 
for  collections  and  indemnity  exceeding  $100 
but  not  exceeding  $150;  $1  for  collections 
and  indemnity  exceeding  $150  but  not  ex¬ 
ceeding  $200. 

REGISTERED  COLLECT-ON-DELIVERY  MAIL 

Sec.  11.  (a)  The  fee  for  collect-on-deliv¬ 
ery  service  for  registered  sealed  domestic 
mail  of  any  class  bearing  postage  at  the  first- 
class  rate  shall,  in  addition  to  the  regular 
postage  and  any  other  required  fees,  be  80  } 
cents  for  collections  and  indemnity  not  ex-  . 
ceeding  $10;  $1.10  for  collections  and  in-  , 
demnity  exceeding  $10  but  not  exceeding 
$50;  $1.20  for  collections  and  indemnity  ex¬ 
ceeding  $50  but  not  exceeding  $100;  $1.40 
for  collections  and  indemnity  exceeding  $100 
but  not  exceeding  $200.  The  maximum  j 
amount  of  charges  collectible  on  any  regis¬ 
tered  sealed  domestic  collect-on-delivery  ar-  | 
tide  shall  be  $200. 

(b)  When  indemnity  in  excess  of  $200  is 
desired,  the  fee  for  such  registered  sealed  ' 
domestic  collect-on-delivery  mail  shall,  in 
addition  to  the  regular  postage  and  any  | 
other  .required  fees,  be  $1.50  for  indemnity 
exceeding  $200  but  not  exceeding  $300;  $1.60 
for  indemnity  exceeding  $300  but  not  ex-  { 
ceeding  $400;  $1.70  for  indemnity  exceeding  ; 
$400  but  not  exceeding  $500;  $1.80  for  in-  : 
demnity  exceeding  $500  but  not  exceeding 
$600;  $1.90  for  indemnity  exceeding  $600  but 
not  exceeding  $700;  $2  for  indemnity  exceed¬ 
ing  $700  but  not  exceeding  $800;  $2.10  for 
Indemnity  exceeding  $800  but  not  exceeding 
$1,000. 

Sec.  12.  (a)  The  Postmaster  General  is  au-  i 
thorized  to  prescribe  by  regulation  from  time 
to  time  the  fees  which  shall  be  charged  by 
the  postal  service — 

(1)  for  the  registry  of  mail  matter: 

(2)  for  the  insurance  of  mail  matter,  or  , 
other  indemnification  of  senders  thereof  for 
articles  damaged  or  lost; 

(3)  for  securing  a  signed  receipt  upon  the 
delivery  of  registered  or  insured  mail  mat-  : 
ter  and  returning  such  receipt  to  sender; 

(4)  For  collect-on-delivery  service; 

(5)  for  special-delivery  service;  ($j  I 

*  (6)  for  special-handling  service; 

(7)  for  the  issuance  of  money  orders; 

(8)  for  notice  to  publishers  of  undeliver¬ 
able  second-class  mail,  for  notice  of  change 
of  address,  and  for  notice  to  addressee  or 
sender  of  undeliverable  third-  or  fourth- 
class  matter,  or  of  undeliverable  second-class 
matter  mailed  at  the  transient  rate. 

(b)  Regulations  issued  by  the  Postmaster  • 
General  under  subsection  (a)  shall,  to  the  ‘ 
extent  prescribed  therein,  supersede  existing 
laws,  regulations,  and  orders  governing  the 
fees  for  the  services  covered  thereby. 

Sec.  13.  All  existing  laws  or  portions 
thereof,  inconsistent  or  in  conflict  with  this 
act,  are  hereby  amended  or  repealed. 

Sec.  14.  This  act  shall  take  effect  on  the 
first  day  of  the  third  calendar  month  follow¬ 
ing  the  calendar  month  in  which  it  is  en¬ 
acted,  except  the  rates  herein  provided  for 
second-class  mail  shall  takv^  effect  on  the 
first  day  of  the  second  quarter  beginning 
after  the  approval  of  this  act.  . 

Mr.  JOHNSTON  of  South  Carolina. 
Mr.  President,  I  move  that  the  Senate 
disagree  to  the  amendment  of  the  House,  j 
ask  a  conference  with  the  House  on  the 
disagreeing  votes  of  the  two  Houses 
thereon,  and  that  the  Chair  appoint  the 
conferees  on  the  part  of  the  Senat^. 

The  motion  was  agreed  to;  andvthe  j 
Presiding  Officer  appointed  Mr.  Jofw-  ' 
ston  of  South  Carolina,  Mr.  Pastore,  Mr«  ! 
Underwood,  Mr.  Langer,  and  Mr.  Card*  i 
son  conferees  on  the  part  of  the  Senate* 


REVENUE  ACT  OF  1951 

The  Senate  resumed  the  consideration 
of  the  bill  (S.  4473)  to  provide  revenue, 
and  for  other  purposes. 

Mr.  HUMPHREY.  Mr.  President,  I 
rise  to  discuss  the  tax  bill  and  at  the 
same  time  to  serve  notice  that  I  intend 
to  join  with  a  number  of  my  colleagues 
in  offering  a  large  number  of  amend¬ 
ments  which  we  believe  will  improve  the 
bill. 

I  fully  realize  that  the  committee  has 
labored  long  and  worked  very  conscien¬ 
tiously  to  produce  a  bill  of  349  pages. 
It  held  hearings  for  more  than  10  weeks. 
The  final  product  of  the  work,  however, 
was  not  made  available  to  the  Senate 
until  yesterday  afternoon.  Therefore 
our  amendments — andT  speak  for  sev¬ 
eral  of  my  colleagues — and  our  final 
analysis  of  the  bill  were  delayed.  Con¬ 
sequently,  the  amendments  will  not  be 
printed  and  on  the  desks  of  Senators 
until  tomorrow. 

Mr.  President,  I  shall  use  this  occasion 
to  advise  the  Senate  and  the  majority 
leadership  that  it  is  most  unwise  to  legis¬ 
late  on  such  an  important  measure  in 
the  manner  in  which  we  are  presently 
doing.  The  importance  of  the  bill  is 
unmistakable.  Every  taxpayer  in  the 
country  knows  how  important  it  is.  Yet 
the  Members  of  the  Senate  have  had 
less  than  24  hours  to  study  its  details 
and  draw  conclusions  with  regard  to  the 
bill. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  KERR.  I  assume  the  Senator  is 
aware  of  the  fact  that  the  committee 
twice  a  day  gave  out  press  releases  over 
the  period  of  the  past  several  weeks, 
giving  the  details  of  what  had  been  done 
during  the  sessions  of  cthe  committee, 
and  that  that  information  was  thus  made 
public  and  has  been  public  ever  since. 

Mr.  HUMPHREY.  I  am  aware  of  that 
fact.  I  thank  the  Senator  from  Okla¬ 
homa.  I  am  sure  he  would  not  want  to 
conduct  his  business,  the  work  of  the 
Senate,  or  his  household  on  the  basis  of 
press  releases.  We  are  dealing  with  a 
measure  which  we  hope  will  raise  a  sub¬ 
stantial  sum  of  money.  It  is  incredible 
that  we  should  find  ourselves  in  a  situa¬ 
tion  of  having  before  us  three  volumes  of 
hearings  and  a  bill  which  contains  more 
pages  than  any  bill  the  Senate  has  had 
before  it  since  the  social-security  bill, 
together  with  a  report  of  122  pages  of 
fine  print,  and  that  we  should  have  had 
less  than  24  hours -in  which  to  discuss, 
study,  and  understand  it. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  HUMPHREY.  I  submit  that  no 
matter  how  wise  or  expert  a  man  may 
be  it  is  difficult  for  him  to  understand 
the  technical  details  of  such  a  bill  in  a 
24-hour  period.  I  yield  further  to  the 
Senator  from  Oklahoma. 

Mr.  KERR.  First  I  wish  to  join  the 
Senator  from  Minnesota  in  the  expres¬ 
sion  that  there  is  a  possibility  that  com¬ 
plete  reliance  cannot  be  placed  on  every¬ 
thing  that  appears  in  the  press.  With 
that  statement  in  mind,  I  say  to  my 
good  friend,  the  Senator  from  Minne¬ 
sota,  that  according  to  the  press,  the 
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Senator  from  Minnesota  has  for  some 
days  had  a  number  of  amendments  pre¬ 
pared  for  submission,  with  reference  to 
suggested  changes  in  the  language  of  this 
bill.  Is  that  statement  by  the  press 
accurate? 

Mr.  HUMPHREY.  Mr.  President,  I  al¬ 
ways  wish  to  pay  my  high  regards  to 
the  accuracy  of  the  press.  I  have  been 
preparing  suggested  amendments,  as  I 
have  read  the  press  releases  from  the 
Senate  Finance  Committee.  I  worked 
in  the  hope  that  the  press  releases  were 
accurate,  and  that  the  amendments 
would  be  somewhat  germane  to  the  bill 
which  is  now  pending  before  the  Sen¬ 
ate.  However,  when  we  seek  to  amend 
a  bill,  we  must  amend  it  by  line,  page, 
and  section. 

We  have  studied  in  considerable  detail 
the  word  which  has  come  from  the  com¬ 
mittee  by  means  of  the  press  and  by 
conversations.  All  I  say  is  that  our 
amendments  are  not  available  at  this 
time,  although  I  hoped  they  would  be, 
simply  because  we  did  not  have  the  bill 
before  us.  I  am  sure  the  Senator  will 
agree  with  me  that  that  is  a  plausible 
position. 

Mr.  KERR.  It  is  a  plausible  position, 
but  I  wish  to  congratulate  the  Senator 
from  Minnesota  upon  having  6,  8,  10,  12, 
or  15  amendments  ready  for  a  bill,  be¬ 
fore  it  came  from  the  committee,  which 
he  could  hardly  have  done  unless  he  had 
some  knowledge  from  some  source  of 
what  was  in  the  bill,  and  some  knowl¬ 
edge  from  some  source  of  the  provisions 
which  it  is  his  purpose  to  amend,  and 
with  reference  to  which  the  amendments 
were  prepared  before  the  bill  appeared 
on  the  floor  of  the  Senate. 

Mr.  HUMPHREY.  Mr.  President,  I 
wish  to  thank  the  Senator  for  his  faith 
and  trust  in  me,  as  evidenced  by  the 
observations  he  has  made. 

Of  course,  the  tax  bill  is  not  one  of 
the  best-kept  secrets  in  the  country. 
We  have  read  in  the  press  what  the  com¬ 
mittee  was  doing  with  the  bill;  and  we 
have  suggestions  as  to  possible  altera¬ 
tions,  in  the  nature  of  improvements  in 
the  bill. 

I  only  say  that  when  we  have  before 
us  a  measure  which  we  have  had  less 
than  24  hours  to  discuss,  it  seems  to  me 
that  such  an  arrangement  discourages 
the  kind  of  critical  analysis  which  a 
measure  of  this  kind  should  have.  Cer¬ 
tainly  I  cannot  pose  as  an  oracle  of  in¬ 
formation  on  these  matters.  I  have 
spent  approximately  2  months  in  ardu¬ 
ous  labor  preparing  myself  for  this  mo¬ 
ment  on  the  floor  of  the  Senate,  and  I 
know  I  have  had  to  sacrifice  time  from 
other  duties.  All  I  say  is  that  other 
Senators  may  not  have  had  that  much 
time  in  which  to  look  into  the  bill.  I 
think  it  is  important  that  we  have  2 
or  3  days  in  which  to  do  so.  I  certainly 
protest  against  having  the  Senate  take 
up  this  measure  within  less  than  24 
hours  after  it  has  been  reported  by  the 
committee. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  HOLLAND.  I  was  concerned  to 
note  in  the  press,  and  I  hope  that  par¬ 
ticular  press  release  was  not  well-found¬ 


ed,  a  statement  to  the  effect  that  the 
Senator  from  Minnesota  contemplated 
offerihg  an  amendment  which  would  do 
away  with  the  split-income  provision  of 
the  present  tax  law,  by  means  of  which 
the  citizens  of  States  which  are  not 
themselves  under  the  community-prop¬ 
erty  law  are  given  equality  of  tax  treat¬ 
ment  as  compared  with  those  States  and 
the  citizens  of  those  States  which  do 
have  community-property  laws. 

My  purpose  in  rising  now  is  to  ask 
the  distinguished  Senator  whether  it  is 
his  intention  to  offer  an  amendment  de¬ 
stroying  the  split-income  provisions  of 
the  present  tax  law. 

Mr.  HUMPHREY.  Mr.  President,  I 
wish  to  assure  the  Senator  from  Florida 
that  there  will  be  no  amendment  offered 
by  me  to  destroy  the  split-income  provi¬ 
sions,  but  there  will  be  a  proposal  to  re¬ 
move  the  benefits  of  the  split-income 
provisions.  I  think  the  Senator  from 
Florida  will  find  the  discussion  of  that 
matter  very  interesting,  and  I  hope  he 
will  remain  in  the  Chamber  to  hear  me, 
because  I  intend  to  jpve  some  time  to  a 
discussion  of  what  I'  consider  to  be  the 
inequities  which  are  involved  in  the  in¬ 
come-splitting  device  which  was  placed 
in  the  tax  law  in  1948,  and  I  intend  to 
show  what  can  be  done  in  connection 
with  the  pending  revenue  bill  in  order 
properly  to  raise  revenue  on  an  equitable 
basis. 

However,  I  assure  the  Senator  that 
there  is  no  intention  on  my  part  in  any 
way  to  injure  the  so-called  community- 
property  States  and  their  community- 
property  laws,  many  which  have  been 
repealed  since  1948;  but  I  will  talk  about 
and  I  will  try  to  explain  to  the  Senate, 
for  what  I  think  are  primarily  purposes 
of  information,  the  benefits  of  the  split- 
income  law  and  who  receive  the  benefits 
of  that  law.  I  wish  to  say  that  when 
the  American  people  find  out  who  now 
receive  the  benefits  of  the  split-income 
provisions  they  will  have  a  different  idea 
about  income  splitting  and  the  benefits 
derived  therefrom. 

Mr.  President,  I  should  like  to  proceed 
now  with  my  remarks,  because  I  have 
them  fairly  well  prepared  and  carefully 
documented,  and  I  believe  they  may  be  of_ 
some  help  to  other  Members  of  the  Sen¬ 
ate  in  considering  this  bill. 

Mr.  HOLLAND.  I  thank  the  Senator. 
If  he  will  permit  me  to  do  so,  I  should 
like  to  make  a  brief  observation  at  this 
time.  Of  course  I  shall  listen  with  great 
interest  to  what  he  will  have  to  say. 
However,  I  do  hope  that  no  amendment 
which  he  propses  will  tend  to  restore 
the  old  situation  under  which  most  of 
the  married  couples  in  the  United  States 
were  treated  unfairly,  in  this  field  of 
Federal  income  taxation,  as  compared 
with  the  married  couples  in  the  com¬ 
munity-property  States. 

Mr.  HUMPHREY.  The  observation 
the  Senator  from  Florida  has  made  is 
one  which  needed  to  be  made.  I  do  not 
think  anyone  with  a  sense  of  equity 
in  his  heart  would  wish  to  restore  the 
inequity  which  existed,  and  I  shall  have 
no  part  of  that,  I  assure  the  Senator. 

Mr.  KERR.  Mr.  President,  will  the 
the  Senator  yield  to  me  for  one  further 
little  foray? 


Mr.  HUMPHREY.  I  am  always  glad 
to  yield  to  the  Senator  from  Oklahoma. 

Mr.  KERR.  Did  I  correctly  under¬ 
stand  the  Senator  from  Minnesota  to 
say  that  when  the  American  people  find 
out  who  are  receiving  the  benefit  of 
the  split-income  provisions  of  the  law, 
they  will  be  disappointed  or  surprised 
or  discouraged  or  shocked? 

Mr.  HUMPHREY.  I  think  they  would 
be  interested. 

Mr.  KERR.  Does  the  Senator  from 
Minnesota  intimate  that  anyone  other 
than  the  American  people  receive  the 
benefits  of  the  split-income  provision? 

Mr.  HUMPHREY.  Indeed  I  do  not. 
Of  course,  the  Senator  from  Oklahoma 
knows  that  some  American  people  re¬ 
ceive  the  benefits  of  the  split-income 
provision,  just  as  some  American  people 
have  been  engaged  in  certain  nefarious 
activities,  but  not  all  the  American  peo¬ 
ple  have  been  engaged  in  them,  nor  do 
they  gain  from  income-splitting. 

Mr.  KERR.  The  Senator  from  Minne¬ 
sota  realizes,  does  he  not,  that  the  split- 
income  provision  is  available  to  every 
husband  and  wife? 

Mr.  HUMPHREY.  Yes;  and  that  kind 
of  equality  is  something  like  the  equal¬ 
ity  of  which  Anatole  France  spoke,  when 
he  said  that  the  rich  and  the  poor  alike 
can  sleep  under  a  bridge. 

Mr.  KERR.  Does  the  Senator  mean 
that  the  husband  and  the  wife  can  sleep 
in  the  same  bed? 

Mr.  HUMPHREY.  I  wish  to  keep 
away  from  marital  problems. 

Mr.  KERR.  Does  the  Senator  from 
Minnesota  regard  that  as  a  marital 
problem? 

Mr.  HUMPHREY.  I  do  not  know 
about  that;  but  it  could  be. 

Mr.  President,  the  pending  tax  bill. 
House  bill  4473,  which  the  Finance  Com¬ 
mittee  has  reported  to  the  Senate,  is,  as 
I  have  said,  one  of  the  most  important 
pieces  of  proposed  legislation  to  come  be¬ 
fore  this  body  during  this  eventful  year. 

Of  course,  I  pay  my  respects  and  my 
compliments  to  the  chairman  of  the 
Finance  Committee  and  to  the  other 
members  of  the  committee  for  the  tre¬ 
mendous  amount  of  work  they  have  un¬ 
dertaken  and  for  the  many  hours  they 
have  devoted  to  that  work. 

Mr.  President,  an  adequate  tax  bill  is 
vitally  needed  in  order  to  pay  for  the  ap¬ 
propriations  which  the  Congress  has  vot¬ 
ed.  After  all,  when  we  speak  of  appro¬ 
priations  and  expenditures,  we  are  not 
dealing  with  theoretical  figures  of  ex¬ 
penditures  at  this  time.  The  major  ap¬ 
propriation  bills  have  passed  both 
Houses  of  Congress;  and  even  though 
some  changes  in  them  will  be  made  in 
conference,  we  know  that  the  total 
amounts  of  the  appropriations  will  be 
very  large.  The  appropriations  for  the 
present  fiscal  year  will  amount  to  ap¬ 
proximately  ninety-four  billion  or 
ninety-five  billion  dollars. 

Mi-.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  The  figure  stated  by 
the  Senator  from  Minnesota  is  a  mini¬ 
mum,  based  on  the  bills  already  passed 
by  the  Senate.  After  the  deficiency  bills 
are  added,  the  total  will  be  raised  above 
the  total  of  $94,950,000,000. 
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Mr.  HUMPHREY.  The  Senator  is  ab¬ 
solutely  correct. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  Oh,  yes;  I  yield. 

Mr.  MILLIKIN.  I  wish  to  know 
whether  the  Senator  said  whether  esti¬ 
mated  expenditures  or  appropriations 
will  amount  to  that  much? 

Mr.  HUMPHREY.  I  referred  to  the 
appropriations.  I  am  glad  the  Senator 
has  made  that  clarification. 

Mr.  President,  not  all  of  this  sum  will 
be  spent  this  year,  however.  For  the 
current  fiscal  year  which  will  end  June 
30,  1952,  expenditures  will  be  approxi¬ 
mately  $70,000,000,000,  insofar  as  we  can 
now  foresee. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  That  amount  is  a 
minimum  figure;  is  it  not? 

r  ir.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  The  $70,000,000,000 
figure  does  not  fully  take  account  of 
additional  expenditures  for  air  bases  or 
for  the  expenditures  of  the  Korean  War, 
if  it  should  last  beyond  the  30th  of  De¬ 
cember,  or  for  pay  increases  which  Con¬ 
gress  is  providing  and  which  will  amount 
to  three-quarters  of  a  billion  dollars,  and 
possibly  more,  if  the  wage  employees 
are  included;  nor  does  that  figure  in¬ 
clude  the  $480,000,000  asked  for  the  hy¬ 
drogen  bomb  plant,  nor  does  it  include, 
I  believe,  the  probable  expenditures,  in 
excess  of  $500,000,000,  for  aircraft  and 
fantastic  weapons  which  we  have  ap¬ 
proved.  So  the  estimate  the  Senator 
has  produced  is  a  most  cautious  one. 

Mr.  HUMPHREY.  I  believe  it  is. 

Mr.  DOUGLAS.  I  believe  it  exces¬ 
sively  cautious.  Perhaps  it  is  well  to  be 
excessively  cautious,  Mr.  President.  I 
may  not  be  so  cautious  as  is  the  Senator 
from  Minnesotta,  but  I  would  say  that 
in  my  judgment  the  expenditures  would 
run  to  a  minimum  of  $75,000,000,000  dur¬ 
ing  the  coming  year ;  and,  in  addition,  we 
have  the  problem  of  the  unexpected, 
which  we  can  always  expect. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  for  the  details  he  has  supplied  for 
the  Record,  particularly  in  regard  to  the 
additional  expenditures  which  are  facing 
the  country. 

Mr.  President,  these  facts  are  not 
theoretical.  The  facts  which  have  been 
mentioned  are  based  on  the  figures  of 
appropriations  which  the  Congress  has 
rripde.  These  facts  result  from  the  de¬ 
liberate  and  mature  action  taken  by  the 
Congress,  for  which  we  cannot  escape 
responsibility. 

The  major  appropriation  bills  have 
been  passed  by  both  Houses,  and  the 
huge  sums  decided  upon  underwent  seri¬ 
ous  study  and  debate  before  we  finally 
acted.  We  have  voted  large  sums  of 
appropriations  for  our  military  defenses, 
for  new  weapons,  to  strengthen  the  free 
world,  to  operate  our  Government  effici¬ 
ently;  and  Congress  has  done  all  of  this 
by  overwhelming  votes,  both  in  the  Sen¬ 
ate  and  in  the  House  of  Representatives. 
We  must  now,  it  seems  to  me,  as  re¬ 
sponsible  Members  of  the  Congress,  seek 
to  raise  the  money  with  which  to  pay 
the  bills  we  have  incurred,  at  least  this 


year.  I  realize  that  off  in  the  distant 
future  there  may  be  a  different  problem, 
but  at  least  in  the  beginning  of  our  de¬ 
fense  program  for  this  year,  fiscal  year 

1952,  we  should  do  all  we  can  to  put  our 
program  on  a  pay-as-you-go  basis. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  HUMPHREY.  I  yield  to  the 
Senator  from  Illinois. 

Mr.  DOUGLAS.  Would  the  Senator 
from  Minnesota  make  an  estimate  of  the 
probable  expenditures  for  the  fiscal 
1952-53? 

Mr.  HUMPHREY.  We  can  only  guess, 
but  the  Budget  Bureau  tells  me  they  will 
run  between  eighty  and  ninety  billion 
dollars. 

Mr.  DOUGLAS.  That  they  will  run' 
between  eighty  and  ninety  billion  dol¬ 
lars? 

Mr.  HUMPHREY.  Yes.  There  is  a 
big  gap  between  the  two,  and  I  would 
say  $80,000,000,000  is  vei’y  conservative, 
but  I  want  to  be  conservative  in  these 
figures. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  from  Minnesota  yield  for  a 
question? 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  Colorado. 

Mr.  MILLIKIN.  Does  the  Senator 
mean  the  figure  for  fiscal  1953? 

Mr.  HUMPHREY.  Yes;  for  fiscal 

1953. 

Mr.  MILLIKIN.  What  is  the  figure? 

Mr.  HUMPHREY.  I  said  it  is  a  pro¬ 
jected  estimate  by  the  Bureau  of  the 
Budget  that  there  will  be  expenditures, 
or  appropriations,  of  $80,000,000,000. 

Mr.  DOUGLAS.  And  possibly  more? 

Mr.  HUMPHREY.  And  possibly 
more;  but  I  have  been  conservative,  I 
think. 

Mr.  MILLIKIN.  Do  I  correctly  under¬ 
stand  that  the  distinguished  Senator 
from  Illinois  estimated  expenditures  at 
about  $90,000,000,000? 

Mr.  DOUGLAS.  I  said  possibly  $90,- 

000,000,000. 

Mr.  MILLIKIN.  Oh,  yes;  possibly 
$90,000,000,000.  The  general  tendency 
of  expenditures  is  to  go  up. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  Not  by  design,  but  by 
necessity. 

Mr.  MILLIKIN.  Perhaps  by  design, 
and  perhaps  by  necessity.  It  is  un¬ 
necessary  to  separate  the  two.  It  is  an 
estimate,  I  take  it.  The  Senator’s  esti¬ 
mate  is  of  $80,000,000,000  sure,  and  pos¬ 
sibly  $90,000,000,000  for  fiscal  1953. 
What  is  the  estimate  of  the  Senator  from 
Minnesota  for  fiscal  1953? 

Mr.  HUMPHREY.  I  said  I  would  be 
very  conservative  about  it,  but  I  said 
we  could  look  forward  to  a  minimum  ex¬ 
penditure  of  $80,000,000,000  for  fiscal 
1953. 

Mr.  MILLIKIN.  The  Senator  has  no 
heart  in  thinking  it  could  be  held  to  $80,- 
000,000,000;  has  he? 

Mr.  HUMPHREY.  No.  I  think  it  will 
be  more. 

Mr.  MILLIKIN.  It  will  be  more? 

Mr.  HUMPHREY.  I  think  it  will  be. 
I  am  not  positive  it  will  be  more,  but 
what  I  am  trying  to  point  out  in  this 
part  of  my  remarks  is  that  we  at  least 
have  to  look  forward  to  this  projected 


estimate,  which  is  $80,000,000,000,  and 
it  may  go  to  $90,000,000,000,  though  I 
hope  it  will  not. 

Mr.  MILLIKIN.  Taking  into  consid¬ 
eration  the  factors  mentioned  by  the 
distinguished  Senator  from  Illinois, 
which  are  not  represented  in  the  esti¬ 
mate  of  $39,000,000,000  for  military  ex¬ 
penditures  alone,  he  also  mentioned  four 
or  five  additional  factors,  including  pos¬ 
sibilities,  which  always  mature,  of  addi¬ 
tional  supplements? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MILLIKIN.  What  is  the  Senator’s 
estimate  of  expenditures  for  fiscal  1952? 

Mr.  HUMPHREY.  It  is  my  feeling, 
and  I  have  said,  that  our  expenditures 
for  fiscal  1952 — and  I  repeat  “expendi¬ 
tures”  now — will  be  a  minimum  of  $70,- 
000,000,000. 

Mr.  MILLIKIN.  The  figure  could  be 
$80,000,000,000? 

Mr.  HUMPHREY.  The  Senator  from 
Illinois  says  he  thinks  the  expenditures 
will  amount  to  $75,000,000,000;  and  I 
would  say  that,  from  the  prospects  now, 
that  would  be  a  reasonable  ceiling. 

Mr.  MILLIKIN.  But  the  distinguished 
Senator  would  not  regard  the  estimate  of 
the  distinguished  Senator  from  Illinois 
as  fantastic,  would  he? 

Mr.  HUMPHREY.  I  surely  would  not. 

Mr.  MILLIKIN.  It  could  easily  hap¬ 
pen,  could  it  not? 

Mr.  HUMPHREY.  It  surely  could. 

Mr.  MILLIKIN.  It  might  even  go  be¬ 
yond,  might  it  not? 

Mr.  HUMPHREY.  I  think  the  Senator 
from  Colorado  is  correct,  that  it  may 
go  even  further. 

Mr.  MILLIKIN.  In  other  words,  the 
real  expenditures  for  fiscal  1952  will  be 
governed  by  the  rate  of  spending. 

Mr.  HUMPHREY.  The  Senator  is  cor¬ 
rect. 

Mr.  MILLIKIN.  And  if  the  rate  of 
spending  should  accelerate,  the  total  can 
be  more  than  many  of  the  estimates  we 
have  heard.  If  the  rate  of  expenditure 
does  not  accelerate  as  much  as  some 
people  think,  it  could  be  less.  But- in 
the  meantime  we  have  coming  all  these 
afterthoughts  in  the  way  of  new  pro¬ 
grams  and  new  supplemental,  which 
will  have  some  effect  on  the  expendi¬ 
tures  in  fiscal  1952. 

Mr.  HUMPHREY.  I  thank  the  Sen¬ 
ator.  I  merely  want  to  make  my  posi¬ 
tion  clear  to  him,  because  I  know  that 
his  comments  in  these  colloquies  are 
fruitful  and  constructive,  and  I  also  pay 
great  tribute  to  the  work  of  the  Senator 
from  Colorado.  What  I  have  tried  to 
do  is  to  keep  the  figures  as  conservative 
as  I  can,  because  from  my  point  of 
view — and  I  have  a  point  of  view,  as 
the  Senator  has — I  do  not  think  it  is 
good  in  undertaking  to  judge  this  tax 
bill  to  try  to  exaggerate  the  appropria¬ 
tions  or  the  expenditures,  so  as  to  show 
by  such  exaggeration  a  greater  deficit. 
In  other  words,  I  want  to  lean  over 
backward  to  be  conservative  in  these 
figures,  to  minimize  what  I  would  pro¬ 
ject  as  the  deficit  for  fiscal  1952. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield  to  the 
Senator  from  Illinois. 


1951 


CONGRESSIONAL  RECORD— SENATE 


11943 


Mr.  DOUGLAS.  If  the  Senator  would 
permit  me  to  make  a  comment,  I  think 
the  Senator  from  Minnesota  is  leaning  so 
far  over  backward  in  his  figures  that 
he  has  a  very  dangerous  curvature  of 
the  spine. 

Mr.  HUMPHREY.  The  Senator  from 
Minnesota  will  straighten  up,  with  the 
help  of  the  distinguished  Senator  from 
Illinois,  when  he  buttresses  these  figures, 

Mr.  GEORGE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  HUMPHREY.  I  am  happy  to 
yield  to  the  distinguished  Senator  from 
Georgia. 

Mr.  GEORGE.  I  desire  to  make  an 
inquiry,  and  ask  that  the  Senator  make 
the  point  clear  in  his  argument.  Is  he 
talking  about  the  actual  cash  expendi¬ 
tures  by  June  30,  1952? 

Mr.  HUMPHREY.  Yes. 

Mr.  GEORGE.  Or  is  the  Senator 
talking  about  appropriations. 

Mr.  HUMPHREY.  I  am  talking  about 
cash  expenditures,  not  about  appropria¬ 
tion. 

Mr.  GEORGE.  And  the  Senator’s 
estimate  is  what? 

Mr.  HUMPHREY.  Seventy  billion 
dollars  cash  expenditures. 

Mr.  GEORGE.  That  is,  cash  ex¬ 
penditures  by  June  30  next? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  GEORGE.  And  perhaps  more? 

Mr.  HUMPHREY.  And  perhaps  more. 

Mr.  GEORGE.  I  understand.  The 
President  has  never  estimated  any  such 
cash  expenditure  as  that,  has  he? 

Mr.  HUMPHREY.  The  last  figure  I 
saw  from  the  Bureau  of  the  Budget, 
which  is  the  arm  of  the  President’s 
Office,  was  $68,400,000,000  as  the  esti¬ 
mated  expenditures. 

Mr.  GEORGE.  That  is  the  estimate 
of  expenditures,  is  it? 

Mr.  HUMPHREY.  That  is  the  esti¬ 
mate  of  expenditures.  But,  since  that 
time - 

Mr.  GEORGE.  Oh,  yes;  there  have 
been  appropriations.  I  want  the  Sena¬ 
tor  to  distinguish  between  appropria¬ 
tions  and  expenditures. 

Mr.  HUMPHREY.  That  should  be 
done. 

Mr.  GEORGE.  I  want  to  ask  the 
Senator  now  this  very  pertinent  ques¬ 
tion:  Does  he  anticipate  that  expendi¬ 
tures  will  exceed  receipts  by  the  end  of 
fiscal  1952? 

Mr.  HUMPHREY.  I  anticipate  that 
expenditures  will,  of  course,  exceed 
receipts,  if  we  do  not  pass  a  tax  bill.  I 
estimate  that  expenditures  will  exceed 
receipts  if  the  tax  bill  we  pass  does  not 
have  greater  revenue-raising  capacity 
than  the  pending  tax  bill. 

Mr.  GEORGE.  Or  the  House  bill? 

Mr.  HUMPHREY.  Or  the  House  bill. 

Mr.  GEORGE.  Very  well,  let  us  have 

fViqf  plpo  V 

Mr.  HUMPHREY.  The  House  bill, 
of  course,  comes  closer,  but  both  bills 
will  be  short. 

Mr.  GEORGE.  I  merely  wished  to 
see  what  the  Senator  from  Minnesota 
had  in  mind,  because  I  remind  him  that, 
even  with  the  foreign  aid  expenditures, 
there  is  a  carry-over  balance,  at  the  be¬ 
ginning  of  this  fiscal  year,  of  approxi¬ 
mately  $5,000,000,000,  and  yet,  we  have 
been  asked  to  appropriate,  and  we  un¬ 


doubtedly  shall,  another  $7,500,000,000 
or  $8,000,000,000. 

There  is  a  carry-over  for  defense  at 
the  beginning  of  this  fiscal  year  of 
around  $40,000,000,000,  and  yet  we  have 
in  this  body,  presumably  upon  the  Presi¬ 
dent’s  own  recommendations,  passed  an 
additional  defense  bill  authorizing  the 
appropriation  of  approximately  $60,000,- 
000,000.  It  has  not  yet  been  agreed  upon, 
of  course,  by  the  conference. 

Mr.  HUMPHREY.  I  appreciate  the 
helpfulness  of  the  Senator  from  Georgia, 
because  he  has  assisted  in  developing 
the  point  that  there  is  a  great  discrep¬ 
ancy  between  the  appropriation  figure 
and  the  cash  expenditure  figure.  I  also 
agree  with  him  regarding  the  so-called 
cash  balances  which  are  available  for  de¬ 
fense,  but  I  think  the  Senator  well  knows 
that  it  is  just  now  that  the  goods  are 
being  delivered.  These  cash  balances 
are  committed,  they  are  contracted,  and 
as  the  goods  are  delivered,  the  cash  must 
be  paid  out,  and  it  is  that  problem  we 
are  facing  at  the  present  time. 

Mr.  GEORGE.  I  am  familiar  with 
the  reasons  assigned.  I  am  also  familiar 
with  what  to  me  is  a  much  more  perti¬ 
nent  reason,  one  which  goes  to  the  bot¬ 
tom  of  the  problem,  namely,  that  we 
are  constantly  asked  to  make  these  large 
appropriations  in  the  face  of  heavy  un¬ 
expended  balances,  for  the  purpose  of 
tying  the  hands  of  the  Congress  so  that 
the  Congress  cannot  look  at  the  picture 
as  it  actually  is. 

That  has  nothing  to  do  with  the  merits 
of  what  the  Senator  from  Minnesota  is 
discussing,  but  what  I  am  trying  to  say  to 
him  is  that  I  fear  he  is  wholly  wrong  in 
his  estimate  of  cash  expenditures  by 
June  30  of  next  year. 

Mr.  HUMPHREY.  I  wish  to  say  at 
this  point  that  the  Senator  from  Illinois, 
has  some  figures  which  he  has  checked 
this  morning.  We  went  into  this  matter 
quite  carefully,  and  there  may  be  an 
honest  difference  of  opinion.  If  there 
is,  I  think  we  should  clarify  the  Record. 
What  I  want  is  the  truth,  and  if  the  Sen¬ 
ator  from  Illinois  can  help  us  gain  it, 
I  shall  be  grateful. 

Mr.  DOUGLAS.  The  Assistant  Di¬ 
rector  of  the  Budget  testified  some 
months  ago  before  the  Finance  Commit¬ 
tee,  and  produced  a  table,  which  appears 
on  page  149  of  the  hearings,  estimating 
expenditures  of  $68,400,000,000,  with  an 
item  of  $42,000,000,000  for  the  military 
functions  of  the  Defense  Department 
and  the  military  segment  of  the  foreign- 
aid  program.  Yesterday  I  telephoned 
Mr.  McNeil,  the  Comptroller  of  the  De¬ 
fense  Department,  and  he  informed  me 
that  the  Defense  Department  figures 
should  be  raised  from  $42,000,000,000  to 
$44,000,000,000,  because  of  accelerated 
delivery  schedules;  thus  making  a  total 
of  $70,400,000,000.  This  does  not  include 
all  the  items  I  mentioned  in  my  earlier 
questions.  So  I  think  the  testimony  of 
Mr.  McNeil  bears  out  the  statement  of 
the  Senator  from  Minnesota. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  from  Illinois. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  am  happy  to 
yield. 


Mr.  MILLIKIN.  I  should  like  to  add 
that  there  is  a  total  of  some  $3,000,000,- 
000  accidental  surplus  for  the  fiscal  year 
1951  which  is  also  available  for  general 
revenue  purposes. 

Mr.  HUMPHREY.  Yes.  I  should  like 
to  add  to  that  cheery  note  that  since 
July  1,  1951,  we  have  been  running  at  a 
deficit  rate  of  approximately  seven  and 
one-half  billion  dollars. 

Mr.  MILLIKIN.  That  is  in  a  heavy 
expenditure  period.  The  July  period  is 
a  hard  period  on  which  to  hang  anything 
definite. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Minnesota  further 
yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Is  it  not  true  that  the 
surplus  in  the  Treasury  was  largely  due 
to  the  prompt  action  on  tax  matters 
which  the  Senate  took  last  year,  and  also 
to  the  tax  on  excess  profits,  which  largely 
came  about  as  a  result  of  a  drive  from 
the  floor  by  the  Senator  from  Minne¬ 
sota — 

Mr.  HUMPHREY.  The  Senator  from 
Wyoming  [Mr.  O’Mahoney]. 

Mr.  DOUGLAS.  Led  by  the  Senator 
from  Wyoming  and  the  Senator  from 
Texas. 

Mr.  GEORGE.  Mr.  President,  may  I 
interrupt  to  advise  the  Senator  from  Illi¬ 
nois  that  there  has  been  no  collection 
of  the  excess-profits  taxes.  Returns 
have  not  yet  been  filed.  We  have  ex¬ 
tended  the  time  in  which  the  returns  may 
be  filed  until  some  date  in  November. 
Actually,  what  has  happened  and  what 
will  happen  again  is  that  there  will  not 
be  expended  the  full  amount  made  avail¬ 
able  for  spending  by  the  appropriations. 

Mr.  DOUGLAS.  Some  of  the  excess- 
profits  taxes  were  paid  in  the  first  and 
second  quarterly  installments  of  this 
year.  Tax  returns  may  not  have  been 
filed,  but  taxes,  based  on  estimates,  were 
paid,  nevertheless.  The  point  which  J 
was  trying  to  make,  if  the  Senator  from 
Minnesota  will  yield  further - 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  The  point  which  I 
was  trying  to  make  is  that  the  increase  in 
revenue  which  we  have  obtained,  which 
brought  us  out  of  the  red  into  the  black 
within  the  past  year,  came  about  in  part, 
at  least,  from  a  movement  on  the  floor 
of  the  Senate  similiar  to  the  one  which 
the  Senator  from  Minnesota  is  now 
initiating. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  HUMPHREY.  I  yield,  but  I 
should  like  to  preserve  the  continuity  of 
my  remarks. 

Mr.  MILLIKIN.  I  would  suggest  to 
the  Senator  from  Illinois  that  the  two 
major  causes  for  the  accidental  surplus 
were,  first,  an  underestimate  of  revenues, 
and,  second,  an  underestimate  of  the 
speed  of  our  spending.  Those  are  the 
major  causes  which  produced  the  acci¬ 
dental  surplus. 

As  to  the  suggestion  of  the  Senator 
from  Illinois  that  the  Senator  from  Min¬ 
nesota,  among  other  Senators,  was  a 
leader  in  connection  with  the  excess- 
profits  tax,  let  me  say  that  the  leaders 
for  the  excess-profits  legislation  which 
became  law,  were  the  distinguished 
Senator  from  Georgia  [Mr.  George]  and. 
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may  the  Lord  be  lenient,  the  junior  Sen¬ 
ator  from  Colorado.  The  action  of  the 
distinguished  Senator  from  Minnesota 
was  well  meant,  but  he  was  not  quite 
prepared,  and  he  will  never  be  prepared, 
to  write  a  good  excess-profits-tax  bill. 
That  is  beyond  the  talents  of  anyone. 

Mr.  DOUGLAS.  I  only  meant  to  say 
that  the  Senator  from  Minnesota  and 
other  Senators  were  quite  active  in  the 
movement.  They  helped  to  supply  the 
intellectual  steam,  and  the  distinguished 
Senator  from  Colorado  helped  to  work 
out  the  bill.  That  was  a  very  happy 
combination. 

Mr.  MILLIKIN.  I  would  not  dis¬ 
parage  the  part  which  the  distinguished 
Senator  from  Minnesota  played  in  the 
movement. 

Mr.  HUMPHREY.  I  would  disparage 
my  own  efforts. 

Mr.  MILLIKIN.  I  am  making  my  own 
apologies,  if  they  are  required,  for  my 
own  part  in  the  matter. 

Mr.  HUMPHREY.  I  should  like  to 
say  that  the  Senator’s  humility  and 
modesty  almost  overwhelm  me.  He  has 
paid  me  too  much  credit  for  the  excess- 
profits-tax  fight.  I  was  only  one  of  the 
soldiers  in  the  field.  There  were  gen¬ 
erals  and  a  few  privates  who  cast  a  vote 
here  and  there.  They  helped  the  move¬ 
ment  along.  But  the  kind  words  which 
the  Senator  has  used  give  me  a  good 
start  for  the  day. 

Mr.  MILLIKIN.  The  distinguished 
Senator  from  Minnesota  is,  at  times,  a 
regiment. 

i  Mr.  HUMPHREY.  I  thank  the 
Senator. 

Mr.  President,  I  was  referring  to  the 
bills  which  we  have  incurred  and  which 
we  must  now  seek  to  raise  the  money  to 
pay.  But  I  would  express  the  opinion 
that  even  though  the  cash  expenditures 
for  this  year  may  be  less  than  those  esti¬ 
mated  by  the  junior  Senator  from  Min¬ 
nesota,  it  is  patently  clear  that  the  cash 
expenditures  for  next  year  will  be  going 
up  sharply.  I  merely  want  to  get  a  deter¬ 
mination  in  the  Congress  now.  Are  we 
entering  upon  another  period  of  deficit 
financing,  or  are  we  ‘making  a  sincere 
and  determined  effort  to  keep  on  a  pay- 
as-you-go  basis?  I  think  we  should 
make  that  determination.  Once  we  have 
made  it,  we  may  be  able  properly  to  ad¬ 
just  our  economy.  I  shall  make  fur¬ 
ther  comment  on  that  as  I  go  along. 

In  deciding  on  the  amount  of  our  na¬ 
tional  bill  I  believe  the  American  people 
agree  that  the  expenditures  we  are  mak¬ 
ing  are  necessary.  I  think  very  few  of 
us  are  receiving  letters  objecting  to  the 
rearmament  on  which  this  country  has 
embarked.  The  people  want  the  Nation 
to  be  defended,  and  they  know  it  is  costly. 

Communist  aggression  can  be  halted  in 
any  one  of  three  ways.  The  first  is  to 
stop  the  aggressor  if  he  undertakes  to 
attack,  as  he  has  been  stopped  in  Korea. 

The  second  way  is  to  help  to  build  up 
the  strength  of  our  allies. 

Third,  we  must  show  our  determina¬ 
tion  to  protect  freedom,  not  only  here  at 
home,  but  all  over  the  world,  wherever  it 
may  be  attacked. 

The  production  program  is  a  large  and 
costly  undertaking.  It  is  expensive.  It 
requires  the  diversion  of  a  large  propor¬ 


tion  of  human  and  physical  means  from 
the  production  of  peacetime  needs  to  the 
production  of  arms  and  munitions.  It 
means  that  there  will  be  fewer  automo¬ 
biles,  television  sets,  and  radios,  and  our 
farmers  will  have  to  work  longer  hours. 

But  the  genius  of  the  American  people 
to  produce  more  in  times  of  great  stress 
has  been  proved  many  times.  It  has 
always  been  underrated.  I  desire  to  em¬ 
phasize  that  point.  It  has  always  been 
underrated,  but  it  has  been  proved  many, 
many  times.  I  believe  we  can  achieve 
the  production  goals  required  to  com¬ 
plete  the  military  prorgam  and  also  to 
lay  the  ground  work  for  increasing  living 
standards  not  only  in  this  country,  but 
also  in  the  rest  of  the  world.  We  need 
only  to  harness  some  of  the  tremendous 
potentials  which  are  still  untapped  here 
and  abroad  to  realize  these  objectives. 

Mr.  President,  we  must  remember  that 
the  cold  war  is  not  a  temporary  phe¬ 
nomenon,  and  we  must  plan  accordingly. 
The  cold  war  is  one  of  the  practical  po¬ 
litical  facts  of  our  generation.  I  empha¬ 
size  this  point  in  my  remarks,  because 
we  are  not  talking  about,  insofar  as  we 
know,  a  cold  war  or  an  international  sit¬ 
uation  that  looks  like  it  is  going  to  be 
over  next  year.  We  are  apparently  plan¬ 
ning  for  the  long  pull.  And,  of  course, 
that  makes  it  all  the  more  important 
that  we  have  a  sound  economy,  a  fair 
and  equitable  tax  program,  and  that 
every  measure  be  taken  that  is  humanly 
possible,  to  keep  the  American  economy 
a  going  concern. 

At  present  we  are  having  a  period  dur¬ 
ing  which  the  so-called  armistice  talks 
in  Korea  have  been  interrupted. 
Attempts  are  being  made,  however,  to 
have  them  resumed. 

Mr.  President,  we  cannot  arm  quickly 
to  meet  one  threat  and  then  disarm  as 
soon  as  it  has  been  averted.  Such  a 
course  of  action  is  wasteful  and  in¬ 
efficient.  More  important,  if  we  relax 
our  guard  even  once,  we  are  likely  to 
lose  the  fight  against  the  enemies  of 
freedom. 

The  fact  that  the  cold  war  is  likely 
to  last  a  long  time  makes  it  imperative 
that  we  plan  wisely,  from  an  economic 
as  wen  as  military  standpoint.  Our 
economic  system  must  be  based  on  a 
solid  foundation  if  we  are  to  succeed 
in  our  resolve  to  stop  communism. 
A  part  of  this  foundation  must  be  a 
strong  and  equitable  tax  system  which 
will  be  adequate  to  pay  the  cost  of  re¬ 
armament. 

Now  that  the  congressional  action  on 
appropi’iations  is  completed,  it  is  clear, 
as  I  have  pointed  out  in  my  remarks, 
that  we  must  add  substantially  to  the 
strength  of  our  revenue  system.  At  least 
that  is  clear  to  the  Senator  from  Min¬ 
nesota.  The  citizens  of  this  country 
are  willing  to  undertake  to  pay  for  their 
defense  so  long  as  the  tax  burden  is 
distributed  fairly  and  in  accordance 
with  the  well-known  and  announced 
principle  of  our  Government,  the  prin¬ 
ciple  of  the  ability  to  pay. 

The  tax  structure  is  a  complicated 
mechanism,  of  necessity,  and  I  think 
that  the  Senator  from  Colorado  [Mr. 
MillikinI  properly  has  said  that  no  one 
really  understands  completely  and  thor¬ 


oughly  the  full  implications  of  the  tax 
bill  which  is  now  pending  before  the 
Senate.  Whatever  the  provisions  of  a 
tax  bill,  there  will  always  be  critics  of 
them.  I  assure  the  Senator  from  Colo¬ 
rado  and  the  Senator  from  Georgia  that 
my  criticism,  if  it  is  to  be  interpreted 
as  such,  is  of  a  constructive  nature ;  that 
it  is  made  in  a  spirit  of  admiration  for 
the  men  who  have  prepared  this  bill, 
and  that  the  criticism  is  made  in  an 
attempt  to  be  helpful. 

Most  of  the  technical  provisions  of 
the  tax  laws  are  not  understood  by  the 
average  citizen.  In  fact,  I  think  it  is 
fair  to  say  that  they  are  not  understood 
by  the  overwhelming  majority  of  those 
in  public  office.  The  task  before  the 
Congress  in  distributing  the  burden 
fairly  among  individuals  and  corpora¬ 
tions  is  therefore  especially  important. 
As  Members  of  Congress  it  is  our  obli¬ 
gation  to  our  constituents  to  design  tax 
legislation  in  the  fairest  manner  pos¬ 
sible. 

Mr.  President,  I  say  now  that  if  noth¬ 
ing  more  comes  out  of  the  effort  some  of 
us  are  going  to  make  in  discussing  the 
tax  bill,  than  merely  to  bring  the  ques¬ 
tion  of  taxation  to  the  forefront,  and  to 
explain  some  of  the  intricate  details  of 
the  tax  bill,  how  the  tax  laws  are  to  be 
applied,  and  so  forth,  I  shall  be  a  very 
happy  person. 

To  be  perfectly  candid,  I  am  not  too 
optimistic  as  to  the  success  we  will  have 
with  respect  to  some  of  our  amendments, 
but  they  will  be  offered  in  the  process  of 
education  in  economics,  the  process  of 
citizen  education,  which  is  imperative 
particularly  when  taxation  takes  such  a 
tremendous  share  of  the  national  in¬ 
come.  It  then  becomes  imperative  that 
every  citizen  understand  how  taxation 
works,  how  the  tax  revenue  is  extracted, 
from  whom  it  is  extracted,  and  what 
portion  is  being  paid  by  the  different 
groups  in  the  country.  We  should  ap¬ 
proach  the  problem  of  taxation,  then,  on 
the  basis  of  one  simple  principle:  our 
tax  system  should  be  strong  enough  to 
meet  our  commitments,  and  it  should 
distribute  the  burden  fairly  among  the 
people.  The  term  “fairly”  is  always 
open  to  value  judgment.  I  am  attempt¬ 
ing  to  give  my  value  judgment  of  what 
I  think  to  be  a  fair  distribution  of  the 
tax  burden. 

The  legislation  which  is  now  before 
the  Senate,  in  my  humble  opinion,  does 
not  meet  the  specifications  in  this  sim¬ 
ple  test.  First,  I  do  not  believe  it  will 
raise  sufficient  revenue  to  balance  the 
budget,  and  will,  therefore,  through  defi¬ 
cit  financing,  invite  inflation.  More¬ 
over,  the  money  the  tax  bill  does  raise  is, 
in  my  humble  opinion,  distributed  un¬ 
fairly.  The  tax  burden  on  corporations, 
whose  profits  have  soared  to  the  $50,- 
000,000,000  level,  has  been  cut  by  three- 
quarters  of  a  billion  dollars  below  the 
House  bill.  The  taxes  on  individuals 
with  incomes  above  $5,000 — I  repeat, 
above  $5,000 — have  been  cut  by  $351,- 
000,000  below  the  House  bill. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER  (Mr. 
Kerr  in  the  chair).  Does  the  Senator 
from  Minnesota  yield  to  the  Senator 
from  Colorado? 
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Mr.  HUMPHREY.  Let  me  complete 
the  next  sentence,  and  I  shall  be  glad  to 
yield.  Furthermore,  some  of  the  most 
important  loophole-closing  provisions 
adopted  by  the  House  have  been  stricken 
from  the  bill,  and  I  believe  a  number  of 
new  loopholes  have  been  added,  both  in 
the  House  bill  and  in  the  Senate  version. 
The  many  excess-profits-tax  amend¬ 
ments  which  we  are  asked  to  adopt  to 
relieve  hardship  give  at  least  $120,- 
000,000  of  relief,  in  most  cases  where  it 
is  unwarranted. 

I  now  yield  to  the  Senator  from 
Colorado. 

Mr.  MILLIKIN.  Will  the  Senator 
please  advise  us  whether  the  excess- 
profits  tax  and  the  corporation  tax  gen¬ 
erally,  or  one  or  the  other,  or  both,  are 
greater  or  less  under  the  present  law 
than  under  the  recommendations  of  the 
Senate  Finance  Committee? 

Mr.  HUMPHREY.  I  am  speaking 
about  the  corporation-tax  structure,  the 
base  tax  and  the  surtax. 

Mr.  MILLIKIN.  Is  the  tax  proposed 
for  corporations  by  the  Senate  Finance 
Committee  greater  or  less  than  under 
the  present  law? 

Mr.  HUMPHREY.  It  is  greater  than 
under  the  present  law,  but  less  than  un¬ 
der  the  House  provisions. 

Mr.  MILLIKIN.  Of  course,  the  Sen¬ 
ator  understands,  that,  with  all  due  re¬ 
spect  to  the  House,  it  does  not  necessarily 
provide  an  infallible  standard  of  meas¬ 
uring  what  the  tax  should  be. 

Mr.  HUMPHREY.  Yes.  I  merely 
point  out  that  there  is  one  measurement 
of  what  should  be  an  appropriate  tax — 
I  say  one,  but  we  shall  discuss  it  from 
many  points.  I  do  not  believe  we  should 
rely  strictly  on  the  verdict  of  the  House 
Ways  and  Means  Committee  or  the 
House.  I  surely  concur  in  that.  But 
I  think  it  has  some  importance  in  judg¬ 
ing  the  merits  of  any  particular  proposal. 

Mr.  MILLIKIN.  I  would  not  criticize 
the  House  as  much  for  its  bill.  I  think 
it  is  a  factor  in  this  matter  which  is  of 
great  importance.  When  we  are  talking 
about  revenue  the  question  includes: 
“How  much  more  revenue  are  we  going  to 
raise  than  is  being  raised  at  the  present 
time?”  The  real  basis  is:  “How  will  that 
which  we  propose  be  felt  in  the  pocket- 
book?” 

Mr.  HUMPHREY.  The  Senator  from 
Colorado,  of  course,  has  stated  what  is 
an  obvious  truth,  that  what  we  are  basi¬ 
cally  interested  in  is  how  much  revenue 
will  a  particular  bill  raise;  not  whether 
one  bill  or  the  other  is  right.  However, 
I  think  we  ought  to  be  interested  in  how 
we  raise  it,  and  whether  we  raise  it  ap¬ 
propriately  in  terms  of  ability  to  carry 
the  burden.  That  is  what  the  Senator 
from  Minnesota  is  directing  his  remarks 
to. 

Mr.  MILLIKIN.  I  have  no  objection 
to  that  kind  of  dissertation.  I  think  we 
can  get  ourselves  rather  confused  and 
plunge  ourselves  into  abstractions  when 
we  fail  to  keep  in  mind  that  which  is 
raised  under  present  legislation  and  that 
which  is  proposed  by  the  Senate  Finance 
Committee  bill. 

Mr.  HUMPHREY.  I  am  going  to  take 
care  of  that  in  some  detail  as  I  proceed. 

Few  people  can  comprehend  the  broad 
scope  of  the  loophole-opening  provisions 


included  in  the  bill.  Nevertheless,  I  be¬ 
lieve  that  it  is  the  duty  of  the  Senate  to 
scrutinize  these  provisions  carefully  and 
to  understand  their  implications  before 
we  pass  final  judgment.  My  objective, 
as  I  have  said,  in  bringing  these  matters 
to  the  attention  of  the  Senate,  is  to 
familiarize  the  Members  of  the  Senate, 
by  whatever  means  or  information  I  can 
give,  with  the  details  which  they  might 
overlook  in  the  rush  to  complete  action 
on  this  one  remaining  piece  of  major 
legislation  during  this  session.  When 
the  tax  system  already  raises  more  than 
$60,000,000,000  a  year  and  when  we  are 
asking  the  taxpayers  to  pay  from  $5,- 
000,000,000  to  $7,000,000,000  more,  we 
must  in  good  conscience  examine  care¬ 
fully  the  make-up  of  the  additional  bur¬ 
den. 

It  was  the  early  plea  of  the  Senator 
from  Minnesota  that  there  be  a  careful 
analysis.  An  analysis  of  the  bill  be¬ 
fore  the  Senate  will  demonstrate  that 
it  is  defective,  as  I  see  it,  in  three  re¬ 
spects. 

First,  the  reductions  made  below  the 
House  bill  will  go  largely  to  corporations 
whose  swollen  profits  are  ample  proof 
that  they  are  able  to  pay  the  additional 
taxes  imposed  by  the  House. 

Second,  the  bill  does  not  close  enough 
loopholes  in  the  present  law. 

Third,  it  extends  what  I  believe  to  be 
unwarranted  tax  privileges,  and  opens 
new  loopholes  which  will  be  available  to 
relatively  few  people  at  the  expense  of 
the  many. 

Those  three  defects  I  think  I  can 
document. 

I.  COMPARISON  OF  HOUSE  AND  SENATE  BILLS 

First,  let  us  compare  the  House  bill 
and  the  Senate  bill.  According  to  the 
report  by  the  Finance  Committee  on 
House  bill  4473,  the  House  bill  is  esti¬ 
mated  to  collect  in  a  full  year  of  opera¬ 
tion  about  $7,200,000,000  of  additional 
revenue.  This  amount  would  be  ob¬ 
tained  from  the  following  sources:  $2,- 
800,000,000  from  changes  in  the  individ¬ 
ual  income  tax;  $2,900,000,000  from 
changes  in  the  corporation  income  and 
excess-profits  tax;  $1,300,000,000  from 
increases  and  revisions  in  the  excise 
taxes;  and  a  net  increase  of  $245,000,000 
from  structural  changes  within  the  law, 
changes  in  the  body  of  the  law  itself. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mi-.  DOUGLAS.  The  figures  which 
the  Senator  has  read,  of  course,  are 
accurate.  However,  is  it  not  true  that 
they  apply  only  to  a  full  year  of  opera¬ 
tion,  when  the  tax  is  completely  in  ef¬ 
fect? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  Is  it  not  true  that 
for  the  fiscal  year  1952  the  estimate  of 
the  Senate  committee,  on  page  2  of  its 
report,  is  that  the  total  yield  of  the  House 
bill  would  have  been  only  $4,908,000,000, 
or  roughly  $2,200,000,000  less  than  the 
amount  to  be  yielded  by  a  full  year’s 
taxes? 

Mr.  HUMPHREY.  I  think  that  is  a 
fair  estimate.  I  have  used  those  figures 
before.  The  Senator  is  pointing  out 
that,  because  of  the  lateness  of  the  hour 
in  the  passage  of  the  bill — responsibility 


for  which  I  lay  at  no  one’s  door,  but  it 
is  a  fact  that  we  are  late  in  passing  the 
bill — the  revenue  which  will  come  from 
any  new  tax  bill  this  year  will  not  be 
what  the  over- all  estimate  is  for  a  full 
year  of  operation. 

For  example,  the  Senate  bill,  estimated 
to  raise  $5,500,000,000,  according  to  the 
committee’s  own  report,  would  raise  this 
fiscal  year  $2,700,000,000.  The  House 
bill  would  raise  about  $4,900,000,000  this 
year. 

A.  CORPORATION  INCOME  TAXES 

As  revised  and  amended  by  the  Senate 
Finance  Committee,  the  bill  would  raise 
only  $5,500,000,000.  Of  this  amount, 
less  than  $2,400,000,000  would  be  raised 
from  the  individual  income  tax,  or  al¬ 
most  half  a  billion  less  than  under  the 
House  bill;  also,  $2,100,000,000  would  be 
raised  from  corporation  taxes,  or  almost 
$800,000,000  less  than  under  the  House 
bill;  and  $1,300,000,000  from  excise  taxes, 
or  approximately  the  same  increase 
which  the  House  bill  provides  in  this 
area. 

Finally,  the  so-called  structural 
changes — changes  in  the  actual  law — 
in  the  Finance  Committee’s  bill  would 
actually  reduce  revenues  by  $390,000,000, 
whereas  the  House  bill  would  raise  them 
by  $245,000,000,  making  a  difference  of 
$635,000,000  in  what  I  call  structural- 
change  revenues. 

Let  me  repeat  those  differences :  One- 
half  a  billion  dollars  of  the  reduction 
in  the  yield  below  the  House  bill  will  go 
to  individuals ;  almost  $800,000,000  will  go 
to  corporations;  and  $635,000,000  will  be 
lost  because  of  the  failure  to  close  loop¬ 
holes,  as  recommended  by  the  House,  and 
because  of  the  addition  of  new  loopholes 
in  the  tax  laws. 

I  wonder  whether  Senators  realize 
that,  of  the  total  reduction  of  $1,700,- 
000,000,  $128,000,000  will  go  to  families 
with  incomes  under  $5,000  a  year — and 
that  includes  the  vast  majority  of  the 
taxpayers  of  the  country. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

.  Mr.  DOUGLAS.  I  have  made  a  hasty 
computation.  It  seems  to  me  that  only 
8  percent  of  the  total  reduction  goes  to 
families  with  incomes  below  $5,000. 

Mr.  HUMPHREY.  The  remaining 
$1,565,000,000  will  go  to  corporations  and 
individuals  in  the  high-income  brackets, 
who  also  can  take  advantage  of  existing 
loopholes  and  the  new  loopholes  which 
were  added. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mi-.  MILLIKIN.  Will  the  distin¬ 
guished  Senator  be  good  enough  to  ad¬ 
vise  the  Senate  as  to  the  percentage  of 
national  income  which  falls  in  the  brack¬ 
ets  of  $5,000  and  under,  and  what  per¬ 
centage  falls  in  the  brackets  over  $5,000? 

Mr.  HUMPHREY.  I  shall  obtain  that 
information  for  the  Senator.  I  know 
that  80  percent  of  all  taxpayers  have  in¬ 
comes  of  less  than  $5,000  a  year. 

Mr.  MILLIKIN.  Does  either  the 
House  bill  or  the  Senate  bill  assess  80 
percent  of  the  cost  of  the  bill  to  those 
having  80  percerit  of  the  income? 

Mr.  HUMPHREY.  I  do  not  believe  I 
get  that  question. 
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Mr.  MILLIKIN.  Of  course,  the  Sen¬ 
ator  gets  it. 

Mr.  HUMPHREY.  I  am  sorry,  but  I 
do  not. 

Mr.  MILLIKIN.  Those  who  have  in¬ 
comes  of  $5,000  a  year  or  less  have  about 
80  percent  of  the  income.  What  is  the 
percentage  of  the  increase  in  tax  which 
those  in  that  category  will  pay? 

Mr.  HUMPHREY.  Let  me  say  to  the 
Senator  now  that  the  group  under  $5,000 
a  year  are  already  the  main  excise-tax 
payers.  I  shall  reveal  some  figures  to 
show  that  a  man  with  an  income  of 
$1,000  a  year  pays  more  taxes  percent¬ 
agewise  than  anyone  with  an  income  up 
to  $7,500.  If  the  Senator  is  trying  to  in¬ 
timate  that  it  is  the  $5,000  group  which 
has  the  bulk  of  the  income,  what  he  is 
saying  is  that  the  $5,000-a-year  group 
represents  the  bulk  of  the  American 
people. 

Mr.  MILLIKIN.  I  am  not  arguing.  I 
do  not  think  the  Senator  can  make  the 
argument  he  makes  with  complete  fair¬ 
ness — which  I  know  he  wishes  to  ob¬ 
serve — unless  he  states  the  percentage  of 
the  national  income  in  the  groups  to 
which  he  relates  his  theory. 

Mr.  HUMPHREY.  I  have  that  infor¬ 
mation,  and  I  will  try  to  get  it  for  the 
Senator  before  the  close  of  this  debate. 

Mr.  MILLIKIN.  In  connection  with 
the  increases  it  should  be  pointed  out 
how  the  burden  of  increase  is  distrib¬ 
uted.  If  the  Senator  has  any  difficulty 
with  that  problem,  the  information  is 
set  forth  in  the  report.  It  can  be  easily 
referred  to. 

Mr.  HUMPHREY.  Persons  with  in¬ 
comes  of  from  $3,000  to  $7,500  had  54 
percent  of  the  total  national  income. 
Those  persons  who  had  $3,000  income  or 
less  had  15  percent  of  the  total  national 
income.  So  if  we  add  15  percent  to  54 
percent,  we  get  69  percent.  In  other 
words,  all  the  individuals  in  the  United 
States  who  have  incomes  of  $7,500  a  year 
or  less  get  69  percent  of  the  total  na¬ 
tional  income. 

Mr.  MILLIKIN.  Of  course  the  in¬ 
crease  in  taxes  should  bear  some  rela¬ 
tionship  to  that  fact.  I  am  suggesting 
to  the  Senator  that  he  now  advise  us 
what  percentage  of  the  increase  is  dis¬ 
tributed  to  the  low-income  category,  and 
what  percentage  to  those  above. 

Mr.  HUMPHREY.  I  think  that  is 
very  easy.  The  Senate  bill  places  an  11 
percent  super-tax  on  the  present  tax 
rate  for  every  individual  who  pays  a  tax 
until  we  get  to  the  high  brackets,  where 
there  is  a  ceiling. 

Mr.  MILLIKIN.  That  does  not  an¬ 
swer  my  question.  What  percentage  of 
the  increase  in  taxes  proposed  by  the 
House  bill,  if  the  Senator  wishes,  or  pro¬ 
posed  by  the  Senate  bill,  if  the  Senator 
wishes,  falls  upon  those  with  incomes  of 
$5,000  or  less,  and  what  percentage  falls 
on  those  with  incomes  above  that  figure? 
That  is  all  I  am  trying  to  ascertain. 

Mr.  HUMPHREY.  I  do  not  have  that 
information.  I  shall  try  to  get  it.  - 

Mr.  MILLIKIN.  I  hope  the  Senal^r 
will  permit  me  to  interrupt  him  a  little 
later. 

Mr.  HUMPHREY.  If  the  information 
is  in  the  report,  that  is  another  reason 
Why  we  should  have  an  additional  day 


before  beginning  consideration  of  the 
bill.  I  have  not  had  an  opportunity  to 
look  over  the  report  very  thoroughly. 
Will  the  Senator  help  me  by  furnishing 
the  citation? 

Mr.  MILLIKIN.  I  shall  furnish  the 
citation. 

Mr.  HUMPHREY.  I  will  proceed,  and 
we  can  come  back  to  that  subject  when 
the  Senator  can  give  us  the  material 
from  the  report. 

I  was  pointing  out  certain  differences, 
which  I  think  must  be  stated  again. 

The  bulk  of  the  $1,700,000,000  decrease 
from  the  House  bill  figures  goes  to  cor¬ 
porations  and  to  individuals  in  high- 
income  brackets.  One  hundred  twenty- 
eight  million  dollars  will  go  to  families 
with  incomes  below  $5,000.  In  view  of 
the  one-sided  nature  of  the  reductions 
made  in  the  House  bill - 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  If  the  total  reduc¬ 
tion  is  $1,700,000,000,  and  only  $128,- 
000,000  goes  to  families  with  incomes 
below  $5,000,  it  follows,  I  take  it,  that 
about  $1,572,000,000  goes  to  corporations 
and  to  individuals  in  the  high-income 
brackets. 

Mr.  HUMPHREY.  That  is  correct. 
The  point  of  the  Senator  from  Colorado 
is  that  the  individuals  in  those  brackets 
are  the  ones  who  pay  the  most,  and, 
therefore,  they  should  get  the  most  back. 
What  he  is  trying  to  pin  me  down  on  is 
the  percentage  of  the  tax  paid  by  people 
with  incomes  of  $5,000  annually  or  less. 
The  Senator  from  Minnesota  says,  of 
course,  that  the  tax  laws  are  so  designed 
that  the  low-income  group  does  not  pay 
the  bulk  of  the  taxes,  even  though,  be¬ 
cause  of  their  numbers,  they  may  have 
a  sizable  portion  of  the  total  national 
income.  The  fact  of  the  matter  is  that 
a  man  with  an  income  of  $5,000  or  less, 
who  must  support  a  wife  and  children, 
is  lucky  to  be  able  to  pay  the  rent,  much 
less  the  tax.  It  is  all  a  matter  of  ability 
to  pay  which  is  involved  here.  The 
lower-income  group  pays  a  sizable  por¬ 
tion  of  the  income  tax  in  terms  of 
revenue. 

Now  let  us  talk  about  the  corporation 
income  tax  for  a  moment.  The  reduc¬ 
tion  in  the  Senate  committee’s  bill  of 
three-quarters  of  a  billion  dollars  in  the 
increased  corporation  taxes  provided  in 
the  bill  as  passed  by  the  House  comes 
at  a  time  when  corporation  profits  are 
at  the  highest  point  in  history. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  I  should  like  to  sug¬ 
gest  a  figure.  The  report  does  not  do  so 
in  terms  of  percentages,  and  therefore, 
when  I  invited  the  Senator  from 
Minnesota  to  look  at  the  report  to  find 
the  percentages,  I  led  him  into  a  blind 
alley.  I  would  suggest  that  the  per¬ 
centages  are:  Those  with  adjusted 
gross  income  of  $5,000  or  under  receive 
56.12  percent  of  the  total  of  that  type 
of  income.  Under  present  law  they  pay 
37.02  percent  of  the  taxes. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Minnesota  yield  so 


that  I  may  address  a  question  to  the 
Senator  from  Colorado? 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  Under  the  House  bill 
they  would  pay  37.12  percent  of  the 
taxes.  Under  the  bill  proposed  by  the 
Senate  Finance  Committee  they  would 
pay  37.32  percent. 

Mx-.  DOUGLAS.  When  the  Senator 
from  Colorado  says  that  the  group  with 
incomes  under  $5,000  pays  37  percent  of 
the  tax,  is  he  referring  to  Federal  income 
taxes? 

Mr.  MILLIKIN.  I  am  referring  to 
Federal  income  taxes. 

Mr.  DOUGLAS.  If  we  add  the  local 
sales  taxes  and  excise  taxes,  the  propor¬ 
tion  of  the  total  taxes  which  they  pay 
would  be  greatly  increased,  because  the 
excise  taxes,  far  from  being  progressive, 
tend  to  be  regressive,  and  the  same  is 
true  of  sales  taxes,  which  are  not  levied 
on  personal  services,  investments,  or 
rent. 

Mr.  MILLIKIN.  I  agree  completely 
with  the  distinguished  Senator  from 
Illinois.  I  have  repeatedly  urged  more 
caution  in  imposing  a  sales  tax  or  a 
widely  based  manufacturers’  excise  tax, 
on  the  ground  that  we  have  not  yet  com¬ 
pleted  sufficient  studies  of  the  total  tax 
burden  represented  by  Federal,  State, 
and  local  taxes  direct  and  indirect,  on 
people  who  receive  incomes  under  $5,000. 

Mr.  DOUGLAS.  Mr.  President,  I  am 
delighted  that  the  Senator  from  Colo¬ 
rado  is  in  such  hearty  agreement  with 
us.  I  may  say  that  it  is  an  added  reason 
for  a  progression  in  income  txes,  in 
order  to  offset  the  regression  in  excise 
and  State  sales  taxes. 

Mr.  MILLIKIN.  I  suggest  that  it  does 
not  follow,  if  we  should  determine  that 
the  present  progression  is  sufficient,  that 
the  amount  raised  by  the  bill  now  pend¬ 
ing  or  the  House  bill  will  seriously  impair 
the  productive  resources  of  the  country. 
I  am  delighted  to  find  something  on 
which  I  can  agree  with  the  Senator 
from  Illinois,  and  I  should  like  to  make 
it  into  a  big  thing. 

Mr.  HUMPHREY.  Let  us  make  it  a 
trinity.  I  join  with  the  Senator  in  his 
statement. 

Mr.  MILLIKIN.  I  have  repeatedly 
called  attention  to  the  fact  that  we  do 
not  have  sufficient  dependable  statistics 
on  which  to  base  a  general  sales  tax  or 
on  which  to  base  a  manufacturers’ 
broadly  based  excise  tax.  One  of  the 
reasons  is  that  the  progressive  tax  which 
we  levy  on  the  upper  and  middle  groups, 
through  its  being  passed  down,  lands  on 
those  who  earn  under  $5,000.  That  is 
why  there  are  concealed  taxes.  They  re¬ 
sult  from  the  taxes  being  passed  down. 

We  had  testimony  before  our  commit¬ 
tee  that  a  small  family  having  an  in¬ 
come  of  a  couple  of  thousand  dollars  had 
a  tax  bill  to  pay  of  $750,  and  that  $400 
was  the  indirect  tax,  which  necessarily 
had  to  be  passed  down  from  the  taxes 
put  on  the  middle  and  upper  groups.  So 
I  would  ask  the  Senator  to  give  a  little 
consideration  to  that  fact  also. 

Mr.  HUMPHREY.  I  am  giving  it  deep 
consideration.  I  wish  to  remind  my 
friend  from  Colorado,  however,  that 
when  we  talk  about  percentages  and  how 
great  a  percentage  is  paid  by  a  particular 
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income  group,  we  must  also  consider  the 
status  of  that  income  group  in  the 
economy. 

Mr.  MILLIKIN.  I  agree  entirely  with 
the  Senator  from  Minnesota. 

Mr.  HUMPHREY.  I  agree  that  all 
too  often  the  hidden  taxes  are  passed  on. 

Mr.  MILLIKIN.  It  is  inevitable  that 
they  are  passed  on  to  the  great  con¬ 
sumers,  and  the  great  consumers  are 
those  who  make  $5,000  or  less  a  year. 
They  are  bound  to  be  passed  on. 

Mr.  HUMPHREY.  I  have  read  a  num¬ 
ber  of  editorials  headed  “Corporations 
do  not  pay  taxes;  you  do.”  The  impli¬ 
cation  is  that  taxes  are  passed  down  to 
the  individuals,  and  that  corporations  do 
not  pay  any  taxes.  A  corporation  sup¬ 
posedly  does  hot  pass  down  every  item. 
There  is  apparently  an  accruing  of  profit 
in  a  corporation,  and  therefore  it  is  pos¬ 
sible  for  them  to  pay  some  taxes  instead 
of  passiing  all  of  them  on — so  say  the 
editorials. 

Mr.  MILLIKIN.  I  will  ask  the  distin¬ 
guished  Senator  to  check  me  on  this 
statement.  Is  it  correct  to  say  that 
whether  taxes  are  passed  down  or  up 
depends  upon  the  competitive  situation 
of  the  particular  industry? 

Mr.  HUMPHREY.  Indeed  it  does. 

Mi-.  MILLIKIN.  In  some  industries, 
where  there  is  a  shortage  of  goods,  as 
contrasted  with  a  plentiful  demands  for 
those  goods,  it  is  possible  to  pass  on  the 
whole  tax  and  the  whole  mark-up.  In 
other  fields  competition  may  be  such  that 
the  most  the  industry  can  do  is  to  pass 
on  the  base  tax. 

Mr.  HUMPHREY.  That  is  a  very  per¬ 
suasive  and  compelling  argument  for  the 
need  of  preserving  a  competitive  situa¬ 
tion.  When  an  artificial  situation  comes 
into  being,  as  when  there  is  a  large  de¬ 
fense  program,  in  which  competition  is 
no  longer  a  factor,  controls  of  the  strong¬ 
est  kind  are  required,  so  that  costs  such 
as  taxes  are  not  passed  on  completely 
and  totally  to  the  consumer. 

Mr.  DOUGLAS.  Mr.  President,  I  do 
not  know  whether  I  should  get  into  a 
major  engagement  with  my  dear  friend 
from  Colorado. 

Mr.  MILLIKIN.  Please  do. 

Mr.  DOUGLAS.  This  should  be  only 
a  skirmish. 

Mr.  MILLIKIN.  The  Senator  from 
Illinois  may  characterize  it  as  such,  but 
it  may  grow  into  a  major  engagement. 

Mr.  DOUGLAS.  I  would  prefer  to 
have  the  major  engagement  later,  and 
for  the  present  engage  only  in  exchange 
of  shots.  In  response  to  the  bullet  which 
the  Senator  from  Colorado  has  sent 
whizzing  by  my  ear,  to  the  effect  that  all 
the  corporation  taxes  are  passed  on - ■ 

Mr.  MILLIKIN.  I  did  not  say  that. 
I  said  some  are  and  some  are  not,  de¬ 
pending  on  the  competitive  situation. 

Mr.  DOUGLAS.  I  may  say  that  in 
general,  since  corporation  taxes  are  lev¬ 
ied  upon  profits,  and  profits  accrue  after 
costs,  the  taxes  upon  profits  do  not  in¬ 
crease  costs,  and,  therefore,  cannot  be 
passed  on  to  the  consumer. 

It  would  seem  that  my  friend  from 
Colorado  is  perpetrating  a  heresy  which 
was  originally  perpetrated  by  David  A. 
.Wells,  who  many  years  ago  was  Com¬ 
missioner  of  Internal  Revenue.  He 
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stated  that  all  taxes  were  passed  on. 
However,  that  argument  ignores  the  dif¬ 
ference  between  margins  and  surpluses. 
Taxes  upon  surpluses  are  not  passed  on. 
Taxes  upon  margins  are.  Corporation 
taxes  are  taxes  on  surpluses,  that  is,  net 
profits  over  and  above  costs  and  hence 
the  tax  is  not  shifted.  I  do  not  wish 
to  make  this  exchange  a  major  battle. 
It  is  merely  an  exchange  of  shots. 

Mr.  HUMPHREY.  I  can  see  a 
Bliicher-type  engagement. 

Mr.  MILLIKIN.  I  do  not  want  the 
Senator  from  Illinois  to  inject  a  heresy 
into  the  Record. 

Mr.  DOUGLAS.  It  is  the  Senator’s 
heresy. 

Mr.  MILLIKIN.  I  do  not  want  the 
Senator  to  say  that  I  have  stated  that 
all  taxes  are  passed  on.  During  an  in¬ 
attentive  moment  of  the  Senator  from 
Illinois  I  went  to  considerable  pains  to 
make  it  clear  that  that  is  not  the  case. 
The  corporations  may  not  pass  them 
on  at  all;  they  may  pass  them  on  in  full; 
they  may  pass  them  on  with  the  full 
mark-up;  or  they  may  pass  them  on 
with  only  a  partial  mark-up.  The  part 
of  the  mark-up  to  be  absorbed  will  de¬ 
pend  upon  the  competitive  situation. 
Have  I  made  myself  clear? 

Mr.  DOUGLAS.  Partially  so.  I  may 
say  that  we  should  draw  a  distinction 
between  corporate  taxes  based  on  prof¬ 
its  and  sales  taxes  based  on  prices.  Sales 
taxes  "are  based  on  prices  and  are  passed 
on.  Excise  taxes  also  tend  to  be  passed 
on,  and  often  bear  heavily  on  the  poor¬ 
est  section  of  a  community.  The  tax 
on  corporate  profits  is  not  generally 
passed  on  because  it  is  a  tax  on  surpluses, 
and  it  results  in  lower  dividends,  Which 
tend  to  go  to  the  upper-income  groups 
in  the  community. 

Mr.  MILLIKIN.  Now  the  distin¬ 
guished  Senator  from  Illinois  falls  into  a 
heresy  which  is  very  common  among  cer¬ 
tain  very  highly  endowed  scholars — the 
heresy  of  overgeneralizing.  If  a  man¬ 
ufacturer  has  to  go  to  the  bank  to  bor¬ 
row  money  in  order  to  pay  his  taxes,  he 
has  to  pass  on  the  taxes  or  he  has  to  go 
broke.  The  result  is  that  if  he  remains 
solvent,  he  does  pass  on  the  taxes.  Under 
such  circumstances  he  cannot  pay  back 
his  bank  loan  unless  he  passes  on  the 
taxes;  and  while  passing  on  the  taxes  he 
is  apt  to  pass  on  some  mark-up,  and  un¬ 
less  he  does  that,  assuming  he  is  not 
running  a  philanthropy,  he  has  to  go  out 
of  business. 

Certain  corporations  may  not  have  to 
pass  on  the  taxes,  but  they  have  to  ac¬ 
count  to  their  stockholders.  It  may  be 
said  that  some  corporations  are  so  big 
that,  if  they  wish  to  do  so,  they  can  ab¬ 
sorb  all  taxes.  I  do  not  think  it  will  be 
found  that  corporations  are  absorbing 
taxes,  however.  Corporations  may  re¬ 
duce  their  mark-ups,  but  I  do  not  think 
it  will  be  found  that  the  corporations  are 
absorbing  taxes. 

At  any  rate,  the  great  bulk  of  the  busi¬ 
ness  of  the  country  is  not  carried  on  by 
the  flossy  type  of  concern  to  which  the 
Senator  fx-om  Illinois  refers,  but  it  is  car¬ 
ried  on  by  the  people  who  are  having  a 
terrible  time  getting  on,  and  have  to 
borrow  money  in  order  to  pay  their  bills 
and  to  pay  their  taxes  and  to  pay  for  all 


the  demands  that  plague  humanity. 
After  they  borrow  from  the  bank,  the 
banker  says  to  them,  “Brother,  I  have  to 
have  this  money  back  on  the  due  date.” 
To  obtain  the  money,  in  order  to  pay 
back  the  loan,  the  businessman  has  to 
raise  the  price  of  the  goods  he  sells. 

All  of  this  has  been  just  a  little  prac¬ 
tical  lesson  in  economics,  Mr.  President. 

Mr.  DOUGLAS.  Mr.  President,  it  is 
only  the  last  remark  the  Senator  made 
which  brings  me  to  my  feet.  However, 
since  the  Senator  from  Colorado  speaks 
as  though  he  were  an  expert - 

Mr.  MILLIKIN.  The  Senator  from 
Illinois  has  the  habit  of  over-reaching ;  I 
did  not  say  “expert.” 

Mr.  DOUGLAS.  In  any  case,  I  wish  to 
point  out  that  the  corporation  tax  is  not 
passed  on,  because  the  corporation  tax 
is  paid  out  of  profits  previously  earned. 

Mr.  MILLIKIN.  The  corporation  tax 
is  paid,  regardless  of  whether  there  are 
profits. 

Mr.  DOUGLAS.  The  corporation  tax 
is  levied  only  on  profits.  If  there  are 
no  profits,  there  is  no  tax,  and  no  tax  is 
paid. 

Mr.  MILLIKIN.  The  corporation  tax 
has  to  be  paid;  and  if  there  are  no  profits 
on  hand  to  pay  them,  it  has  to  be  paid 
with  a  loan  or  a  mortgage.  In  any  event, 
it  has  to  be  paid.  It  can  be  paid  out  of 
capital  or  in  other  ways. 

Mr.  DOUGLAS.  Let  me  ask  the  Sena¬ 
tor  a  question:  How  can  a  ghost  be 
taxed? 

Mr.  MILLIKIN.  Capital  can  be  taxed, 
and  it  is  being  taxed. 

Mr.  DOUGLAS.  Profits,  not  capital, 
are  taxed. 

Mr.  LEHMAN,  Mr.  President,  will  the 
Senator  yield? 

The  PRESIDING  OFFICER  (Mr. 
Clements  in  the  chair) .  Does  the  Sena¬ 
tor  from  Minnesota  yield  to  the  Sena¬ 
tor  from  New  York? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LEHMAN.  It  seems  to  me  that 
the  point  raised  by  the  Senator  from 
Colorado  is  fundamental  and,  I  believe, 
so  inaccurate  that  I  think  it  should  be 
pursued,  because  I  know  of  no  tax,  other 
than  minor  taxes,  which  is  levied  on 
corporations,  except  on  the  profits  of 
corporations. 

It  may  be  perfectly  true  that  a  tax  may 
have  accrued  for  a  past  year,  and  that 
the  corporation  does  not  show  a  profit 
during  the  current  year.  To  that  extent 
the  corporation  may  Jiave  to  pay  a  tax 
which  is  not  being  earned  currently. 
However,  certainly  corporation  taxes 
never  accrue — either  the  normal  cor¬ 
poration  tax  or  the  surtax — except  on 
profits. 

Mr.  MILLIKIN.  However,  from  my 
viewpoint,  the  corporation  and  the  in¬ 
dividual  are  not  supposed  to  live  to  pay 
taxes.  The  corporation  is  in  business  to 
produce.  It  has  many  items  from  which 
it  may  obtain  profits,  and  it  has  many 
items  from  which  it  may  suffer  losses. 
The  income  tax  and  the  corporation  tax 
items  merge  themselves  into  the  whole 
problem.  The  corporation  may  have 
large  debts  ahead  of  it,  it  may  have  all 
kinds  of  obligations  which  must  be  met 
even  if  there  is  a  taxable  profit  and  there 
may  not  be  enough  left  to  meet  the  tax 
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and  also  to  meet  the  debt  at  the  bank 
and  to  meet  other  obligations. 

Mr.  HUMPHREY.  Mr.  President,  fi¬ 
nally  the  Senator  from  Colorado  has 
brought  in  something  which  rather  helps 
in  the  argument,  when  he  says  there  may 
be  other  areas  which  constitute  cost  fac¬ 
tors  which  may  make  it  difficult  for  the 
corporation  to  pay  the  tax.  I  think  the 
Senator  from  Illinois  and  the  Senator 
from  New  York  have  been  pointing  out 
that  the  corporation  tax  is  a  tax  on 
profits. 

Mr.  MILLIKIN.  I  agree  with  that 
completely. 

Mr.  HUMPHREY.  Before  we  go  into 
any  more  theorizing  or  even  into  the 
practical  aspects  of  the  matter,  we  should 
realize  that  in  the  first  quarter  of  this 
year  the  corporations  were  operating  at 
a  gross  profit  of  $50,000,000,000. 

Mr.  MILLIKIN.  Not  all  of  them. 

Mr.  HUMPHREY.  I  said  that  was  the 
total  figure;  and  the  net  profit  of  cor¬ 
porations  in  that  time  was  approxi¬ 
mately  $20,000,000,000. 

Mr.  MILLIKIN.  Oh,  yes;  let  the  Sen¬ 
ator  give  all  the  generalized  figures  he 
wishes  to  present. 

Mr.  HUMPHREY.  I  also  wish  to  point 
out  that  if  the  Senator  from  Colorado  is 
correct  when  he  says  that  in  the  vast 
majority  of  instances  those  who  are 
really  taken  to  the  cleaners  are  the  little 
folks,  then  I  do  not  know  why  I  should 
have  been  so  worried  in  reading  the 
many  articles  and  editorials  I  have  seen 
which  have  been  to  the  effect  that  we 
are  going  to  destroy  the  American  enter¬ 
prise  system.  To  judge  from  what  I 
have  been  reading,  including  what  I  have 
been  reading  about  this  bill,  for  there 
has  been  plenty  of  attack  on  it,  the  cor¬ 
poration  tax  will  drive  us  into  socialism. 
I  have  read  many  articles  to  that  effect. 

Obviously,  we  cannot  deal  with  thou¬ 
sands  upon  thousands  of  individual  cor¬ 
porations  in  these  matters;  we  must 
handle  these  matters  in  terms  of  aggre¬ 
gates  and  totals.  All  I  say  is  that,  in  the 
main,  the  tax  on  corporations,  although 
it  is  heavy — for  the  Senate  tax  rate  on 
corporations  is  5  percent  on  the  base 
and  2-percent  surtax — is  not  going  to 
bankrupt  the  corporations.  The  corpo¬ 
ration  tax  voted  by  the  House  of  Repre¬ 
sentatives  would  raise  more  money  than 
would  the  corporation  tax  reported  by 
the  Senate  committee,  but  even  the 
heavier  tax  voted  by  the  House  would 
not  bankrupt  the  corporations.  I  think 
that  is  the  nub  of  the  argument. 

If  a  corporation  has  to  borrow  money 
In  order  to  pay  its  taxes,  that  means 
that  it  made  some  money  once,  and  it 
should  have  sufficient  money  with  which 
to  pay  the  taxes.  After  all,  the  corpo¬ 
ration  tax  is  not  levied  upon  nothing. 

Mr.  MILLIKIN.  That  depends,  obvi¬ 
ously,  upon  the  entire  composite  picture 
as  to  the  corporation.  I  wish  to  suggest 
to  the  Senator  that  the  economy  of  our 
country  consists  of  the  aggregate  of 
separate  enterprises,  both  individual  and 
corporate. 

Mr.  HUMPHREY.  Indeed  it  does.  I 

Mr.  MILLIKIN.  When  we  say  to  in¬ 
dividual  corporations  and  to  individuals 
that  they  must  conduct  their  affairs  on 
averages  and  that  we  who  serve  in  Con¬ 


gress  must  decide  what  we  do  in  terms  of 
averages,  I  say  most  respectfully  that  the 
Senator  is  in  deep  error.  We  must  give 
consideration  to  the  problems  of  the 
individual. 

Mr.  HUMPHREY.  Indeed  so.  I  do 
not  want  the  Senator  to  misinterpret  my 
remarks.  I  simply  say  to  the  Senator 
from  Colorado,  in  line  with  what  has 
been  said  by  the  Senator  from  New 
York  and  the  Senator  from  Illinois,  that 
we  cannot  consider  in  detail  the  prob¬ 
lems  of  each  corporation  which,  let  us 
say,  is  listed  on  the  stock  exchange  or 
in  a  catalog  of  corporations,  and  then 
ask  ourselves,  “How  is  this  corporation 
taxed,  and  how  is  the  tax  levied  upon  it 
going  to  affect  this  corporation,  and 
what  is  its  financial  status  now,  and 
what  was  its  financial  status  last  year, 
and  what  was  its  financial  status  the 
year  before  that,  and  does  the  corpora¬ 
tion  have  any  very  burdensome  obliga¬ 
tions?” 

Mr.  MILLIKIN.  Of  course  not.  How¬ 
ever,  the  Senator  can  easily  take  into 
account  the  number  of  corporations  in 
the  United  States  and  the  distribut¬ 
ion  of  profits  among  them,  so  that  he 
will  have  some  comprehension  of  where 
we  must  be  careful  in  levying  the  taxes. 

Mr.  HUMPHREY.  Yes;  the  Senator 
is  correct. 

Mr.  MILLIKIN.  The  profit  of  a  cor¬ 
poration  is  a  composite  of  many  things. 
What  happens  to  the  corporate  profit 
after  taxes  is  also  a  composite  of  many 
things  which  enter  into  business  judg¬ 
ment.  If  a  corporation  uses  the  profit 
to  expand  its  business  or  to  increase  its 
inventories,  then,  if  it  does  not  pass  on 
the  tax  and  a  fair  allowance  for  profits, 
it  is  out  of  business;  and  when  that 
time  arrives,  and  the  sheriff  comes 
around  and  taps  the  owner  on  the 
shoulder  and  says,  “Buddy,  give  me  the 
key  to  your  front  door,”  it  will  not  do  to 
say  to  the  sheriff,  “Ah.  But  look  at  the 
fine  general  averages  that  Senator  Hum¬ 
phrey  read  into  the  Congressional 
Record.” 

Mi-.  HUMPHREY.  I  am  not  reading 
general  averages  into  the  Record. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mi'.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Let  me  point  out  to 
my  good  friend,  the  Senator  from  Colo¬ 
rado,  that  no  firm  goes  out  of  business 
if  it  is  making  appreciable  profits.  A 
firm  goes  out  of  business  only  if  it  in¬ 
curs  losses.  The  corporation  tax  is 
levied,  not  on  losses,  but  on  profits,  after 
they  have  been  earned.  So  the  attempt 
of  the  Senator  from  Colorado  to  say  that 
an  increase  in  the  tax  on  corporate  prof¬ 
its  means  actual  losses,  disappoints  me. 

Mr.  MILLIKIN.  Mr.  President,  let  me 
point  out  again  to  the  Senator  that  the 
way  a  corporation  handles  its  profits,  as 
well  as  its  other  income,  determines 
whether  it  remains  in  business.  Once  a 
corporation  makes  a  profit,  it  does  not 
sterilize  the  profit  and  say,  “We  shall 
never  make  another  dollar.”  The  profit 
may  very  well  become  a  part  of  the  con¬ 
tinuing  business  of  the  corporation,  in¬ 
cluding  the  continuance  of  the  profit- 
making  function,  which  also  involves 
the  loss-making  function.  Profits  may 


be  swallowed  up  in  debt  and  they  may 
not  be  available  for  tax  payments. 

Mr.  HUMPHREY.  Let  me  ask  the 
Senator  from  Colorado  whether  he  feels 
that  the  rate  which  his  committee  has 
recommended,  or  the  House  rate,  which 
the  House  committee  recommended  and 
which  the  House  agreed  to,  would  in  any 
way  threaten  the  solvency  of  our  corpo¬ 
rate  structure. 

Mr.  MILLIKIN.  I  think  they  both 
would,  to  a  degree.  Mr.  Wilson  testified 
before  our  committee  that  the  present 
corporate  rate  could  not  be  used  to  sus¬ 
tain  the  economy  indefinitely. 

Mr.  HUMPHREY.  No  one  would  deny 
that.  It  cannot  be  used  indefinitely. 

Mr.  MILLIKIN.  Just  a  moment.  The 
Senator  was  saying  that  this  cold  war  is 
going  to  continue  for  10  years. 

Mr.  HUMPHREY.  Oh,  no. 

Mr.  MILLIKIN.  Or  indefinitely. 

Mr.  HUMPHREY.  I  did  not  say  in¬ 
definitely. 

Mr.  MILLIKIN.  That  is  pretty  in¬ 
definite. 

Mr.  HUMPHREY.  When  the  Sena¬ 
tor  says  “indefinitely,”  he  is  speaking  of 
a  greater  approximation  to  eternity  than 
I  was  talking  about.  I  simply  say  that 
the  evidence,  from  the  Federal  Trade 
Commission,  from  the  Department  of 
Commerce,  from  the  Bureau  of  Internal 
Revenue,  from  the  hearings  which  the 
Senator  and  his  committee  have  pre¬ 
pared,  and  from  the  House  hearings, 
clearly  reveals  that  the  corporate  tax 
increase  which  was  imposed  by  the 
House  was  not  a  tax  increase  which 
would  destroy  or  seriously  weaken  the 
profit  position  of  corporate  enterprise  in 
this  country.  In  other  words,  it  would 
still  leave,  under  present  rates,  more 
than  $17,000,000,000  of  net  profits  after 
taxes. 

Mr.  MILLIKIN.  That,  I  assume,  is 
the  debatable  core  of  the  Senator’s  pres¬ 
entation. 

Mr.  HUMPHREY.  No. 

Mr.  MILLIKIN.  Then  is  it  merely  a 
perimeter  facet? 

Mr.  HUMPHREY.  The  Senator  from 
Colorado  joined  my  friend  from  Illinois 
in  at  least  a  somewhat  flanking  action 
a  moment  ago,  and  that  is  how  we  got  off 
on  this  tangent.  We  were  going  to  move 
along.  This  is  not  the  core  of  the  argu¬ 
ment  at  all. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  from  Minnesota  yield  for  an¬ 
other  question? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KERR.  Did  the  Senator  make 
the  statement  a  while  ago  that  a  corpo¬ 
ration’s  taxes  were  based  altogether  on 
profits? 

Mr.  HUMPHREY.  The  corporation 
profits  taxes  are. 

Mr.  KERR.  I  know  that  that  is  one 
of  the  things  in  the  bill,  but  I  understood 
the  Senator  to  say  that  if  a  corporation 
made  no  profit  it  had  no  tax  to  pay. 

Mr.  HUMPHREY.  It  has  not  corpora¬ 
tion  profits  tax  to  pay. 

Mr.  KERR.  That  is  not  what  the  Sen¬ 
ator  said. 

Mr.  HUMPHREY.  I  thought  we  were 
talking  about  the  Senate  tax  bill.  We 
are  not  talking  about  a  real-estate  ques¬ 
tion;  we  are  not  talking  about  the  local 
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license  fee  collected  by  a  municipal  gov¬ 
ernment;  we  are  talking  about  a  corpo¬ 
ration  profits  tax. 

Mr.  KERR.  I  appreciate  that  infor¬ 
mation;  but  that  was  not  what  the  Sen¬ 
ator  said,  and  I  merely  wanted  to  be  sure 
that  it  was  not  what  he  meant. 

Mr.  HUMPHREY.  I  merely  wish  to 
say  that  if  the  Senator  has  any  doubt  as 
to  the  meaning  of  my  words,  I  thought — 
and  I  will  stand  corrected  if  I  am  mis¬ 
taken — we  were  discussing  the  bill  before 
us,  which  deals  with  a  variety  of  tax 
problems,  which  are  Federal  tax  prob¬ 
lems;  and  also  for  the  moment  I  was  dis¬ 
cussing  the  corporation  income  tax. 

Mr.  KERR.  I  appreciate  that.  I  say 
to  the  Senator  that  I  had  no  doubt  as  to 
his  words;  I  was  trying  to  clarify  my 
mind  as  to  what  his  thoughts  there,  in 
order  that  I  might  relate  the  two. 

Mr.  LEHMAN.  Mr.  President,  will  the 
Senator  from  Minnesota  yield  for  a 
question? 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  New  York. 

Mr.  LEHMAN.  Is  it  not  a  fact  that 
the  record  shows  that  the  aggregate  cor¬ 
porate  profits  for  the  first  6  months  of 
the  calendar  year,  after  the  payment  of 
taxes,  are  in  excess  of  the  profits  for  the 
same  period  in  1950?  . 

Mr.  HUMPHREY.  I  think  that  is 
correct 

Mr.  LEHMAN.  If  the  Senator  will 
yield  further,  I  should  like  to  ask  the  dis¬ 
tinguished  Senator  from  Colorado  a 
question.  The  Senator  from  Colorado 
has  brought  up  the  point  of  a  corpora¬ 
tion’s  being  required  to  borrow  money  in 
order  to  pay  a  tax  which  has  accrued  on 
the  operations  of  the  previous  year,  and 
I  have  no  doubt  that  he  is  accurate  in 
that  statement.  But  I  may  point  out 
that,  in  my  experience,  it  is  by  no  means 
unusual  that  corporations  which  make 
huge  profits  currently,  and  which  have 
made  huge  profits  in  the  past,  are  com¬ 
pelled  to  borrow  money  to  pay  their  debts 
of  one  kind  or  other. 

Mr.  MILLIKIN.  I  agree. 

Mr.  LEHMAN.  And  the  debt  incurred 
for  the  payment  of  the  tax  for  a  past 
year,  a  tax  which  has  accrued  in  the  past 
year,  is  just  as  much  a  debt  as  any  other; 
but  there  is  nothing  at  all  unusual  in  a 
corportion,  even  the  most  successful  and 
profitable  corporation,  being  compelled 
to  borrow  money  to  pay  its  debts,  or  to 
spend,  or  whatever  the  purpose  may  be. 

Mr.  MILLIKIN.  I  completely  agree 
with  the  distinguished  Senator.  The 
only  point  I  am  making  is  that  it  is  pos¬ 
sible  for  a  man  to  owe  debts  at  the  same 
time  he  is  making  profits. 

Mr.  HUMPHREY.  Of  course. 

Mr.  MILLIKIN.  And  he  must  pay 
those  debts  out  of  his  profits. 

Mr.  LEHMAN.  There  is  no  doubt 
about  that. 

Mr.  HUMPHREY.  That  is  common¬ 
place  to  practically  every  homeowner  in 
the  country.  A  man  has  a  home,  he  has 
an  income,  he  has  a  mortgage.  He  has 
to  pay  taxes,  as  well  as  the  interest  on 
the  mortgage  and  the  principal.  That 
is  perfectly  obvious. 

Mr.  DOUGLAS.  Mr.  President,  if  the 
Senator  will  yield  for  a  question - 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  Illinois. 


Mr.  DOUGLAS.  This  is  the  last  point 
I  shall  make.  Debts  are  paid  out  of 
gross  profits,  and^ taxes  are  paid  from  net 
profits,  Tfterefgre,  derit's  are  not  paid 
from  net  profits,  but  are  paid  out  of 
gross  profits.  The  tax  is  paid  only  on 
net  profits. 

Mr.  HUMPHREY.  Now,  Mr.  Presi¬ 
dent,  if  I  may  move  along - 

Mr.  GEORGE.  Mr.  President,  will  the 
Senator  from  Minnesota  yield  for  a 
question? 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  Georgia. 

Mr.  GEORGE.  I  ask  the  distinguished 
Senator  whether  he  does  not  think  that 
every  corporation  in  this  country,  if  it 
is  able  to  do  so,  figures  on  the  cost  of 
the  articles  produced  or  handled  by  it, 
or  the  cost  of  services  rendered,  so  as  to 
include  its  corporate  tax? 

Mr.  HUMPHREY.  It  is  often  one  of 
the  cost  factors,  I  may  say  to  the  Sen¬ 
ator. 

Mr.  GEORGE.  Certainly;  and  it  is 
taken  into  consideration.  Actually,  it  is 
done  except  where  competitive  condi¬ 
tions  will  not  permit;  where,  for  in¬ 
stance,  a  standard  article  has  a  fixed 
price,  in  which  case  the  corporation  can¬ 
not  figure  beyond  that  price,  of  course. 
But  actually  there  is  not  a  corporation 
in  the  country  which  does  not  take  into 
account  its  estimated  income  tax,  in 
figuring  the  cost  of  its  product.  If  it 
failed  to  do  so,  it  could  not  exist  very 
long.  So  I  do  not  see  the  point  of  the 
argument  which  has  been  taking  place. 
I  frankly  cannot  see  it. 

Mr.  HUMPHREY.  I  think  there  is  a 
very  good  point  which  can  be  raised,  be¬ 
cause  some  attempt  is  being  made,  per¬ 
haps  on  both  sides,  to  oversimplify  mat¬ 
ters.  One  side  is  simply  saying  that 
when  we  tax  a  corporation  we  are  really 
not  taxing  the-  corporation,  but  that  we 
are  simply  taxing  poor  old  John  Q.  Pub¬ 
lic,  at  Toonerville,  or  some  other  place, 
because  he  is  going  to  buy  the  corpora¬ 
tion’s  products.  It  is  a  queer  twist  which 
has  recently  been  given  to  taxation. 

Mr.  GEORGE.  All  I  wanted  to  do  was 
to  try  to  state  my  own  position,  a  posi¬ 
tion  which  I  am  satisfied  all  practical- 
minded  men  will  on  reflection  admit  to 
be  sound.  The  corporate  tax  is  a  hidden 
sales  tax  to  the  extent  that  it  can  be 
passed  on.  It  cannot  always  be  passed 
on. 

Mr.  HUMPHREY.  That  is  a  very 
good  qualification,  and  it  is  a  very  mean¬ 
ingful  qualification. 

Mr.  GEORGE.  It  cannot  always  be 
passed  on;  but,  by  and  large,  it  can  be, 
and,  by  and  large,  it  is. 

Mr.  HUMPHREY.  I  think  that 
greatly  depends  upon  the  extent  of  the 
implication  of  “by  and  large.”  I  think 
it  depends  greatly  upon  other  considera¬ 
tions  which  enter  into  the  problem. 

Mr.  GEORGE.  It  does;  but,  generally 
speaking,  corporations  figure  into  the 
cost  of  their  product  the  estimated  tax, 
whether  they  are  dealing  with  goods  or 
services ;  and  they  are  obliged  to  do  that 
if  they  are  to  remain  in  business,  except, 
of  course,  in  the  case  of  a  corporation 
with  an  enormous  accumulated  capital 
or  surplus,  which  may  be  engaged  in  a 
line  of  business  in  which  competitive 
conditions  will  not  permit  that  to  be 


done.  It  may  be  producing,  strictly  and 
only  a  standard  article  with  a  fixed  price, 
arid  it  cannot  figure  the  tax,  of  course, 
in  the  price  charged  for  that  standard 
article.  Presumably,  even  the  standard 
article  yields  a  margin  of  profit  to  the 
producer,  who  otherwise  would  not  con¬ 
tinue  in -that  line  of  business,  and  could 
not  do  so  very  long. 

Mr.  HUMPHREY.  I  would  merely  say 
to  the  Senator  that  in  this  argument  we 
are  ignoring  one  fact,  that  at  least  it  is 
the  accepted  judgment  in  our  country 
that  most  of  our  enterprise  is  competi¬ 
tive.  Now,  if  we  are  willing  to  state  on 
the  floor  of  the  Senate,  and  if  the  chair¬ 
man  of  the  Finance  Committee  is  willing 
to  state,  that  we  live  under  monopolistic 
conditions - 

Mr.  GEORGE.  Oh,  no;  oh,  no. 

Mr.  HUMPHREY.  Very  well. 

Mr.  GEORGE.  I  am  willing  to  state 
that  if  certain  of  the  theories  which 
have  been  constantly  advanced  in  the 
Senate  were  carried  out,  we  would  be 
headed  into  a  monopolistic  system 
strictly,  and  competitive  conditions, 
which  now  exist,  would  be  destroyed. 

Mr.  HUMPHREY.  The  Senator  is 
now  saying  that  there  are  competitive 
conditions. 

Mr.  GEORGE.  Certainly;  there  is  no 
doubt  about  it. 

Mr.  HUMPHREY.  And  what  the 
Senator  from  Illinois  and  the  Senator 
from  Minnesota,  as  well  as  the  Senator 
from  New  York,  have  tried  to  say  is  that 
the  corporate  profits  tax  is  a  tax  which 
is  levied  after  the  sale  of  goods,  after 
the  operation  of  the  business,  and  that 
it  is  unfair,  as  I  think  can  be  abundantly 
proved,  to  say  either  by  fiction  or  fact 
that  the  tax  is  actually  passed  along  to 
the  consumer.  To  be  sure,  there  may  be 
a  scintilla,  a  piece  of  it,  passed  along, 
but  the  fact  is  that  the  amount  which 
is  picked  up  by  the  Government  from 
the  corporation  tax,  as  compared  to  the 
amount  which  is  passed  along  to  the 
suddenly  found  overburdened  lower-in¬ 
come  group,  is  far  greater  in  proportion 
than  the  amount  which  is  passed  along. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  It  is  with  a  great 
deal  of  trepidation  that  I  venture  to 
disagree  with  the  eminent  chairman  of 
the  Finance  Committee  on  this  mat¬ 
ter — the  principle  is  an  important  one — 
when  he  says  that  corporation  profits 
taxes  are  passed  on  to  the  consumer  in 
higher  prices  and  are  not  borne  by  in¬ 
vestors  or  owners.  I  think,  with  all  due 
respect,  that  he  falls  into  a  great  error. 
If  the  industry  is  a  competitive  one,  the 
price  will  be  determined  by  the  out-of- 
pocket  cost  to  the  company  on  the  last 
unit  produced.  So  long  as  the  price  is 
above  the  last  cost,  the  company  will 
produce  more.  If  it  is  below  the  cost 
of  the  last  unit,  the  company  will  pro¬ 
duce  less.  Any  profits  which  accrue 
will  not  be  on  the  margin,  but  will  be 
on  the  lower  cost  of  preceding  units. 

If  the  industry  is  a  monopolistic  in¬ 
dustry,  the  price  will  be  fixed  at  the 
point  which  will  yield  the  greatest  total 
profit  to  the  company.  This  is  where  the 
added  revenue  to  the  company  on  the 
last  unit  is  equal  to  the  added  cost.  The 
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tax  on  profits  will  be  taken  from  the  sur¬ 
plus  accrued  on  the  earlier  units  and, 
therefore,  will  not  be  passed  on.  So  the 
corporation  profits  tax  is  one  which  is 
not  shifted  to  the  consumer,  but  is  taken 
out  of  the  funds  which  the  corpora¬ 
tion  has  available  for  distribution  to  the 
owners  or  for  reinvestment  purposes. 

It  may  be  said  that  that  should  not  be 
done,  but  that  is  a  question  of  social 
policy.  It  seems  to  me  it  is  wrong  to 
say,  as  a  matter  of  fact,  that  these  taxes 
are  passed  on  to  the  consumer.  I  hope 
the  issue  on  this  point  can  be  clearly 
understood  from  the  very  beginning  of 
the  debate. 

Mr.  GEORGE.  If  he  will  permit  me 
to  say  so,  the  distinguished  Senator  from 
Illinois  is  saying  in  a  large  number  of 
words  that  it  depends  on  competitive 
conditions.  I  laid  it  down  in  the  begin¬ 
ning  that  corporate  taxes  are  not  passed 
on  when  competitive  conditions  do  not 
permit.  But  I  think  I  might  be  reason¬ 
ably  satisfied  if  the  Senator  from  Min¬ 
nesota  and  the  Senator  from  Illinois 
would,  by  tomorrow  morning,  file  a  list 
of  reputable  corporations  who  will  say 
that  they  do  not  take  into  account  an 
estimated  income-tax  liability  in  the  be¬ 
ginning  of  their  operations  in  connec¬ 
tion  with  whatever  goods  and  services 
they  produce  and  whatever  service  they 
render. 

Mr.  HUMPHREY.  How  would  we  ob¬ 
tain  a  witness  without  prejudice?  Of 
course  they  would  say  that. 

Mr.  GEORGE.  Does  the  Senator  hold 
that  the  entire  American  business  group 
is  crooked? 

Mr.  HUMPHREY.  No.  Of  course 
not;  but  they  are  not  without  prejudice. 
Indeed,  they  would  be  able  to  show,  for 
the  purpose  of  talking  about  a  tax  bill, 
that  they  include  in  their  prices  certain 
parts  of  their  income-tax  liability. 

Mr.  GEORGE.  Indeed  they  would, 
and  indeed  they  would  tell  the  truth. 
We  are  simply  arguing  in  circles. 

Mr.  HUMPHREY.  I  think  that  is 
possibly  true.  We  are  trying  to  push 
each  other  to  an  extreme  position.  A 
competitive  situation  does  prevail  in  the 
vast  majority  of  cases,  and  the  Senator 
from  Minnesota  also  says  that  if  com¬ 
petitive  conditions  do  not  prevail,  we 
should  not  be  talking  about  whether  a 
tax  bill  is  going  to  hurt  the  corporation 
or  the  consumer;  we  should  break  up 
the  monopoly  and  get  the  issue  where  it 
properly  belongs. 

Mr.  GEORGE.  A  competitive  condi¬ 
tion  does  exist,  but  it  does  not  exist  to 
the  point  of  compelling  a  corporation  to 
do  business  without  profit  or  without 
the  hope  of  profit.  That  is  the  trouble. 
There  may  be  a  condition  which  is  com¬ 
petitive,  and  yet  there  is  the  belief  on  the 
part  of  the  going  corporation  that  it  can 
secure  a  profit,  and  it  always  estimates 
its  ultimate  tax  liabilities  against  its 
profit,  or  what  it  hopes  to  make. 

Mr.  HUMPHREY.  Carrying  the  ar¬ 
gument  to  its  logical  conclusion,  the  log¬ 
ical  deduction  from  the  argument  made 
by  the  distinguished  Senator  from 
Georgia - 

Mr.  GEORGE.  I  beg  the  Senator’s 
pardon.  I  am  in  control  of  my  own  log¬ 
ical  deductions.  Some  of  the  countries 


from  whom  we  have  borrowed  our  whole 
income  tax  system  have  viewed  the  mat¬ 
ter  exactly  in  the  light  in  which  the 
Senator  puts  it,  that  the  corporation  it¬ 
self  is  the  mere  collector  out  of  its  share¬ 
holders,  and  the  ultimate  tax  is  borne 
by  the  shareholder.  For  a  long  time  that 
was  the  British  concept,  that  the  corpo¬ 
ration  pays  the  tax  at  a  rate  and  charges 
it  up  to  each  shareholder. 

Mr.  HUMPHREY.  Does  not  that  at 
least  prove  that  the  logic  of  the  Sena¬ 
tor’s  argument  is  what  he  is  now  saying, 
that  it  was  actually  done  in  fact,  not  in 
theory?  The  simple  deduction,  if  fol¬ 
lowed  through,  would  lead,  one  to  be¬ 
lieve  that. 

Mr.  GEORGE.  I  do  not  understand 
how  the  Senator  from  Minnesota  can 
say  that  there  are  not  some  reasonably 
good  corporations.  There  may  be  many 
bad  corporations - 

Mr.  HUMPHREY.  The  Senator  from 
Georgia  is  not  going  to  say  that  the  Sen¬ 
ator  from  Minnesota  has  in  any  way 
attacked  the  corporations,  is  he? 

Mr.  GEORGE.  Let  me  simplify  my 
proposal.  Let  the  distinguished  Senator 
from  Illinois  and  the  distinguished  Sen¬ 
ator  from  Minnesota  get  a  statement 
from  the  good  corporations,  which  can 
qualify  as  good  corporations,  that  they 
do  not  take  into  account  their  estimated 
tax  liability  in  the  production  of  their 
goods  or  in  the  services  which  they  ren¬ 
der,  and  let  them  bring  the  information 
back  tomorrow  morning. 

Mr.  HUMPHREY.  Let  us  make  a  deal. 
Since  the  Senator  from  Georgia  is  the 
chairman  of  the  Finance  Committee  and 
since  the  Finance  Committee  has  made 
a  determination  to  reduce  the  corporate 
income  tax  figure  approximately  $800,- 
000,000  below  the  House  figure - 

Mr.  GEORGE.  Oh,  no. 

Mr.  HUMPHREY.  I  mean,  the  total 
corporate  tax  figure. 

Mr.  GEORGE.  A  large  part  of  that 
is  in  the  excess-profits  tax. 

Mr.  HUMPHREY.  What  I  am  saying 
is  that  since  the  decision  has  been  made 
by  the  Finance  Committee  to  reduce  the 
figure  to  $800,000,000,  let  the  Senator 
from  Georgia  give  me  the  names  of  the 
corporations  which  told  him  that  the 
corporate  tax  was  passed  on  to  the  con¬ 
sumer.  If  he  does  so,  then  he  is  simply 
saying  that  there  are  monopolies,  and  if 
there  are  monopolies,  they  should  be  de¬ 
stroyed  through  the  Sherman  Antitrust 
Act. 

Mr.  GEORGE.  I  refer  the  Senator  to 
the  three  volumes  of  testimony,  to  see 
if  he  can  find  evidence  that  any  corpo¬ 
ration  stated  it  would  not  pass  the  tax 
on  to  the  consumer  if  it  were  possible, 
or  if  competitive  conditions  permitted. 
No  corporation  could  long  exist  if  its 
executive  management  did  not  do  pre¬ 
cisely  that,  because  a  corporation  cannot 
deduct  back  payments  on  its  debt ;  it  can 
only  deduct  interest  paid  on  the  debt. 

Mr.  HUMPHREY.  I  am  in  somewhat 
of  a  quandary  about  how  this  works  out. 
Here  are  corporations  saying  the  taxes 
are  going  to  be  the  death  of  them,  so 
to  speak.  They  have  stated  many  times 
in  letters  to  every  Senator  in  this  body 
that  the  taxes  are  a  tremendous  burden, 
and  yet  we  hear  on  the  floor  that  the 


taxes  are  passed  on  to  someone  else. 
Somewhere  in  this  argument  something 
is  lost;  there  is  a  no-man's  land;  there 
is  a  dark  zone  where  the  truth  does 
not  seem  to  be  able  to  penetrate. 

Mr.  GEORGE.  No,  Mr.  President. 
Corporations  are  composed  of  men  of 
ordinary  common  sense,  and  they  know 
that  if  prices  are  so  high  that  they  can¬ 
not  sell  their  product,  they  will  be  driven 
from  the  market  and  will  go  broke. 
Corporations  are  made  up  of  individuals 
who  have  gone  into  an  organization  of 
some  type  or  nature,  and  they  know 
very  well  that  if  their  prices  go  too  high 
they  cannot  sell,  they,  therefore,  can¬ 
not  make  any  profit,  and,  therefore, 
they  will  go  broke. 

Mr.  HUMPHREY.  I  am  very  fasci¬ 
nated  with  this  argument.  On  the  one 
hand,  the  corporations  say  they  are 
champions  of  free  enterprise  and  yet 
the  argument  is  being  made  that  where 
competitive  conditions  prevail  they  do 
not  pass  the  tax  along.  The  argument 
is  likewise  being  made  that  because  we 
do  have  a  tax  on  corporation  we  are 
going  to  increase  it,  and  it  is  going  to  be 
passed  along,  which  obviously  leads  to 
the  conclusion  that  we  do  not  have  com¬ 
petitive  conditions,  which  means  that  we 
ha,ve  monopolistic  conditions. 

Mr.  GEORGE.  The  Senator  from 
Minnesota  will  render  a  great  service  to 
the  taxing  authorities  of  this  country  if 
he  can  convince  the  American  people — 
fortunately,  they  are  people  of  good  com¬ 
mon  sense,  taken  as  a  rule — that  it  does 
not  make  any  difference  at  all  about 
what  taxes  are  put  on  corporations; 
that  we  do  not  have  to  inquire  as  to 
whether  a  corporation  has  to  live  under 
one  tax  or  another. 

Mr.  HUMPHREY.  I  may  say  to  the 
Senator  from  Georgia - 

Mr.  GEORGE.  I  have  said,  and  I  re¬ 
peat,  that  if  the  competitive  conditions 
are  such  as  to  control  prices  in  all  events, 
then  there  we  have  the  ceiling.  There 
can  be  no  doubt  about  that.  There  are 
numerous  circumstances  in  which  the 
total  tax  is  not  passed  on.  But  I  know 
of  no  solvent  business,  or  business  that 
can  hope  to  remain  solvent,  that  does 
not  figure  its  estimated  tax  liability  in 
the  production  of  its  goods  and  services. 
That  is  what  I  am  saying.  And  I  do 
not  think  the  Senator  from  Minnesota, 
on  reflection,  will  want  to  take  issue 
with  that  statement. 

Mr.  HUMPHREY.  Let  me  say  on  re¬ 
flection  that  my  reflection  leads  me  to 
the  conclusion  that  when  the  corporate 
structure  in  American  business  in  the 
first  quarter  of  1951  made  a  gross  profit 
at  the  rate  of  $50,000,000,000  a  year,  and 
last  year,  in  1950,  after  July,  had  one  of 
the  highest  profits  in  its  history,  and  saw 
nothing  in  the  tax  bill  Congress  passed 
in  September  of  last  year  to  cause  them 
to  diminish  their  efforts  because  then- 
profits  increased  in  1951,  the  corpora¬ 
tions  composing  that  structure  are  not 
going  bankrupt.  We  raised  the  corpo¬ 
rate  tax  rate,  and  the  Senator  from 
Georgia  was  the  leader  of  that  a  year 
ago. 

Mr.  GEORGE.  I  am  not  arguing 
about  whether  they  will  go  bankrupt. 

Mr.  HUMPHREY.  No;  but  did  that 
injure  their  solvency?  Did  that  jeopar- 
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dize  their  position?  Indeed,  it  did  not. 
The  record  reveals  that  instead  of  being 
weaker,  they  are  stronger;  that  instead 
of  making  less  profits,  they  are  making 
more  profits.  In  spite  of  all  the  ghosts 
that  are  being  raised,  and  the  scares  that 
we  hear,  the  record  shows  that  the  prof¬ 
its  of  the  corporations  have  increased. 
I  conclude  by  saying  that  every  state¬ 
ment  that  has  been  made  has  been 
qualified  by  the  statement  that  if  a  com¬ 
petitive  situation  exists,  of  course,  the 
tax  is  not  really  all  passed  on. 

Mr.  GEORGE.  That  is  true. 

Mr.  HUMPHREY.  There  are  other 
limitations,  such  as  that  every  corpora¬ 
tion  takes  into  consideration  its  tax  lia¬ 
bility.  Of  course,  they  take  into  con¬ 
sideration  their  tax  liability  just  as  every 
individual  in. the  country  takes  into  con¬ 
sideration  his  tax  liability.  But  I  sub¬ 
mit  that  there  is  a  fund  of  profits  which 
has  accrued,  as  the  Senator  from  Illinois 
quite  well  put  it,  out  of  the  sales  of 
goods  and  services,  sales  of  goods  and 
services  that  have  made  a  profit,  and  the 
profit  is  there  for  purposes  of  distribu¬ 
tion  to  the  shareholders,  and  bondhold¬ 
ers,  and  for  purposes  of  taxation,  and 
it  is  that  profit  which  we  are  taxing. 

Mr.  GEORGE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  GEORGE.  The  Senator  is  not 
getting  down  to  the  milk  in  the  coconut. 
The  very  large,  strong  corpoi’ations  can 
do  what  the  Senator  from  Minnesota 
and  the  Senator  from  Illinois  visualize, 
to  wit,  they  can  become  the  monopolies 
that  control  the  economy.  But  what  has 
happened,  even  under  existing  taxes,  is 
that  many  individual,  small,  and  weak 
units,  have  actually  gone  out  of  business. 

Mr.  HUMPHREY.  The  Senator  from 
Georgia  knows  there  are  many  reasons 
for  that  besides  taxes. 

Mr.  GEORGE.  Taxes  is  one  of  the  big 
reasons. 

Mr.  HUMPHREY.  That  is  not  what 
the  Small  Business  Committee  reports 
indicate. 

Mr.  GEORGE.  That  is  what  the 
record  in  this  case  shows,  and  that  is 
true  to  life.  A  study  of  Dun  &  Brad- 
street’s  reports  will  show  that  to  be  true. 
That  means  that  the  little  fellow  could 
not  pass  on,  perhaps,  the  corporate  tax 
in  many  cases,  and  to  the  extent  that 
he  could  not,  he  became  a  casualty.  The 
big  fellow  can  stand,  and  can  pass  on 
the  tax,  or  if  he  cannot  pass  it  on  he 
can  absorb  it  and  keep  his  competitive 
position. 

But  what  I  am  saying  to  the  Senator 
is  that  when  we  resort  to  general  aver¬ 
ages  we  are  likely  to  fall  into  all  kinds 
of  pits  and  dangerous  positions,  be¬ 
cause  we  are  looking  at  the  man  who 
can  absorb  his  tax  without  passing  it 
on,  and  who  can  survive  even  under  this 
high  tax.  I  want  the  Senator  from  Min¬ 
nesota  to  bear  in  mind  that  when  a 
small  corporation  gets  to  the  point,  if  it 
ever  gets  to  the  point,  where  it  must  pay 
52  percent  of  its  income  in  taxes,  to  say 
nothing  about  an  excess-profits  tax,  it 
is  never  going  to  be  a  giant  corporation. 

Mr.  HUMPHREY.  There  is  an  honest 
difference  of  opinion.  The  opinion  of 
the  Senator  from  Minnesota,  which  is 


shared  by  the  Senator  from  Illinois,  and 
was  shared  by  an  overwhelming  ma¬ 
jority  of  the  members  of  the  House, 
and  by  the  House  Ways  and  Means  Com¬ 
mittee,  has  been  shared  by  a  number  of 
people  who  are -competent,  eminent  fi¬ 
nanciers  and  economists. 

Mr.  President,  I  conclude  this  part  of 
my  argument  on  the  corporation  tax  by 
saying  that  when  the  Finance  Commit¬ 
tee  can  show  me  that  the  taking  of 
$800,000,000  of  all  kinds  of  corporation 
taxes  out  of  a  pool  of  gross  profit  of 
$50,000,000,000  is  going  to  jeopardize  the 
economic  solvency  of  business,  then  I 
shall  change  my  position. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  should  like  to  in¬ 
vite  the  attention  of  the  senior  Senator 
from  Georgia  to  a  ^act  which  developed 
during  the  hearings.  The  National  As¬ 
sociation  of  Manufacturers  had  proposed 
a  general  manufacturers’  excise  tax. 
Some  members  of  the  cor.  littee,  includ¬ 
ing  myself,  oppose  that  kind  of  a  tax  be¬ 
cause  it  is  a  tax  which  we  think  is  passed 
on  to  the  ultimate  consumer  and  passed 
on  with  varying  degrees  of  mark-ups. 
Let  me  invite  the  attention  of  the  dis¬ 
tinguished  Senator  from  Minnesota  to 
the  fact  that  the  representative  of  the 
National  Retail  Merchants’  Association 
came  forward  and  said  to  the  commit¬ 
tee  “Yes,  that  is  true,  such  taxes  are 
passed  on  to  the  consumer.”  While  we 
are  talking  about  excise  taxes,  I  say  in 
addition,  that  they  are  paid  at  the  level 
where  they  are  imposed,  whether  or  not 
the  producer  is  making  a  profit. 

Mr.  HUMPHREY.  Indeed,  and  the 
people  who  pay  the  excise  taxes  are  the 
great  rank  and  file  of  the  American  peo¬ 
ple.  I  intend  to  point  out  that  while 
we  have  been  willing  to  have  $1,300,- 
000,000  of  excise  taxes  imposed,  they 
will  be  paid  by  the  rank  and  file  of  our 
-  people,  and  that  we  are  also  in  this  bill 
opening  up  new  loopholes  which  will  be 
availed  of  by  a  handful  of  people  who 
are  doing  better  than  they  ought  to  do 
under  any  reasonable  economic  situa¬ 
tion. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mi'.  MILLIKIN.  The  indirect  tax¬ 
ation  that  rests  on  the  people  with  in¬ 
comes  of  $5,000  a  year  is  passed  down 
from  the  taxes  which  the  Senator  would 
impose  on  the  middle  and  the  upper 
brackets,  because  it  can  come  from  no 
other  source. 

Mr.  HUMPHREY.  That  of  course  is 
debatable,  and  the  Senator  knows  it.  To 
be  sure,  there  is  a  revenue  that  can  be 
extracted  from  those  receiving  an  in¬ 
come  of  $5,000  or  less.  Let  me  remind 
the  Senator  that  revenue  can  be  ex¬ 
tracted  from  other  people.  * 

Mr.  MILLIKIN.  I  am  not  proposing 
that  it  be  extracted.  One  of  the  reasons 
that  has  deterred  me  from  giving  per¬ 
sonal  approval  to  programs  which  would 
extract  additional  taxes  from  the  lower 
brackets  income  groups  is  the  weight 
of  the  passed-down  taxes  which  rests  on 
them  just  the  same  as  though  they 
we*e  direct  taxes. 


Mr.  HUMPHREY.  I  want  to  thank 
the  Senator  from  Colorado. 

Mr.  President,  there  is  every  indica¬ 
tion  that  corporations  have  the  ability 
to  pay  the  taxes  proposed  in  the  House 
bill.  Markets  for  corporations — at  least 
for  the  big  ones — are  virtually  assured 
by  the  defense  expenditures  of  the  Gov¬ 
ernment. 

A  5-year  amortization  has  been  al¬ 
lowed  on  $6,000,000,000  of  future  plant 
expansion,  even  though  a  high  propor¬ 
tion  of  these  facilities  will  be  useful  to 
their  owners  after  the  current  emergency 
is  over. 

The  excess-profits  tax  provides  gener¬ 
ous  relief  provisions  for  all  corporations. 
It  is  not  surprising,  under  these  circum¬ 
stances,  to  find  that  the  stock  market 
has  this  year  reached  the  highest  levels 
in  the  past  two  decades.  To  ask  corpo¬ 
rations  to  bear  $2,900,000,000  of  addi¬ 
tional  taxes,  as  provided  in  the  House 
bill,  is  only  fair  in  times  like  these,  since 
it  will  still  leave  them  with  record  profits 
after  taxes. 

Notwithstanding  all  the  argument  to 
the  contrary  and  all  the  fanfare  we  can 
conjure  up,  the  fact  of  the  matter  is  that 
the  stock  market  is  at  an  all-time  high. 
The  fact  is  that  profits  are  at  an  all-time 
high.  The  fact  is  that  when  we  take 
$2,900,000,000  more  taxes  from  the  cor¬ 
porations  their  profits  will  still  be  at  an 
all-time  high.  I  submit  that  these  facts 
must  be  taken  into  consideration. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  Does  the  Senator  mean 
that  profits  of  corporations  after  taxes 
are  at  an  all-time  high,  or  does  he  mean 
that  profits  before  taxes  are  at  an  all- 
time  high? 

Mr.  HUMPHREY.  Profits  after  taxes. 

Mr.  LONG.  Some  of  the  figures  indi¬ 
cated  to  the  junior  Senator  from  Loui¬ 
siana  that,  although  profits  were  higher, 
when  we  considered  the  additional  taxes 
the  net  profits  would  not  be  so  high  as 
they  have  been  during  the  previous  year. 

Mr.  HUMPHREY.  Profits  this  year 
are  at  an  all-time  high,  despite  the  fact 
that  the  corporation  tax  was  increased 
last  year.  I  refer  to  net  profits  as  well 
as  gross  profits. 

Mr.  LONG.  Profits  after  taxes? 

Mr.  HUMPHREY.  Yes. 

The  major  part  of  the  three-quarter- 
billion-dollar  reduction  in  the  corpora¬ 
tion-tax  increase  made  by  the  Finance 
Committee  is  due  to  the  elimination  of 
the  increase  in  the  excess-profits  tax 
proposed  by  the  House  and  the  reduction 
of  the  ceiling  rate  from  70  to  69  percent. 
These  two  changes,  which  cost  about 
$600,000,000,  will  benefit  the  largest  and 
most  profitable  corporations.  By  con¬ 
trast,  the  purpose  of  the  House  provision 
was  to  reduce  the  impact  of  the  higher 
taxes  on  corporations  whose  profits  have 
fallen  substantially  below  their  average 
profits  in  the  base  period. 

The  pending  bill  deviates  in  one  other 
important  respect  from  the  House  bill. 
The  House  made  the  corporation  tax 
increases  effective  January  1,  1951.  As 
reported  to  the  Senate,  these  increases 
are  made  effective  April  1,  1951,  or  one 
quarter  later.  In  this  manner,  liabilities 
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of  corporations  for  the  calendar  year 
1951  will  be  reduced  by  more  than  half 
a  billion  dollars. 

I  wish  to  point  out  that  the  first  quar¬ 
ter  of  the  year  was  the  richest,  most 
profitable  quarter  in  the  history  of 
American  business.  Why  must  the  bill 
be  made  retroactive  only  to  April  1? 
Why,  in  last  year’s  bill,  did  we  not  make 
the  tax  retroactive  to  the  point  to  which 
it  should  have  been  made  retroactive, 
back  to  July  1? 

I  think  the  American  people  know  that 
corporation  profits  after  July  1,  1950, 
were  far  above  those  for  the  first  half 
of  1950.  I  think  the  American  people 
know  that  corporation  profits  from  Jan¬ 
uary  1  to  April  1,  1951,  were  the  highest 
in  the  history  of  this  country  or  any 
other  country  in  the  world.  Not  to  put 
this  tax  back  to  January  1  is  to  let  a 
group  of  corporations  get  by  without 
paying  their  fair  share  of  taxes.  They 
knew  that  this  bill  was  coming  up.  The 
President  said  in  January  that  there 
was  to  be  a  tax  increase.  This  is  no 
sneak  play.  This  is  not  a  “quickie” 
which  has  been  pulled  from  behind  a 
curtain.  As  a  matter  of  fact,  every  busi¬ 
ness  and  every  firm  in  Amei’ica,  as  well 
as  every  individual  citizen,  has  been 
alerted  since  last  January  to  the  fact 
that  there  was  to  be  a  sharp  increase 
in  taxes.  I  shall  offer  an  amendment, 
and  fight  for  the  amendment  with  all 
the  power  at  my  command,  to  make  the 
corporate  tax  base  or  rate  effective  Jan¬ 
uary  1,  1951,  and  not  April  1. 

Mr.  LEHMAN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LEHMAN.  Is  it  not  a  fact  that 
the  estimates  given  in  the  report  on 
the  House  bill  are  based  on  the  collec¬ 
tion  of  the  corporation  tax  for  the  full 
calendar  year,  from  January  1? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  LEHMAN.  That  is  one  of  the 
reasons  for  the  diminution  in  the  esti¬ 
mated  receipts  under  the  Senate  bill.  I 
know  of  no  case  in  which  an  income  tax 
has  been  made  retroactive ;  but  is  it  not 
the  fact  that  with  respect  to  the  corpo¬ 
ration  tax,  there  have  been  many  in¬ 
stances  in  which  the  tax  has  been  made 
retroactive? 

Mr.  HUMPHREY.  I  understand  so, 
from  1913  on,  every  year  except  last 
year.  I  think  the  act  went  into  effect 
on  October  1  last  year.  We  passed  the 
bill  before  that  date.  So  let  no  one  bring 
up  the  argument  that  retroactivity  is  an 
Innovation  or  a  newfangled  idea  that 
we  have  just  figured  out.  It  has  been 
going  on  since  1913. 

I  have  heard  some  peculiar  argument 
from  those  who  seem  to  shed  tears  for 
the  corporations.  For  years  we  have 
been  told  that  we  were  wrecking  the  cor¬ 
porations  by  taxes.  The  facts  prove 
otherwise,  Mr.  President.  The  facts 
prove  that  even  though  we  increased  the 
taxes  of  corporations,  their  profits  still 
went  up.  I  defy  anyone  to  dispute  the 
fact  that  every  year  since  November 
1940,  profits  have  gone  up,  even  though 
taxes  have  gone  up. 

Now  we  have  a  new  argument.  The 
new  argument  is  that  corporations  do 
not  pay  taxes,  that  they  are  only  holding 


companies,  or  siphons  through  which 
money  runs,  and  that  those  who  pay  the 
taxes  are  the  citizens  who  buy  the  prod¬ 
ucts  of  the  corporations.  This  is  just  a 
new  way  to  enlist  the  little  man  on  the 
street  on  the  side  of  the  corporations, 
which  last  quarter,  at  the  annual  rate, 
made  a  gross  profit  of  $50,000,000,000 
and  a  net  profit,  under  the  present  tax 
bill,  of  more  than  $17,000,000,000.  I  sub¬ 
mit  that  is  not  an  unfair  profit  in  terms 
of  giving  them  something  to  live  by.  It 
is  a  very  generous  profit. 

In  connection  with  the  retroactivity 
feature  of  the  bill,  I  should  like  to  have 
any  member  of  the  Finance  Committee 
tell  me  why  the  date  was  made  April  1. 
I  know  what  the  facts  show  from  Jan¬ 
uary  1  to  April  1.  I  know  that  by  taxing 
during  that  period  we  would  get  more 
money  than  we  would  by  taxing  from 
April  1  to  July  1.  I  want  to  know  why 
the  best  quarter  of  the  year  was  left 
out.  I  believe  that  the  fact  that  it  was 
left  out,  and  that  we  did  not  tax  it,  indi¬ 
cates  the  tenor  of  the  bill. 

The  liabilities  of  corporations  for  the 
calendar  year  1951  will  be  reduced  by 
more  than  one-half  billion  dollars  be¬ 
cause  of  the  April  1  date.  The  difference 
in  effective  dates  was  reported  by  the 
Wall  Street  Journal  on  September  11, 
1951,  to  mean  a  reduction  in  the  taxes 
of  United  States  Steel  of  $23,000,000. 

Why  in  the  name  of  common  sense 
should  United  States  Steel,  with  record 
profits,  escape  paying  $23,000,000  in 
taxes  which  it  ought  to  pay?  Its  profits 
have  been  unlike  anything  in  history. 
The  people  of  America  are  taking  their 
products.  The  Government  of  the  United 
States,  with  the  money  of  the  taxpayers, 
basically,  is  purchasing  most  of  its  prod¬ 
uct.  Why  should  United  States  Steel 
escape  paying  $23,000,000  in  taxes  which 
it  ought  to  pay?  It  knew  that  taxes  were 
to  be  increased.  It  was  so  informed. 

The  Senator  from  Georgia  [Mr. 
George]  stated  that  every  corporation 
figured  in  its  costs  its  tax  liability.  The 
United  States  Steel  Corp.  then  must  have 
already  charged  such  tax  liability  into 
the  cost  of  the  steel,  on  the  basis  of  the 
argument  of  the  Senator  from  Georgia. 
If  the  Senator  from  Georgia  is  correct, 
that  corporation  figures  their  tax  liabili¬ 
ties  in  as  a  part  of  costs,  that  is  all  the 
more  reason  why  corporations  should  be 
taxed  back  to  January  1,  1951. 

On  the  basis  of  the  financial  report  for 
the  first  half  of  this  year,  General  Mo¬ 
tors  will  save  at  least  as  much  as  United 
States  Steel,  by  the  change  in  the  effec¬ 
tive  date  of  the  application  of  the  tax. 
Someone  is  going  to  pay  this  tax  bill, 
and  I  submit  that  the  tax  bill  ought  to 
be  paid  by  those  who  are  making  a  profit 
out  of  war.  I  repeat  that  if  we  leave  the 
date  at  April  1,  1951,  we  shall  lose,  ac¬ 
cording  to  the  calculations  we  have  from 
the  Treasury  Department,  approximate¬ 
ly  half  a  billion  dollars.  I  ask  the  Sen¬ 
ate  Finance  Committee,  upon  whom  the 
burden  of  proof  rests,  why  the  date  of 
April  1  ?  Give  me  the  magic  word.  Cor¬ 
porations  have  been  forewarned  about 
additional  taxes. 

Mr.  MARTIN.  Mr.  President,  will  the 
Snator  yield? 

Mr.  HUMPHREY.  I  yield. 


Mr.  MARTIN.  The  Senator  from  Min¬ 
nesota  must  realize  that  wre  are  includ¬ 
ing  the  full  year  1951  in  the  considera¬ 
tion  of  taxes.  We  do  not  simply  leave 
out  the  first  quarter.  Does  not  the  Sen¬ 
ator  realize  that? 

Mr.  HUMPHREY.  No.  The  corpora¬ 
tion  tax  is  retroactive  only  to  April  1. 

Mr.  MARTIN.  I  know;  but  we  take 
into  consideration  the  full  year. 

Mr.  HUMPHREY.  Yes;  but  we  tax  the 
part  from  January  1  to  April  1  at  the  old 
rate. 

Mr.  MARTIN.  But  we  take  the  full 
year  1951,  and  then  prorate  the  tax. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MARTIN.  We  take  three-fourths 
of  1951  and  pay  on  that  amount. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MARTIN.  But  we  make  out  the 
return  for  the  full  year. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MARTIN.  And  take  three-fourths 
of  it. 

Mr.  HUMPHREY.  Three-fourths  of 
it  will  be  at  the  new  rate  and  one-fourth 
at  the  old  rate.  That  is  what  the  Sena¬ 
tor  from  Minnesota  is  complaining  about. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  KERR.  I  am  sure  the  Senator 
from  Minnesota  has  the  matter  clear 
in  his  mind.  The  action  of  the  Senate 
committee  would  do  this:  It  would  ap¬ 
ply  three-fourths  of  the  increased  rate 
to  the  full  1951  taxable  income  of  the 
corporation. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  from  Oklahoma. 

I  now  wish  to  discuss  individual  in¬ 
come  taxes.  I  have  a  long  way  to  go,  so 
I  had  better  move  along.  I  will  discuss 
every  portion  of  the  bill. 

Mr.  MARTIN.  Mr.  President,  will  the 
Senator  yield  for  another  question? 

Mr.  HUMPHREY.  Yes. 

Mr.  MARTIN.  I  did  not  know  that 
the  Senator  had  concluded  the  corpo¬ 
rate  end  of  his  discussion.  I  know  that 
the  Senator  from  Minnesota  wants  to 
be  entirely  fair.  He  is  talking  about 
giant  corporations,  and  he  has  men¬ 
tioned  the  United  States  Steel  Corp. 

Mr.  HUMPHREY.  A  fine  corporation. 

Mr.  MARTIN.  How  many  stockhold¬ 
ers  are  there  in  the  United  States  Steel 
Corp.? 

Mr.  HUMPHREY.  I  do  not  know. 
Perhaps  500,000. 

Mr.  MARTIN.  The  number  is  about 
200,000.  What  is  the  average  holding 
per  stockholder? 

Mr.  HUMPHREY.  I  do  not  know.  I 
know  that  there  are  approximately  10,- 
000,000  stockholders  in  the  United 
States  and  the  average  dividend  is  $100. 

Mr.  MARTIN.  The  testimony  before 
the  committee  was  to  the  effect  that  it 
was  less  than  80  shares.  In  other  words, 
there  are  approximately  as  many  share¬ 
holders  as  there  are  employees  of  that 
great  corporation.  The  testimony  was 
to  the  effect  that  no  foundation  or  in¬ 
dividual  had  a  greater  holding  than 
25,000  shares. 

Mr.  LEHMAN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 
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Mr.  LEHMAN.  I  should  like  to  make 
an  observation  with  regard  to  that  state¬ 
ment.  In  the  first  place,  if  my  recol¬ 
lection  serves  me  correctly,  the  dividends 
of  the  United  States  Steel  Corp.  today 
are  as  high  as  or  higher  than  they  have 
ever  been  in  the  history  of  the  corpora¬ 
tion,  giving  effect,  of  course,  to  splitting 
up  of  stock.  In  the  second  place,  if  it 
be  true — and  I  am  sure  iff*  is — as  stated 
by  the  distinguished  Senator  from  Penn¬ 
sylvania  [Mr.  Martin],  that  the  stock 
is  very  widely  distributed — and  I  am 
surprised  that  the  average  holding  is  as 
large  as  80  shares - 

Mr.  MARTIN.  I  believe  I  was  in  error 
when  I  said  it  was  80  shares.  I  believe 
it  is  around  40  shares. 

Mr.  LEHMAN.  Whatever  it  is,  it  is 
a  small  amount.  It  means  that  the  divi¬ 
dends  which  are  paid  by  the  corporation 
go  in  large  measure  to  the  small  man, 
the  man  who  has  5,  10,  15,  or  20  shares. 
1  am  very  confident  that  in  the  next 
part  of  his  remarks  the  Senator  from 
Minnesota  will  point  out  that  the  man 
pf  moderate  means  bears  a  relatively 
jgreater  proportion  of  the  income-tax 
burden  than  the  man  of  larger  income. 

Mr.  HUMPHREY.  I  shall  take  up  the 
relationship  of  the  tax  load  to  the  vari¬ 
ous  income  groups.  I  wish  to  say  to  my 
friend  from  Pennsylvania  that  there  is 
no  intention  on  the  part  of  the  Senator 
from  Minnesota  to  tax  the  United  States 
Steel  Corp.  out  of  business, 
i  Even  after  United  States  Steel  pays 
the  tax  its  profit  picture  will  be  about 
the  best  it  has  ever  been.  Possibly  in  1 
year,  perhaps  in  1948,  the  picture  may 
have  been  just  a  little  bit  better.  How¬ 
ever  it  will  still  mean  record-breaking 
profits,  and  the  stockholders  will  still  get 
their  dividends.  The  Senator  from  New 
$Tork  [Mr.  Lehman]  is  correct  when  he 
Stated  that  dividend  checks  have  been 
as  high  in  most  instances  as  they  have 
ever  been  in  the  history  of  the  corpo¬ 
ration,  and  that  in  many  instances  they 
fiave  been  higher  than  ever  before.  I 
shall  now  discuss  individual  income 
taxes. 

Mr.  MARTIN.  Mr.  President,  will  the 
Senator  yield  for  another  question?  I 
shall  not  bother  him  again. 

Mr.  HUMPHREY.  I  am  glad  to  yield. 
It  is  perfectly  all  right. 

Mr.  MARTIN.  I  should  like  to  make 
one  comment.  Because  all  of  us  want 
to  come  to  the  correct  and  proper  con¬ 
clusion,  we  must  remember  that  we  have 
been  living  in  an  inflated  economy  since 
1941. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MARTIN.  That  fact  must  be 
taken  into  consideration. 

Mr.  HUMPHREY.  I  believe  that  to  be 
•  a  very  fair  observation.  I  am  glad  that 
the  Senator  from  Pennsylvania  has 
made  it  for  the  Record.  Profits  are  mis¬ 
leading.  Profits  must  be  considered  in 
relation  to  capital  investment  and  sales. 
All  factors  must  be  balanced. 

B.  INDIVIDUAL  INCOME  TAX 

The  most  equitable  feature  of  the  bill 
as  passed  by  the  House  was  the  defense 
tax  which  increased  everybody’s  taxes  by 
12%  percent,  with  an  adjustment  in  the 
highest  brackets  to  limit  the  topmost 
rate  to  a  maximum  of  94.5  percertt. 


I  may  say,  as  I  pass  along,  that  no  one 
makes  any  friends  by  talking  about 
higher  taxes.  This  has  been  a  labor  of 
love  on  my  part,  and  must  continue  to 
be  so,  because  I  cannot  imagine  anyone 
liking  a  Senator  any  more  for  saying 
that  a  12%-percent  tax  is  a  good  tax. 
To  say  so  is  the  easiest  way  to  lose 
friends  and  make  enemies. 

Mr.  MARTIN.  On  that  point,  I  may 
say  that  from  a  political  standpoint  it  is 
always  good  politics  to  vote  for  every  ap¬ 
propriation  and  against  every  tax 
measure. 

Mr.  HUMPHREY.  Indeed,  it  is,  and 
Congress  has  done  just  that.  Congress 
has  voted  for  the  appropriations  and 
the  expenditures,  but  it  has  not  gone 
quite  down  the  full  road  in  raising  reve¬ 
nue.  It  seems  to  the  Senator  from  Min¬ 
nesota  that  since  the  majority  of  the 
Senate  has  made  the  decision  with  re¬ 
spect  to  expenditures  and  appropria¬ 
tions,  the  same  majority  should  have  the 
same  courage  and  the  same  drive  to 
move  ahead  and  acquire  the  necessary 
revenue. 

The  method  of  increasing  taxes  for 
lower  and  middle  bracket  taxpayers — . 
the  increase  by  12  %  percent — has  been 
retained  in  the  bill  before  us,  but  the 
increase  is  reduced  from  12%  percent 
to  11  percent.  In  the  higher  brackets, 
however,  the  tax  increase  was  limited  to 
8  percent  after  present  taxes.  The  effect 
of  these  changes  at  different  levels  of 
income  for  a  married  person  with  two 
dependents  is  shown  in  a  table  which  I 
have  had  prepared.  I  ask  unanimous 
consent  that  the  table  may  be  printed  in 
the  Record  at  this  point  in  my  remarks. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 


Net  income 1 

Tax  increase 

Reduction 

(1) 

House 

bill 

(2) 

Finance 

Com¬ 

mittee 

bill 

(3) 

Amount 
(1)  -  (2) 

(4) 

Percent 

(3)/(l) 

$3,000 . 

$15 

$13 

$2 

13.3 

$5,000. . 

65 

57 

8 

12.2 

$10,000 . 

199 

174 

25 

13.3 

$25,000 . - 

784 

688 

96 

12.0 

$50,000. . 

2,  361 

2, 080 

281 

12.0 

$100,000 . 

6,  489 

3,680 

2,809 

43.0 

$500,000 . 

29,  571 

7,  787 

21,  784 

74.0 

$1,000,000 . 

42,  544 

11,  287 

31, 257 

74.0 

>  Income  after  deductions  but  before  exemptions. 


Mr.  HUMPHREY.  Mr.  President,  the 
table  outlines  the  tax  increase  in  the 
House  bill  and  in  the  Senate  Finance 
Committee  bill.  It  also  shows  the 
amount  of  reduction  in  the  Senate  bill 
and  the  percentage  of  reduction. 

I  shall  give  only  one  or  two  examples 
from  the  table  in  order  to  point  out  its 
importance.  For  example,  a  man  who 
has  a  net  income  of  $3,000  would  pay 
a  tax  increase  of  $15.  Under  the  Senate 
bill  he  would  pay  a  tax  increase  of  $13. 
Obviously,  the  reduction  would  be  $2, 
or  13  percent. 

A  man  who  has  a  net  income  of  $5,000, 
which  is  the  income  of  the  vast  majority 
of  American  people — they  have  an  in¬ 
come  of  $5,000  or  less — would  pay  a  tax 
increase  of  $65  under  the  House  bill. 
Under  the  committee  bill  his  increase 


would  be  $57.  The  amount  of  the  re¬ 
duction  in  the  Senate  bill  is  $8,  or  12 
percent. 

If  a  man  has  a  $10,000  net  income, 
the  House  would  increase  his  tax  by 
$199.  The  Senate  bill  would  increase 
it  by  $174.  The  amount  of  the  reduc¬ 
tion  would  be  $25  under  the  Senate  bill, 
or  a  reduction  of  13  percent. 

If  a  man  has  a  net  income  of  $50,000, 
his  tax  would  be  increased  by  $2,361 
under  the  House  bill,  and  by  $2,080  under 
the  committee  bill.  The  amount  of  the 
reduction  would  be  $281,  or  12  percent. 

A  man  who  has  a  net  income  of  $100,- 
000  would  have  his  tax  increased  by 
$6,489  under  the  House  bill,  and  by  $3,680 
under  the  committee  bill,  a  reduction  of 
$2,809,  or  43  percent. 

Some  time  ago  it  was  suggested  that 
we  had  better  be  thinking  about  where 
our  sources  of  revenue  are.  The  House 
thought  that  we  could  raise  the  tax  on 
a  man  who  is  getting  $100,000  a  year 
by  $6,489  under  an  across-the-board 
supertax.  The  Senate  said,  “No,  we 
will  raise  the  tax  $3,680.”  In  other 
words,  the  same  Senate  committee  which 
gave  a  $10,000  a  year  man  a  13-percent 
reduction  in  taxes,  or  a  $5,000  a  year  man 
a  12-percent  reduction  in  taxes,  gave  a 
$100,000  a  year  man  a  43-percent  re¬ 
duction  in  taxes.  If  the  reductions  are 
said  to  be  made  on  a  50-50  basis,  then  it  is 
the  same  50-50  basis  that  was  used  in 
the  well-known  story  of  the  stew  made 
on  a  50-50  basis,  as  between  horse  meat 
and  rabbit  meat,  by  using  one  horse  and 
one  rabbit. 

For  a  $500,000  a  year  income,  the 
House  of  Representatives  voted  a  tax 
increase  of  $29,571,  but  the  Senate  com¬ 
mittee  voted  a  tax  increase  of  only 
$7,787.  The  amount  of  reduction  voted 
by  the  Senate  committee,  in  that  respect, 
is  $21,784,  or  a  74-percent  reduction. 

Mind  you,  Mr.  President,  that  is  a  74- 
percent  reduction  for  a  man  having  an 
earned  income  of  $500,000  a  year.  He 
will  receive  a  74-percent  reduction,  under 
the  provisions  of  the  bill  as  reported  by 
the  Senate  committee.  Of  course,  his  tax 
will  not  be  reduced;  but  under  the  terms 
of  the  Senate  committee  version  of  the 
bill,  his  tax  will  be  74  percent  less  than 
the  tax  voted  by  the  House  of  Repre¬ 
sentatives. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

The  PRESIDING  OFFICER  (Mr.  Sten- 
nis  in  the  chair) .  Does  the  Senator  from 
Minnesota  yield  to  the  Senator  from  Ok¬ 
lahoma? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KERR.  The  Senator  is  saying,  is 
he  not,  that  the  increase  will  be  that 
much  less,  not  that  the  tax  will  be  that 
much  less? 

Mr.  HUMPHREY.  I  was  just  reaching 
that  point  when  the  Senator  rose  to  his 
feet  and  asked  that  I  yield. 

Mr.  KERR.  I  thought  the  Senator 
from  Minnesota  had  finished  his  state¬ 
ment  and  was  about  to  take  a  drink  of 
water. 

Mr.  HUMPHREY.  No;  the  Senator 
from  Oklahoma  must  not  have  been 
watching  me  very  carefully. 

Mr.  KERR.  Indeed  I  was  watching 
the  Senator  carefully. 
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Mr.  President,  will  the  Senator  from 
Minnesota  yield  further? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KERR.  Does  the  Senator  from 
Minnesota  know  the  percentage  the 
House  fixed  for  the  tax  on  the  portion  of 
the  income  of  such  a  person  that  is  in 
excess  of  $80,000? 

Mr.  HUMPHREY.  I  think  it  is  94.5. 

Mr.  KERR.  Yes;  94*4  percent? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  KERR.  The  Senator  irom  Min¬ 
nesota  is  aware  of  the  fact,  is  he  not, 
that  that  is  aside  from  the  income  tax 
the  citizen  pays  to  his  State  government? 

Mr.  HUMPHREY.  I  am  aware  of  that. 

Mr.  KERR.  Does  the  Senator  know 
what  that  average  tax  is? 

Mr.  HUMPHREY.  I  canont  say,  be¬ 
cause  many  States  do  not  have  income 
taxes. 

Mr.  KERR.  Many  of  the  States  have 
income  taxes  up  to  8  percent,  do  they 
not? 

Mr.  HUMPHREY.  Yes,  and  many  of 
the  States  have  a  lower  tax,  and  some  of 
them  have  no  income  tax  at  all. 

Mr.  KERR.  Then  the  Senator  from 
Minnesota  is  aware  of  the  fact  that  un¬ 
der  the  provisions  of  the  House  version 
of  the  bill,  the  Government  would  have 
taken  94  y2  percent  in  that  case. 

Mr.  HUMPHREY.  Over  $80,000. 

Mr.  KERR.  Over  $80,000,  aside  from 
the  tax  taken  by  the  State  in  which  the 
citizen  lives. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  KERR.  Is  the  Senator  from  Min¬ 
nesota  aware  that  under  the  Senate  com¬ 
mittee  version  of  the  bill  the ‘Govern¬ 
ment  still  will  take  88  percent  of  what 
the  citizen  makes  above  $80,000? 

Mr.  HUMPHREY.  I  think  that  is 
about  correct. 

Mr.  KERR.  And  that  is  aside  from  an 
average  of  approximately  4  percent  the 
States  take  out  of  the  citizens’  pockets, 
as  a  tax,  above  that  amount;  and  that 
leaves  the  average  taxpayer — if  there  is 
any  in  that  group — with  about  $8  out  of 
each  $100  to  which  that  rate  is  applied. 
Is  that  correct? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  KERR.  Does  the  Senator  think 
that  is  too  much  to  leave  that  particular 
taxpayer? 

Mr.  HUMPHREY.  No;  I  am  merely 
saying  that  when  we  adjust  the  rates 
we  should  consider  the  man  who  is  earn¬ 
ing  $3,000  a  year,  and  who  is  having  a 
tough  time  living. 

Mr.  KERR.  Doss  not  the  Senator 
from  Minnesota  know  that  no  taxpayer’s 
tax  was  increased  13  percent  in  the  Sen¬ 
ate  committee  version  of  the  bill? 

Mr.  HUMPHREY.  Mr.  President,  if 
the  Senator  from  Oklahoma  will  be  a  lit¬ 
tle  patient  and  will  refer  to  my  previous 
remarks,  he  will  find  that  I  said  this  is  a 
super  tax,  a  tax  on  a  tax.  I  am  simply 
saying  that  the  House  of  Representatives 
voted  to  increase  the  tax  paid  by  the 
$3,000  a  year  man  by  $15,  and  the  Senate 
committee  version  of  the  bill  calls  for  in¬ 
creasing  it  by  $13.  I  am  saying  that  by 
simple  arithmetical  computation  that 
means  that  the  Senate  committee  ver¬ 
sion  of  the  bill  was  more  generous  to  the 
$3,000  a  year  man;  it  will  tax  him  less  by 
13  percent,  as  compared  with  the  tax 
voted  by  the  House  of  Representatives. 


Mr.  KERR.  The  Senator  from  Min¬ 
nesota  is  saying  that  the  House  ver- 
sion-Senate  committee  version  of  the  bill 
did  that? 

Mr.  HUMPHREY.  I  say  that  the  bill 
as  reported  by  the  Senate  committee  does 
that. 

Mr.  KERR.  I  believe  the  Senator 
from  Minnesota  referred  to  the  House- 
Senate  committee  action. 

Mr.  HUMPHREY.  I  believe  the  Sen¬ 
ator  from  Oklahoma  should  pay  more 
attention  to  my  argument,  and  less  at¬ 
tention  to  my  diction. 

Mr.  KERR.  However,  Mr.  President, 
it  is  a  little  difficult  for  me  to  tell  what 
the  Senator  from  Minnesota  has  in  mind, 
except  by  attempting  to  determine  that 
by  means  of  the  words  he  uses. 

Mr.  HUMPHREY.  Mr.  President,  I 
believe  the  Senator  from  Oklahoma 
joined,  a  moment  ago,  in  the  unanimous 
consent  which  was  given  to  me  to  in¬ 
clude  in  the  Record  a  table,  which  I 
think  is  quite  comprehensive. 

Mr.  KERR.  However,  it  is  a  little  dif¬ 
ficult  for  me  to  tell  what  is  in  the  table 
until  I  have  an  opportunity  to  see  it. 

Mr.  HUMPHREY.  I  just  read  the 
table.  The  only  trouble  is  that  some 
persons  did  not  like  what  I  read  in  the 
table,  because  the  table  is  very  reveal¬ 
ing. 

Mr.  President,  I  wish  to  observe  that 
there  has  been  a  good  deal  of  cross- 
examination  and  questioning,  which  I 
certainly  wish  to  encourage,  because  I 
believe  it  is  important  in  connection  with 
the  consideration  of  this  bill,  although 
it  will  make  my  remarks  take  much  more 
time  than  I  planned  to  have  them  take. 
I  say  with  equal  candor  that  the  re¬ 
marks  I  have  prepared  are  long  in  them¬ 
selves,  because  I  have  to  the  best  of  my 
ability,  together  with  my  associates, 
studied  carefully  the  provisions  which 
we  believe  to  be  most  undesirable. 

Mr.  President,  as  I  have  pointed  out, 
the  revisions  made  by  the  Senate  Fi¬ 
nance  Committee  have  reduced  the  tax 
increase  voted  by  the  House  of  Repre¬ 
sentatives  by  12  or  13  percent  for  all 
levels  of  income  up  to  $50,000.  However, 
the  reduction  was  43  percent  at  the 
$100,000  level  and  73  percent  above  the 
$500,000  level.  Stated  in  other  terms, 
the  tax  bill  was  reduced  for  the  36,000,000 
taxpayers  with  adjusted  gross  incomes  of 
less  than  $5,000  by  a  total  of  $128,000,- 
000;  but  for  the  8,000,000  taxpayers  with 
incomes  above  $5,000  the  reduction  was 
$351,000,000.  To  repeat,  Mr.  President, 
for  36,000,000  taxpayers  the  total  reduc¬ 
tion  was  $128,000,000;  but  for  8,000,000 
taxpayers  the  total  reduction  was  $351,- 
000,000.  When  we  add  that  reduction 
to  the  corporate  tax  rate  and  consider 
the  date  of  its  effectiveness,  it  is  clear 
that  considerable  consideration  has  been 
given  to  the  very  well-to-do,  to  those 
who  have  a  very  favorable  profit  situa¬ 
tion;  at  least,  the  consideration  given 
them  is  far  more  extensive  and  far  more 
conclusive  than  is  the  consideration 
which  was  given  to  the  same  group  by 
the  House  of  Representatives. 

These  figures  demonstrate  the  real 
purpose  behind  the  revisions  made  in  the 
tax  increases  for  individuals.  They  were 
designed  to  soften  the  impact  of  the 
tax  bill  on  low-income  recipients  by  a 


few  dollars  in  order  to  make  more  palat¬ 
able  the  very  large  reductions  made  in 
the  taxes  of  the  wealthy.  The  8-per¬ 
cent  limitation  will  benefit  only  single 
persons  with  taxable  incomes  above  $27,- 
000  and  married  persons  with  taxable 
incomes  above  $54,000.  Those  with 
lower  incomes  will  not  save  a  single 
cent  from  this  limitation. 

The  staff  of  the  Joint  Committee  on 
the  Economic  Report  recently  published 
the'  latest  study  of  the  distribution  of 
total  Federal,  State,  and  local  taxes  by 
income  levels.  These  figures  are  no  less 
than  startling,  and  it  is  unfortunate  that 
they  have  not  been  given  more  wide¬ 
spread  publicity.  The  facts,  as  pub¬ 
lished  by  the  Joint  Committee  on  the 
Economic  Report,  are  as  follows: 

In  1948  individuals  and  families  with 
incomes  under  $1,000 — and,  Mr.  Presi¬ 
dent,  there  are  far  too  many  of  those  in 
our  country — paid  23.6  percent  of  their 
income  in  taxes  to  all  levels  of  Govern¬ 
ment.  This  compares  with  20.3  percent 
between  $1,000  and  $2,000;  almost  22 
percent  between  $2,000  and  $5,000.  Mr. 
President,  I  point  out  that  a  man  who 
was  getting  an  income  of  $5,000,  trying 
to  suppport  a  wife,  and  the  typical 
American  family  of  two  children  or  more, 
3"  1948,  before  we  stepped  up  the  earned 
income  tax — and  we  are  getting  ready  to 
step  it  up  further  in  this  bill — was  pay¬ 
ing  22  percent  of  his  total  income  for 
taxes;  23.1  percent,  if  he  had  an  income 
between  $5,000  and  $7,500  a  year;  and 
31.7  percent  in  the  classes  above  $7,500. 
Thus,  the  people  with  incomes  be¬ 
low  $1,000  actually  bear  a  heavier  tax 
load  when  all  taxes  are  taken  into  ac¬ 
count,  than  any  group  up  to  the  $7,500 
level. 

Mr.  President,  I  was  shocked  when  I 
discovered  these  figures.  I  simply  could 
not  believe  them.  I  remind  my  col¬ 
leagues  that  it  is  this  little  group  which 
we  sometimes  forget  because,  frankly, 
we  do  not  associate  with  them  day  in 
and  day  out  in  our  duties  as  Senators. 
It  is  this  group  of  people  in  America, 
with  less  than  $5,000  a  year  income,  who 
are  suffering  from  high  prices,  from  the 
high  cost  of  medical  care  and  who  are 
suffering  because  their  children  do  not 
have  adequate  schools  to  attend.  They 
are  the  ones  who  are  having  to  pay  far 
in  excess  of  what  they  ever  paid  before 
for  a  little  wool  coat  for  their  children. 
These  people  pay  a  considerable  tax  bill, 
and  the  argument  of  the  junior  Senator 
from  Minnesota  is  this:  That  so  long 
as  these  people  are  paying  22  percent, 
or  were,  in  1948 — and  it  has  gone  up 
considerably  since  1948 — of  their  total 
income  in  taxes,  I  am  not  moved  a  great 
deal  when  I  hear  it  said  that  we  cannot 
tax  those  who  have  incomes  above 
$54,000  a  year  or  $27,000  a  year,  or  cor¬ 
porations  which  are  making  gross  prof¬ 
its  at  an  annual  rate  of  $50,000,000,000 
a  year.  I  am  not  moved  one  whit,  be¬ 
cause  these  are  the  folks  who  are  bear¬ 
ing  a  great  and  heavy  share  of  the  tax 
burden ;  and  I  shall  proceed,  a  little  later, 
to  show  that  there  is  “gimmick”  after 
“gimmick”  in  the  tax  bill  which  does  not 
help  any  man  if  he  has  an  income  of 
less  than  $25,000  a  year,  but  there  are 
all  kinds  of  “gimmicks”  to  help  him  if 
he  has  a  greater  income  than  that. 
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No;  we  say  that  if  we  increase  the 
exemptions  for  a  family  which  is  trying 
to  bring  up  a  child  in  these  days  for 
what  it  cost  to  bring  up  a  child  a  few 
years  ago,  we  may  not  get  the  revenue. 
That  is  a  frank  statement.  If  the  ex¬ 
emption  for  each  child  is  increased,  it 
would  simply  kill  the  revenue  under  this 
bill.  So,  in  order  to  get  the  revenue,  we 
are  taxing  again  and  again  and  again 
the  low-income  groups  which  are  unor¬ 
ganized  and  do  not  have  any  paid  lobby¬ 
ists. 

They  are  the  simple  folk  throughout 
the  country  who  live  plainly,  who  do 
hard  work,  and  who  give  their  children 
to  their  Government  for  the  service  of 
their  country,  as  others  do.  These  folks 
have  no  spokesmen.  They  do  not  have 
anyone  to  write  editorials  for  them. 
They  do  not  have  anyone  who  can  speak 
for  them  on  the  radio.  They  do  not 
have  anyone  to  explain  the  extent  of  the 
tax  load  they  bear;  no,  not  at  all. 

Mr.  President,  I  have  taken  it  upon 
myself  at  least  to  make  a  little  contribu¬ 
tion  to  their  welfare.  I  think  that  some¬ 
where  among  the  people’s  representa¬ 
tives  we  must  have  those  who  stand  up 
to  talk  about  this  great  group,  which 
constitutes  the  great  silent  mass,  we 
might  say,  of  the  American  public. 
They  are  seething  under  these  problems. 
But  they  did  not  have  a  lobby  in  Wash¬ 
ington. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  Louisiana. 

Mr.  LONG.  It  seems  to  the  junior 
Senator  from  Louisiana  that  one  of  the 
things  which  the  Senate  should  consider 
most  is  not  the  higher  brackets,  because 
the  taxes  are  very  high  on  those  higher 
brackets,  so  much  as  the  exemptions. 
The  ordinary  wage-earner  cannot  take 
a  deduction  on  the  ground  that  he  wants 
an  extra  automobile.  If  his  child  is 
sick,  he  cannot  take  a  deduction  unless 
the  expense  incurred  is  over  a  certain 
amount.  If  he  entertains  friends  at  his 
home,  inviting  them  in  for  a  party,  he 
cannot  deduct  that.  Those  in  the  high¬ 
er  brackets  can  claim  that  it  is  neces¬ 
sary  in  connection  with  their  business  to 
have  parties  and  to  give  entertainments, 
and  to  have  a  good  time,  and  at  the  same 
time  claim  a  deduction  for  it  as  a  neces¬ 
sary  expense  connected  with  their  busi¬ 
ness.  For  example,  some  people  can 
even  have  yacht  after  yacht  and  pad  the 
income-tax  return  by  charging  them  off 
as  an  expense  of  doing  business. 

Mr.  HUMPHREY.  Not  only  can  they 
do  it,  but  they  do  it. 

Mr.  LONG.  It  is  possible  that  some 
people  use  the  yacht  for  pleasure,  yet 
they  always  find  some  excuse  for  deduct¬ 
ing  the  expense  as  necessary  in  connec¬ 
tion  with  their  business.  They  can  have 
parties,  they  can  entertain  friends,  on 
the  theory,  perhaps,  that  they  are  trying 
to  obtain  contracts  in  connection  with 
their  business,  and  that  it  is  necessary  in 
order  that  they  may  succeed  in  their 
business.  They  can  write  off  such  ex¬ 
penses  as  incidental  to  their  business; 
whereas,  on  the  other  hand,  if  an  aver¬ 
age  person  in  the  low-income  bracket, 
employed  by  another  person,  tried  to  do 


the  same  thing  he  could  not  charge  the 
expense  off  as  a  deduction. 

Mr.  HUMPHREY.  I  thank  the  Sen¬ 
ator  from  Louisiana.  He  certainly  has 
pointed  out  some  very  practical  problems 
which  are  faced  by  the  average  man. 
What  the  Senator  from  Minnesota  is  try¬ 
ing  to  do,  if  I  can  state  it  in  a  nutshell, 
is  to  sell  this  idea  to  those  who  are  wor¬ 
ried  about  the  corporate  taxes  and  the 
taxes  on  those  in  the  upper  brackets.  I 
am  saying  that  the  people  who  have 
three  yachts  can  perhaps  get  along  with 
two,  and  that  the  people  who  have  four 
Cadillacs  can  perhaps  get  along  with 
three.  That  is  not  too  much  of  a  sacri¬ 
fice  to  ask. 

Even  when  we  get  into  the  field  of 
$100,000  or  $200,000  incomes,  there  are 
half  a  dozen  ways  of  converting  earned 
income  into  capital  gains,  which  I  in¬ 
tend  to  discuss;  and  when  one  gets  into 
the  capital  gains  tax  rate,  he  does  not 
pay  an  80  percent  tax,  he  pays  a  25  per¬ 
cent  tax.  But  I  submit  that  95  percent 
of  the  American  people  cannot  enjoy 
capital  gains.  They  cannot  enjoy  that 
25  percent  rate,  because  they  do  not 
have  sufficient  income. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield  to  the  Sen¬ 
ator  from  Colorado. 

Mr.  MILLIKIN.  Does  the  Senator 
know  how  much  revenue  the  capital- 
gains  tax  produces? 

Mr.  HUMPHREY.  Yes;  I  am  coming 
to  that. 

Mr.  MILLIKIN.  How  much  is  it? 

Mr.  HUMPHREY.  If  the  Senator 
will  hold  up  and  be  patient,  I  am  work¬ 
ing  into  that. 

Mr.  MILLIKIN.  Very  well.  The 
Senator  has  said  that  many  people  can¬ 
not  participate  in  capital  gains,  because 
they  do  not  have  sufficient  income.  I 
believe  he  really  has  in  mind  the  fact 
that  many  people  cannot  take  advantage 
of  capital  gains,  because  they  do  not 
have  the  capital.  In  other  words,  if 
one  owns  stock,  for  example,  and  the 
stock  goes  up  in  value,  and  he  sells  it 
at  a  profit,  after  holding  it  for  6  months, 
that  could  be  taxed  at  25  percent,  where¬ 
as  a  person  might  otherwise  be  in  the 
75-percent  bracket;  but  on  the  other 
hand,  if  a  person  is  not  fortunate 
enough  to  own  the  stock  in  the  first 
place,  he  cannot  take  the  benefit  of  the 
capital  gains  for  he  has  no  stock  to  sell. 

Mr.  HUMPHREY.  The  Senator  is 
correct.  Mr.  President,  I  want  to  con¬ 
clude  my  remarks  regarding  the  section 
on  earned  income,  by  simply  saying  that 
the  need  for  revenue  is  urgent,  and  that 
we  must  impose  higher  taxes  even  on 
those  in  the  lower-income  groups,  who 
are  already  heavily  burdened.  We  can¬ 
not  give  away  a  half  billion  dollars  of 
taxes  at  this  time,  especially  when  the 
major  share  goes  to  the  wealthy.  I, 
therefore,  urge  my  colleagues  to  recon¬ 
sider  the  reductions  made  in  the  House 
bill  and  to  restore  the  original  indi¬ 
vidual  income-tax  increases  passed  by 
the  House.  Mr.  President,  an  appropri¬ 
ate  amendment  will  be  offered  at  the 
proper  time  to  restore  the  House  figure 
to  the  bill. 


C.  CAPITAL  GAINS 

Now,  Mr.  President,  I  come  to  that  en¬ 
ticing  and  bewildering  species  of  tax 
legislation  known  as  capital  gains. 

A  year  ago,  Mr.  President,  in  the  old 
Supreme  Court  chamber,  I  pointed  out 
that  the  old  feudal  kings  would  comb 
the  countryside  for  what  they  thought 
were  the  scientists  of  their  day.  They 
put  these  long-haired  “scientific”  men 
up  in  the  attic  of  the  castle  and  said  to 
them,  “We  want  you  to  convert  base 
metal  into  gold.”  These  men  were 
called  alchemists.  Theirs  was  the  sci¬ 
ence  of  alchemy. 

Of  course,  after  four  hundred  or  five 
hundred  years  of  fruitless  searching  on 
the  part  of  the  scientists  of  those  days, 
they  never  did  convert  base  metal  into 
gold.  We  had  to  wait  for  the  modern 
tax  lawyer  to  do  that.  He  has  been  able 
to  do  it.  He  can  convert  base  metal  into 
gold,  and,  believe  me,  he  has  been  doing 
it.  He  has  an  ever-increasing  produc¬ 
tive  program  of  how  to  convert  earned 
income  into  capital  gains.  Earned  in¬ 
come  is  always  taxed  at  higher  rates. 
How  does  one  convert  earned  income  and 
have  it  treated  under  the  capital  gains 
tax  rate?  Once  we  can  do  that,  we 
really  have  something,  Mr.  President. 
When  we  increase  the  income-tax  rates, 
as  we  have  done  two  times  and  are  pre¬ 
paring  to  do  a  third  time,  and  when  we 
increase  corporate  tax  rates,  as  we  are 
preparing  to  do,  if  we  leave  the  capital 
gains  rate  where  it  is  we  promote  the 
attempt  to  convert  earned  income  into 
capital  gains. 

I  do  not  claim,  Mr.  President,  to  be  any 
thorough-going  expert  on  the  subject, 
but  I  found  a  study  of  it  interesting  and 
informative,  and  I  have  spent  a  good  deal 
of  time  in  the  past  year  looking  into 
capital  gains. 

The  capital  gains  rate  is  now  limited  to 
a  maximum  of  25  percent,  and  profits 
from  the  sale  of  assets  held  for  6  months 
or  more  are  given  this  preferential  treat¬ 
ment.  So  far  as  I  have  been  able  to  de¬ 
termine,  the  6-month  holding  period  ac¬ 
complishes  nothing  except  to  reduce  the 
taxes  of  speculators  who  will  be  able  in 
one  way  or  another  to  hold  their  gains  for 
at  least  6  months  in  order  to  obtain  the 
preferential  rate  on  long-term  capital 
gains. 

The  low  rate  of  tax  on  capital  gains 
singles  out  for  special  treatment  incomes 
which  are  characterized  by  no  less  evi¬ 
dence  of  ability  to  pay  than  are  other 
types  of  incomes.  At  one  time  earned 
income  was  entitled  to  a  special  credit  for 
tax  purposes,  but  that  day  is  now  past. 

Capital  gains  are  heavily  concentrated 
in  the  high-income  brackets,  and  the 
preferential  treatment  accorded  them 
will  be  especially  favorable  to  the 
wealthy.  At  the  $3,000  level,  capital 
gains  amounted  to  less  than  one-half 
of  1  percent  of  total  income  in  1948;  but 
they  amounted  to  25  percent  at  the  $500,- 
000  level.  Preferential  treatment  for 
capital  gains  is,  therefore,  nothing  less 
than  class  legislation — legislation  which 
reduces  the  tax  burden  of  the  wealthy 
classes. 

The  Secretary  of  the  Treasury  urged 
that  the  capital  gains  tax  be  increased. 
He  pointed  out  that  the  starting  rate  on 
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ordinary  incomes  and  the  rate  on  long¬ 
term  capital  gains  for  individuals  not 
subject  to  the  alternative  tax  were  in¬ 
creased  substantially  under  the  Revenue 
Act  of  1950,  and  will  also  be  increased 
again  under  the  bill  which  is  before  the 
Senate.  His  recommendation  was  that 
the  alternative  tax  rate  be  increased 
from  25  to  37  M2  percent.  Why,  Mr.  Pres¬ 
ident?  He  did  this  to  put  it  into  proper 
relationship  with  the  earned  income  and 
corporate  tax  rates. 

I  wish  to  make  expressly  and  concise¬ 
ly  clear  my  point  that  there  should  be 
preserved  in  the  bill  the  historic  relation¬ 
ship  between  earned  income  tax  rates 
and  corporate  tax  rates  and  capital  gains 
tax  rates.  If  we  do  not  preserve  that  his¬ 
toric  relationship,  we  merely  encourage 
the  abuse  of  the  tax  laws  to  avoid  the 
payment  of  taxes. 

I  am  suggesting,  and  I  shall  offer  an 
amendment,  that  the  capital  gains  rate 
be  made  35  percent.  I  have  gone  back 
over  the  increases  in  the  Revenue  Act  of 
1950  and  the  proposed  increases  in  the 
present  bill  and  added  up  the  earned  in¬ 
come  tax  rate  increases,  added  up  the 
corporate  tax  rate  increases,  and  found 
that  those  two  require  that  we  raise  the 
capital  gains  tax  by  about  9  or  10  percent. 
The  present  rate  is  25  percent,  and  we 
are  suggesting  a  35  percent  rate. 

The  House  increased  the  capital  gains 
rate  to  28  percent  for  corporations  and 
individuals,  or  by  only  one-fifth  of  the 
increase  proposed  by  the  Secretary  of 
the  Treasury.  The  bill  before  the  Senate 
does  not  contain  even  this  small  in¬ 
crease.  Why  does  not  the  Finance  Com¬ 
mittee  believe  in  increasing  tax  burdens 
of  recipients  of  capital  gains,  even  in  the 
slightest  degree,  as  the  burdens  on  wages 
and  other  incomes  are  increased?  Why 
should  that  tax  be  left  untouched  when 
every  other  tax  rate  in  the  bill  is  being 
raised? 

The  reason  given  is  that  an  increase  of 
3  percentage  points  will  reduce  rather 
than  increase  the  revenues.  On  pages 
62  and  63  of  the  report  of  the  Ways  and 
Means  Committee  of  the  House  it  will  be 
found  that  $800,000,000  will  be  lost  as 
the  result  of  the  elimination  of  the 
capital  gains  tax  increase  recommended 
by  the  House. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  Will  the  Senator  be 
good  enough  to  demonstrate  how  the 
adoption  of  the  recommendation  of  the 
committee  would  not  be  beneficial? 

Mr.  HUMPHREY.  I  am  coming  to 
that. 

The  fact  of  the  matter  is  that  the 
yield  from  capital  gains  has  not  de¬ 
pended  on  the  capital  gains  rate.  Capi¬ 
tal  gains  reported  on  tax  returns  have 
increased  and  decreased  as  the  stock- 
market  has  gone  up  and  down.  Large 
capital  gains  were  reported  when  the 
rates  were  high  and  low;  and,  con¬ 
versely,  varying  amounts  of  capital  gains 
were  reported  when  the  rate  has  re¬ 
mained  unchanged  for  a  number  of 
years.  The  basic  forces  of  the  market 
are  more  controlling  than  the  tax  rate. 


and  it  is  erroneous  to  suppose  that  a 
relatively  small  change  in  the  capital 
gains  tax  can  upset  the  market. 

The  report  on  capital  gains  taxation 
was  submitted  to  the  committee  by  the 
Treasury  Department,  and  I  should  like 
to  ask  any  member  of  the  committee 
whether  the  report  substantiates  the 
conclusion  that  a  3-percent  increase  will 
discourage  trade  in  this  area.  Will  any 
member  of  the  committee  make  the  re¬ 
port  available  to  the  Senate  so  that  we 
can  all  give  the  matter  the  careful  study 
which  it  deserves? 

The  failure  of  both  the  House  and  the 
Finance  Committee  to  lengthen  the 
holding  period  from  6  months  to  1  year 
is  also  unwarranted.  The  holding  period 
was  originally  designed  to  prevent  tax¬ 
ation  of  capital  gains  which  accrue  over 
many  years  from  being  taxed  as  a  lump 
sum  in  the  year  when  the  gains  are 
realized.  The  holding  period  was  orig¬ 
inally  2  years,  but  it  was  gradually  whit¬ 
tled  down  until,  in  1942,  it  was  reduced  to 
6  months.  Last  year  the  Senate  com¬ 
mittee  tried  to  reduce  it  to  3  months. 
Capital  gains  are  supposed  to  have  some¬ 
thing  to  do  with  capital  improvements, 
with  investments,  with  assets.  To  re¬ 
duce  the  period  to  3  months  at  a  time 
when  there  was  speculation  of  all  sorts 
going  on  in  the  American  markets  was 
to  play  into  the  hands  of  speculators.  I 
submit  that  the  period  of  time  ought  to 
be  a  year.  If  one  makes  an  investment 
which  is  worthy  of  being  called  an  invest¬ 
ment,  a  year  in  which  to  hold  it  for  a 
special  preferential  tax  treatment  ought 
to  be  a  minimum. 

Mr.  President,  there  is  no  justification 
for  taxing  a  profit  from  an  investment 
held  for  less  than  1  year  at  a  preferential 
rate  any  more  than  to  give  such  treat¬ 
ment  to  a  jeweler,  a  druggist,  a  grocer, 
or  any  other  merchant  who  turns  over 
his  stock  of  merchandise  only  twice  a 
year.  In  other  words,  why  do  we  not 
give  such  a  preferential  rate  to  the  aver¬ 
age  merchant  if  he  turns  over  his  stock 
twice  a  year?  We  do  not. 

The  individual  income  tax  is  figured 
on  an  annual  basis,  and  there  is  no  hard¬ 
ship  imposed  if  the  assets  are  held  for 
less  than  1  year.  The  6  months  holding 
period  provision  benefits  mainly  the 
speculator;  the  genuine  investor  who 
holds  his  stock  for  long  periods  for  in¬ 
vestment  purposes  derives  no  benefit 
from  a  short  holding  period. 

An  increase  in  the  capital- gains  tax 
is  required  not  only  on  the  ground  that 
all  other  incomes  have  been  subject  to 
higher  tax  rates  since  Korea,  but  also 
on  the  ground  that  it  is  needed  to  pro¬ 
tect  the  basic  equity  of  the  individual 
income  tax. 

I  repeat  what  I  have  pointed  out  in 
my  earlier  comment,  that  when  tax  rates 
are  high  and  one  type  of  income  is  sub¬ 
ject  to  a  lower  rate,  it  is  natural  that  in¬ 
dividuals  will  try  to  convert  ordinary  in¬ 
come  into  the  type  of  income  which  is 
given  preferential  low-rate  tax  treat¬ 
ment.  The  courts  have  for  years  wres¬ 
tled  with  this  problem,  but  the  cases  of 
tax  avoidance  keep  increasing.  When  I 
say  “avoidance”  I  mean  converting  prof¬ 


its  into  capital  gains.  What  are  we  do¬ 
ing  with  that  problem  here?  We  are 
adding  to  the  temptation  to  convert  or¬ 
dinary  income  into  the  type  of  income 
which  is  given  preferential  treatment. 

What  is  more  important — and  this  bill 
affords  one  of  the  best  examples — ordi¬ 
nary  incomes  are  converted  into  capital 
gains  by  legislative  action. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  Of  course,  to  be  entirely 
fair  about  this  picture,  I  believe  the  Sen¬ 
ator  would  agree  that  there  are  some 
transactions  taxed  as  capital  gains  where 
there  actually  was  no  income  at  all.  For 
example,  if  a  man  owns  a  home  he 
bought  for  $5,000,  and  that  house  today 
would  cost  $10,000  to  build,  if  he  sold  the 
house,  he  would  have  to  pay  income  on 
what  appeared  to  be  a  $5,000  gain,  even 
though  he  might  later  buy  another  house 
of  the  same  value  with  that  money. 

Mr.  HUMPHREY.  The  Senator  is 
correct 

Mr.  LONG.  •  Of  course,  the  bill  pro¬ 
poses  to  make  at  least  some  allowance 
for  that  kind  of  case,  and  I  believe  that 
is  proper.  On  the  other  hand,  if  the  per¬ 
son  who  had  a  house  which  cost  him 
$5,000  12  years  ago  were  to  sell  the  house 
today  with  the  dollar  worth  only  50  cents 
compared  to  what  it  was  worth  12 
years  ago,  and  move  into  an  apartment, 
or  at  least  not  buy  another  home  with 
the  same  money,  he  would  pay  income 
tax  on  something  which  was  not  income 
at  all,  but  merely  an  inflation  of  money. 

Mr.  HUMPHREY.  I  think  the  Senator 
is  making  a  very  valid  observation. 

Mr.  LONG.  There  are  many  situa¬ 
tions  in  which  the  Government  taxes  the 
proceeds -of  transactions  as  capital  gains 
when  they  are  only  ordinary  income. 
There  is  no  real  distinction  between  them 
and  any  other  income. 

Mr.  HUMPHREY.  I  thank  the  Sen¬ 
ator  from  Louisiana  for  his  valuable  con¬ 
tribution.  That  is  something  which  is 
of  value  to  a  committee  particularly,  in 
studying  the  subject  of  taxation. 

Mr.  President,  while  the  taxes  on  ordi¬ 
nary  incomes  of  individuals  and  corpora¬ 
tions  are  increased  by  amost  $4,500,000- 
000,  capital  gains  treatment  is  accord¬ 
ed  to  other  ordinary  incomes  in  this  bill. 
I  shall  have  more  to  say  about  these  new 
loopholes  later.  It  is  sufficient  to  note  at 
this  point  that,  when  we  fail  to  move  up 
the  capital  gains  tax  as  the  tax  on  ordi¬ 
nary  incomes  increases,  we  run  the  risk 
of  jundermining  the  individual  income 
tax  base,  that  is,  through  the  conversion 
of  ordinary  income  into  capital  gains. 
In  other  words,  if  we  keep  whacking 
away  at  this  ordinary  income  base,  even 
though  we  have  high  rates,  we  will  find 
that  we  shall  have  nothing  to  draw  from, 
because  ordinary  income  is  being  con¬ 
verted  into  capital  gains,  which  are  be¬ 
ing  given  the  preferential  type  of  treat¬ 
ment. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  should  greatly  ap¬ 
preciate  it  if  the  Senator  from  Minne- 
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sota  would  give  us  a  rather  full  illustra¬ 
tion  of  how  the  ordinary  income  base 
would  be  whittled  away  by  the  process 
which  he  describes. 

Mr.  HUMPHREY.  I  shall  be  glad  to 
do  so.  For  example,  if  a  man  has  an  in¬ 
come  of  $500,000  a  year,  he  can  take  part 
of  that  $500,000  a  year  income  and  make 
some  investments  with  it,  hold  the  in¬ 
vestments  for  6  months,  and  sell  them 
and  the  profits  become  taxable  at  25 
percent  instead  of  the  high  rate  of  94.5 
percent  which  would  be  the  tax  imposed 
on  a  man  with  an  income  of  $500,000  a 
year.  In  other  words,  when  he  gets  into 
that  high-income  bracket  with  the  high- 
rate  schedule  it  is  perfectly  obvious  that 
one  of  the  desires  such  a  man  has  is  to 
convert  his  income  into  an  asset  which 
can  be  sold  and  treated  as  a  capital  gain 
and  thereby  be  taxed  at  the  25  percent 
rate.  I  think  that  is  one  of  the  classic 
examples  as  to  what  has  happened  again 
and  again,  and  I  shall  have  more  ex¬ 
amples  to  cite  as  I  go  along. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator'  again  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  think  there  is  a 
fallacy  in  the  assumption  of  the  Senator 
that  all  capital  transactions  represent 
profits.  Suppose  the  investor  does  not 
make  a  capital  gain. 

Mr.  HUMPHREY.  If  he  does  not  make 
a  capital  gain,  of  course,  he  does  not  pay 
any  tax. 

Mr.  MILLIKIN.  Of  course. 

Mr.  HUMPHREY.  Not  only  that,  but 
he  may  deduct  his  loss. 

Mr.  MILLIKIN.  Yes,  if  he  has  some¬ 
thing  against  which  to  deduct  it. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MILLIKIN.  Let  me  make  a  sug¬ 
gestion  to  the  Senator.  When  the  indi¬ 
vidual  gets  the  proceeds  from  a  sale  on 
Which  he  has  realized  a  capital  gain, 
what  does  he  do  with  it?  He  either  in¬ 
vests  it  again  in  capital,  does  he  not,  in 
something  that  yields  some  kind  of  in¬ 
come? 

Mr.  HUMPHREY.  Indeed. 

Mr.  MILLIKIN.  That  will  be  caught 
with  the  income  tax. 

Mr.  HUMPHREY.  Let  us  say,  for  ex¬ 
ample,  that  a  man  has  an  income  of 
$500,000  a  year.  Let  us  say  he  takes 
$250,000  of  that  and  buys  with  it  an 
apartment  house. 

Mr.  MILLIKIN.  He  does  not  have 
that  much  left  after  he  is  taxed  the  90 
percent. 

Mr.  HUMPHREY.  Let  us  assume  that 
he  accumulates  that  much,  and  there 
are  plenty  who  have  done  so. 

Mr.  MILLIKIN.  Out  of  the  10  per¬ 
cent  that  is  left  to  him  after  the  90  per¬ 
cent  tax? 

Mr.  HUMPHREY.  Yes,  over  the  years. 

Mr.  MILLIKIN.  Does  the  Senator 
from  Minnesota  mean  that  there  are 
men  who  have  a  $500,000  a  year  income 
who  can  accumulate  $500,000  out  of  the 
10  percent  that  is  left  to  them  after  the 
90  percent  tax? 

Mr.  HUMPHREY.  I  will  say  that  I 
mean  just  that.  We  read  about  some 
great  man  who  passes  away,  and  his 
estate  turns  out  to  be  worth  $5,000,000 
or  $10,000,000  or  more.  How  did  he  get 
that  money?  Did  he  get  it  by  swatting 


flies?  He  got  it  because  he  was  able  to 
keep  it  from  the  income  he  received. 
He  got  it  because  he  was  able  to  make 
money  on  certain  investments  which  he 
made.  The  receipts  accrued,  and  the  re¬ 
sult  was  a  good,  sizable  estate  when  he 
died. 

Mr.  MILLIKIN.  Men  with  sizable 
estates  got  them,  with  some  exceptions, 
before  we  had  the  income  tax  as  we  now 
have  it.  When  the  Senator  from  Min¬ 
nesota  talks  about  a  $500,000  income 
man,  considering  that  we  take  from  that 
income  about  90  percent,  and  when  he 
says  that  then  he  is  going  to  make  vast 
investments  with  the  remainder  and  at 
the  same  time  continue  his  normal  ac¬ 
tivities  and  his  normal  ways  of  life, 
whatever  they  may  be,  I  suggest  that  the 
distinguished  Senator  has  entered  com¬ 
pletely  the  field  of  fantasy. 

Mr.  HUMPHREY.  I  suggest  to  the 
Senator  from  Colorado  that  the  Sena¬ 
tor  from  Minnesota  is  not  in  the  field  of 
fantasy.  The  Senator  from  Minnesota 
is  only  citing  what  takes  place  day 
after  day.  Men  are  making  money,  de¬ 
spite  the  high  rates,  and  they  are  able 
to  convert  that  money  into  a  tax  base 
which  is  less  onerous,  less  burdensome, 
than  the  earned  income  tax.  If  the  Sen¬ 
ator  from  Colorado,  is  saying  to  me  that 
the  executives  and  prominent  business 
and  professional  leaders  of  our  coun¬ 
try,  who  are  well  paid,  are  not  able  to 
accumulate  wealth,  I  want  him  to  pro¬ 
duce  the  evidence,  and  not  merely  a 
statement.  The  fact  of  the  matter  is 
that  there  is  plenty  of  wealth.  Those 
men  own  fine  homes  and  big  farms. 
Many  of  them  have  great  concessions  in 
mines,  oil,  timber,  or  land.  This  is  hap¬ 
pening  in  my  generation.  It  happened 
in  the  Senator’s  generation.  It  will  hap¬ 
pen  in  the  next  generation.  It  is  lu¬ 
dicrous  to  say  that  people  are  not  able 
to  accumulate  wealth  in  this  day  and 
age,  because  they  do. 

Mr.  MILLIKIN.  I  suggest  to  the  dis¬ 
tinguished  Senator  that  on  the  case  he 
postulated,  it  is  completely  ludicrous  to 
suggest  that  if  we  leave  a  man  10  percent 
of  his  income  we  can  expect  him  to  ac¬ 
cumulate  wealth. 

Mr.  HUMPHREY.  After  the  first 
$80,000. 

Mr.  MILLIKIN.  Take  the  effective- 
burden  tables  and  see  what  is  left  for 
the  $500,000  man. 

Mi-.  HUMPHREY.  That  is  correct. 

Mr.  MILLIKIN.  I  suggest  that  that 
is  true  in  most  instances  individually, 
as  well  as  under  the  Senator’s  favorite 
method  of  aggregating  everything  and 
speaking  of  averages.  One  cannot  ac¬ 
cumulate  great  wealth  when  he  is  al¬ 
lowed  to  retain  only  10  percent  of  his 
profits. 

Mr.  HUMPHREY.  When  we  come  to 
talk  about  stock  options,  we  shall  show 
how  some  of  those  men,  according  to  the 
Wall  Street  Journal,  not  only  get  a 
fairly  good  salary,  but  when  they  want 
something  extra  they  get  a  stock  option, 
which  they  are  able  to  convert,  not  into 
income,  but  into  capital  gains. 

I  also  remind  the  Senator  from  Colo¬ 
rado  that  when  a  man  has  an  income  of 
$500,000  a  year  he  can  charge  off  many 
things  which  the  average  Joe  cannot 


charge  off.  The  average  man  cannot 
charge  off  his  car,  his  rowboat,  or  his 
entertainment.  But  when  a  man  has  an 
income  of  $500,000  a  year  he  has  a  good 
lawyer.  And  when  he  has  a  good  law¬ 
yer,  he  finds  out  how  to  charge  off  the 
yacht — not  the  rowboat.  He  learns  how 
to  include  the  Cadillac  as  a  part  of  the 
business,  and  not  just  something  in  the 
garage  which  is  an  expense  to  the  fam¬ 
ily.  It  becomes  an  expense  in  the  enter¬ 
prise.  Such  a  man  learns  how  to  in¬ 
corporate  himself,  as  motion-picture  ac¬ 
tors  have  found  out  how  to  incorporate 
themselves.  He  learns  a  million  and  one 
things  which  the  average  American  cit¬ 
izen  has  never  dreamed  of. 

All  I  ask  my  friend  from  Colorado  to 
do  is  to  produce  living  evidence — or  the 
obituary  evidence— with  respect  to  peo¬ 
ple  who  earn  $500,000  a  year  and  who  do 
not  drink  it  up  or  dissipate  it.  I  am  re¬ 
ferring  to  the  average  wholesome,  clean- 
cut  hard-working  man  who  gets  from 
$250,000  to  $500,000  a  year.  I  want  the 
Senator  from  Colorado  to  show  me  why 
he  is  unable  to  accumulate  anything. 
According  to  the  Senator  from  Colorado 
he  is  just  living  from  hand  to  mouth, 
with  the  little  money  he  has  left — barely 
enough  to  take  care  of  his  knitting.  I 
believe  that  those  in  that  income  bracket 
are  doing  all  right. 

Mr.  MILLIKIN.  I  am  not  making 
statements.  I  am  just  talking  elemen¬ 
tary  arithmetic,  which  I  assume  the  Sen¬ 
ator  studied  along  with  the  rest  of  us. 
If  a  man  has  a  $500,000  a  year  income, 
and  he  is  permitted  to  retain  only  10 
percent  of  it,  he  cannot  engage  in  en¬ 
terprises  requiring  vast  wealth,  such  as 
the  Senator  has  described.  True,  he 
can  hire  a  lawyer.  True,  he  may  have 
all  kinds  of  opportunities  to  make  money 
out  of  the  $50,000  which  is  left.  But 
he  also  has  the  big  estate  to  which  the 
Senator  refers,  to  maintain.  That  in¬ 
volves  the  employment  of  many  persons. 
He  has  three  Cadillacs,  as  the  Senator 
describes.  They  must  be  garaged,  oiled, 
greased,  and  driven.  I  suppose,  not  be¬ 
ing  a  member  of  the  administration,  he 
has  to  buy  a  pastel  mink  coat  for  his 
wife  occasionally.  That  sets  him  back  a 
little.  When  he  gets  through,  he  prob¬ 
ably  has  nothing  left.  He  cannot  in¬ 
dulge  in  vast  projects  involving  invest¬ 
ment  of  large  sums  of  money  out  of 
spendable  income. 

Mr.  HUMPHREY.  The  trouble  with 
this  country  is  that  the  people  have  been 
accustomed  to  living  as  their  neighbors 
live.  The  Democrats  have  never  had 
mink  coats.  They  became  accustomed 
to  seeing  some  of  their  Republican 
friends  with  mink  coats.  They  did  not 
know  how  to  get  one,  and  some  may 
have  succumbed  in  a  way  which  was 
a  little  crude. 

Mr.  MILLIKIN.  They  do  not  know 
how  to  get  them,  yet  they  get  them,  in 
a  very  crude  way. 

Mr.  HUMPHREY.  Indeed.  But  let 
me  point  out  to  my  friend  from  Colo¬ 
rado  that  they  learned  from  those  who 
are  a  little  more  slick.  They  learned 
from  people  who  found  out  how  to  get 
mink  coats  and  charge  them  up  to  the 
business,  to  the  corporation.  They 
learned  how  to  get  yachts  and  charge 
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them  up  to  the  corporation.  They  have 
learned,  for  example,  that  one  can  main¬ 
tain  a  suite  of  rooms  in  the  Mayflower 
Hotel  which  he  never  even  uses,  and 
charge  it  to  the  business  as  a  tax-de¬ 
ductible  item. 

If  the  Senator  wants  to  put  an  ad¬ 
vertisement  in  a  newspaper  he  must  pay 
for  it.  But  if  a  businessman  puts  an 
advertisement  in  a  newspaper,  it  is  tax- 
deductible.  So  let  us  not  condemn  alone 
some  of  the  poor  folks  who  have  become 
a  little  confused  and  crude.  They  have 
not  had  an  opportunity  to  acquire  the 
necessary  culture  in  the  art  of  “slicker  - 
ing”  the  Government  out  of  tax  reve¬ 
nues. 

Mr.  MILLIKIN.  They  have  had  18 
years  of  education,  and  they  are  learn¬ 
ing  rapidly  and  on  a  wide  front.  One 
cannot  pick  up  a  newspaper  without 
having  accounts  of  the  experts  in  those 
rackets  bursting  in  his  face,  with  their 
crookedness  and  their  unethical  conduct. 
The  Senator’s  party  has  had  18  years 
to  eliminate  those  things.  How  much 
time  does  he  want? 

Mr.  HUMPHREY.  Let  me  say  to  my 
friend  from  Colorado  that  one  way  to 
eliminate  that  condition  is  to  begin  to 
put  the  tax  law  on  an  equitable  basis. 

Mr.  MILLIKIN.  Mr.  President - 

Mr.  HUMPHREY.  Wait  a  moment. 
Let  me  say  to  my  good  friend  from  Colo¬ 
rado  that  the  smoke  screen  which  has 
been  laid  down,  of  deep-freezes,  mink 
coats - 

Mr.  MILLIKIN.  I  did  not  mention 

Mr.  HUMPHREY.  All  those  things 
are  insignificant  when  compared  to  the 
robbery  that  can  take  place  legitimately. 
All  it  is  necessary  to  do  is  to  legalize 
a  certain  practice,  and  then  it  becomes 
legitimate.  We  legalize  the  opportunity 
for  people  to  avoid  their  fair  share  of 
the  burdens  of  the  cost  of  government 
and  the  cost  of  defense  of  their  country. 
If  we  settle  down  and  talk  about  the 
loopholes  in  the  tax  bill,  we  shall  find 
that  while  there  have  been  a  few  scoun¬ 
drels  in  this  administration,  and  while 
there  have  been  a  few  scoundrels  in 
other  administrations,  the  amount 
which  has  been  lost  in  terms  of  public 
revenue  which  they  have  been  able  to 
steal — if  they  have  been  able  to  steal 
any — and  it  is  still  only  allegation — is 
“peanuts”  compared  with  what  is  lost 
in  some  of  the  loopholes  which  the  Sen¬ 
ator  from  Minnesota  expects  to  discuss 
very  soon. 

For  example,  what  moral,  ethical,  eco¬ 
nomic,  or  political  justification  is  there 
for  a  27x/2  percent  oil  depletion  allow¬ 
ance?  Why  should  the  oil  operators  be 
able  to  get  the  oil  wells  paid  for  a  dozen 
times?  That  is  not  stealing,  because  we 
legalize  it.  We  shall  talk  about  that  sub¬ 
ject  in  more  detail  as  we  go  along. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  Of  that  the  Senator 
may  be  assured.  I  merely  wish  to  stick  to 
the  present  subject,  which  includes  the 
Senator’s  allegation  that  the  people  to 
whom  he  refers,  in  the  higher  income 
brackets,  rent  large  suites  of  rooms,  and 
indulge  in  large  expense  accounts.  I  get 


a  picture  of  bacchanalian  orgies  which 
form  a  basis  for  deduction  from  their  ex¬ 
pense  accounts.  Let  me  drop  u  gentle 
hint  into  the  mind  of  the  distinguished 
Senator  from  Minnesota.  That  situation 
is  entirely  within  the  control,  under  the 
tax  laws,  of  the  Secretary  of  the  Treas¬ 
ury.  That  agency,  too,  has  had  18  years 
opportunity  to  educate  itself  as  to  how 
to  stop  it. 

Mr.  HUMPHREY.  Let  me  say  to  the 
Senator  from  Colorado  that  a  great  deal 
of  manipulation  can  be  done  under  the 
heading  of  “business  expenses.”  Appar¬ 
ently  business  is  not  defined.  One  can 
surely  make  a  great  deal  of  monkey  busi¬ 
ness  out  of  the  definition  of  business. 
That  has  happened  all  too  often.  How¬ 
ever,  business  expenses  are  deductible. 
Let  us  not  go  too  far.  There  are  legiti¬ 
mate  business  expenses.  I  am  simply 
dealing  with  the  question  of  capital 
gains.  The  contention  is  made  that 
with  the  high  income-tax  rates,  a  person 
in  the  higher  income  brackets  simply 
could  not  accumulate  any  wealth.  I  say 
to  the  Senator  that  despite  the  apparent 
logic  of  his  argument,  wealth  has  been 
accumulated  and  is  being  accumlated. 
The  Senator  from  Colorado  knows  it  as 
well  as  does  the  Senator  from  Minnesota. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  suggest  to  the  Sen¬ 
ator  that  he  must  make  a  choice  as  to 
where  he  wants  to  get  revenue.  If  he 
wants  to  get  revenue  out  of  capital  gains, 
the  way  to  get  it  is  to  shorten  the  period 
and  decrease  the  rate. 

Mr.  HUMPHREY.  That  is  the  Sena¬ 
tor’s  opinion. 

Mr.  MILLIKIN.  If  he  were  to  lengthen 
the  time  and  increase  the  rate,  and  thus 
sterilize  the  movement  of  capital — if  that 
is  what  the  Senator  wishes — he  would 
not  be  helping  the  income  base  with 
greater  income,  and  thus  we  would  not 
be  collecting  any  more  income  taxes  at 
either  end. 

Mr.  HUMPHREY.  The  Senator’s  ar¬ 
gument  is  persuasive,  but  it  is  not  con¬ 
clusive.  He  is  simply  saying  that  if  we 
raise  the  tax  rate  or  extend  the  period, 
we  dry  up  the  sources  of  revenue. 

Mr.  MILLIKIN.  I  did  not  say  that. 

Mr.  HUMPHREY.  That  is  what  the 
Senator  implied. 

Mr.  MILLIKIN.  Oh,  no. 

Mr.  HUMPHREY.  The  Senator  said 
that  revenues  would  be  severely  limited. 

Mr.  MILLIKIN.  No;  I  did  not  even 
say  that. 

Mr.  HUMPHREY.  What  did  the 
Senator  say? 

Mr.  MILLIKIN.  I  say  that  the  lower 
the  rate  and  the  shorter  the  period  of 
time,  the  greater  the  amount  of  capital 
transactions,  and  therefore  the  greater 
the  amount  of  capital  gains  will  be,  if 
that  is  what  the  Senator  wants.  I  then 
said  that  if  that  is  not  what  the  Senator 
wants,  he  can  picture  some  relationship 
which  he  has  not  explained  between  the 
capital  gains  tax  and  the  income  tax. 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  I  said  that  if  he  pic¬ 
tures  the  relationship  there,  and  if  he 
wants  to  sterilize  the  capital  movements 
of  the  country  by  lengthening  the  pe¬ 


riod  it  would  have  no  effect  on  the  in¬ 
come  tax  bases  except  a  deleterious  ef¬ 
fect. 

Mr.  HUMPHREY.  Is  that  not  what  I 
said  the  Senator  from  Colorado  had 
pointed  out?  I  said  the  Senator  from 
Colorado  had  pointed  out  that  if  we  ex¬ 
tended  the  duration  and  raised  the  rates 
it  would  have  a  deleterious  effect. 

Mr.  MILLIKIN.  I  agree  entirely  with 
the  Senator. 

Mr.  HUMPHREY.  I  tell  the  Senator 
from  Colorado  that  he  is  wrong. 

Mr.  MILLIKIN.  Mr.  President,  first 
we  reach  an  agreement  and  then  the 
Senator  from  Minnesota  tells  me  I  am 
wrong. 

Mr.  HUMPHREY.  I  pointed  out  to 
the  Senator  from  Colorado  that  the 
study  by  the  Treasury  Department  and 
by  the  House  Committee  on  Ways  and 
Means  revealed  the  fact  that  there  is  no 
relationship  of  capital  gains  and  the  ac¬ 
cumulation  of  capital  gains  to  the  tax 
rate.  The  relationship  has  been  pri¬ 
marily  to  the  market  and  to  the  factors 
that  affect  the  market. 

Mr.  MILLIKIN.  Is  not  the  capital 
gains  rate  a  factor  in  the  market? 

Mr.  HUMPHREY.  Yes,  but  not  a  con¬ 
clusive  factor.  I  want  to  say  further  that 
once  we  increase  the  corporate  tax  and 
the  individual  income  tax  it  is  impera¬ 
tive  that  we  increase  the  capital  gains 
rate,  in  order  to  maintain  the  historic 
balance.  I  ask  the  Senator  from  Colo¬ 
rado  to  give  me  some  evidence  which  will 
show  that  if  we  raise  the  rate  we  actual¬ 
ly  hold  down  capital  gains  transactions. 

Mr.  MILLIKIN.  Does  the  Senator 
from  Minnesota  want  some  evidence? 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  No  fooling? 

Mr.  HUMPHREY.  No  fooling. 

Mr.  MILLIKIN.  Here  are  the  rich, 
pot-bellied  fellows  with  incomes  of 
$500,000  a  year,  whose  incomes  are  re¬ 
duced  by  taxes  to  $50,000  a  year.  They 
want  to  get  rich  on  capital  gains.  I 
assume  they  have  something  left.  They 
want  to  accumulate  as  much  as  they  can 
out  of  what  is  left  to  them  after  they 
have  paid  their  income  tax.  Let  us 
assume  that  it  is  generated  out  of  prop¬ 
erty  which  pays  them  the  income. 
They  want  to  make  money  by  capital 
transactions. 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  Is  it  not  inconceiv¬ 
able  to  say  that  they  will  not  turn,  their 
property  over  oftener  via  the  capital 
gains  route  if  they  have  a  lesser  period 
than  a  greater  period,  and  a  lower  rate 
than  a  higher  rate,  if  they  are  actuated 
by  the  motives  which  the  Senator  from 
Minnesota  assumes? 

Mr.  HUMPHREY.  The  Senator  from 
Colorado  sets  up  a  false  standard.  The 
Senator  wants  to  talk  about  a  situation 
v/hich  he  designs.  Let  us  assume  that 
there  are  tax  rates  only  as  follows:  The 
earned  income  tax  rates  which  are  con¬ 
tained  in  the  new  bill  and  the  corporate 
tax  rates  in  this  bill,  and  let  us  assume 
that  the  capital  gain  rate  is  advanced  3 
points,  or  to  28  percent. 

When  a  man  has  a  choice  between 
paying  a  high  earned  income  tax,  a  high 
corporate  tax,  or  a  low  capital  gains 
tax,  if  he  is  going  to  make  any  trans- 
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action  he  will  use  the  28  percent  rate. 
The  Senator  says  he  will  just  quit  doing 
business. 

Mr.  MILLIKIN.  No,  no. 

Mr.  HUMPHREY.  We  have  been 
hearing  that  argument  for  a  long  time. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  I  merely  say  that  if 
a  man  wants  to  engage  in  a  capital 
transaction,  or  if  he  is  thinking  about  it, 
he  will  be  more  tempted  to  do  so  if  the 
rate  is  25  percent  instead  of  28  percent, 
or  20  percent  instead  of  25  percent. 

Mr.  HUMPHREY.  Make  it  5  percent. 

Mr.  MILLIKIN.  Make  it  5  percent. 
Then  there  would  be  a  constant  tempta¬ 
tion. 

Mr.  HUMPHREY.  How  much  tax 
would  be  collected? 

Mr.  MILLIKIN.  If  the  Senator’s  pur¬ 
pose  is  to  get  revenue  the  man  should 
be  enticed  to  make  more  frequent  turn¬ 
overs. 

The  PRESIDING  OFFICER  (Mr. 
Hunt  in  the  chair) .  The  Chair  would 
suggest  that  Senators  address  the  Chair. 
It  would  help  the  Official  Reporter  con¬ 
siderably. 

Mr.  HUMPHREY.  I  believe  it  would 
help  the  debate. 

I  conclude  my  remarks  on  the  capital 
gains  portion  of  the  bill  by  suggesting 
that  lengthening  the  holding  period  to 
6  months  and  increasing  the  capital 
gains  rate  for  individuals  and  corpora¬ 
tions  to  35  percent  would  produce  $300,- 
000,000  of  revenue.  In  times  like  these 
we  cannot  afford  to  give  up  this  much 
revenue  when  the  case  for  a  tax  increase 
is  so  strong. 

II.  SUGGESTED  LOOPHOLE-CLOSING  PROVISIONS 

A  group  of  Senators  will  present  tc  the 
Senate  some  suggested  loophole- closing 
amendments.  I  believe  it  is  known  that 
several  of  us  have  been  studying  the 
House  tax  bill,  and  several  of  us  have 
been  watching  to  the  best  of  our  ability 
the  actions  of  the  Senate  Finance  Com¬ 
mittee.  We  have  been  contemplating 
submitting  certain  amendments  to  the 
present  bill. 

The  changes  in  the  bill  which  I  have 
suggested  thus  far  would  raise  a  total  of 
almost  $1,400,000,000,  and  would  increase 
the  yield  of  the  bill  to  $6,900,000,000.  In 
other  words,  the  changes  in  the  bill 
which  I  have  suggested  thus  far,  namely, 
the  changes  in  capital  gains  tax,  the 
changes  in  the  corporation  tax,  and  the 
changes  in  the  earned  income  tax,  if 
adopted,  would  raise  an  additional  $1,- 
400,000,000  a  year.  We  will  need  the  ad¬ 
ditional  revenue.  It  will  not  jeopardize 
the  solvency  of  our  economy,  and  will  not 
in  any  way  result  in  injury  to  the  tax¬ 
payer.  The  result  I  have  outlined  would 
still  fall  far  short  of  the  amount  of  reve¬ 
nue  needed  to  balance  the  budget.  I 
submit  that  billions  of  dollars  more 
could  be  raised  by  determined  effort  to 
close  the  loopholes. 

I  believe  that  Senators  will  agree  with, 
me  when  I  say  that  a  man  in  the  street, 
however  unsophisticated  he  may  be,  en¬ 
dorses  a  pay-as-you-go  policy.  He  is 
willing  to  be  taxed  to  pay  for  his  own 
defense.  But  he  insists  that  taxes  be 
levied  fairly,  and  that  everybody  should 


shoulder  the  burden  according  to  his 
ability  to  pay. 

I  want  to  emphasize  this  point  be¬ 
cause  I  believe  it  is  important.  When 
we  increase  the  tax  burden  of  a  married 
man  with  two  children  and  with  an  in¬ 
come  of  $60  a  week  by  $1  a  week,  we  are 
denying  him  the  use  of  a  dollar  which 
would  otherwise  go  for  food,  clothing  or 
lodging.  There  is  little  room  for  any¬ 
thing  else  in  his  budget.  This  sacrifice 
can  and  will  be  borne  by  our  wage  earn¬ 
ers  and  farmers  if  they  are  assured  that 
others  are  paying  their  fair  share. 

We  cannot  in  good  faith  ask  the  rank 
and  file  to  make  a  substantially  larger 
tax  contribution  for  the  defense  effort 
when  a  chosen  few  can  take  advantage 
of  glaring  loopholes  in  the  tax  laws.  It 
would  violate  every  test  of  equal  sacri¬ 
fice  to  ask  the  man  in  the  street  to  pay 
higher  excise  and  income  taxes  when 
the  rich  become  richer  through  our  fail¬ 
ure  to  close  loopholes. 

What  are  the  most  important  loop¬ 
holes? 

I  know  that  I  will  soon  get  into  active 
debate  with  some  of  my  colleagues,  but 
I  shall  refer  to  four  categories. 

First,  the  unbelievably  generous  de¬ 
pletion  provisions  hand  the  oil  and  min¬ 
ing  interests  about  three-quarters  of  a 
billion  dollars  each  year.  Last  year  the 
President  called  this  loophole  the  most 
glaring  in  the  tax  laws.  Congress  did 
nothing  about  it.  This  year,  with  tax 
rates  going  still  higher,  this  loophole 
becomes  more  intolerable. 

Second,  the  income-splitting  provi¬ 
sions  enacted  by  the  Eightieth  Congress 
confer  unwarranted  tax  benefits  on  the 
well-to-do.  People  in  the  lowest  tax 
bracket  gained  nothing  from  this  pro¬ 
vision.  At  the  $500,000  level  it  reduced 
taxes  of  a  maried  person  by  $25,000.  We 
cannot  afford  to  give  such  large  tax 
reductions  to  the  higher  income  classes 
in  times  like  these. 

Third,  at  the  same  time  that  wage 
earners  are  paying  every  last  cent  of 
their  taxes  because  it  is  withheld  from 
their  pay  envelopes,  billions  of  dollars 
of  interest  and  dividends  are  evading 
taxes.  This  critical  evasion  must  be 
stopped.  The  best  way  to  do  this  is 
to  withhold  the  tax  from  interest  and 
dividends  just  like  we  do  on  wages  and 
salaries. 

Fourth,  the  estate  and  gift  taxes  are 
in  a  pitiful  state.  It  is  unbelievable 
that,  in  a  country  as  wealthy  as  ours, 
these  taxes  raise  little  more  than  three- 
quarters  of  a  billion  dollars.  The  Sec¬ 
retary  of  the  Treasury  presented  a  plan 
to  the  Congress  last  year  for  tightening 
up  these  taxes,  but  nothing  was  done. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  KERR.  Is  it  possible  that  the 
health  of  the  country  might  be  a  con¬ 
tribution  toward  the  small  amount  of 
the  inheritance  tax? 

Mr.  HUMPHREY.  I  believe  it  is  pos¬ 
sible  that  it  may  be  a  contributing  fac¬ 
tor,  but  I  do  not  think  it  is  the  controlling 
one. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield  at  this  point,  in  order  that 
I  may  request  unanimous  consent  to  have 
a  quorum  call  had,  without  causing  the 


Senator  from  Minnesota  to  lose  the  floor? 

Mr.  HUMPHREY.  I  shall  be  very 
grateful  for  that,  Mr.  President. 

Mr.  KERR.  Then,  Mr.  President,  I 
ask  unanimous  consent  that  I  may  sug¬ 
gest  the  absence  of  a  quorum  and  that 
there  may  be  a  quorum  call,  without 
causing  the  Senator  from  Minnesota  to 
lose  the  floor. 

The  PRESIDING  OFFICER  (Mr.  Hunt 
in  the  chair) .  Is  there  objection?  The 
Chair  hears  none,  and  the  clerk  will  call 
the  roll. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  from  Oklahoma  very  much. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for  a 
quorum  call  be  rescinded  and  that  fur¬ 
ther  proceedings  under  the  call  be 
suspended. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Oklahoma?  The  Chair  hears 
none,  and  it  is  so  ordered. 

Mr.  HUMPHREY.  Mr.  President,  I 
was  speaking  of  the  estate  and  gift  taxes 
and  I  said  they  should  be  made  to  pro¬ 
duce  more  than  they  now  produce. 

A  tax  bill  of  the  size  being  considered 
here  would  be  deficient  without  a  thor¬ 
ough  revision  of  these  taxes. 

These  four  items  alone  add  up  to  al¬ 
most  $4,000,000,000.  I  have  not  men¬ 
tioned  others,  such  as  the  loopholes  in 
the  capital-gains  provisions,  the  weak 
tax  provisions  for  life  insurance  com¬ 
panies,  and  the  tax  hand-outs  to  the 
large  corporations  through  the  accel¬ 
erated  amortization  provisions.  A  de¬ 
termined  effort  to  close  all  the  loopholes 
could  therefore  be  made  to  yield  billions 
more.  I  realize  that  the  need  for  speed 
will  preclude  the  adoption  of  all  of  these 
loophole-closing  provisions.  Nonethe¬ 
less,  there  is  more  than  enough  to  choose 
from  to  raise  the  yield  in  the  bill  now 
before  us  substantially,  and  we  expect  to 
offer  some  of  them  as  amendments  to  the 
bill. 

A.  PERCENTAGE  DEPLETION 

I  desire  now  to  refer  to  percentage  de¬ 
pletion.  I  made  some  general  comments 
about  it  a  few  moments  ago. 

The  first  and  most  important  loophole 
which  should  be  corrected  is  percentage 
depletion.  At  present  rates  and  income 
levels,  percentage  depletion  saves  oil 
and  mining  interests  at  least  $750,000,- 
000  a  year  and  85  cents  out  of  every  $1 
goes  to  an  oil  company.  Such  tax  re¬ 
lief  cannot  be  justified  either  on  equity 
grounds  or  on  economic  grounds.  It  is 
no  wonder  that  the  profits  of  the  oil  in¬ 
dustry  are  expected  to  exceed  $2,000,- 
000,000  this  year,  and  that  the  stocks  of 
oil  companies  have  been  in  the  lead  of 
this  year’s  bull  stock  market. 

Real  depletion  to  an  an  oil  well  or 
mine  is  simply  what  depreciation  is  to 
machinery  or  buildings  used  in  a  busi¬ 
ness.  The  theory  is  that  oil  wells  are 
exhausted  in  the  process  of  working 
them  and  producing  income.  Conse¬ 
quently,  part  of  every  dollar  received  is 
not  taxed  because  it  is  only  a  return  of 
the  money  originally  invested.  This 
kind  of  depletion,  however,  is  already 
fully  covered  by  section  23  of  the  Inter¬ 
nal  Revenue  Code. 
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Percentage  depletion  of  oil  and  gas 
wells  was  first  allowed  in  1925.  The 
Treasury  has  been  pointing  out  the  in¬ 
equity  and  pointlessness  of  this  subsidy 
to  the  oil  industry  for  at  least  13  years. 

Percentage  depletion,  as  applied  to 
oil  and  gas,  simply  means  an  income-tax 
deduction  of  2714  percent — over  one- 
fourth — of  the  gross  income  from  the 
property,  or  one-half  of  the  net  income 
whichever  is  smaller. 

This  bonus  has  nothing  to  do  with  the 
cost  the  owner  is  entitled  to  recover,  and 
continues  as  long  as  the  oil  or  gas  well 
is  in  operation.  The  owner  may  recover 
the  cost  of  his  investment  a  hundred¬ 
fold  through  these  so-called  depletion 
allowances. 

Still  more  taxes  are  lost  through  ex¬ 
cessive  depletion  deductions  of  individ¬ 
ual  oil-well  owners.  The  Treasury  re¬ 
cently  cited  a  number  of  cases  where 
wealthy  individuals,  with  annual  in¬ 
comes  averaging  over  $1,000,000  a  year, 
paid  an  average  income  tax  of  only  2214 
percent.  For  the  citation  for  this  state¬ 
ment,  Mr.  President,  see  page  59  of  the 
hearings  before  the  Committee  on  Ways 
and  Means,  Revenue  Revision  of  1950. 

Again  the  Treasury  has  shown  that  in 
1947  the  oil  companies  worth  over  $100,- 
000,000  claimed  percentage  depletion  of 
more  than  13  times  the  actual  depletion 
on  an  original-cost  basis.  In  plain  lan¬ 
guage,  that  is  practically  equivalent  to 
allowing  a  businessman  to  recover  the 
cost  of  his  plant  13  times  through  tax  de¬ 
pletion  or  depreciation  deductions.  As 
long  as  we  are  going  to  play  that  game, 
I  suppose  it  is  only  fair  to  allow  taxicab 
drivers  to  deduct  the  cost  of  their  cabs  13 
times  for  income-tax  purposes.  The  cab 
drivers  certainly  need  it  and  probably 
deserve  it  just  as  much  as  do  the  oil  com¬ 
panies. 

Percentage  depletion  does  not  end 
there,  however.  Special  provisions  allow 
oil  companies  to  deduct  development 
costs,  costs  of  a  kind  that  cannot  cur¬ 
rently  be  deducted  by  other  businesses 
for  tax  purposes.  Their  percentage  de¬ 
pletion  is  allowed  on  the  same  expenses 
in  the  same  year.-  As  the  Secretary  of  the 
Treasury  has  said,  this  is  a  double  de¬ 
duction  for  the  same  costs,  once  when 
they  are  incurred,  and  again  under  per¬ 
centage  depletion. 

The  following  statement  of  President 
Truman  is  of  interest  here.  In  his  1950 
tax  message  he  said: 

I  know  of  no  loophole  in  the  tax  laws  so 
Inequitable  as  to  the  excessive  depletion 
exemptions  now  enjoyed  by  oil  and  mining 
interests. 

And  the  President  documented  his 
charges  as  follows: 

For  example,  during  the  5  years  1943-47, 
during  which  it  was  necessary  to  collect  an 
income  tax  from  people  earning  less  than  $20 
a  week,  one  oil  operator  was  able,  because  of 
these  loopholes,  to  develop  properties  yield¬ 
ing  nearly  $5,000,000  in  a  single  year  without 
payment  of  any  income  tax. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Do  I  correctly  under¬ 
stand  that  one  operator  earning  $5,000,- 
000  in  a  single  year  did  not  pay  any  in¬ 
come  tax? 


Mr.  HUMPHREY.  That  is  correct.  It 
is  in  the  President’s  message,  and  we 
must  assume  the  veracity  of  his  message, 
because  it  was  documented  by  the  Treas¬ 
ury  Department.  I  do  not  think  we 
should  generalize  from  it,  because  I  am 
going  to  point  out  where  there  is  a  legiti¬ 
mate  function - 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  I  am  sure  that  the  Sena¬ 
tor  understands  that  in  the  oil  and  gas 
business  some  allowance  is  necessary  be¬ 
cause  of  the  speculative  nature  of  the 
exploration  for  oil  and  gas,  and  a  de¬ 
preciation  allowance  on  machinery  is 
made  on  the  theory  that  over  a  period  of 
time  the  machinery  will  be  worn  out. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  LONG.  And  if  a  person  has  not 
realized  any  income,  we  allow  for  the 
fact  that  his  machinery  is  depreciated, 
and  over  a  period  of  time  the  assets  will 
be  used  up.  Of  course,  the  27  l/z  percent 
is  partly  related  to  the  risk  in  the  oil 
and  gas  business.  It  is  my  understand¬ 
ing  that  15  out  of  every  16  exploratory 
wells  are  dry  holes  of  no  commercial 
value. 

Mr.  HUMPHREY.  Of  course,  the 
Senator  knows  that  once  they  make  a 
hit  they  can  deduct  those  losses. 

Mr.  LONG.  That  is  true.  But  I  am 
sure  that  if  the  Senator  from  Minne¬ 
sota  had  only  $100,000,  and  was  in  the 
oil  and  gas  business  and  spent  $100,000 
drilling  a  well,  and  the  well  turned  out 
to  be  a  dry  hole,  he  would  be  out  of 
business 

Mr.  HUMPHREY.  Yes.  I  want  the 
Senator  from  Louisiana  to  hear  me  out 
on  this  question.  I  recall  that  the  Sena¬ 
tor  from  Louisiana  a  year  ago  made  a 
very  distinct  contribution  to  the  debate 
on  the  depletion  allowances.  We  are 
now  opening  up  the  area  to  discuss  that 
subject.  We  are  intending  to  offer  an 
amendment  on  that  point.  I  think  the 
Senator  will  find  that  the  amendment  is 
not  directed  to  the  extinction  of  the  in¬ 
dustry,  but  toward  moderation  in  the 
tax  program. 

Mr.  LONG.  I  have  oftentimes  had  it 
pointed  out  to  me  that  most  successful 
gas  and  oil  operators  have  at  times  been 
broke  in  their  efforts  to  carry  on  the 
oil  and  gas  business.  Some  may  make 
$5,000,000,  as  the  Senator  says,  but  most 
of  those  who  have  engaged  in  the  busi¬ 
ness  have  known  what  it  is  to  have  gone 
broke  at  some  period. 

Mr.  HUMPHREY.  Yes. 

I  continue  to  read  from  the  President’s 
message  : 

In  addition  to  escaping  the  payment  of  tax 
on  his  large  income  from  oil  operations,  he 
was  also  able  through  the  use  of  his  oil-tax 
exemptions  to  escape  payment  of  tax  on 
most  of  his  income  from  other  sources.  For 
the  5  years  his  income  taxes  totaled  "less 
than  $100,000  although  his  income  from 
non-oil  sources  alone  averaged  almost  $1,- 
000,000  each  year.” 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  That  was  in  addi¬ 
tion  to  his  income  from  oil  sources? 

Mr.  HUMPHREY.  In  addition  to  the 
$5,000,000.  As  I  said,  and  I  want  my 


remarks  to  be  properly  interpreted,  this 
is  an  example  which  is  unusual.  It  is 
not  typical,  it  is  atypical.  But  it  shows 
what  can  happen  under  the  tax  struc¬ 
ture.  It  shows  how  some  can  get  by 
without  paying  their  fair  share  of  taxes. 

I  digress  to  say  that  I  am  not  against 
a  person  making  money.  There  is  noth¬ 
ing  I  would  rather  see  for  myself  or  for 
my  colleagues  and  my  friends.  I  be¬ 
lieve  in  the  profit  system.  I  believe  in 
it  so  much  that  I  would  like  some  of  it 
myself,  and  I  should  like  more  people 
to  share  in  it.  I  simply  say  that  when 
we  take  on  a  heavy  defense  burden,  when 
we  start  to  apply  a  superstructure  of 
taxes  for  defense,  we  should  level  the 
ground,  that  is,  even  up  the  hills  and 
valleys  as  best  we  can,  and  take  out  as 
many  of  the  quirks  and  kinks  as  possible 
in  building  the  tax  structure.  We 
should  secure  a  proper  base,  and  then  as 
we  build  on  it  a  tax  structure  to  pay 
for  the  fabulous  cost  of  defense  we  will 
be  building  on  a  more  firm  foundation, 
on  a  foundation  which  has  public  sup¬ 
port. 

President  Truman  continued  in  his 
statement : 

I  am  well  aware  that  these  tax  privileges 
are  sometimes  defended  on  the  ground  that 
they  encourage  the  production  of  strategic 
minerals.  It  is  true  that  we  wish  to  encour¬ 
age  such  production.  But  the  tax  bounties 
distributed  under  the  present  law  bear  only 
a  haphazard  relationship  to  our  real  need  for 
proper  incentives  to  encourage  the  explora¬ 
tion.  development  ,and  conservation  of  our 
mineral  resources.  A  forward-looking  re¬ 
sources  program  does  not  require  that  we 
give  hundreds  of  millions  of  dollars  annually 
in  the  tax  emptions  to  a  favored  few  at  the 
expense  of  the  many. 

The  examples  given  above  could  and 
have  been  repeated  and  expanded  in¬ 
definitely.  Presidents,  Secretaries  of  the 
Treasury,  general  counsels  of  the  Treas¬ 
ury,  and  dozens  of  others  have  given  us 
the  real  facts  time  and  time  again.  Un¬ 
challengeable  statements  against  per¬ 
centage  depletion  in  the  printed  reports 
of  many  hearings  before  the  House  and 
Senate  would  fill  volumes.  '• 

All  the  arguments  for  percentage  de¬ 
pletion  have  been  refuted  again  and 
again,  while  the  arguments  against  it  re¬ 
main  almost  unanswered  and  unanswer¬ 
able. 

A  dean  of  tax  experts  and  former 
counsel  of  the  Treasury,  a  man  known  by 
many  of  my  colleagues  in  the  Senate,  Mr. 
Randolph  Paul,  has  well  summed  up  the 
case  against  percentage  depletion  in  oil 
and  gas  as  follows: 

[Subsidies]  are  inexcusable  when  they 
serve  no  public  purpose  and  indiscrimi¬ 
nately  favor  entire  industries  which  are  in 
an  established  financial  position  far  beyond 
need  of  special  Government  help.  For  then 
their  effect  is  to  shift  part  of  the  tax  burden 
to  the  shoulders  of  others  who  are  less  able 
to  bear  that  burden.  A  sound  tax  system 
will  permit  no  one  segment  of  business  to 
ride  roughshod  over  others. 

This  was  a  statement  by  Randolph 
Paul  taken  from  his  book  published  in 
1947  entitled  ‘‘Taxation  for  Prosperity,” 
page  307. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 
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Mr.  LONG.  The  Senator  from  Minne¬ 
sota  realizes,  I  am  sure,  that  the  enor¬ 
mous  reserves  of  petroleum  this  Nation 
has  are  viewed  as  one  of  the  principal 
elements  of  this  Nation’s  strength  in  a 
period  of  defense. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  LONG.  And  that  there  is  a  legiti¬ 
mate  purpose  in  expanding  and  develop¬ 
ing  the  known  reserves  of  our  fuels,  espe¬ 
cially  since  they  might  be  very  much 
needed  in  the  event  of  a  worsening  of  the 
present  national  emergency. 

Mr.  HUMPHREY.  I  think  that  is  an 
entirely  appropriate  analysis  and  obser¬ 
vation.  That  was  taken  into  considera¬ 
tion  by  every  one  of  the  Senators  with 
whom  I  have  talked  about  the  depletion 
problem  in  connection  with  the  tax  bill, 
because  it  is  perfectly  true  that  the  ex¬ 
ploration  and  development  of  our  oil  re¬ 
serves  are  absolutely  essential  to  our 
defense. 

But  I  should  like  to  point  out  how 
much  coal  we  have  which  sticks  up  out  of 
the  ground.  We  have  enough  coal  for 
perhaps  4,000  years,  and  yet  we  have 
added  in  this  bill  a  little  depletion  allow¬ 
ance — 5  percent  in  addition — with  re¬ 
spect  to  coal.  That  is  not  needed  for 
exploration.  The  problem  we  have  with 
respect  to  coal  is  what  to  do  with  it.  We 
have  coal  running  out  of  our  ears.  We 
have  so  much  coal  that  frequently  our 
miners  work  in  part-time  shifts. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  I  am  sure  the  Senator 
realizes  that  the  President’s  recommen¬ 
dation  for  reducing  the  percentage  de¬ 
pletion  originally  came  at  a  time  when 
this  Nation  was  not  confronted  with 
a  national  emergency,  and  when  there 
was  not  the  great  need  for  development 
of  oil  reserves  that  we  presently  have. 
The  situation  has  substantially  worsened 
since  that  time. 

Mr.  HUMPHREY.  I  would  say  that  is 
true,  and  the  President  was,  I  believe, 
asking  for  the  abolition  of  the  depletion 
provision.  I  am  not  sure  about  that. 

Mr.  LONG.  He  was  asking  for  its 
abolition. 

Mr.  HUMPHREY.  That  was  our  in¬ 
tention.  Some  of  us  felt  a  year  ago 
that  it  should  be  abolished.  That  is 
not  our  position  today.  I  desire  to  be 
reasonable  about  this  matter.  It  is  not 
a  question  of  “getting”  somebody.  It 
is  a  matter  of  having  justice  and  fair 
play.  I  believe  we  should  continue  to 
make  some  exploration  for  national 
security.  I  am  pointing  out  what  I  con¬ 
sider  to  be  abuses  of  the  tax  structure 
and  how  they  have  worked  to  the  dis¬ 
advantage  of  the  general  public. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  The  Senator  realizes,  I 
am  sure,  that  in  a  speculative  business, 
the  kind  of  person  he  was  describing 
in  Lhe  high-income  tax  bracket,  who 
was  already  taxed,  let  us  say,  at  80  or 
90  percent  of  his  income,  could  not  very 
well  be  expected  to  take  a  risk  when 
there  was  a  probability  that  he  would 
not  find  oil  unless  there  were  some 
allowance  which  would  make  it  possible 
for  him  to  get  back  his  money,  or  to 
make  money  if  he  were  successful  with 


what  might  be  called  a  gamble  with 
nature,  which  it  is  when  a  person  ex¬ 
plores  for  oil. 

Mr.  HUMPHREY.  Yes.  The  Senator 
is  very  well  informed  in  this  area  of 
our  tax  bill,  as  well  as  in  other  areas. 
The  Senator  knows  that  there  are  de¬ 
preciations,  and  there  are  cost  expendi¬ 
tures  which  are  deductible,  and  there 
are  development  costs  which  are  de¬ 
ductible.  I  do  not  think  anyone  wants 
to  be  unfair  about  this  thing.  I  am 
approaching  the  problem  as  one  who  is 
seeking  light.  I  am  giving  the  Senator 
my  point  of  view  on  the  subject.  As 
I  have  said  to  the  chairman  and  other 
members  of  the  committee,  I  feel  that 
there  is  a  wholesomeness  by  having  de¬ 
bate  and  argument  which  develops  the 
case  and  gives  us  a  chance  to  legislate 
intelligently  and  well  in  what  is  pic¬ 
tured  as  being  an  area  of  taxation  where 
there  is  evidence  of  inequity. 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MONRONEY.  The  Senator  has 
cited  examples  of  men  who  have  made 
millions  of  dollars.  I  think  the  27  Ms 
pei'cent  depletion  allowance  has  been 
very  important  in  preventing  hundreds 
of  thousands  of  farmers,  small  land 
owners  and  royalty  owners  from  losing 
their  one  asset,  which  is  the  oil  that 
nature  placed  under  their  ground.  Once 
that  oil  is  taken  out  there  will  not  be 
any  more  oil  put  in  at  the  bottom  of 
the  wells.  So,  if  we  wipe  this  allowance 
off  the  books  or  reduce  it,  we  penalize 
severely  hundreds  of  thousands  of  small 
land  owners  who  receive  royalties.  The 
fact  that  there  may  be  one  or  two  ex¬ 
amples  of  wealthy  men  who  may  have 
found  ways  of  escaping  taxation  should 
not  be  used  as  a  legitimate  excuse  for 
wiping  off  the  books  a  law  which  has 
been  there  for  30  years  and  has  resulted 
in  American  oil  exploration  reaching  the 
highest  point  reached  by  oil  exploration 
in  any  other  place  on  the  earth. 

Mr.  HUMPHREY.  The  Senator  no 
doubt  heard  me  say  that  I  did  not  call 
the  example  which  I  was  citing  typical. 
It  merely  pointed  up  what  I  consider 
to  be  an  abuse  of  the  tax  structure. 
I  did  not  state  it  as  a  generalization. 

As  the  Senator  from  Illinois  [Mr. 
Douglas]  has  said,  I  am  leaning  over 
backward  on  the  question  of  the  oil 
depletion  allbwance,  because  I  recognize 
the  seriousness  of  oil  development  and 
production  today.  But  despite  the  ar¬ 
gument  which  is  being  made  about  the 
small  operators,  jvhen  we  make  a  depre¬ 
ciation  allowance,  an  allowance  for  other 
costs  and  expenses,  when  we  make  a 
development  cost  allowance,  and  still 
permit  a  sizable  allowance  for  deple¬ 
tion — one  amendment  which  will  be  of¬ 
fered  will  still  permit  a  sizable  allow¬ 
ance — we  are  not  being  too  unfair.  In 
many  instances  depletion  occurs  to  soil, 
just  as  it  happens  in  connection  with 
a  well.  Also,  many  of  the  wells  con¬ 
tinue  on  for  ever  and  ever - 

Mr.  MONRONEY.  O  Mr.  Presi¬ 
dent — 

Mr.  HUMPHREY.  They  continue  be¬ 
yond  capital  costs. 

Mr.  MONRONEY.  If  the  allowance 
did  not  continue,  no  one  would  ever  drill 
a  well.  Why  risk  half  a  million  dollars 


in  a  wildcat  well  if  one  is  not  going  to 
get  the  money  back? 

Mr.  HUMPHREY.  Some  poor  farmer 
is  not  going  to  risk  half  a  million  dol¬ 
lars,  because  there  is  not  a  poor  farmer 
in  the  United  States  who  has  half  a 
million  dollars.  The  record  reveals  that 
depletion  allowances  go  on  forever. 

Mr.  MONRONEY.  But  the  oil  does 
not. 

Mr.  HUMPHREY.  The  allowances 
continue  so  long  as  the  oil  comes  out  of 
the  ground. 

Mr.  MONRONEY.  Oil  production  is 
on  a  rapidly  declining  curve.  The  first 
year  is  flush  production,  and  its  volume 
is  usually  large.  The  second  year  it  is 
always  less,  and  the  third  year  much 
less.  At  the  end  of  5  years  the  flush 
production  is  gone,  and  the  operation 
becomes  a  stripper  operation  producing 
anywhere  from  5  to  10  barrels  a  day, 
which  barely  pays  the  cost  of  lifting 
the  oil  to  the  surface. 

If  we  repeal  the  depletion  allowance, 
we  prevent  the  maximum  recovery  from 
the  stripper  wells.  Without  the  27  V2 
percent  depletion  allowance  on  stripper 
wells,  no  one  would  risk  the  money  to 
recondition  them,  water-flood  them,  or 
repressure  them,  so  as  to  obtain  the 
ultimate  recovery  out  of  the  ground. 
During  the  last  war  we  had  to  subsidize 
stripper  wells  to  the  extent  of  5  cents  a 
barrel.  Oil  was  bringing  $1.30  a  barrel 
at  that  time.  Perhaps  for  the  want  of 
5  cents,  a  well  would  be  abandoned  for¬ 
ever. 

Mr.  HUMPHREY.  It  might  be  well  to 
pay  an  open  subsidy  to  keep  the  wells  in 
operation  and  provide  a  profit  for  those 
at  the  bottom  of  the  heap.  That  might 
be  better  than  to  permit  those  who  have 
an  unusual  opportunity  to  reap  a  tre¬ 
mendous  harvest  at  public  expense. 

Mr.  MONRONEY.  I  think  the  exam¬ 
ples  which  the  Senator  has  shown  of  the 
few  should  not  be  used  as  a  reason  for 
taking  away  the  cornerstone  on  which 
the  oil  industry  has  been  built. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  The  junior  Senator 
from  Oklahoma  has  made  a  very  elo¬ 
quent  plea  for  the  small  farmer,  who 
receives  royalties  from  oil  drilling.  But 
is  it  not  true  that  the  average  royalty  is 
approximately  12 ^  percent?  So  it  is 
only  12  y2  percent  that  is  passed  around 
widely.  The  other  seven-eighths  is  more 
or  less  concentrated.  Is  not  the  junior 
Senator  from  Oklahoma  weeping  for  the 
plumage,  but  forgetting  the  real  bird? 

Mr.  MONRONEY.  I  think  we  must 
look  at  the  whole  pattern.  It  is  not  the 
large  oil  companies,  as  a  rule,  which 
find  the  wells.  It  is  usually  the  small 
operator  who  finds  a  well.  He  may  pro¬ 
duce  for  a  little  while,  and  then  sell  it 
and  pay  a  capital  gains  tax  on  the  sale. 
That  is  the  way  the  big  oil  companies 
come  into  possession  of  much  of  their 
production. 

One  reason  why  I  think  it  would  be 
dangerous  to  change  the  historic  deple¬ 
tion  allowance  in  the  midst  of  a  national 
emergency,  is  that  a  large  percentage 
of  the  financing  of  the  wells  is  done  with 
money  borrowed  from  the  banks.  One 
of  the  reasons  why  there  has  been  ade- 
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quate  financing  for  oil  wells  is  the  27  V2 
percent  depletion  allowance.  If  it  were 
not  for  that,  very  few  banks  would  be 
interested  in  making  loans  to  finance 
exploration  for  oil. 

Mr.  HUMPHREY.  I  am  not  now  say¬ 
ing  that  there  should  not  be  some  deple¬ 
tion  allowance.  I  am  simply  saying  that 
the  favored  rate  of  27*4  percent  for  gas 
and  oil  is  far  beyond  the  allowance  in 
many  other  areas  which  are  equally  im¬ 
portant.  It  far  beyond  the  depletion 
allowance  for  the  average  mine.  Gravel, 
oyster  shells,  and  a  few  other  things  are 
included  in  the  bill.  Once  we  start  with 
the  depletion  allowance  for  such  things, 
anyone  who  can  come  forward  and  show 
that  his  asset  can  outlive  its  usefulness 
by  production  will  be  entitled  to  a  deple¬ 
tion  allowance.  There  will  be  no  end 
to  it,  and  no  limit  to  the  point  to  which 
we  may  go. 

Mr.  MONRONEY.  I  believe  that  oil 
and  gas  are  in  a  little  different  status 
from  that  of  the  ordinary  mining  op¬ 
eration.  In  the  case  of  a  mining  opera¬ 
tion  the  operator  can  usually  tell  where 
the  field  is.  The  oil  and  gas  business 
involves  a  highly  speculative  risk.  A 
great  deal  of  the  production  in  Okla¬ 
homa  is  from  what  we  call  “pimple” 
fields — mere  spots  of  oil  from  5,000  to 
10,000  feet  under  the  ground.  If  the 
geological  calculations  are  off  by  a  few 
hundred  yards,  the  result  is  a  dry  well, 
and  the  operator  has  missed  the  little 
saucer-pool  which  he  is  seeking.  In 
mining  operations  the  operator  usually 
has  knowledge  as  to  where  the  ore-pro¬ 
ducing  strata  lie;  but  we  certainly  do 
not  have  such  knowledge,  to  any  solid 
degree,  in  the  oil  industry. 

Mr.  HUMPHREY.  The  Senator  is  ac¬ 
quainted  with  oil  development,  because 
he  comes  from  an  area  where  there  are 
fabulous  quantities  of  oil - 

Mr.  MONRONEY.  We  did  have  fab¬ 
ulous  quantities  of  oil.  Today  it  in¬ 
volves  a  hard  search,  and  a  very  specu¬ 
lative  search. 

Mr.  HUMPHREY.  The  Senator  also 
knows  that  geological  surveys  have  been 
made  which  provide  information  beyond 
what  was  available  in  1925.  He  also 
knows  that  there  are  many  State  laws 
regulating  the  output  of  oil.  He  also 
knows  that  oil  stocks  in  the  market  are 
among  the  very  best.  As  an  industry 
the  oil  industry  is  one  of  the  most 
profitable. 

What  the  Senator  tells  me  with  re¬ 
spect  to  the  little  fellow  impresses  me. 
I  am  referring  to  the  small  operator  who 
is  just  barely  eking  out  a  living.  I  think 
it  might  be  a  good  idea  for  the  Govern¬ 
ment  to  do  for  him  what  we  did  the  other 
day  in  connection  with  air-mail  sub¬ 
sidies  and  postal  subsidies.  Let  us  get 
the  subsidy  out  into  the  open.  We 
should  say  to  the  small  operator,  “We 
need  your  oil.  We  need  10,000  more  just 
like  you.  We  will  pay  you  a  subsidy  of 
5  cents  or  10  cents  a  barrel  on  whatever 
you  produce.”  It  is  much  better  to  do 
that  for  some  fellow  who  needs  it  than 
to  permit  someone  who  does  not  need  it, 
and  who  has  been  able  to  make  a  fabu¬ 
lous  fortune,  to  reap  a  great  benefit  at 
public  expense.  Although  he  has  made 
a  great  fortune,  at  the  same  time  he  has 


had  a  27  ^  percent  depletion  allowance 
year  in  and  year  out. 

I  believe  in  helping  the  folks  who  do 
not  get  a  fair  break.  I  say  that  if  the 
Government  can  give  a  27  y2  percent  de¬ 
pletion  allowance  to  some  of  those  who 
are  getting  a  tremendous  break,  we  could 
easily  do  something  for  the  little  fellow. 
Let  us  get  the  situation  leveled  off. 
Some  of  the  big  producers  could  get  by 
with  a  15  percent  allowance,  as  recom¬ 
mended  by  the  Secretary  of  the  Treas¬ 
ury,  rather  than  27*4  percent. 

This  allowance  represents  a  tax  sub¬ 
sidy.  Let  us  get  the  subsidy  out  in  the 
open  where  we  can  see  it,  and  appro¬ 
priate  a  certain  amount  of  money  to  get 
oil  production  under  way.  The  Gov¬ 
ernment  will  be  better  off,  and  the  tax¬ 
payers  will  be  better  off. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  A  very  eloquent  ar¬ 
gument  has  been  made  in  favor  of  an 
allowance  for  percentage  depletion  in 
gross  receipts.  In  view  of  the  fact  that 
radishes,  celery,  and  lettuce  are  highly 
important  in  a  balanced  diet,  might  it 
not  be  necessary  to  permit  a  percentage 
depletion  allowance  in  gross  receipts  of 
those  who  raise  such  vegetables,  in  or¬ 
der  to  protect  them  against  the  hazards 
of  a  bad  season,  when  the  seeds  might 
not  come  up? 

Mr.  MONRONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MONRONEY.  Of  course,  the  an¬ 
swer  to  what  the  distinguished  senior 
Senator  from  Illinois  has  just  said  is 
that  the  farmer  raising  vegetables  can 
produce  a  crop  next  year,  and  the  year 
after  next  year;  and  for  20  years  more 
he  can  produce  more  and  more  heads 
of  lettuce.  But  every  barrel  of  oil  which 
is  produced  is  one  barrel  of  oil  less  in 
the  ground.  No  more  oil  will  arrive  un¬ 
der  that  pool,  which  was  put  there  per¬ 
haps  a  million  years  ago.  When  that 
one  barrel  of  oil  is  produced,  it  is  gone 
forever.  That  is  the  reason  for  the  de¬ 
pletion  allowance. 

Mr.  HUMPHREY.  Perhaps  we  should 
do  a  little  Yankee  horse  trading,  and 
leave  the  depletion  allowance  where  it 
is,  but  get  the  tidelands  clearly  under 
the  national  domain.  I  think  that  would 
provide  the  Treasury  with  the  money  it 
needs.  That  would  be  an  equitable 
trade.  But  if  we  cannot  trade,  we  shall 
be  compelled  to  fight  for  a  15-percent 
depletion  allowance. 

Mr.  MONRONEY.  The  Senator  stated 
that  oil  companies  were  in  the  highest 
income  group.  He  was  talking  about 
the  large  integrated  companies,  most  of 
whose  profits  do  not  come  under  the 
21  Yz -percent  depletion  allowance.  They 
get  their  profits  from  the  byproducts 
of  oil,  which  have  been  developed  in 
various  industrial  chemicals.  To  cite 
their  sales  on  the  stock  market  is  not 
a  justifiable  reason  for  trying  to  reduce 
the  depletion  allowance. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  for  his  comment.  The  Secretary  of 
the  Treasury — not  only  the  present  one 
but  I  believe  every  Secretary  of  the 
Treasury  for  the  past  25  years — has  been 


appealing  to  Congress  to  do  something 
about  oil  depletion.  The  President  has 
made  his  appeal.  I  cannot  believe  that 
the  Treasury  is  unaware  of  the  economic 
facts.  The  Record  is  replete  with  testi¬ 
mony  year  after  year  before  the  House 
and  Senate  committees.  The  arguments 
have  not  been  answered,  but  a  bill  has 
always  been  written.  That  seems  to 
be  the  important  thing  to  do. 

Mr.  MONRONEY.  If  the  facts  were 
incontrovertible  and  if  they  were  ab¬ 
solutely  conclusive  in  all  the  years  that 
the  Treasury  has  recommended  that 
something  be  done  about  it,  both  Houses 
of  Congress  would  not  have  felt  that  the 
2714  percent  depletion  allowance  was'ad- 
vantageous  not  only  to  the  oil  industry 
but  to  Uncle  Gam. 

Mr.  HUMPHREY.  What  the  Senate 
and  House  may  do  does  not  necessarily 
bear  upon  whether  an  argument  is  ir¬ 
revocably  sound.  We  make  policy  deci¬ 
sions.  We  make  decisions  which  some¬ 
times  have  no  relation  to  economic  fact. 
We  have  had  a  policy  since  1921  with 
respect  to  postal  rates.  We  have  not 
raised  second  class  postal  rates  since 
1921.  If  that  makes  any  sense,  I  should 
like  to  have  it  pointed  out  to  me. 

Finally  we  got  around  to  taking  some 
action  about  it.  It  was  done  with  the 
help  of  the  Senator  from  Louisiana  [Mr. 
Long],  the  Senator  from  Illinois  [Mr. 
Douglas],  and  other  Senators.  It  went 
through  by  an  overwhelming  vote.  The 
two  Senators  I  have  mentioned  led  the 
fight.  I  chirped  in  once  in  a  while,  try¬ 
ing  to  support  it.  The  rates  were  raised 
20  percent.  The  same  old  argument  was 
heard  repeatedly  in  committee:  “If  you 
do  this  it  will  put  the  magazines  out  of 
business.” 

I  venture  to  say  that  the  magazines 
will  still  be  doing  business  and  that  the 
newspapers  will  still  be  doing  business. 
However,  Congress  had  a  policy.  The 
policy  had  no  relation  whatever  to  the 
facts  involved.  However,  it  was  the 
policy.  In  the  same  way  we  may  con¬ 
tinue  the  27  ^2  percent  oil  depletion  rate. 
As  a  matter  of  fact,  it  looks  as  though  we 
may  dc  so,  though  in  so  doing  I  do  not 
believe  there  is  very  much  relationship 
to  the  facts  that  have  been  presented,  at 
least  by  the  Bureau  of  Internal  Revenue 
and  the  Secretary  of  the  Treasury.  It 
looks  as  though  we  will  make  the  deci¬ 
sion  because — well,  because  the  votes  are 
here  to  do  it.  That  is  about  the  reason 
for  it. 

Mr.  FLANDERS.  Mr.  President,  will 
the  Senator  yield,  so  that  I  may  send  an 
amendment  to  the  desk,  without  argu¬ 
ment  or  observation  at  this  time? 

Mr.  HUMPHREY.  I  shall  yield  for 
that  purpose,  provided  I  do  not  lose  the 
floor. 

Mr.  FLANDERS.  Mr.  President,  on  be¬ 
half  of  myself  and  the  Senator  from  New 
York  [Mr.  Lehman],  the  Senator  from 
New  Jersey  [Mr.  Hendrickson],  the  Sen¬ 
ator  from  Massachusetts  [Mr.  Salton- 
stall],  and  the  senior  Senator  from  New 
York  [Mr.  Ives],  I  send  an  amendment  to 
the  desk  and  ask  that  it  be  stated,  thus 
making  it  the  pending  amendment. 

The  PRESIDING  OFFICER.  Does  the 
Senator  from  Minnesota  yield  for  that 
purpose? 
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Mr.  HUMPHREY.  I  do  not  yield  to 
have  the  amendment  considered  at  this 
time. 

The  PRESIDING  OFFICER.  No;  for 
the  purpose  of  stating  the  amendment. 

Mr.  HUMPHREY.  Yes. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  amendment. 

The  Legislative  Clerk.  On  page  142, 
beginning  with  line  11,  it  is  proposed  to 
strike  out  all  of  section  313  down  to  and 
including  line  6,  on  page  145. 

On  page  145,  beginning  with  line  7,  it 
Is  proposed  to  strike  out  the  numerals 
“314”  and  insert  the  numerals  “313”  and 
renumber  all  following  sections  accord¬ 
ingly. 

Mr.  HUNT.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  HUNT.  Mr.  President,  I  have 
been  very  much  interested  in  the  collo¬ 
quy,  and  wish  to  congratulate  the  Sena¬ 
tor  from  Minnesota  on  the  fine  way  he  is 
presenting  his  arguments.  I  should  like 
to  suggest  to  the  Senator  from  Minnesota 
that  in  the  oil-oroducing  States,  where 
we  are  frantically  wildcatting  at  the 
present  time,  and  have  been  for  a  period 
of  years,  we  hit  about  one  out  of  nine 
holes.  I  have  in  mind  one  particular 
well  which  was  completed  2  years  ago, 
slightly  deeper  than  21,000  feet,  in  which 
an  oil  company,  the  Superior  Oil  Co. — 
not  one  of  the  large  companies,  but 
one  of  the  fairly  large  companies — put 
$1,500,000  into  a  dry  hole. 

Many  other  wells  in  my  State  cost  as 
much  as  $100,000  to  drill.  Generally  one 
out  of  nine  wells  comes  through,  regard¬ 
less  of  the  refinement  in  our  methods 
of  searching  for  oil  domes. 

The  comment  I  should  like  to  make 
to  the  Senator  from  Minnesota  is  this: 
Does  he  not  feel  that  the  depletion  al¬ 
lowance  is  absolutely  necessary  in  order 
to  form  a  basis  of  incentive  for  any  com¬ 
pany,  be  it  large  or  small,  to  take  a 
chance  on  putting  into  an  oil-drilling 
operation  $1,500,000  and  getting  nothing 
out  of  it? 

Another  point  I  should  like  to  em¬ 
phasize  is  the  one  which  was  partially 
developed  by  the  Senator  from  Oklahoma 
[Mr.  Monroney].  By  and  large  in  my 
State,  wells  are  initiated  in  this  maner: 
The  owner  of  the  land  will  contact  a 
driller.  The  driller  will  enter -into  an 
agreement  to  put  down  the  hole  on  a 
50-50  basis.  Sometimes  it  is  on  a  75-to- 
25  basis.  Generally  a  driller,  for  his 
equipment  and  for  his  know-how,  makes 
a  contract  with  the  landowner,  and  if 
they  are  successful  in  getting  oil  they 
share  equally  in  the  results  produced 
by  the  well. 

I  make  that  point  because  I  believe 
we  have  concentrated  too  much  in  our 
discussion  on  the  big  oil  companies, 
which,  by  and  large,  do  not  drill  wells 
at  all.  They  step  in,  knowing  the  po¬ 
tentials  in  the  oil  business,  after  some 
other  smaller  company  or  an  individual, 
perhaps,  has  put  up  the  money  and 
drilled  the  hole  and  started  production. 
Then  along  comes  the  big  company  and 
makes  the  purchase. 

Without  this  depletion  allowance,  I 
certainly  have  great  apprehension  that 


the  oil  production  of  the  United  States, 
especially  now  since  the  Iranian  situa¬ 
tion  has  developed,  would  be  seriously 
curtailed.  I  say  that  particularly  be¬ 
cause  the  Iranian  situation  may  have  the 
effect  of  keeping  oil  from  England  and 
other  allies  and  may  make  it  necessary 
for  us  to  supply  the  oil. 

I  am  very  fearful  that  any  depletion 
allowance  percentage  which  we  may 
write  into  this  bill  which  would  stifle 
the  initiative  would  drastically  cut  our 
oil  production.  I  thank  the  Senator  for 
permitting  me  to  make  the  observation. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  for  his  observation,  because  again 
that  is  the  way  the  Senate  gets  its  in¬ 
formation.  When  we  read  the  Record 
tomorrow  we  will  have  a  better  oppor¬ 
tunity  of  determining  how  we  should 
vote  on  the  amendments. 

I  have  in  my  hand  a  copy  of  a  report 
issued  by  the  Treasury  Department  en¬ 
titled  “Additional  Tax  Incentives  for 
Mining  Industry.” 

The  report  is  a  compilation  of  what 
our  Government  is  doing  to  give  incen¬ 
tive  for  further  exploration  and  develop¬ 
ment  of  our  mining,  oil,  and  gas  facili¬ 
ties.  I  ask  unanimous  consent  that  the 
material  may  be  embodied  in  the  Record 
at  the  conclusion  of  my  remarks  on  this 
subject. 

There  being  no  objection,  the  report 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Additional  Tax  Incentives  for  Mining 
Industry 

I.  PROPOSAL  AND  ITS  BACKGROUND 

In  order  to  stimulate  domestic  production 
of  minerals,  it  is  suggested  that  the  Federal 
income-tax  law  be  amended  to  provide  addi¬ 
tional  tax  incentives  for  exploration  and  de¬ 
velopment.  For  this  purpose.  Senator 
O’Mahoney  has  suggested  that  special  pro¬ 
vision  be  made  for  tax  deductions  of  mining 
expenditures  for  prospecting,  exploration, 
and  development.  One  objective  is  to  en¬ 
courage  small  mines  to  undertake  new  ven¬ 
tures  and  expand  their  operations,  thus  fos¬ 
tering  the  growth  of  independent  competitive 
enterprise  as  well  as  increasing  mineral 
supplies. 

Similar  liberalization  of  the  treatment  of 
mine  expenditures  has  been  sponsored  from 
time  to  time  by  various  mining  groups.1  The 
House  Committee  on  Ways  and  Means  has  in¬ 
cluded  in  its  formulation  of  the  1951  revenue 
bill  a  provision  generally  similar  in  character 
to  the  suggestion  of  Senator  O’Mahoney. 
This  provision  would  treat  expenditures 
incurred  in  the  development  of  mines, 
after  discovery  of  commercial  quantities  of 
ore,  as  deferred  expenses  deductible  ratably 
over  the  period  of  production.  Senator 
O’Mahoney’s  proposal-  would  in  general  be 
more  liberal  than  the  Ways  and  Means  Com¬ 


1  For  example,  the  American  Mining  Con¬ 
gress  has  repeatedly  urged  adoption  of  the 
following  rcommendation  of  the  National 
Minerals  Advisory  Council:  “Development 
costs  after  discovery  of  the  existence  of  an 
ore  body  should  be  recognized  as  operating 
expense  or  costs  of  mining;  and  the  taxpayer 
should  be  allowed  to  deduct  them  from  in¬ 
come  as  operating  expense,  either  in  the  year 
in  which  the  expenditure  is  made  or  in  sub¬ 
sequent  years  as  the  ore  is  mined.”  Commit¬ 
tee  on  Ways  and  Means,  hearings.  Revenue 
Revision  of  1951,  82d  Cong.,  1st  sess.,  p.  1577. 
Cf.  ibid.,  Revenue  Revision  of  1950,  81st 
Cong.,  2d  sess.,  p.  357;  ibid..  Revenue  Revi¬ 
sions,  1947-48,  80th  Cong.,  1st  sess.,  p.  1859  f. 
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mittee  provision,  as  regards  both  the  timing 
and  scope  of  the  additional  tax  deductions. 

Present  tax  law  allows  deductions  for  all 
of  these  types  of  costs  either  when  incurred 
or  as  depletion  prorated  over  the  productive 
life  of  a  mineral  deposit.  However,  since 
percentage  depletion  is  computed  with  re¬ 
spect  to  current  Income  from  the  property 
and  irrespective  of  actual  costs  incurred,  the 
effect  of  both  proposals  would  be  to  permit 
additional  deductions  to  mineral  taxpayers 
who  deduct  percentage  depletion.  While  the 
Ways  and  Means  Committee  provision  grants 
additional  deductions  only  for  development 
costs.  Senator  O’Mahoney’s  plan  would  ex¬ 
tend  such  treatment  to  prospecting  and  ex¬ 
ploration  costs  as  well.  It  also  contemplates 
the  possibility  that  tax  benefits  might  be 
confined  chiefly  to  new,  small,  or  independ¬ 
ent  enterprises  so  as  to  minimize  resulting 
revenue  losses. 

There  is  general  agreement  that  in  the 
present  rearmament  period,  the  Federal 
Government  must  take  measures  to  assure 
adequacy  of  mineral  supplies  for  vital  needs. 
Objectives  of  mineral  policy  include  not  only 
expansion  of  current  output  of  minerals  of 
critical  and  strategic  importance,  but  also 
the  discovery  and  development  of  additional 
reserves  for  future  production.  The  Gov¬ 
ernment  may  seek  to  implement  this  policy 
In  a  number  of  ways.  The  following  dis¬ 
cussion  describes  the  liberal  benefits  already 
granted  to  various  sectors  of  the  mining 
industry  in  the  form  of  special  tax  treat¬ 
ment  and  various  types  of  direct  financial 
assistance,  and  discusses  various  related  con¬ 
siderations  which  should  be  weighed  in 
judging  the  need  and  desirability  of  the  pro¬ 
posals  as  a  further  means  of  fostering 
mineral  discovery  and  development. 

n.  present  tax  treatment  of  mineral 

PRODUCERS 

Existing  tax  laws  accords  the  mining  in¬ 
dustry  the  benefit  of  general  tax  rules  for 
full  recovery  of  costs  in  determining  tax¬ 
able  net  income.  In  addition  the  mining 
industry  is  the  beneficiary  of  a  number  of 
special  provisions  under  both  income  and 
excess  profits  tax  designed  in  part  to  foster 
and  encourage  exploration,  development  and 
production  of  minerals.  As  a  result,  the 
mining  industry  in  general  pays  substantially 
lower  effective  rates  of  tax  on  its  economic 
income  as  compared  with  other  branches  of 
industry. 

A.  Exploration  and  development  expenditures 

In  mining,  as  in  other  types  of  business 
enterpises,  taxable  income  is  computed  after 
allowance  for  costs  of  producing  the  income, 
in  accordance  with  generally  accepted  ac¬ 
counting  principles.  Costs  of  prospecting 
and  exploration  are  now  deductible  as  cur¬ 
rent  expense  where  these  costs  are  not  re¬ 
lated  to  a  specific  mineral  property.  Where 
they  are  attributable  to  a  particular  mine 
or  property,  these  outlays  are  capitalized 
and  fully  recoverable  from  income  through 
subsequent  deductions  for  cost  depletion  or 
as  losses  on  abandonment. 

Costs  of  developing  a  mine  are  now  cur¬ 
rently  deductible  to  the  extent  that  there 
are  receipts  from  the  sale  of  ore  during  the 
development  stage.  The  excess  of  develop¬ 
ment  costs  over  current  receipts  is  charged 
to  a  capital  asset  account  and  may  be  re¬ 
couped  from  later  income  through  cost  de¬ 
pletion.  Thus  on  a  successful  mining  prop¬ 
erty,  the  amounts  of  all  exploration  and  de¬ 
velopment  costs  not  deducted  when  incurred, 
may  be  recovered  tax-free  from  the  proceeds 
of  production.  If  the  mine  proves  un¬ 
successful  and  is  abandoned,  any  of  these 
costs  yet  unrecovered  are  deductible  as 
losses. 

B.  Special  depletion  allowances 

For  producers  of  most  commercially  Im¬ 
portant  minerals  special  alternative  deduc¬ 
tions  are  allowed  through  percentage  de- 
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pletion,  which  may  be  taken  whenever  It 
is  more  advantageous  to  the  taxpayer  than 
cost  depletion.  Percentage  depletion  is 
computed  as  a  specified  percentage  of  gross 
income  from  a  mineral  property,2  subject 
to  the  limitation  that  the  deduction  cannot 
exceed  50  percent  of  the  net  income  from 
the  property.  This  computation  is  made 
without  regard  to  the  capital  costs  of  find¬ 
ing,  acquiring  and  developing  the  property, 
and  deductions  so  computed  may  continue 
to  be  taken  as  long  as  the  property  yields 
net  income,  even  though  the  aggregate 
amount  of  percentage  depletion  deductions 
may  exceed  the  actual  investment  many 
times  over. 

Historically  percentage  depletion  was 
adopted  as  a  substitute  for  discovery  de¬ 
pletion  which  had  first  been  granted  by  the 
Revenue  Act  of  1918  with  the  explicit  ob¬ 
jective  of  stimulating  prospecting  and  ex¬ 
ploration.  The  rates  allowed  for  percentage 
depletion  were  designed  to  continue  the 
substantial  tax  advantages  accorded  mineral 
taxpayers  under  the  former  provisions.  At 
the  present  time  one  of  the  chief  justi¬ 
fications  offered  for  percentage  depletion  is 
its  alleged  incentive  effects. 

The  Ways  and  Means  Committee,  in  its 
tentative  formulation  of  the  1951  revenue 
bill,  voted  to  increase  the  rate  on  gross  in¬ 
come  for  coal  from  5  to  10  percent;  to  ex¬ 
tend  the  15-percent  rate  to  borax,  fullers 
earth,  refractory  and  fire  clay,  quartzite, 
perlite,  diatomaceous  earth,  metallurgical 
and  chemical  grade  limestone,  and  tripoli, 
and  to  extend  a  5-percent  rate  to  sand, 
gravel,  granite,  marble,  stone,  brick  and  tile 
clay,  shale,  and  shell. 

At  present,  percentage-depletion  deduc¬ 
tions  typically  far  exceed  amounts  required 
to  amortize  unrecovered  costs.  Treasury 
Studies  of  most  recent  available  data  indi¬ 
cate  that  in  1948  and  1949  percentage-deple¬ 
tion  deductions  for  metal-mining  corpora¬ 
tions  were  on  the  average  seven  to  eight 
times  the  amount  of  cost-depletion  deduc¬ 
tions,  and  for  nonmetallics  producers,  40 
times.  These  special  deductions,  in  effect, 
provide  a  partial  exemption  of  income.  In 
practice,  this  exemption  in  recent  years  has 
been  equivalent  to  25  percent  of  net  income 
for  the  average  metal-mining  enterprise  and 
as  much  as  40  percent  of  net  income  for  the 
average  nonmetallic  producer. 

As  general  tax  rates  have  been  increased, 
particularly  during  World  War  II  and  in  the 
present  defense  period,  the  tax  advantage 
afforded  mineral  producers  has  been  marked¬ 
ly  increased.  When  discovery  depletion  was 
adopted,  the  tax  benefit  was  equivalent  to 
12  cents  for  each  dollar  of  net  income  ex¬ 
cluded  from  tax  through  special  deduction 
in  excess  of  costs.  When  percentage  deple¬ 
tion  supersered  discovery  depletion  for  metal 
mines  in  1932,  the  tax  benefit  was  13%  cents 
per  dollar  of  special  deductions.  Under 
present  rates,  the  tax  saving  per  dollar  of 
excess  depletion  is  47  cents  for  those  subject 
■to  combined  corporation  income-tax  rates 
and  77  cents  for  those  subject  to  excess- 
profits  tax.  Under  rates  adopted  tentatively 
by  the  Committee  on  Ways  and  Means,  the 
tax  benefits  will  be  equivalent  to  52  cents 
for  corporate  income  taxes  and  82  cents  per 


2  The  following  percentages  of  gross  in¬ 
come  are  allowed  different  minerals  under 
present  law: 

Percent 


Oil  and  gas _ 27 y2 

Sulfur _ 23 

Metals _ 15 

Coal _ 5 


Nonmetallics;  Bauxite,  fluorspar,  flake 
graphite,  vermiculite,  beryl,  feldspar 
mica,  talo  (including  phrophyllite), 
lepidolite,  spodumene,  barite,  ball, 
sagger,  and  china  clay,  phosphate 
rock,  rock  asphalt,  trona,  bentonite, 
gilsonite,  thenardite,  and  potash....  15 


dollar  for  income  otherwise  subject  to  excess- 
profits  tax. 

The  cost  to  the  Government  in  revenue 
foregone  through  special  depletion  deduc¬ 
tions  in  excess  of  Investment  costs  for  all 
the  mineral  industries  currently  approxi¬ 
mate  three-quarters  of  a  billion  dollars  an¬ 
nually. 

C.  Amortization  of  emergency  facilities 
As  a  means  of  encouraging  projects  needed 
in  the  national  defense,  the  present  tax  law 
permits  .taxpayers  to  recover  the  cost  of  cer¬ 
tified  depreciable  facilities  over  a  shorter  pe¬ 
riod  than  the  useful  life  of  property.  A  tax¬ 
payer  whose  facilities  have  been  certified  as 
essential  has  the  option  to  amortize  their 
cost  over  a  period  of  60  months.  Current 
tax  liability  is  thus  reduced,  and  realization 
of  taxable  income  during  a  period  of  high 
emergency  taxes  is  postponed. 

The  advantages  of  this  tax  treatment  have 
been  availed  of  in  connection  with  many 
mining  projects  for  expansion  and  new  de¬ 
velopments.  As  of  May  22,  1951,  the  Defense 
Minerals  Administration  had  approved  134 
certificates  of  necessity  for  mining  ventures, 
covering  emergency  facilities  with  planned 
total  costs  of  $871,954,237.3 

Regulations  governing  administrative 
agencies  in  granting  certificates  of  neces¬ 
sity  require  that  guidance  to  the  maximum 
extent  will  be  obtained  from  considerations 
which  assure  a  fair  opportunity  for  par¬ 
ticipation  by  small  business  and  promote 
competitive  enterprises.4  The  Defense  Min¬ 
erals  Administration  has  apparently  given 
sympathetic  consideration  to  the  needs  of 
small  business  in  granting  of  certificates  to 
mining  enterprises. 

D.  Excess  profits  tax  relief 
The  Excess  Profits  Tax  Act  of  1950  con¬ 
tains  several  special  provisions  designed  to 
relieve  mineral  producers  from  excess  profits 
tax  liability.  Under  these  provisions  income 
from  certain  types  of  mining  activities  are 
exempt,  in  whole  or  in  part,  from  the  excess- 
profits  tax. 

1.  Strategic  Minerals  Exemption 
In  order  to  encourage  domestic  production 
of  strategic  minerals  the  portion  of  net  in¬ 
come  of  a  domestic  corporation  attributable 
to  mining  of  a  specified  list  of  strategics 
in  the  United  States  is  entirely  exempt  from 
excess-profits  tax.5  In  addition  to  the  26 
types  of  minerals  specifically  exempted, 
other  minerals  may  also  be  entitled  to  the 
exemption  if  certified  by  defense  agencies 
as  essential  to  the  defense  effort  and  as 
not  having  been  normally  produced  in  the 
United  States  in  appreciable  quantities. 

2.  Excess-Output  Provisions 
A  portion  of  the  net  income  derived  from 
expanded  production  of  certain  mining,  tim¬ 
ber,  and  natural-gas  properties  is  exempt 
from  excess-profits  tax.  Excess  output  is  the 
excess  of  units  of  production  in  the  current 
year  over  the  normal  output  during  the  pe¬ 
riod  1946  to  June  30,  1950.  For  most  metals 
and  nonmetallics,  the  proportion  of  income 
from  excise  output  which  is  exempt  is  deter¬ 
mined  by  the  rate  at  which  estimated  re¬ 


8  Data  from  Chief  Economist’s  Office,  De¬ 

fense  Minerals  Administration. 

4  National  Security  Resources  Board,  Title 
32-A,  National  Defense  Appendix,  pt.  600, 
October  12,  1950. 

5  Strategic  minerals  specifically  included  by 
the  Revenue  Act  are:  Antimony,  chromite, 
manganese,  nickel,  platinum  (including  the 

platium  group  metals),  quicksilver,  sheet 
mica,  tantalum,  tin,  tungsten,  vanadium, 
fluorspar,  flake  graphite,  vermiculite,  perlite, 
long-fiber  asbestos  in  the  form  of  amosite, 
chrysotile  or  crocidolite,  beryl,  cobalt,  colum- 
bite,  corundum,  diamonds,  kyanite  (if  equiv¬ 
alent  in  grade  to  Indian  kyanite),  molyb¬ 
denum,  monazite,  quartz  crystals,  and 
uranium. 


serves  are  being  exhausted,  ranging  from  20 
to  100  percent.  In  the  case  of  coal  and  iron 
mines,  timber,  and  natural-gas  properties, 
the  exemption  is  one-half  of  the  net  income 
from  excess  output. 

3.  Exemption  for  Mines  or  Properties  Not  Op¬ 
erating  in  the  Normal  Period  and  for  Metal 
Mines  Operating  at  a  Net  Loss  in  the  Nor¬ 
mal  Period 

An  additional  exemption  is  granted  to  pro¬ 
vide  a  greater  incentive  for  the  opening  up 
of  new  properties  and  of  closed  mines.  In 
the  case  of  new  or  reopened  metal  and  coal 
mines  and  natural-gas  properties,  one-third 
of  the  total  net  income  is  exempt  from  ex¬ 
cess-profits  tax.  The  same  tax  relief  is  given 
to  metal-mining  properties  in  operation  in 
the  normal  period  but  having  an  aggregate 
net  loss  for  this  period. 

4.  Exemption  of  Government  Subsidy  or 
Bonus  Payments 

Amounts  paid  to  mineral  taxpayers  by  any 
Federal  agency  for  the  encouragement  of  ex¬ 
ploration,  development,  or  the  mining  of 
critical  and*  strategic  minerals  are  wholly 
exempt  from  excess-profits  tax  as  well  as 
from  regular  income  tax.  This  exemption  is 
applicable  whether  the  payment  is  in  the 
form  of  a  grant  or  loan  and  whether  or  not 
it  is  repayable. 

5.  Minimum  Credit  and  Special  Relief 
In  addition  to  those  relief  provisions  of 
specific  application  to  mineral  producers,  the 
excess-profits-tax  law  also  contains  a  number 
of  liberal  provisions  designed  to  prevent  hard¬ 
ship  to  small,  new,  or  growing  businesses  in 
industry  generally.  In  a  number  of  instances 
these  will  be  of  importance  to  mining  firms. 
Besides  the  basic  alternative  earnings  and 
invested-capital  credits,  liberal  provision  is 
made  for  adjustments  of  the  average  earn¬ 
ings  credit  for  capital  additions,  including 
retained  earnings  during  and  subsequent  to 
the  base  period.  Comparable  adjustments 
are  made  for  capital  additions  for  firms  using 
the  invested-capital  method. 

A  minimum  excess  profits  credit  of  $25,000 
is  provided  to  relieve  small  corporations  from 
excess  profits  tax.6 

New  corporations  are  granted  an  alterna¬ 
tive  base  period  credit  computed  by  apply¬ 
ing  the  average  base  period  rate  of  return  for 
the  taxpayer’s  industry  classification  to  the 
amount  of  his  total  assets.  Special  relief 
permitting  the  use  of  a  constructive  earn¬ 
ings  credit,  computed  in  part  or  in  whole  by 
multiplying  the  total  assets  of  the  firm  by 
an  industry  rate  of  return,  is  also  made  avail¬ 
able  to  firms  which  introduced  new  products 
in  the  base  period  or  which  made  substan¬ 
tial  increases  in  capacity  during  the  base 
period. 

The  impact  of  the  excess  profits  tax  on 
mineral  industries  is  mitigated  not  only  by 
these  specific  relief  measures,  but  also  by 
the  special  allowances  for  percentage  de¬ 
pletion.  As  profits  of  mining  firms  increase, 
due  either  to  increased  output  or  higher 
prices,  percentage  depletion  increases  com- 
mensurately  and  independently  of  the  actual 
costs  of  the  depleted  assets.  Since  these 
allowances  are  deducted  from  net  income, 
they  reduce  not  only  the  amount  otherwise 
subject  to  the  ordinary  income  tax  but  also 
the  portion  of  net  income  which  is  subject 
to  the  excess  profits  tax. 

Special  depletion  allowances  are  of  par¬ 
ticular  advantage  in  combination  with  the 
invested  capital  credit  for  excess  profits  tax. 
Unlike  the  base-period  earnings  which  also 


6  Also  under  the  regular  ineome  tax,  $25,- 
000  of  net  income  is  not  subject  to  the  22- 
percent  surtax  rate.  Thus,  income  of  small 
corporations  is  taxed  only  at  the  25  percent 
normal  tax  rate  instead  of  the  combined  in¬ 
come  tax  rate  of  47  percent  which  applies  to 
larger  amounts  of  income  of  other  corpora¬ 
tions. 


1951  CONGRESSIONAL  RECORD— SENATE 


reflect  special  depletion  deductions  compa¬ 
rable  to  those  taken  in  the  current  year,  the 
invested  capital  credit  is  computed  at  stand¬ 
ard  rates  of  return  which  do  not  take  ac¬ 
count  of  special  tax  treatment. 

The  combination  of  tax  provisions  for 
mineral  industries,  described  abover  follow 
the  World  War  II  pattern.  Under  the  World 
War  II  provisions,  the  excess  profits  tax  was 
relatively  less  for  this  group  of  taxpayers 
than  for  any  other  major  industrial  group, 
excluding  financial  corporations.’  In  1944, 
for  example,  of  the  total  net  income  of  min¬ 
ing  and  quarrying  corporations,  even  after 
deducting  depletion  allowances,  only  18  per¬ 
cent  was  subject  to  excess  profits  tax. 

In  contrast,  the  percent  of  net  income 
subject  to  excess-profits  tax  was  55  percent 
for  the  manufacturing  group,  48  percent  for 
trade,  and  44  percent  for  public  utilities. 
The  effective  rate  of  total  income  and  excess 
profits  taxes,  for  all  corporations  with  net 
income,  was  61  percent  for  manufacturing, 
75  percent  for  trade,  and  56  percent  for 
public  utilities,  as  compared  to  42  percent 
for  the  mining  and  quarrying  group. 

The  undertaxation  of  the  oil  and  mining 
Industries  resulting  from  existing  tax  con¬ 
cessions  has  been  of  serious  concern  to  the 
President  and  to  the  Treasury.  In  his  special 
tax  message  to  the  Congress  on  February  2, 

1951,  the  President  again  called  attention,  as 
in  his  previous  massage  of  January  23,  1950, 
to  the  highly  favorable  tax  treatment  now 
enjoyed  by  these  industries.  He  urged  that 
the  Congress  examine  the  existing  provisions 
very  carefully  with  a  view  to  reducing  in¬ 
equities. 

The  Secretary  of  the  Treasury,  in  his  state¬ 
ment  to  the  Committee  on  Way  and  Means, 
February  5,  1951,  pointed  out  that  one  of  the 
major  structural  defects  in  the  present  tax 
law  is  percentage  depletion  available  to  oil 
and  mineral  producers,  which  is  costing  the 
Government  and  therefore  taxpayers  in  gen¬ 
eral  hundreds  of  millions  of  dollars  each 
year.  The  Secretary  urged  that  earnest  con¬ 
sideration  be  given  to  the  previous  Treasury 
suggestion  that  rates  of  percentage  depletion 
be  reduced  to  15  percent  of  gross  income 
for  oil,  gas,  and  sulfur,  and  to  5  percent  for 
nonmetallics  producers.  In  addition,  the 
proposal  would  require  oil  and  gas  operators 
electing  to  expense  their  intangible  drilling 
and  development  expenditures  to  make  cor¬ 
responding  adjustments  in  the  basis  for  com¬ 
puting  their  percentage  depletion. 

III.  DIRECT  GOVERNMENT  ASSISTANCE  FOR  MIN¬ 
ERAL  EXPLORATION  AND  DEVELOPMENT 

In  addition  to  favorable  tax  treatment,  the 
mining  industry  receives  extensive  direct 
financial  assistance  from  the  Government  in 
connection  with  exploration  and  develop¬ 
ment  activities. 

A.  Mineral  exploration  program 

The  Defense  Minerals  Administration  is 
authorized  to  provide  direct  financial  assist¬ 
ance  to  prospectors  and  mine  operators  to 
facilitate  search  for  new  ores.  An  allotment 
of  $10,000,000  has  been  made  available  by  the 
Defense  Production  Administration  to  fi¬ 
nance  this  activity  during  the  remainder  of 
the  current  fiscal  year,  and  appropriations 
of  $40,000,000  have  been  requested  for  fiscal 

1952.  The  costs  of  exploration  projects  for 
discovery  of  certain  strategic  and  critical 
minerals  are  met  in  part  by  Government 
funds  on  a  matching  principle.  The  per¬ 
centage  of  total  direct  costs  to  be  supplied 
by  the  Government  on  an  approved  project 
range  from  50  percent  to  90  percent,  de- 


’  See  Senate,  Excess  Profits  Tax  on  Corpo¬ 
rations,  1950,  hearings  before  Committee  on 
Finance,  81st  Cong.,  2d  sess.,  p.  96. 


pending  upon  the  mineral  sought.8  The 
prospector’s  share  of  the  expenses  may  be 
in  the  form  of  his  labor  at  reasonable  rates, 
rental  of  equipment  owned  by  him,  and  sim¬ 
ilar  contributions  in  kind  as  well  as  cash. 

If  as  a  result  of  the  exploration  a  profitable 
operation  is  established,  the  Government’s 
contribution,  without  interest,  is  repayable 
from  the  net  returns  from  ore  or  metal  pro¬ 
duced.  The  Government  thus  bears  a  major 
share  of  losses  on  unsuccessful  ventures,  and 
recoups  only  its  share  of  costs  on  successful 
projects. 

B.  Mine-development  program 

The  Government  also  provides  important 
direct  financial  support  through  guaranteed 
price  contracts  to  foster  the  opening  of  new 
mines  and  the  reactivation  of  closed  or  form¬ 
erly  abandoned  workings.  These  ventures 
differ  from  exploration  in  that  a  mineral 
body  is  known  to  exist  and  shows  promise  of 
profitable  operation  under  favorable  circum¬ 
stances.  Commonly  these  projects  require 
substantial  capital  investment  for  further 
development  of  the  deposit  and  for  plant  and 
equipment.  But  because  of  the  quality  of 
ore  or  its  location,  costs  per  unit  of  mineral 
product  are  relatively  high,  and  recoupment 
of  the  investment  will  involve  a  compara¬ 
tively  long  pay-out  period  at  relatively  high 
product  prices. 

In  these  cases,  the  Government  assists  the 
mining  firms  by  granting  favorable  procure¬ 
ment  contracts  which  guarantee  a  satis¬ 
factory  price  for  the  mine  output  for  a 
number  of  years.  These  contracts,  which  are 
made  on  a  project-by-project  basis,  typically 
also  contain  so-called  “bail-out”  provisions, 
under  which  the  Government  insures  the  op¬ 
erator  and  investors  against  financial  loss  in 
the  event  the  contract  is  terminated  before 
the  end  of  the  pay-out  period.  Thus  by  as¬ 
suring  favorable  operating  conditions  and 
guarantees  against  loss,  the  Government  now 
offers  important  direct  encouragement  to  un¬ 
dertake  new  or  expansion  projects.  The 
amount  of  Government  funds  to  be  allocated 
to  this  program  is  estimated  by  the  Defense 
Minerals  Administration  at  approximately 
$3,000,000,000  for  the  fiscal  years  1951  and 
1952. 

IV.  EXEMPTION  OF  MINERAL  PRODUCTS  FROM 

RENEGOTIATION  OF  CONTRACTS 

The  Renegotiation  Act  of  1951,  designed  to 
eliminate  excessive  profits  from  Government 
contracts,  specifically  exempts  mineral  prod¬ 
ucts.9  The  exemption  covers  all  contracts 
or  subcontracts  for  the  products  of  mine,  oil 
and  gas  well,  or  other  mineral  or  natural  de¬ 
posit. 

V.  OTHER  CONSIDERATIONS  FOR  AND  AGAINST 

THE  PROPOSAL 

Previous  sections  have  reviewed  the  favor¬ 
able  treatment  received  by  mineral  industries 


8 The  scale  is  as  follows: 

Government 
contribution 
in  percent  of 

Minerals:  total  costs 


Chromium,  copper,  fluorspar,  graphite 
(crucible  flake),  iron  ore,  lead, 
molybdenum,  sulfur,  zinc,  and 

cadmium _  50 

Antimony,  manganese,  mercury,  and 

tungsten _  75 

Asbestos  (spinning  grade),  beryl,  co¬ 


balt,  columbian-tantulum,  corun¬ 
dum,  cryolite,  industrial  diamonds, 
kyanite,  mica,  monazite  and  rare 
earth  ores,  nickel,  platinum  group 
metals,  quartz  crystals  (piezo-elec¬ 
tric),  talc  (steatite),  and  tin _  90 

•Public  Law  9,  ch.  15,  sec.  106  (a)  (3),  82d 
Cong.,  1st  sess. 
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under  the  Federal  tax  provisions  and  other 
direct  and  indirect  assistance  programs. 

Despite  these  measures,  many  minerals  are 
still  in  relatively  short  supply  in  the  rearma¬ 
ment  period,  as  they  inevitably  are  when  the 
characteristically  heavy  pressures  of  military 
production  of  minerals  are  superimposed  on 
existing  levels  of  civilian  demands.  The  ex¬ 
tent  to  which  the  current  shortages  relative 
to  demand  can  be  overcome  by  further  tax 
concessions  appears  to  be  severely  limited 
even  though  large  amounts  of  tax  revenues 
might  be  sacrificed  for  this  purpose. 

Production  of  mineral  supplies  to  meet  all 
current  demands,  if  physically  possible, 
would  have  to  be  in  large  part  at  the  ex¬ 
pense  of  production  of  other  essential  ma¬ 
terials  and  commodities  which  are  also  in 
relatively  scarce  supply.  In  an  economy 
which  is  currently  utilizing  virtually  all  pro¬ 
ductive  resources,  any  new  exploration  or  de¬ 
velopment  project  must  obtain  supplies  of 
labor,  equipment,  and  materials  by  hiring 
them  away  from  competing  uses.  For  a 
number  of  minerals  urgently  needed,  such  as 
tin,  tungsten,  platinum,  the  physical  pos¬ 
sibilities  of  increasing  United  States  pro¬ 
duction  to  meet  demands  appear  to  be  slight. 
For  these  reasons  additional  grants  of  broad 
tax  concessions  may  prove  to  be  ineffective 
in  overcoming  scarcities. 

Additional  tax  concessions  have  also  been 
advanced  as  a  means  of  aiding  small  mines, 
and  concen*  has  been  expressed  about  the 
number  of  these  mines  which  have  ceased 
operations  in  recent  years.  The  reasons  for 
the  cessation  of  a  number  of  small  mining 
operations  and  reduced  small-scale  prospect¬ 
ing  are  complex,  but  the  major  reasons  do 
not  appear  to  relate  to  tax  factors.  During 
the  1940’s  the  chief  causes  of  suspended  or 
curtailed  operations  appear  to  have  been  the 
rising  costs  of  labor  and  supplies,  which 
made  many  operations  unprofitable  at  pre¬ 
vailing  levels  of  product  prices.10 

Another  factor  affecting  the  feasibility  of 
small  mine  operation  has  been  the  neces¬ 
sity  to  resort  to  comparatively  low-grade 
ores  for  additional  mineral  supplies.  Profit¬ 
able  exploitation  of  these  deposits  commonly 
requires  large  capital  investments  for  con¬ 
centrating  and  beneficiation  plants  as  well 
as  for  mining  equipment,  with  the  result 
that  only  relatively  large-scale  operators  can 
successfully  undertake  these  ventures. 

Special  tax  deductions,  which  result  in 
revenue  losses  and  impair  the  equity  of-  the 
tax  system,  have  only  a  secondary  or  inci¬ 
dental  incentive  effect  on  economic  activity. 
These  deductions  are  advantageous  only 
where  there  are  expectations  that  net  in¬ 
come  can  be  derived.  They  'are  of  greatest 
advantage  to  the  most  profitable  firms,  par¬ 
ticularly  those  subject  to  excess-profits  tax. 
Mines  which  are  submarginal  at  expected 
price  levels  because  of  the  quality  of  ore, 
distance  from  markets,  or  inadequate  scale 


10  See  Strategic  and  Critical  Minerals  and 
Metals,  hearings  before  the  House  Subcom¬ 
mittee  on  Mines  and  Mining  of  the  Commit¬ 
tee  on  Public  Lands  (80th  Cong.,  2d  sess., 
pp.  713ff.) .  Mr.  Engle,  of  this  subcommittee, 
pointed  out  that  right  in  the  middle  of  the 
war  our  copper  production  went  down  and 
continued  to  decline  until  in  1945  it  was  ap¬ 
proximately  30  percent  of  the  1943  rate.  The 
figures  show  that  we  had  an  all-time  high 
of  33,500  men  working  in  the  copper  industry 
during  December  1942,  and  by  September  and 
October  1943  the  mine  labor  force  had  de¬ 
clined  to  18,800  men  notwithstanding  the 
fact  that  the  Government  closed  the  gold 
mines  during  this  period  on  the  assumption 
that  miners  forced  to  leave  the  gold  mines 
would  go  right  over  into  the  copper  mines” 
(ibid.,  p.  727). 
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of  operations,  cannot  be  made  profitable  by 
special  tax  treatment  of  nonexistent  income. 

To  the  extent  such  proposals  would  ac- 
cellerate  the  timing  of  deductions  allowed 
under  existing  tax  laws,  the  tax  benefit  de¬ 
pends  upon  the  taxpayer  having  current  net 
income  sufficient  to  absorb  the  deduction  of 
exploration  and  development  expense  as  in¬ 
curred.  In  consequence,  current  deductions 
for  these  costs  could  not  be  expected  to  be 
of  much  advantage  to  new  or  small  operators 
who  must  make  considerable  investments 
before  net  income  can  be  obtained  from  a 
project.  On  the  other  hand,  additional  cur¬ 
rent  deductions  may  be  expected  to  be  of 
greatest  benefit  to  financially  entrenched 
taxpayers  who  may  thereby  offset  current 
tax  liability  on  other  sources  of  income. 

The  proposal  would  separate  the  explora¬ 
tion  and  development  expenditures  for  spe¬ 
cial  deduction  without  at  the  same  time 
adjusting  the  percentage  depletion  allow¬ 
ances  based  on  income.  This  will  produce 
corresponding  increases  in  the  combined 
total  of  capital  recovery  allowances,11  and 
a  larger  part  of  percentage  depletion  allow¬ 
ances  will  represent  duplicating  deductions 
for  costs  previously  recovered. 

The  great  bulk  of  depletion  allowances  now 
go  to  large,  vertically  integrated  firms.  Lat¬ 
est  available  Statistics  of  Income  data  re¬ 
veal  that  in  1948  60  percent  of  mineral  de¬ 
pletion  deductions  were  taken  by  firms  whose 
principal  business  activity  was  manufac¬ 
turing  (including  petroleum  refining). 
Firms  whose  activities  were  predominantly 
mineral  extraction  had  only  about  one-third 
of  total  depletion  deductions.  Classification 
of  firms  by  size  of  total  assets  indicates  that 
in  1948  two-thirds  of  all  corporate  depletion 
was  deducted  by  the  largest  firms,  those 
with  assets  of  over  $100,000,000.  Firms  with 
assets  of  $1,000,000  or  more  had  94  percent 
of  total  depletion.  Small  firms  with  assets 
of  $250,000  or  less  had  only  1.5  percent  of 
the  total. 

It  appears  that  the  major  tax  benefits  of 
proposed  additional  deductions  for  explora¬ 
tion  expense  would  also  go  to  the  large,  well 
established  firms.  These  taxpayers  have  suf¬ 
ficient  net  income  from  diversified  sources  to 
derive  full  tax  benefit  from  the  special  deduc¬ 
tions.  On  the  other  hand,  these  large,  es¬ 
tablished  firms  typically  conduct  exploration 
and  development  activities  for  additional  re¬ 
serves  in  order  to  maintain  their  position  in 
the  industry  and  to  realize  the  value  of  their 
large  investments  in  processing,  manufactur¬ 
ing  and  marketing  facilities.  Generally,  they 
have  or  can  obtain  funds  for  these  activities. 

It  would  be  extremely  difficult  to  formulate 
tax  concessions  which  would  offer  any  sig¬ 
nificant  inducement  to  new,  small  or  re¬ 
opened  mines,  but  which  would  not  result  in 
large  and  unnecessary  tax  benefits  to  favor¬ 
ably  situated  firms  for  whom  the  concession 
appears  unnecessary.  Such  provisions  are 
open  to  serious  objections  on  grounds  of  dis¬ 
crimination,  economic  and  competitive  dis¬ 
tortion,  and  administrative  difficulties.  Even 
if  initially  adopted  on  a  limited  scale,  they 
would  tend  to  be  broadened  with  increasingly 
serious  loss  of  revenue. 

One  of  the  reasons  sometimes  advanced 
for  expensing  treatment  for  mine  explora¬ 
tion  and  development  costs  is  that  similar 
treatment  has  been  enjoyed  by  the  oil  and 
gas  industry  with  respect  to  intangible  drill¬ 
ing  and  development  costs.  This  treatment 
was  introduced  by  administrative  regulation 
in  1917  when  the  expensing  privilege  was  a 
clear  alternative  to  cost  depletion.  Con¬ 


11  Special  exceptions  would  occur  where 
percentage  depletion  was  determined  by  the 
50  percent  of  net  income  limitation.  In 
these  circumstances,  additional  deductions 
would  lower  net  income  and  the  limitation, 
and  excess  depletion  would  not  be  increased 
by  the  full  amount  of  the  additional  de¬ 
duction. 


tinuation  of  the  privilege  after  the  adop¬ 
tion  of  discovery  and  percentage  depletion 
has  resulted  in  double  deductions.  This 
privilege  has  resulted  in  serious  abuse  and 
large-scale  tax  avoidance.  Particularly  in 
times  of  high  tax  rates,  taxpayers  with  large 
incomes  from  fields  unrelated  to  mining 
have  been  able  to  reduce  current  tax  lia¬ 
bilities  through  use  of  this  tax  device.  A 
proper  remedy  in  this  area  would  appear  to 
be  curtailment  of  the  special  privilege  al¬ 
lowed  for  oil  and  gas  expenditures  rather 
than  an  extension  which  would  offer  wider 
latitude  for  tax  abuse  during  the  present 
emergency  period. 

VI.  CONCLUSION 

The  types  of  additional  tax  deductions 
proposed  may  be  expected  to  have  some  in¬ 
centive  effects  in  the  case  of  financially  es¬ 
tablished  taxpayers,  especially  those  subject 
to  excess-profits  tax.  On  the  other  hand, 
the  proposals  would  tend  to  be  ineffectual 
in  the  case  of  new,  small,  or  reopened  mines 
without  existing  sources  of  income,  requir¬ 
ing  substantial  risky  investment  before  in¬ 
come  prospects  may  be  realized. 

The  proposals  would  create  several  un¬ 
desirable  side  effects,  including  impairment 
of  the  equity  of  the  tax  system,  widened 
opportunity  for  tax  avoidance,  competitive 
discriminations  between  classes  of  taxpayers, 
and  further  losses  of  revenue.  While  con¬ 
tinuing  study  needs  to  be  given  to  the  pos¬ 
sible  revision  of  capital-recovery  allowances 
for  mineral  producers,  this  should  be  done 
with  a  view  to  achieving  a  more  equitable 
measure  of  income  and  desirable  economic 
effects.  This  calls  for  an  integrated  approach 
which  would  make  appropriate  adjustments 
in  the  existing  percentage-depletion  system, 
so  as  to  avoid  duplicating  tax  deductions. 

Mr.  HUMPHREY.  Mr.  President,  the 
Secretary  of  the  Treasury,  during  the 
hearings  on  the  Revenue  Act  of  1950, 
outlined  the  adjustments  which  can  be 
made  as  a  first  step  toward  eliminating 
the  loophole.  His  proposal  was  to  re¬ 
duce  percentage  depletion  for  oil,  gas, 
and  sulfur  to  15  percent  of  gross  income 
and  for  nonmetallic  minerals  to  5  per¬ 
cent.  He  also  proposed  that  oil  and 
gas  operators  who  elect  to  expense  in¬ 
tangible  drilling  and  development  costs 
be  required  to  reduce  income  from  the 
property  by  the  amount  of  such  expensed 
costs  in  computing  their  depletion  al¬ 
lowance.  These  changes  would  increase 
revenues  by  $350,000,000. 

It  is  our  intention,  in  conjunction  and 
in  cooperation  with  other  Senators,  to 
offer  an  amendment  to  the  bill  with  re¬ 
spect  to  the  depletion-allowance  provi¬ 
sions. 

B.  INCOME  SPLITTING 

I  now  walk  into  an  area  of  the  tax  bill 
where  angels  fear  to  tread.  Only  a  neo¬ 
phyte  on  taxes  would  dare  to  do  so.  I 
want  my  remarks  to  be  clearly  under¬ 
stood.  I  bring  the  matter  to  the  atten¬ 
tion  of  the  Senate,  with  the  possibility 
that  a  further  study  of  the  income^split- 
ting  feature  will  be  made  by  the  Com¬ 
mittee  on  Finance  or  the  Joint  Commit¬ 
tee  on  Internal  Revenue,  with  the  pos¬ 
sibility  of  a  substitution  or  elimination 
of  the  benefits  of  income  splitting  for 
an, increase  in  the  tax  rate  which  is  in¬ 
corporated  in  the  bill.  There  are  three 
amendment  possibilities.  As  yet  I  have 
not  made  up  my  mind  which  one  of  the 
three  I  shall  urge.  However,  I  shall  talk 
about  income  splitting  because  when  I 
started  to  dig  into  that  subject — and  I 
spent  some  time  examining  it — I  was 


amazed  to  find  that  the  benefits  of  it 
were  primarily  theoretical,  but  not,  in 
fact,  for  the  bulk,  the  vast  majority,  of 
the  people  of  the  United  States. 

Mr.  President,  the  income-splitting 
provision  Was  adopted  in  1948,  and  was 
intended  to  equalize  the  tax  burden  of 
married  persons  throughout  the  Nation. 
However,  the  income-splitting  provision 
gave  very  substantial  tax  reductions  to 
wealthy  taxpayers. 

Nevertheless,  I  am  aware  *of  the  fact 
that  the  intention  was  to  equalize  the 
tax  burden  on  married  persons  through¬ 
out  the  Nation,  inasmuch  as  in  the  years' 
before  the  1948  act,  States  which  had 
community-property  laws  made  it  pos¬ 
sible  for  married  couples  living  in  those 
States  to  split  their  income  between  the 
husband  and  the  wife,  with  the  result 
that  a  smaller  tax  was  paid;  but  that 
was  not  possible  in  States  which  did  not 
have  community-property  laws.  There¬ 
fore,  married  couples  in  non-community- 
property-law  States  had  been  paying 
more  income  taxes  than  had  married 
couples  in  the  community-property 
States. 

The  obvious  answer  to  that  problem, 
of  course,  was  either  to  eliminate  the  ac¬ 
tion  the  community-property  States  had 
taken  in  that  field,  if  that  could  be  done, 
or  else  to  give  to  the  other  States  the 
same  benefits  as  those  which  were  ac¬ 
cruing  to  taxpayers  in  the  community- 
property  States. 

The  background  of  this  matter  is  that 
in  1941,  I  believe,  the  House  of  Repre¬ 
sentatives  dealt  with  this  problem,  to 
the  extent  of  reporting  a  bill  which 
would  eliminate  the  income-splitting 
benefits. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER  (Mr. 
Clements  in  the  chair) .  Does  the  Sen¬ 
ator  from  Minnesota  yield  to  the  Sen¬ 
ator  from  Colorado? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  That  measure  came 
before  the  Senate  at  that  time. 

Mr.  HUMPHREY.  I  thank  the  Sen¬ 
ator.  I  had  heard  that  it  came  before 
the  Senate.  So  it  is  not  a  new  subject; 
it  has  been  a  subject  of  discussion  and 
controversy  over  the  years. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield  to  me  again? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  The  next  point  Is 
that  the  Senate  in  those  cases  practi¬ 
cally  filibustered  the  attempt  to  enact 
the  split-income  provision  which  the 
Senator  from  Minnesota  has  criticized. 

Mr.  HUMPHREY.  I  understand  that. 
Let  me  say  to  the  Senator  from  Colo-r 
rado,  who  is  deeply  concerned  with  the 
need  for  raising  increased  amounts  of 
revenue,  that  one  of  the  reasons  why  I 
am  referring  to  the  split-income  provi¬ 
sion  is  that  I  believe  the  time  may  come, 
and  it  may  be  here  now,  when  in  order 
to  obtain  the  revenue  we  need,  we  shall 
have  to  eliminate  the  benefits  accruing 
under  the  so-called  income  splitting  de¬ 
vice.  The  Treasury  estimates  that  in 
that  way  there  can  be  produced  $2,500,- 
000,000  of  increased  revenue. 

Under  my  proposal,  incomes  could  be 
split;  but  if  that  were  done,  the  benefit 
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of  the  selected  tax  schedule  which  gives 
the  tax  relief  under  the  split-income 
provisions  could  not  be  obtained. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  merely  wish  to  say 
that  I  struggled  with  this  problem  on 
three  different  occasions.  Two  tax  bills 
which  passed  the  Congress  in  1947  did 
not  contain  a  provision  for  income  split¬ 
ting.  In  connection  with  each  bill  there 
was  an  enormous  clamor  in  the  Senate 
for  the  inclusion  of  a  split-income  provi¬ 
sion.  The  Senate  passed  those  two 
bills  without  including  a  split-income 
provision.  However,  the  President  ve¬ 
toed  both  bills  and  there  were  not  suffi¬ 
cient  votes  to  override  the  vetoes. 

So  in  1943  the  Senate  voted  in  favor  of 
a  split-incame  provision,  and  the  vote  for 
that  measure  was  77  to  10. 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  I  do  not  wish  to  be 
overly  discouraging  to  the  Senator  from 
Minnesota,  but  I  wish  him  to  understand 
the  history  of  the  split- income  provision 
and  the  fate  that  is  ahead  of  him. 

Mr.  HUMPHREY.  Ahl  I  have  al¬ 
ready  foreseen  the  fate,  but  I  could  not 
think  of  any  more  interesting  or  fruitful 
topic  to  discuss. 

Mr.  MILLIKIN.  I  hate  to  see  the 
Senator  from  Minnesota  tend  barren 
vineyards. 

Mr.  HUMPHREY.  Let  me  say  that 
barren  though  the  vineyard  may-be  at 
this  time,  I  still  have  the  hope  that  in 
a  year  or  two  years  from  now  the  coun¬ 
try  will  realize  the  need,  in  terms  of 
raising  increased  amounts  of  revenue. 
I  shall  show  that  if  we  were  to  raise 
increased  amounts  of  revenue  at  this 
time  by  means  of  doing  away  with  the 
benefits  of  the  split-income  provision, 
we  would  be  much  fairer  to  many  of  the 
people  of  the  United  States. 

Mr.  MILLIKIN.  I  would  hate  to  hang 
my  hopes  for  the  future  on  the  passage 
of  a  measure  to  abolish  the  split-income 
provisions. 

Let  me  say  that  the  benefits  of  this 
system  were  not  overlooked.  It  was  un¬ 
derstood  what  the  benefits  were  and 
what  the  distribution  of  those  benefits 
would  be. 

In  order  to  fashion  the  bill  which 
passed  the  Senate  by  a  vote  of  77  to  10 — 
and  I  may  say  that  some  of  the  most 
vigorous  leadership  for  enactment  of  a 
split-income  provision  came  from  the 
Senator’s  side  of  the  aisle,  the  distin¬ 
guished  Senator  from  Arkansas  [Mr. 
McClellan]  was  a  great  leader  on  that 
subject  for  several  years — we  reduced 
income  taxes  in  the  lower  brackets  30 
percent,  and  scaled  that  reduction  down 
to  a  5 -percent  reduction  in  the  highest 
income  brackets;  and  we  increased  the 
exemption  from  $500  to  $600,  which 
benefited  by  several  billion  dollars  those 
in  the  lower  income-tax  brackets.  That 
represented  a  practical  balancing  of  the 
advantage  of  split  income.  That  was  a 
part  of  the  balance  in  that  bill  which 
attracted  the  vote  to  which  I  have 
referred. 

Mr.  HUMPHREY.  I  think  the  Senator 
from  Colorado  is  giving  us  the  reason 
why  that  vote  was  attracted. 


Mr.  MILLIKIN.  It  was  deliberately 
contrived  in  order  to  attract  the  votes, 
because  we  wanted  to  reduce  taxes;  and 
we  did,  and  we  provided  the  great  bulk 
of  the  benefit  would  go  to  those  in  the 
lower  brackets;  and  as  a  partial  offset 
to  the  benefits  which  those  with  incomes 
of  from  $10,000  up  obtained  by  means 
of  the  split-income  provision,  we  reduced 
by  30  percent  the  tax  in  the  lower  brack¬ 
ets,  and  we  scaled  down  that  reduction 
to  a  5-percent  reduction  for  those  in 
the  highest  bracket,  and  we  gave  to  the 
lowest  income  tax  brackets  the  great  ad¬ 
vantage  of  increasing  the  exemption 
from  $500  to  $600,  which  at  that  time 
amounted  to  more  than  $2,000,000,000. 

By  the  way,  it  would  be  interesting — 
although  I  would  not  support  it — if  the 
Senator  from  Minnesota  were  to  submit 
an  amendment  to  reduce  the  exemption 
to  $500,  again. 

Mr.  HUMPHREY.  Oh,  no. 

Mr.  MILLIKIN  “Oh,  no!  Of  course 
not.”  [Laughter.] 

Mr.  HUMPHREY.  Let  me  say  that 
not  only  would  that  be  interesting - - 

Mr.  MILLIKIN.  It  would  be  suicidal. 

Mr.  HUMPHREY.  It  would  be  some¬ 
what  catastrophic. 

Mr.  MILLIKIN.  It  would  be  suicidal 
to  do  it,  sir. 

Mr.  President,  I  merely  wish  to  point 
out,  if  there  is  any  point  at  all  in  what 
I  am  saying,  that  what  I  suspect  the 
Senator  from  Minnesota  is  coming  into 
was  balanced  by  other  considerations  of 
the  type  I  have  mentioned. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  MILLIKIN.  The  end  result  was 
that  the  Senate  passed  the  bill  by  a  vote 
of  77  to  10,  with  overwhelming  support 
from  both  sides  of  the  aisle  because  of 
the  fairness  and  justice  of  the  balance 
which  had  been  achieved  in  that  bill. 

Mr.  HUMPHREY.  After  having  ob¬ 
tained  this  factual  material  for  the 
Record - 

Mr.  KNOWLAND.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

The  PRESIDING  OFFICER  (Mr. 
Pastore  in  the  chair) .  Does  the  Senator 
from  Minnesota  yield  to  the  Senator 
from  California? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KNOWLAND.  It  has  been  a  little 
difficult  for  those  of  us  on  this  side  of 
the  aisle  to  follow  all  the  colloquy  be¬ 
tween  the  Senator  from  Colorado  and 
the  Senator  from  Minnesota,  but  when 
they  were  discussing  the  matter  of  the 
community-property  States  and  the  di¬ 
vision  of  income  between  husband  and 
wife,  I  did  not  want  to  let  the  moment 
pass,  inasmuch  as  I  represent,  in  part, 
one  of  the  community-property  States, 
without  making  very  clear  the  point  that 
in  the  community-property  States  the 
community  ownership  of  property,  as 
between  husband  and  wife,  was  not  set 
up  for  the  purpose  of  a  taxing  measure, 
but  it  came  from  the  old  Mexican  law, 
by  which,  as  a  matter  of  fact,  the  wife — 
not  in  expectancy,  but  in  fact — is  a 
holder,  as  a  partner  of  the  husband,  of 
the  community  interest  in  the  property, 
and  she  has  complete  ownership  over 
the  same,  and  has  power  to  bequeath 
the  community  interest. 

So  the  situation  is  entirely  different, 
and  has  historically  been  so,  in  the  com¬ 


munity-property  States,  and  has  no  re¬ 
lationship  to  the  income-tax  laws,  as 
such.  It  was  not  conceived  for  the  pur¬ 
pose  of  income-tax  evasion,  and  there 
is  an  actual  ownership  of  property  by 
the  wife. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor.  That  is  as  I  understand  it,  and  I 
appreciate  getting  that  information  at 
this  point  in  the  Record.  I  had  made 
some  study  of  that  and  knew  that  that 
was  the  express  purpose  of  the  commu¬ 
nity-property  law,  which  had  this  old 
background  from  Mexico. 

Now,  Mr.  President,  I  desire  to  con¬ 
tinue  regarding  income  splitting.  At 
the  time  I  was  a  municipal  official,  when 
my  State  was  denied  the  benefit  of  in¬ 
come  splitting  and  other  States  had  the 
benefit  of  it,  I  insisted  that  my  State  be 
given  equal  benefit,  and,  of  course,  I  con¬ 
tended  that  if  one  part  of  the  country 
could  have  the  advantage  of  income 
splitting,  the  other  parts  ought  to  have 
it.  My  proposal  is  not  to  condemn  in¬ 
come  splitting  as  such.  My  proposal  is 
not  merely  to  throw  it  out  because  its 
name  is  “income  splitting”;  not  at  all. 
I  am  going  to  say,  however,  that  by  elim¬ 
inating  some  of  the  benefits  of  the  pres¬ 
ent  income-splitting  law,  we  could 
substitute  that  for  the  proposed  11 -per¬ 
cent-tax  increase,  and  have  more  reve¬ 
nue,  and  have  it  fall  more  equitably  upon 
the  American  people.  Let  me  develop 
the  point.  I  shall  do  that  first,  and  then 
yield  to  any  Senator  who  wishes  to  in¬ 
terrogate  me. 

A  married  man  with  two  children,  re¬ 
ceiving  wages  of  $4,000,  gains  absolutely 
nothing  from  the  present  jncome-split- 
ting  provision;  if  he  receives  $5,000,  he 
gains  all  of  $2.  Now,  how  many  people 
in  this  country  knew  that?  Under  the 
present  income-splitting  law,  if  the  mar¬ 
ried  man  receives  $10,000,  he  gets  a  bene¬ 
fit  of  $168  as  compared  to  a  single  per¬ 
son.  However,  a  married  taxpayer 
receiving  a  salary  of  $500,000  gains  $25,- 
000  from  income  splitting.  To  put  it 
another  way,  97  percent  of  the  tax  relief 
from  this  provision  goes  to  people  with 
incomes  in  excess  of  $5,000  a  year.  No 
wonder  President  Truman  so  successful¬ 
ly  stumped  the  country  in  1948  when  he 
took  for  his  theme  what  he  called  the 
“rich  man’s  relief  tax  bill.”  I  predict 
that  he  will  go  to  the  country  with  equal 
success  in  1952,  with  this  tax  bill  as  his 
text,  unless  it  is  amended  before  final 
passage. 

This  discriminatory  provision  was 
adopted  because  residents  of  community- 
property  States  were  enjoying  the  privi¬ 
lege  of  splitting  their  incomes  by  virtue 
of  local  property  laws.  The  tax  advan¬ 
tages  of  these  laws  were  so  great  that  a 
number  of  States  adopted  them  to  obtain 
the  benefits  for  their  citizens.  The  solu¬ 
tion  devised  by  the  Eightieth  Congress 
was  to  universalize  income  splitting  for 
the  residents  of  non-community-prop¬ 
erty  States.  More  equitable  solutions 
were  considered  for  many  years  by  the 
Congress,  but  they  were  never  adopted 
because  of  the  determined  opposition  of 
Representatives  and  Senators  from  com¬ 
munity-property  States.  It  is  note¬ 
worthy  that  all  of  the  States  that  had 
adopted  community-property  laws  to 
get  their  tax  advantages  repealed  them 
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soon  after  the  Revenue  Act  of  1948  was 
enacted.  Those  were  the  ones  who, 
through  their  State  legislatures,  passed 
laws,  and  did  not  adopt  constitutional 
provisions. 

Aside  from  the  fact  that  income-split¬ 
ting  benefits  only  high-income  people,  it 
can  be  criticized  on  the  ground  that  it 
discriminates  against  all  single  people. 
The  bill  before  you  will  actually  raise  the 
taxes  of  some  single  people  in  the  upper 
brackets  above  World  War  II  levels,  but 
married  couples  in  these  brackets  will 
pay  substantially  lower  taxes  because  of 
the  advantage  of  income  splitting.  That 
is,  in  the  upper  levels.  H.  R.  4473  not 
only  does  not  remove  this  inequality  but 
actually  increases  the  tax  differential 
between  single  persons  and  married 
persons. 

The  House  was  well  aware  of  these  in¬ 
equalities.  In  order  to  relieve  hardship 
for  widows  and  widowers  who  are  denied 
income  splitting  after  the  death  of  the 
husbands  or  wives,  and  who  are  not  in 
the  process  of  income  splitting,  it  ex¬ 
tended  half  of  the  advantage  of  income 
splitting  to  single  persons  who  are  heads 
of  households.  “Heads  of  households" 
are  defined  in  the  bill  as  single  persons 
who  maintain  in  their  household  children 
or  their  descendants  whether  or  not  they 
can  support  themselves  or  who  maintain 
any  relative  for  whom  they  claim  an  ex¬ 
emption  under  present  law.  The  Fi¬ 
nance  Committee  adopted  the  principle 
of  head  of  household,  but  gave  them 
only  one-quarter  rather  than  one-half 
the  benefit  of  income  splitting. 

Extending  a  small  part  of  the  benefits 
of  income  splitting  to  heads  of  hous- 
holds  does  not  cure  the  disease.  It 
merely  adds  another  group  of  favored 
taxpayers  precisely  at  a  time  when  the 
burdens  of  all  other  taxpayers  are  being 
increased  in  the  interest  of  the  defense 
effort. 

I  might  say,  however,  that  when  this 
income-splitting  device  is  maintained  in 
the  law  there  is  quite  a  compelling  argu¬ 
ment  to  extend  it,  when  a  married  cou¬ 
ple  take  on  the  responsibilities  they  do 
in  a  home. 

It  is  my  conviction  that  the  differential 
in  tax  liabilities  between  married  per¬ 
sons  and  single  persons  should  be  re¬ 
duced  not  by  extending  the  regressive 
feature  of  income  splitting  to  a  new 
category  of  taxpayers  but  on  the  con¬ 
trary  by  eliminating  this  privilege  for 
all  of  the  high-bracket  taxpayers.  My 
point  is  that  we  are  not  now  trying  to 
doctor  something  up  either  to  eliminate 
the  benefits  or  obviously  be  compelled 
to  take  in  more  and  more  people  under 
the  benefits. 

The  splitting  of  incbme  in  community 
and  non-community-property  States 
now  costs  about  $2,500,000,000,  according 
to  the  Treasury  Department.  All  of  this 
revenue  could  be  raised  by  adjusting  the 
rates  for  married  couples.  If  the  Senate 
would  adopt  this  suggestion,  it  could 
eliminate  all  of  the  individual  income 
tax  rate  increases  from  the  bill  and  still 
raise  some  $200,000,000  more  than  the 
bill  as  it  is  now  written. 

Let  me  be  specific.  By  a  revision  of 
the  schedule  on  incomes  for  married 
couples,  we  would  be  able  to  raise  $2,- 


500,000,000  by  eliminating  the  benefits 
of  income  splitting,  while  by  increasing 
the  tax  levy  by  11  percent  across  the 
board,  with  an  8-percent  ceiling  on  the 
upper  income  brackets,  we  would  actu¬ 
ally  raise  $2,300,000,000,  so  we  would 
raise  $200,000,000  more  by  eliminating 
the  income -splititng  provision.  I  should 
like  to  submit  later  for  the  Record  a 
table  which  compares  the  House  bill,  the 
Finance  Committee  bill,  and  the  sugges¬ 
tion  to  eliminate  the  benefits  of  income 
splitting. 

I  know  that  this  is  hard  to  ex¬ 
plain.  I  have  been  told,  “You  cannot 
explain  this;  the  people  simply  will 
not  have  time  to  understand  what  you 
are  talking  about.”  So  let  me  put  it 
simply.  The  average  American  citizen 
with  an  average  income  of  $10,000  a  year 
or  less — and  that  takes  care  of  about  94 
percent  or  more  of  all  the  taxpayers  of 
the  country— is  better  off  by  the  elimi¬ 
nation  of  the  benefits  of  income  split¬ 
ting  than  he  is  by  taking  an  1 1  percent 
tax  increase  on  top  of  his  present  tax. 
So,  in  other  words,  the  Treasury  would 
be  receiving  $200,000,000  more  money, 
which  the  Government  desperately 
needs,  and  the  man  with  $10,000  a  year 
income  or  less — and  that  bracket  em¬ 
braces  the  group  which  suffers  the  most 
under  high-cost-of-living  conditions  and 
inflation — would  have  a  better  deal  under 
the  elimination  of  income-splitting  bene¬ 
fits  than  he  would  by  absorbing  the  11 
percent.  I  have  carefully  checked  this 
and  have  had  tables  prepared.  I  in¬ 
sisted  that  the  Treasury  help  me  in  the 
preparation  of  the  tables — and  I  mean 
“insisted,”  too.  After  studying  it,  I  say 
definitely  that  eliminating  the  benefits 
of  the  income  split  will  raise  more  rev¬ 
enue  than  the  11  percent  tax  increase 
proposed  by  the  Finance  Committee  bill. 
I  keep  on  repeating  that  this  great  group 
in  America,  which  takes  it  on  the  chin, 
will  also  have  to  pay  the  heavy  excise 
taxes,  which  are  continuously  being  in¬ 
creased  as  another  source  of  revenue. 
This  bill  has  $1,300,000,000  more  in  ex¬ 
cise  taxes.  Who  is  going  to  pay  them? 
The  sheetmetal  worker,  the  milk-wagon 
driver,  the  fellow  who  is  working  on  the 
railroad  track,  and  the  fellow  who  is  a 
clerk  in  a  drugstore  on  in  a  grocery 
store,  because  such  people  compose  the 
great  bulk  of  the  citizens  of  America. 

I  have  a  proposal  which  I  merely  sug¬ 
gest  for  purposes  of  consideration,  which 
works  as  follows: 

Let  us  say  a  man  has  an  income  of 
$5,000,  and  he  is  a  married  person  with 
two  dependents.  Under  the  present  law 
his  tax  would  be  $420.  The  House  bill 
would  increase  the  tax  by  $53.  The  Sen¬ 
ate  bill  would  increase  it  by  $46.  The  in¬ 
come-splitting  privilege  would  increase 
the  tax  by  $2.  Here  is  a  man  who  has 
a  salary  of  $6,500.  Under  the  present  tax 
laws  he  pays  a  tax  of  $690.  The  House 
bill  would  add  $86,  and  the  Senate  bill 
would  add  $76.  This  is  a  man  who  thinks 
he  is  getting  the  benefits  of  income  split¬ 
ting.  If  the  benefits  were  removed  from 
the  legislation,  that  man’s  tax  would  go 
up  only  $29,  as  compared  with  $76  in  the 
Senate  bill  and  $86  in  the  House  bill, 
and  yet  the  sum  total  of  all  the  money 
that  would  be  collected  after  the  elimi¬ 


nation  of  the  so-called  benefits,  the 
theoretical  benefits  of  income  splitting, 
would  add  up  to  two  and  one-half  bil¬ 
lions  of  dollars. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  PASTORE.  \Does  the  Senator  in¬ 
tend  to  propose  that  sort  of  an  amend¬ 
ment? 

Mr.  HUMPHREY.  I  have  it  in  mind,  I 
will  say  to  the  Senator. 

Let  us  take  a  man  who  receives 
$8,500.  His  present  tax  is  $1,075.  The 
House  bill  would  increase  his  tax  $134, 
and  the  Senate  bill  would  increase  his 
tax  $118.  The  elimination  of  the  in¬ 
come-splitting  benefits  would  increase 
his  tax  $90.  In  other  words,  he  would  be 
$28  better  off  under  the  Senate  bill,  and 
$44  better  off  under  the  House  bill. 

But  thousands  and  thousands  of  per¬ 
sons  have  been  told  that  income  splitting 
is  their  salvation.  It  may  have  been  at 
one  time.  When  I  was  mayor  of  a  siz¬ 
able  city,  I  went  down  the  line  for  com¬ 
munity-property  privileges  for  my  peo¬ 
ple,  just  as  they  existed  in  other  places. 
I  am  not  condemning  it  as  such.  What 
I  am  saying  is  that  we  have  before  us  a 
bill  to  raise  revenue,  and  I  think  we 
should  raise  it  as  equitably  as  possible. 
I  pointed  out  that  a  great  deal  of  reve¬ 
nue  is  not  being  raised  on  the  principles 
of  equity,  at  least  as  I  see  them.  We 
need  to  raise  more  revenue.  The  way  to 
raise  $2,300,000,000  is  to  tax  everyone  11 
percent  on  what  they  now  pay.  Under 
an  amendment  which  I  have  in  mind,  a 
man  receiving  less  than  $10,000  a  year 
will  actually  pay  increased  taxes,  but  he 
will  pay  fewer  dollars  in  increased  taxes 
than  he  would  under  the  11 -percent  pro¬ 
posal.  I  repeat — because  we  cannot  de¬ 
bate  this  bill  without  facing  up  to  the 
economic  situation  which  confronts  our 
country — that  the  burden  of  the  high 
cost  of  food,  clothing,  and  education,  the 
burden  of  keeping  an  automobile  going, 
to  drive  to  work  at  the  factory,  of  being 
able  to  hold  things  together,  day  in  and 
day  out,  to  manage  a  household  falls  very 
heavily  upon  the  lower-income  group. 
That  is  the  group  which  feels  the  impact 
of  a  nation  which  has  gotten  itself  into 
the  tortures  of  inflation;  and  I  submit  we 
are  not  doing  very  much  to  check  the 
inflation. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Do  I  correctly  under¬ 
stand  the  Senator  from  Minnesota  that 
one  possible  phase  of  his  criticism  of  in¬ 
come  splitting  would  be  to  substitute  the 
abolition  of  income  splitting  for  the  in¬ 
crease  in  the  income  tax  proposed  by  the 
committee? 

Mr.  HUMPHREY.  To  substitute  the 
elimination  of  the  benefit  of  income- 
tax  splitting,  because  that  is  the  only 
way  I  think  we  can  constitutionally  and 
legally  do  it. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  the  chart  which  I  have  had 
prepared,  being  a  comparison  of  the  tax 
increases,  if  the  benefits  of  income 
splitting  were  eliminated,  with  the  tax 
increases  under  the  House  bill  and  the 
Finance  Committee  bill,  printed  at  this 
point  in  the  Record. 
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There  being  no  objection,  the  chart 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Comparison  of  the  tax  increases  if  the  bene¬ 
fits  of  income  splitting  were  eliminated 
with  the  tax  increases  under  the  House 
bill  and  the  Finance  Committee  bill 


MARRIED  PERSON - TWO  DEPENDENTS 


Increase  over  present  law  tax 

Adjusted  gross 
income  1 

Present 

law 

tax 

House 

bill 

Finance 

com¬ 

mittee 

bill 

Present  tax 
rates  with 
income 
splitting 
eliminated 

$5,  TOO . 

$420 

$53 

$46 

$2 

$6,500 . 

690 

86 

76 

29 

$7,500 . 

877 

110 

96 

54 

$8,600 . 

1,  075 

134 

118 

90 

$10,000 . . 

1,372 

172 

•  150 

168 

$15,000 . 

2,486 

311 

277 

572 

$25,000 . 

5,318 

665 

588 

1,998 

$50,000 . 

15,  976 

1,997 

1,780 

5,558 

$100,000 . 

44,  724 

5,  591 

3, 568 

11, 880 

$500,000 . 

356, 956 

27, 82i 

7,437 

25,  ISO 

i  Income  before  deductions  and  before  exemptions. 


Note.— In  computing  the  tax,  a  deduction  of  10 
percent  of  gross  income  was  allowed  at  all  income  levels. 

Mr.  HUMPHREY.  Mr.  President,  I 
now  turn  to  the  subject  of  withholding 
on  dividends  and  corporate  bond  inter¬ 
est. 

Mr.  O’MAHONEY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  O’MAHONEY.  Mr.  President, 
when  the  Senate  met  yesterday  after¬ 
noon  it  was  agreed  that  the  amendments 
of  the  committee  could  be  agreed  to  en 
bloc,  under  the  consideration  that  if  any 
amendment  might  be  called  up  by  any 
Senator,  the  committee  amendment 
would  be  considered  de  novo.  That  is 
the  understanding  of  the  Senate.  Un¬ 
fortunately,  I  have  to  attend  a  meeting 
of  the  Appropriations  Committee  in  a 
moment,  and  I  wanted  to  make  a  note 
in  the  Record  of  my  desire  to  have  title 
5  of  the  bill  considered  de  novo.  I  want 
to  devote  a  little  time  to  the  discussion 
of  the  changes  made  by  the  committee 
in  the  excess-profits  tax,  so  that  if  any 
issue  should  arise  on  the  floor  during 
my  absence  I  want  the  Senate  to  under¬ 
stand  that  at  a  convenient  time,  prob¬ 
ably  tomorrow,  I  shall  seek  an  opportu¬ 
nity  to  discuss  that  point. 

I  thank  the  Senator  from  Minnesota. 

C.  WITHHOLDING  ON  DIVIDENDS  AND  CORPORATE 
BOND  INTEREST 

Mr.  HUMPHREY.  I  am  very  happy 
to  have  the  observation  of  the  Senator 
from  Wyoming. 

When  tax  rates  are  high  and  burdens 
on  all  groups  of  taxpayers  must  be  in¬ 
creased,  it  is  necessary  to  provide  the 
Bureau  of  Internal  Revenue  with  the 
means  to  enforce  the  tax  laws  in  the 
best  possible  manner.  We  know  what 
it  means  not  to  have  rigid  enforcement 
of  the  law.  There  has  been  a  loss  of 
revenue  because  of  our  failure  to  have 
an  adequate  number  of  enforcement 
officers.  It  is  acknowledged  that  in 
many  areas  of  tax  enforcement  the  cost 
of  collecting  all  the  additional  taxes  due 
from  recalcitrant  taxpayers  would  be  ex¬ 
orbitant.  For  this  reason  the  Treasury 
Department  has  been  recommending  for 
the  past  2  years  that  a  withholding  sys¬ 
tem  be  adopted  on  dividends  in  order  to 


assist  the  Bureau  of  Internal  Revenue 
in  its  tax  enforcement  efforts. 

Last  year  the  House  adopted  a  divi¬ 
dend  withholding  provision  which  was 
eliminated  in  the  Senate  primarily  on 
the  ground  that  would  have  created  sub¬ 
stantial  compliance  problems  for  cor¬ 
porations,  since  it  would  have  required 
corporations  to  submit  to  every  stock¬ 
holder  a  statement  showing  the  amount 
of  dividends  paid  and  the  tax  withheld. 
This  year  the  provisions  adopted  by  the 
House  is  much  simpler,  and  it  is  my 
understanding  that  it  will  involve  rela¬ 
tively  little  additional  work  on  the  part 
of  corporations.  All  the  corporations 
would  be  required  to  do  would  be  to  with¬ 
hold  20  percent  from  each  dividend  pay¬ 
ment,  and  to  pay  this  amount  quarterly 
to  the  Bureau  of  Internal  Revenue.  No 
statement  would  be  required  to  be  sub¬ 
mitted  to  the  stockholder.  The  stock¬ 
holder  would  be  able  to  take  credit  for 
tax  withheld  on  his  tax  return  as  in  the 
cases  of  wages  and  salaries. 

I  cannot  understand  why  a  simple  pro¬ 
vision  like  this  one,  which  involves  very 
little  additional  paper  work  on  the  part 
of  the  corporations,  and  which  is  esti¬ 
mated  to  raise  more  than  $300,000,000 
in  revenue,  can  be  objectionable.  As  I 
pointed  out  to  the  Senate  last  year,  the 
amount  of  under-reporting  of  dividends 
on  individual  income  tax  returns  is  sub¬ 
stantial.  This  may  be  just  inadvert¬ 
ence:  I  would  assume  it  is;  but  whether 
it  is  inadventence  of  not,  for  the  cal¬ 
endar  year  1951  under-reporting  of  divi¬ 
dends  will  amount  to  over  $1,000,000,000. 
How  do  they  determine  that?  They 
check  up  to  see  the  dividends  declared 
to  the  taxpayers - 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  There  is  also  an  al¬ 
lowance  made,  is  there  not,  for  a  proper 
amount  of  dividends  received  by  persons 
who  would  not  be  income  tax  payers. 

Mr.  HUMPHREY.  Yes.  I  talked  it 
over  with  the  Treasury  officials  and  they 
said  they  had  been  very  conservative  in 
their  figures.  They  told  me  they  had 
made  allowances  for  persons  who  would 
not  pay  a  tax  anyway. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  I  think  it  should  be 
said  that  some  members  of  the  commit¬ 
tee  who  gave  a  good  deal  of  attention  to 
the  subject  do  not  have  the  slightest  con¬ 
fidence  in  the  Treasury’s  estimate  as  to 
the  effect  of  withholding  on  the  hun¬ 
dreds  of  thousands,  perhaps  millions,  of 
persons  who  would  not  have  to  pay  taxes, 
even  if  they  reported  what  they  received. 
The  inconvenience  to  a  vast  body  of 
American  citizens  is  one  of  the  reasons 
why  that  type  of  tax  has  failed  so  far. 

Mr.  HUMPHREY.  I  understand  that 
is  the  argument.  I  just  want  to  say, 
however,  that  it  is  very  inconvenient  for 
someone  to  withhold  20  percent  from  a 
man’s  wages  when  those  wages  are  only 
$25  a  week.  The  Treasury  has  to  refund 
a  half  billion  dollars  every  year  on  pay¬ 
ments  made  through  overtaxation.  We 
have  become  accustomed  to  that.  The 
bill  under  which  that  has  resulted  was 
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passed  by  the  Congress.  However,  I  do 
not  recall  ever  having  received  a  letter 
from  a  wage  earner  who  was  angry  be¬ 
cause  of  the  withholding.  I  know  that 
under  dividend  withholding  some  people 
will  be  inconvenienced.  I  think  it  is 
very  inconvenient  to  pay  taxes  anyway. 
We  are  endeavoring  to  obtain  more 
money  with  which  to  pay  the  costs  of  our 
national  defense,  and  when  we  reflect 
that  a  substantial  number  of  dividend 
earners  in  the  country  are  apparently 
under-reporting  their  dividends,  I  be¬ 
lieve  we  should  see  to  it  that  they  are 
reported. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  Of  course  we  are 
trying  to  secure  more  revenue.  I  am 
discussing  that  area  where  we  do  not 
raise  revenue  because  the  individual 
who  receives  a  dividend  is  not  liable  for 
taxes.  I  think  that  in  conducting  the 
Government  we  should  give  attention  to 
the  convenience  of  the  citizen.  We 
should  not  be  harassing  the  citizen  too 
much  by  having  him  make  all  kinds  of 
reports  and  claims  in  order  to  get  him¬ 
self  straight  with  the  Government  when 
he  owes  the  Government  no  taxes. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  As  a  matter  of  fact, 
would  not  the  dividend  withholding 
system  be  simpler  for  most  taxpayers 
than  the  present  plan,  because  there 
would  be  an  autofnatic  deduction  of  20 
percent  by  the  corporation  in  the  divi¬ 
dends  paid,  and  that  would  remove  from 
the  average  taxpayer  the  difficulty  of 
figuring  out  precisely  what  his  dividends 
and  taxes  would  be  for  the  year  and  mak¬ 
ing  a  correct  listing?  I  believe  it  would 
make  it  simpler  for  the  taxpayer.  The 
method  proposed  by  the  House  was  that 
20  percent  of  the  total  dividend  be 
turned  over  to  the  Treasury.  I  believe 
that  method  makes  it  simpler  for  the 
average  taxpayer.  The  provision  does 
not  necessarily  result  in  a  good  deal  of 
red  tape,  but  really  results  in  making 
the  procedure  simpler. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Ml-.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  The  withholding 
does  not  determine  the  tax.  The  with¬ 
holding  is  either  hitting  the  thing  right 
on  the  button  or  it  is  not.  In  the  latter 
event  the  taxpayer  has  to  go  through 
the  whole  rigamarole  of  figuring  out 
whether  the  dividend  is  taxable.  Again 
I  come  back  to  the  basic  observation 
that  we  do  not  have  the  facts  before  us 
which  will  enable  us  to  determine  the 
nuisance  and  harassment  of  the  great 
bulk  of  American  citizens  who  do  not 
owe  and  do  not  pay  taxes.  I  will  say  to 
the  distinguished  Senator  that  if  any¬ 
body  can  show  me  that  we  are  losing 
$300,000,000  a  year  revenue  through  lack 
of  withholding,  I  will  be  for  withholding. 
I  think  the  figures  are  fantastically  dis¬ 
torted  on  the  upside. 

Mr.  HUMPHREY.  I  have  no  way  of 
knowing  personally  whether  $300,000,- 
000  will  be  raised,  but  I  have  literally 
grilled  the  representatives  of  the  Treas- 
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ury  Department,  and  they  tell  me  that 
these  figures  are  on  the  conservative 
side,  and  definitely  so.  I  further  want 
to  say  that,  while  there  will  be  a  num¬ 
ber  of  what  may  be  called  nontaxable 
individuals  against  whom  there  would 
be  withholding  of  dividends,  this  prob¬ 
lem  was  also  evident  with  the  wage 
withholding,  and  very  much  the  same 
arguments  were  raised  at  the  time  that 
subject  was  under  consideration.  In 
1948  the  Treasury  Department  told  me 
that  nontaxable  recipients  received  re¬ 
funds  amounting  to  $900,000,000,  but  the 
wage  withholding  proved  to  be  an  ef¬ 
fective  means  of  gathering  in  revenue, 
and  caused  very  litle  inconvenience. 
When  the  same  method  is  applied  to  in¬ 
terest  on  corporation  bonds  as  well  as 
dividend  withholdings,  a  sizable  piece  of 
revenue  will  be  picked  up. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  Let  me  make  a  very 
simple  suggestion  on  this  subject.  The 
whole  reason  for  the  lack  of  depend¬ 
ability  of  basic  statistics  and  the  whole 
reason  why  there  is  perhaps  more 
evasion  than  there  should  be,  is  because 
the  Eureau  of  Internal  Revenue  has  not 
pursued  the  subject  with  sufficient  vigor 
or  with  sufficient  information.  If  the 
Bureau  of  Internal  Revenue  will  get  the 
list  of  stockholders  and  the  amount  of 
their  dividends  from  the  corporations 
that  pay  them,  and  if  it  will  then  really 
pursue  a  sampling  all  the  way  down  the 
line,  and  from  down  at  the  bottom  all 
the  way  up,  and  put  some  of  the  larger 
evaders  in  jail,  just  a  few  of  them,  it 
will  end  this  problem  so  fast  it  will  make 
your  head  swim. 

Mr.  HUMPHREY.  I  hope  the  Senator 
from  Colorado  is  right.  I  may  say  to 
the  Senator  that  I  have  no  personal 
pride  of  authorship  about  withholding, 
because  I  am  not  the  author  of  such  an 
amendment.  I  simply  feel  that  it  is  an¬ 
other  way  we  can  tighten  up  the  tax 
laws  where,  because  for  every  dollar  that 
someone  evades  or  avoids  paying  in  taxes, 
somebody  else  has  to  pick  up  the  check. 
That  is  what  it  amounts  to. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  from  Minnesota  again  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MILLIKIN.  To  my  mind  it  comes 
to  a  balance  between  inconvenience  and 
harassment  of  the  citizen  and  some  pos¬ 
sible  gain  in  revenue.  We  do  not  know 
how  much  the  gain  in  revenue  will  be, 
but  we  know  what  the  harassment  of 
the  citizen  will  be.  I  should  like  to  see 
some  more  facts.  As  I  said  before,  if 
there  has  been  a  $300,000,000  loss  of  in¬ 
come,  I  am  willing  to  go  to  withholding, 
but  I  am  not  willing  to  go  for  it  on  the 
very  cloudy  statistics  which  have  been 
provided  us,  and  which,  amazingly 
enough,  do  not  really  reach  down  into 
the  lower  bracket  people  to  see  whether 
they  would  in  fact  have  to  pay  taxes,  or 
how  many  of  them  would  in  fact  have  to 
pay  taxes  if  they  reported  their  divi¬ 
dends. 

Mr.  HUMPHREY.  I  think  it  should 
be  stated  that  the  Treasury  Department 
has  made  some  cross-section  study  of 
this  problem.  The  Senator  from  Colo¬ 


rado  knows  that.  I  think  it  also  should 
be  stated  that  the  average  bondholder  in 
the  country — and  there  are  10,000,000 
bondholders  and  stockholders — hold  an 
average  of  $100  in  value.  I  think  it 
should  also  be  stated  that  the  so-called 
inadventence  of  reporting  is  not  always 
inadventence.  My  point  is:  Would  not 
the  majority  of  those  who  receive  divi¬ 
dends  prefer  to  have  a  withholding  sys¬ 
tem  rather  than  to  allow  a  minority  who 
escape  their  fair  share  of  taxes  continue 
to  get  away  with  it,  thereby  compelling 
us  to  increase  tax  rates  upon  those  who 
do  pay  their  taxes? 

In  other  words,  for  every  rascal  who 
avoids  paying  his  tax,  when  it  is  neces¬ 
sary  to  obtain  a  certain  amount  of 
money  to  pay  the  great  bill  for  the  de¬ 
fense  program — somebody  else  has  to 
pay  a  little  bit  more. 

I  think  the  argument  made  by  the 
Senator  from  Colorado,  while  it  is  per¬ 
suasive  and  is  moving,  is  the  same  kind 
of  argument  that  was  made  with  respect 
to  wage  withholding — and  he  knows  such 
an  argument  was  made.  It  was  argued 
that  under  the  wage  and  salary  with¬ 
holding  program  thousands  upon  thou¬ 
sands  would  have  to  receive  refunds,  and 
it  would  be  a  great  inconvenience  to  the 
businessman.  Of  course  it  was  an  in¬ 
convenience  to  him.  There  must  be  in¬ 
convenience  for  him.  But  the  revenue 
was  coll'Ci-ed.  It  was  a  real  source  of 
revenue.  Before  we  increase  income  tax 
rates,  does  not  the  Senator  think  it 
would  be  well  to  pick  up  $200,000,000  or 
$300,000,000  or  even  $350,000,000  and  get 
that  into  the  kitty,  before  starting  in  on 
something  else? 

Mr.  MILLIKIN.  I  should  like  to  point 
out,  first,  that  if  the  wage  system  works 
an  injustice  to  the  workingman  I  would 
not  accept  that  as  an  argument  for  in¬ 
flicting  it  on  others.  But  let  us  pass 
that.  There  is  a  great  distinction  be¬ 
tween  a  withholding  tax  we  apply  on  the 
payroll  man  and  this  vast  bulk  of  people 
who  are  unorganized  and  who  do  not 
have  the  collection  and  the  bookkeeping 
facilities  available  which  the  employers 
in  an  industry  can  afford  in  connection 
with  the  withholding-tax  process.  There 
is  this  basic  difference.  The  working¬ 
men  who  have  their  taxes  withheld  are 
told  again  and  again — and  there  is  quite 
a  little  verity  in  what  they  are  told — 
that  they  need  not  worry  about  the 
withholding  tax,  that  their  organiza¬ 
tions  will  protect  them  in  terms  of  take- 
home  pay.  “Don’t  bother  your  heads 
about  this.  We  will  take  care  of  you,” 
they  are  told;  and  the  organizations  do 
take  care  of  them  in  good  shape. 

The  great  unorganized  mass  of  citi¬ 
zens  about  which  I  am  speaking  does  not 
have  the  benefit  of  that  kind  of  opera¬ 
tion. 

Mr.  HUMPHREY.  But  I  am  sure  the 
Senator  would  not  want  his  remarks  to 
be  interpreted  as  saying  that  they  ought 
not  to  pay  their  taxes.  He  feels,  of 
course,  that  every  dividend  ought  to  be 
reported. 

Mr.  MILLIKIN.  Of  course. 

Mr.  HUMPHREY.  Where  there  is  a 
tax  due. 

Mr.  MILLIKIN.  Where  there  is  a  tax 
due.  The  great  open  hole  is  that  no 


one  can  tell  us  how  many  people  who 
do  not  pay  taxes  now,  and  who  are  not 
required  to  pay  taxes  now,  would  have 
to  pay  taxes  if  they  reported  the  little 
dividend  checks  which  they  may  get  from 
time  to  time. 

Mr.  HUMPHREY.  I  suggest  that  1 
year’s  operation  of  the  withholding 
would  tell  us  that  story. 

Mr.  MILLIKIN.  I  suggest  to  the  Sen¬ 
ator  that  1  year’s  real  operation  by  the 
Bureau  of  Internal  Revenue  in  really 
running  this  thing  down  and  putting 
some  of  the  big  evaders  in  jail  would 
stop  the  practice.  That  is  where  we 
are  told  the  largest  loss  is.  It  is  not 
down  below.  It  is  up  above.  If  we  were 
to  catch  some  of  the  people  who  are 
cashing  their  checks  and  not  accounting 
for  them,  and*  put  them  in  jail,  just  a 
couple  of  cases  would  put  an  end  to  a 
considerable  part  of  the  practice. 

Mr.  HUMPHREY.  The  optimism  of 
the  Senator  is  not  shared  by  the  enforce¬ 
ment  officers.  I  should  like  to  see  a 
harder  crackdown  on  this  sort  of  thing. 
I  was  one  of  those  who  joined  with  the 
Senator  from  Colorado  in  a  vote  on  the 
floor  of  the  Senate  to  provide  more  en¬ 
forcement  officers  for  the  Bureau  of  In¬ 
ternal  Revenue.  •  But  I  do  not  under¬ 
stand  how  we  could  expect  to  enforce 
dividend  collection  upon  thousands  of 
little  dividend  receivers. 

Twice  the  House  has  incorporated  this 
provision  in  a  bill.  Men  of  reason  there, 
just  as  we  have  men  of  reason  here,  men 
who  have  listened  to  the  testimony  there, 
just  as  we  have  listened  to  it,  twice  in  a 
row  have  placed  in  a  bill  a  provision  for 
dividend  withholding  and  corporate 
bond  interest  withholding.  Since  it  has 
been  tried  two  times  by  the  House,  why 
do  we  not  give  it  a  whirl  and  see  how  it 
will  work?  It  is  not  going  to^be  cata¬ 
strophic.  It  will  not  wreck  anyone  if  it 
does  not  work  well  the  first  year.  But 
if  it  will  produce  $300,000,000  of  revenue 
which  we  ought  to  get,  we  ought  to  try  it. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  I  believe  the  Senator  is 
making  a  strong  argument  for  dividend 
withholding.  I  believe  I  voted  for  the 
Senator’s  amendment  on  the  same  sub¬ 
ject  last  year.  Will  the  Senator  tell  me 
how  many  stockholders  there  are  in  this 
country? 

Mr.  HUMPHREY.  Approximately 
ten  million. 

Mr.  LONG.  What  did  the  Senator  say 
was  the  average  stock  dividend? 

Mr.  HUMPHREY.  One  hundred  dol¬ 
lars. 

Mr.  LONG.  If  the  average  stockhold¬ 
ing  amounts  to  about  $  1 00  in  value - 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  LONG.  Let  us  say  that  there  are 
10,000,000  stockholders,  and  that  the 
average  person  receives  a  dividend  of  $8 
a  year.  Possibly  he  receives  it  in  the 
form  of  quarterly  dividends,  $2  a  quar¬ 
ter.  He  would  owe  the  Government  20 
percent  of  the  dividend.  If  he  were  the 
average  person,  he  would  owe  the  Gov¬ 
ernment  about  40  cents  every  time  he 
received  a  dividend  check.  If  he  did  not 
report  the  income,  I  think  as  a  practical 
matter  we  simply  could  not  put  him  in 
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jail.  He  would  say  that  it  was  an  inad¬ 
vertence.  Not  a  jury  in  America  would 
send  a  man  to  the  penitentiary  for  not 
reporting  an  $8  dividend.  The  probabili¬ 
ty  is  that  he  would  say  that  he  forgot 
to  report  it — and  perhaps  he  did. 

Mr.  HUMPHREY.  He  probably  did. 

Mr.  LONG.  The  probability  also  is 
that  that  same  individual  is  a  wage 
earner  who  is  subject  to  withholding, 
and  for  that  reason,  having  nothing 
coming  to  him,  he  would  not  submit  a 
return,  thinking,  possibly,  that  he  did 
not  owe  the  Government  anything.  He 
would  have  a  pretty  good  argument  to 
make  before  a  jury.  It  would  make  the 
Government  look  pretty  ridiculous  to 
try  to  put  a  man  in  jail  because  he  did 
not  report  an  $8  dividend. 

Mr.  HUMPHREY.  Yet  if  enough  of 
these  little  dividends  are  not  reported, 
the  wage  earner  will  have  to  have  his 
earned  income  tax  rate  boosted  in  order 
to  make  up  for  the  loss  of  revenue. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  further  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  There  is  one  further  ques¬ 
tion  involved.  The  average  stockholder 
in  America  would  owe,  on  a  $8  dividend, 
a  tax  of  $2.  It  would  not  be  worth  the 
expense  of  sending  a  Federal  revenue 
agent  to  investigate  him  and  run  him 
down  and  find  the  $2  which  he  owed. 
The  overhead  would  probably  consume 
the  amount  of  money  we  might  collect. 

On  the  other  hand,  if  a  corporation 
has  as  many  as  200,000  stockholders,  if 
the  20  percent  is  collected  in  the  begin¬ 
ning,  we  have  the  money.  Most  of  the 
money  would  be  collected  through  a  sim¬ 
ple  bookkeeping  entry  by  the  corpora¬ 
tion  which  issued  the  check. 

Mr.  HUMPHREY.  Mr.  President,  I 
should  like  to  correct  a  statement  which 
I  made  a  moment  ago.  I  was  somewhat 
dubious  about  it  at  the  time.  I  stated 
that  there  were  10,000,000  stockholders, 
and  I  said  that  they  owned  an  average 
of  $100  worth  of  stock.  That  is  errone¬ 
ous.  They  receive  an  average  of  $100 
in  dividends  annually. 

Mr.  LONG.  That  makes  a  substantial 
difference.  Nevertheless,  it  would  be 
found,  with  regard  to  the  smaller  divi¬ 
dends,  which  would  represent  a  large 
portion,  that  the  small  amount  which 
would  come  in  would  hardly  make  it 
worth  while  for  a  Government  agent  to 
attempt  to  ferret  out  the  recipients  of 
the  dividends  and  see  that  they  paid 
their  taxes. 

Mr.  GEORGE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  GEORGE.  I  wish  to  call  the  Sen¬ 
ator’s  attention  to  this  fact,  which  is 
often  overlooked:  In  the  case  of  with¬ 
holding  on  wages,  the  wage  earner  is  en¬ 
titled  to  his  full  exemption.  That  is,  he 
is  entitled  to  all  the  statutory  exemptions, 
$600  for  himself,  $600  for  his  dependents, 
and  the  statutory  exemption  of  10  per¬ 
cent  where  he  does  not  itemize,  but  uses 
the  short  form. 

However,  this  20 -percent  proposal  is  on 
the  gross.  Let  me  illustrate  what  that 
would  mean  in  actual  practice.  Divi¬ 


dends  are  drawn  in  this  country  by  peo¬ 
ple  of  all  ages,  but  many  relatively  small 
dividends  are  drawn  by  old  people.  Take 
the  case  of  an  old  couple.  Let  us  assume 
that  they  have  an  income  of  $2,000  de¬ 
rived  wholly  from  dividends.  They  are 
both  past  65  years  of  age,  and  they  have 
an  exemption  of  $2,400.  They  do  not  owe 
a  penny  in  taxes,  but  under  this  harsh 
proposal  for  a  20  percent  tax  on  the  gross 
of  the  dividends,  a  total  tax  of  $400  would 
be  taken  from  those  citizens  who  are 
nontaxpayers,  and  they  would  probably 
have  to  wait  for  several  months  and  go 
to  the  trouble  of  filing  a  petition  for  a  re¬ 
fund,  or  make  a  return  showing  that 
they  were  not  liable  for  taxes.  I  think 
the  Senator  might  be  surprised  if  he 
could  look  through  my  mail  and  see  the 
large  number  of  communications  from 
men  and  women  who  say,  “We  have  pass¬ 
ed  the  age  of  65.  We  are  70,  and  we  have 
a  small  amount  coming  in — $1,000  or 
$1,100.  To  take  that  large  a  tax  out  of 
our  gross  income  would  reduce  us  to  a 
very  sad  state,  until  we  could  in  some  way 
get  the  Treasury  to  make  a  refund.” 

The  distinguished  Senator  from  Colo¬ 
rado  [Mr.  Millikin]  has  emphasized  the 
fact  that  we  have  no  dependable  cross- 
section  sampling  on  this  very  impor¬ 
tant  question.  The  distinguished  Sen¬ 
ator  from  Colorado  may  have  called 
attention  to  the  fact,  but,  if  not,  I  am 
sure  he  will  recall  that  even  after 
we  went  into  executive  session,  we 
brought  before  the  committee  men  from 
the  Bureau  who  make  these  tests.  The 
tests  were  run  in  such  a  way  as  to  leave 
me  wholly  unconvinced  that  they  were 
sufficiently  trustworthy  for  us  to  reach 
any  firm  decision  or  take  any  defensible 
position  as  to  just  what  a  thorough 
sampling  might  show  with  regard  to 
dividend  withholding.  It  is  not  the  pur¬ 
pose,  of  course,  to  try  to  protect  any 
dividend  recipient.  That  was  not  the 
reason  why  the  committee  did  not  in¬ 
clude  this  provision. 

Mr.  HUMPHREY.  No. 

Mr.  GEORGE.  If  the  committee 
could  be  sure  that  it  was  needed,  in  the 
first  place ;  secondly,  that  other  methods 
would  not  be  quite  as  effective;  and  third, 
if  we  could  work  out  some  program  un¬ 
der  which  recipients  who  are  nontax¬ 
payers  could  be  protected  against  the 
rather  harsh  remedy  of  withholding  a 
certain  percentage  of  the  gross  total  div¬ 
idend  receipts,  the  committee  would  be 
entirely  willing  to  go  along  with  the  pro¬ 
posal. 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor  from  Georgia.  I  have  had  many  dis¬ 
cussions  with  representatives  of  the 
Treasury  Department  on  this  subject. 
They  were  of  the  opinion  that  the  sam¬ 
pling  was  reasonably  adequate.  They 
were  also  of  the  opinion  that  the  sums 
of  money  which  have  been  bandied  about 
as  estimates  are  very  conservative.  I  can 
fully  realize  this  problem.  I  feel  that 
this  is  something  that  we  ought  to  thrash 
out  here  in  debate.  We  shall  offer  an 
amendment  and  get  the  vote  of  our  col¬ 
leagues.  We  hope  to  win.  It  is  pat¬ 
ently  clear  that  there  is  some  substantial 
loss  in  revenue.  How  we  can  best  cor¬ 


rect  that  situation  is  the  question.  For 
the  moment  the  solution  seems  to  be 
dividend  withholding. 

I  would  point  out  to  the  Senator  from 
Georgia  that  when  the  Treasury  Depart¬ 
ment  was  working  with  certain  corpora¬ 
tions  they  did  not  want  to  accept  a 
dividend-withholding  plan  because  they 
did  not  desire  to  calculate  exemptions, 
and  so  forth.  They  wanted  20  percent 
on  the  gross,  not  20  percent  on  a  net 
figure.  It  would  be  impossible  to  make 
such  calculation  without  tremendous 
bookkeeping  procedure. 

Mr.  MILLIKIN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  MILLIKIN.  Something  was  said 
by  the  distinguished  Senator  from  Lou¬ 
isiana  [Mr.  Long!  about  putting  people 
in  jail.  He  has  given  me  the  impression 
that  possibly  he  misunderstood  what  I 
said.  I  do  not  want  to  put  people  in 
jail,  certainly  not  the  people  in  the  low 
income  brackets  who  do  not  owe  any  in¬ 
come  tax.  I  pointed  out  that  under  the 
testimony  of  the  Treasury  Department 
the  big  violators  are  among  the  big  in¬ 
come  receivers.  In  that  group  there  are 
a  great  many  people  who  hire  bookkeep¬ 
ers  and  auditors.  When  they  catch  such 
people  taking  a  check  and  sneaking  it  to 
the  bank  and  getting  the  money  for  it 
without  entering  it  in  their  accounts  I 
suggested  that  they  be  put  in  jail,  or  at 
least  enough  of  them  to  stop  that  prac¬ 
tice. 

Mr.  LONG.  I  am  glad  to  have  the 
correction  made  by  the  Senator  from 
Colorado.  Nevertheless,  it  would  seem 
to  the  junior  Senator  from  Louisiana 
that  we  should  also  make  sure  that  we 
collect  the  taxes  due  even  from  those 
who  are  receiving  small  dividends.  If 
taxes  are  due  from  those  persons  they 
should  be  made  to  pay  them.  As  a  prac¬ 
tical  matter,  those  receiving  very  small 
dividends  would  owe  only  a  very  small 
amount,  and  we  could  hardly  expect 
them  to  be  subject  to  any  criminal  lia¬ 
bility  of  any  consequence,  because  of  the 
fact  that  the  jury  would  be  very  sympa¬ 
thetic  to  a  small  taxpayer  who  would 
be  prosecuted  for  a  very  small  amount 
due,  like  a  dollar  or  two. 

Mr.  MILLIKIN.  I  am  in  complete 
sympathy  with  such  people,  and  I  should 
like  to  be  on  the  jury  so  that  I  could 
acquit  them. 

Mr.  LEHMAN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  LEHMAN.  I  think  there  is  much 
In  what  the  Senator  from  Minnesota  has 
said,  and  there  is  a  great  deal  to  what 
the  distinguished  chairman  of  the  Com¬ 
mittee  on  Finance  has  stated.  I  wish 
to  point  out  to  the  Senator  from  Louisi¬ 
ana  that  under  a  system  of  withholding 
there  would  be  no  question  whatever  of 
proceeding  criminally  against  anyone, 
because  the  tax  would  be  withheld  by 
the  corporation,  either  for  dividends  or 
for  corporate  interest.  There  could  be 
no  question  of  any  criminal  action. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 
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Mr.  LONG.  I  believe  we  are  talking 
about  two  different  things.  There 
would  be  many  taxpayers  who  would 
have  a  liability  in  addition  to  the  amount 
withheld,  because  many  taxpayers  would 
owe  not  only  20  percent,  but  over  and 
above  that  amount,  because  they  might 
be  put  into  a  30  or  40  percent  bracket, 
and  thereby  they  would  owe  an  addi¬ 
tional  tax  liability  on  their  dividends. 

Mr.  HUMPHREY.  That  is  correct. 
I  thank  both  the  Senator  from  New 
York  and  the  Senator  from  Louisiana, 
and  of  course,  I  am  grateful  to  the  dis¬ 
tinguished  chairman  of  the  committee 
and  the  ranking  minority  member  of  the 
committee,  the  distinguished  Senator 
from  Colorado,  for  their  comments. 
That  is  the  way  in  which  the  Senate  gets 
information. 

D.  ESTATE  AND  GIFT  TAXES 

I  should  like  to  say  a  few  words  about 
estate  and  gift  taxes.  I  have  prepared 
a  statement  which  I  shall  skim  through, 
but  which  I  shall  ask  to  have  incorpo¬ 
rated  in  the  Record.  I  ask  unanimous 
consent  to  have  a  5 -page  statement  on 
estate  and  gift  taxes  incorporated  in  the 
Record  as  part  of  my  remarks. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

D.  Estate  and  Gift  Taxes 

Except  for  the  estate  and  gift-splitting 
provisions  which  were  enacted  in  1948,  the 
estate  and  gift  taxes  have  remained  un¬ 
touched  since  1942.  The  opportunities  to 
avoid  high-transfer  taxes  by  placing  prop¬ 
erty  in  trust  or  making  gifts  still  remain 
open  for  those  who  have  skilled  legal  coun¬ 
sel.  The  1948  provisions,  moreover,  under¬ 
cut  substantially  the  effectiveness  of  the 
already  weakened  rate  structures  of  these 
taxes.  In  their  present  state,  the  estate  and 
gift  taxes  are  no  more  than  a  mere  append¬ 
age  of  the  tax  system — they  raise  less  than  a 
billion  dollars  out  of  a  total  of  $61,000,000,000 
this  year  during  a  period  when  income  taxes 
have  increased  eighteenfold  since  1939. 

The  weakness  of  the  present  estate  taxes 
Is  due  to  the  fact  that,  while  all  other  taxes 
were  increased  very  substantially  in  the 
1940’s,  the  estate-  and  gift-tax  rates  and 
exemptions  remained  the  same.  The  exemp¬ 
tion  for  estates  remains  $60,000  and  the  life¬ 
time  exemption  for  gifts  remains  $30,000. 
In  addition,  the  1948  amendments  permitted 
married  persons  to  exclude  one-half  of  their 
gifts  from  the  tax  base  and  the  estates  of 
decedents  who  were  married  at  death  are 
allowed  deductions  for  one-half  of  the  total 
estate  if  it  is  transferred  to  a  spouse,  thus 
in  effect  doubling  the  exemption.  These 
splitting  provisions  gutted  whatever  effec¬ 
tiveness  the  estate  tax  may  have  had  even  at 
the  low  rates  that  applied  at  that  time. 
Their  effect  was  to  decrease  the  total  estate- 
tax  yield  by  a  third.  Before  the  1948  amend¬ 
ments  a  $10,000,000  estate  of  a  decedent  who 
was  married  at  death  paid  an  estate  tax  of 
$5,000,000.  As  a  result  of  the  1948  amend¬ 
ments  that  tax  was  reduced  to  $2,000,000  if 
one-half  the  estate  was  transferred  to  the 
spouse,  a  reduction  of  60  percent. 

Keeping  the  estate  and  gift  taxes  ineffec¬ 
tive  at  a  time  when  we  must  increase  the 
burdens  on  low-  and  fixed-income  groups 
who  are  barely  able  to  make  ends  meet  is 
unconscionable.  The  primary  objective  of 
the  gift  and  death  taxes  is  to  prevent  ac¬ 
cumulation  of  vast  estates  and  to  reduce  the 
tremendous  inequality  of  wealth.  Although 
we  have  had  an  estate  tax  since  1916  and  a 
gift  tax  since  1932,  there  has  been  little 
apparent  reduction  in  the  vast  fortunes  and 


in  the  concentration  of  control  of  private 
wealth  in  the  United  States.  This  demon¬ 
strates  how  ineffective  a  tax  can  be  when 
loopholes  are  provided  to  escape  from  it. 

It  is  disappointing  that  the  Finance  Com¬ 
mittee  did  not  see  fit  to  look  into  the  estate 
and  gift  taxes  as  a  means  of  raising  revenue 
at  this  time.  I  believe  that  we  should  not 
allow  a  tax  bill  to  go  through  without  an 
adjustment  in  this  area.  I  intend  to  intro¬ 
duce  amendments  which  would  (a)  repeal 
amendments  of  the  Revenue  Act  of  1948; 
(b)  increase  the  tax  on  estates  and  gifts  by 
15  percent;  and  (c)  cut  the  exemptions  in 
one-half.  In  total  these  amendments  would 
raise  $600,000,000  which  are  vitally  needed 
at  this  time  to  pay  for  defense  commitments. 

This  figure  is  about  half  of  the  reserve 
which  the  committee  has  recommended  be 
raised  by  excise  taxes — burdens  which  fall 
mainly  on  low-  and  moderate-income  groups. 
Closing  these  loopholes  would  more  than 
make  up  for  the  $488,000,000  to  be  raised 
through  manufacturer-excise  taxes. 

I  ask  that  a  table  found  on  page  96  of 
Senate  Finance  Committee  Report  No.  781 
be  incorporated  at  this  point  in  the  Record. 


(In  millions] 


- 

House 

bill 

Committee 

bill 

Gasoline,  and  Diesel  fuel  used 
by  highway  vehicles . 

$220 

$210 

Passenger  cars,  motorcycles 
and  house  trailers..  . 

196 

189 

Automobile  trucks,  busses, 
and  truck  trailers  _ . 

61 

61 

Automotive  parts  and  acces¬ 
sories . . . . 

56 

56 

Tires  on  toys,  etc . 

-i 

-i 

Electric,  gas,  and  oil  appli¬ 
ances _ _ _ 

18 

69 

Navigation  receivers  sold  to 
the  U.  S.  Government _ 

None 

None 

Refrigeration  equipment . 

0 

Negligible 

Sporting  goods . 

Negligible 

Negligible 

Photographic  apparatus  and 
film.  ...  . . 

—23 

-5 

Electrical  energy . . 

—4 

-4 

Fountain  pens,  ball-point 
pens,  and  mechanical  pen¬ 
cils . . . .  .. 

24 

12 

Cigarette,  cigar,  and  pipe 
lighters _ 

0 

1 

Total . 

447 

488 

It  describes  the  effect  of  the  manufactur¬ 
ers  excise  tax  in  specifics.  I  likewise  bring 
to  the  attention  of  the  Senate  that  in¬ 
cluded  in  the  consumer  items  on  which  addi¬ 
tional  excise  taxes  are  to  be  levied  under 
the  committee  bill  are  the  following  18 
items:  (1)  Electric  vacuum  cleaners,  (2) 
electric  washing  machines,  (3)  electric  gar¬ 
bage  disposal  units,  (4)  exhaust  blowers, 
(5)  electric  belt-driven  fans,  (6)  electric  or 
gas  clothes  driers,  (7)  electric  door  chimes, 
(8)  electric  dehumidifiers,  (9)  electric  dish¬ 
washers,  (10)  electric  floor  polishers  and 
waxers,  (11)  electric  food  choppers  and  grind¬ 
ers,  (12)  electric  hedge  trimmers,  (13)  elec¬ 
tric  ice-cream  freezers,  (14)  electric  man¬ 
gles,  (15)  electric  motion-  or  still-picture 
projectors,  (16)  electric  pants  pressers,  (17) 
power  lawn  mowers,  (18)  electric  sheets  and 
spreads. 

I  again  repeat,  Mr.  President,  that  at  a 
time  when  the  American  Congress  is  plac¬ 
ing  heavier  tax  burdens  on  the  American 
consumer  through  heavy  excise  taxes  and  on 
the  American  workingman,  farmer,  and 
small-business  man,  the  bill  before  us  would 
grant  special  tax  privileges  to  the  few  in 
the  form  of  estate-  and  gift-tax  loopholes.  I 
-see  no  justice  in  this. 

Mr.  HUMPHREY.  Mr.  President, 
briefly,  what  the  statement  says  is  that 
when  we  altered  the  estate-  and  gift-tax 
laws  in  1948  through  a  series  of  amend¬ 
ments  the  laws  were  very  much  weak¬ 
ened,  thereby  cutting  down  sizable 
sources  of  revenue.  My  argument  is 


this:  Regardless  of  whether  estate  and 
gift  taxes  are  pretty  rough  on  the  per¬ 
son  who  has  to  pay  them,  the  fact  re¬ 
mains  that  if  we  raise  corporate  taxes 
and  individual  income  taxes  and  do  not 
touch  estate  and  gift  taxes  we  will  not 
bring  up  the  tax  floor  equitably.  We 
may  bring,  up  the  living  room  side  of  it, 
or  the  dining  room  side  of  it,  but  we 
would  leave  the  kitchen  side  down.  We 
must  bring  up  that  part  of  it,  too.  That 
was  my  argument  on  capital  gains.  The 
amendments  placed  in  the  law  regard¬ 
ing  estate  and  gift  taxes  resulted  in  a 
substantial  reduction  in  revenue.  We 
have  lost  a  considerable  amount  of  rev¬ 
enue.  If  it  were  not  for  the  1948  amend¬ 
ments  it  is  estimated  that  we  could  raise 
$600,000,000. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  Actually,  is  it  not  true 
that  the  class  of  people  who  are  paying 
the  estate  and  gift  taxes  are  those  who 
have  the  greatest  interest  in  the  cap¬ 
italistic  system? 

Mr.  HUMPHREY.  ,Yes. 

Mr.  LONG.  Because  as  a  class  that 
group  receives  most  from  the  capital¬ 
istic  system  and  puts  up  a  relatively 
smaller  amount  of  tax  in  order  to  re¬ 
ceive  the  full  benefit  of  the  leisure  and 
enjoyment  of  wealth  and  private  prop¬ 
erty,  which  many  Americans  give  their 
lives  to  defend  without  fully  enjoying. 

Mr.  HUMPHREY.  The  Senator  from 
Louisiana  is  right.  He  has  n^ade  a  very 
telling  point  about  those  who  have  the 
real  stake  in  the  continuation  of  a  free 
economy,  and  who  have  a  very  real  stake 
in  terms  of  the  kind  of  industrial  system 
we  have. 

Mr.  LONG.  Since  so  much  of  our  ex¬ 
penditures  are  directed  toward  prevent¬ 
ing  our  country  from  being  taken  over 
by  our  enemies  or  by  a  Communist  form 
of  government,  those  who  stand  to  lose 
the  most  certainly  should  be  willing  to 
bear  their  fair  share  of  the  expense  of 
maintaining  the  capitalistic  system. 

Mr.  HUMPHREY.  Yes.  It  is  my 
purpose  to  offer  an  amendment  which 
would  repeal  that  provision  in  the  tax 
law,  increase  taxes  by  15  percent,  and 
cut  the  exemption  in  half.  According 
to  the  Treasury  Department  it  would 
raise  $600,000,000.  We  must  close  the 
loopholes.  We  have  an  alternative,  of 
course.  When  we  raise  money  we  must 
make  up  our  minds  where  we  &re  going. 

Are  we  going  to  revise  our  gift  and 
estate  taxes  in  the  wealthiest  nation  of 
the  world — I  repeat,  Mr.  President,  in 
the  wealthiest  nation  in  the  world — or 
are  we  going  to  put  excise  taxes  on  man¬ 
ufactured  items?  What  kind  of  items 
are  they?  For  example,  an  excise  tax 
is  levied  on  the  18  items  which  are  in¬ 
cluded  in  the  pages  which  have  been 
printed  in  the  Record. 

Let  us  take  vacuum  cleaners.  Who 
generally  buys  the  vacuum  cleaner?  It 
is  bought  by  the  average  American  citi¬ 
zen.  My  family  bought  one  very  re¬ 
cently.  It  does  seem  to  be  very  equita¬ 
ble,  since  we  are  really  pulling  hard  to 
get  the  revenue  for  our  defense  efforts, 
to  have  at  least  some  increase  in  estate 
and  gift  taxes  rather  than  have  Mrs. 
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Jones  pay  a  little  excise  tax  on  an  elec¬ 
tric  vacuum  cleaner.  Under  the  com¬ 
mittee  bill  $488,000,000  would  be  collected 
on  such  items. 

For  example,  let  us  take  electric  wash¬ 
ing  machines.  When  did  they  become  a 
luxury?  I  invite  the  careful  attention  of 
the  Senate  to  my  comments  on  excise 
statements  in  the  statement  incorpo¬ 
rated  in  the  Record. 

Mr.  KERR.  Mr.  President,  would 
the  Senator  from  Minnesota  yield  for 
the  purpose  of  having  a  quorum  call? 

Mr.  HUMPHREY.  I  shall  be  delighted 
to  do  so. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  there  may  be  a 
quorum  call  without  the  Senator  from 
Minnesota  losing  his  right  to  the  floor. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  KERR.  Mr.  President,  I  suggest 
the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for  a 
quorum  call  be  rescinded  and  that  fur¬ 
ther  proceedings  under  the  call  be 
suspended. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Oklahoma?  The  Chair  hears 
none,  and  it  is  so  ordered. 

E.  MULTIPLE  EXEMPTIONS  FOR  MULTIPLE 
CORPORATIONS 

Mr.  HUMPHREY.  Mr.  President,  I 
thank  my  friend,  the  Senator  from  Okla¬ 
homa,  for  giving  me  the  benefit  of  a 
quorum  call.  It  is  very  much  appreci¬ 
ated.  I  shall  try  to  move  along  now  into 
another  area  of  the  tax  bill.  As  we  open 
up  these  areas  of  the  tax  bill,  it  becomes 
evident  that  even  taxation  can  be  inter¬ 
esting.  These  tax  details  and  technical¬ 
ities  take  on  life  once  one  starts  to  look 
into  them  to  see  how  they  apply  to  the 
economy  and  to  the  individuals  con¬ 
cerned. 

I  should  like  to  discuss,  merely  for  the 
moment,  the  multiple  exemption  for 
multiple  corporations.  That  is  quite  a 
bit  of  terminology.  It  is  a  mouthful. 
But  it  has  an  interesting  story  in  it. 

Jn  order  to  tax  individuals  and  cor¬ 
porations  on  the  basis  of  their  ability  to 
pay,  the  income-tax  laws  have  always 
made  some  exemptions  for  people  and 
corporations  with  very  small  or  relatively 
small  incomes.  This  again  is  a  matter  of 
policy.  To  promote  competitive  enter- 
_ prise,  to  recognize  the  principle  of  abil¬ 
ity  to  pay,  we  have  made  certain  exemp¬ 
tions  for  people  and  corporations  who 
are  small  in  terms  of  their  incomes. 
Each  individual  is  exempt  from  tax  on 
the  first  $600  of  his  income.  Thus,  a  per¬ 
son  whose  income  is  only  $600  pays  no 
tax.  This  is  pimple  equity. 

The  same  principle  of  alleviating  the 
tax  on  the  very  small  corporation  from 
tax  has  always  been  followed  under  the 
income-tax  laws.  All  corporations  are 
subject  to  a  normal  tax  of  25  percent,  but 
those  with  profits  of  less  than  $25,000 
are  exempt  from  the  surtax  of  22  percent, 
under  the  present  law. 


The  purpose  is  to  avoid  making  small 
and  new  corporations  pay  the  general 
rate  of  47  percent  which  is  applicable  to 
large  corporations.  In  addition,  a  mini¬ 
mum  of  $25,000  of  the  income  of  each 
corporation  is  exempt  from  the  excess- 
profits  tax.  This,  again,  as  I  say,  is  a 
policy  decision  on  the  part  of  the  Gov¬ 
ernment  to  have  the  Congress  promote 
the  development  of  economic  enterprise; 
and  I  certainly  concur  in  that  policy 
decision. 

Suppose,  however,  that  a  corporation 
earning  $250,000  wants  to  escape  the  in¬ 
come  and  excess-profits  tax.  If  the  cor¬ 
poration’s  business  can  be  subdivided 
into  10  components,  10  little  entities, 
the  corporation  can  divide  like  an 
amoeba,  into  10  new  corporations,  each 
of  which  then  has  an  income  of  only 
$25,000,  a  neat  trick  if  one  can  make  it 
work.  None  of  the  components  of  the 
corporation  pays  any  surtax  or  excess- 
profits  tax.  This  applies  pretty  much  in 
the  chain-store  area.  If  there  is  a  cor¬ 
poration  which  can  divide  itself  up,  as 
I  said,  like  the  amoeba,  by  simply  split¬ 
ting  off,  and  continuing  to  split,  and  if 
there  is  a  $250,000  integrated  corpora¬ 
tion,  it  can  be  divided  up  into  10  pack¬ 
ages  of  $25,000  apiece,  and  it  is  unneces¬ 
sary  to  pay  any  surtax,  and  it  is  unneces¬ 
sary  to  pay  any  excess-profits  tax. 

I  say  that  that  kind  of  loophole  in  the 
tax  law  leads  one  into  temptation.  I 
am  not  going  to  say  that  every  corpora¬ 
tion  does  this — not  by  a  long  shot,  be¬ 
cause  I  happen  to  have  great  respect  for 
the  people  who  manage  our  business  en¬ 
terprises — but  occasionally  someone  be¬ 
comes  a  little  hungry,  his  appetite  gets 
the  best  of  him,  and  this,  after  a  fash¬ 
ion,  is  an  opportunity  to  satisfy  that 
appetite. 

To  take  an  example  which  I  have  used, 
and  I  take  it  because  it  is  one  that  I 
know  would  not  carry  out  such  a  plan, 
and  I  want  it  perfectly  clear  that  I  make 
no  reference  to  the  company  in  any  de¬ 
rogatory  terms — imagine  a  company  like 
the  Atlantic  &  Pacific  Tea  Co.  It  has 
5,000  stores  throughout  the  country. 
Under  existing  law,  A.  &  P.  might  be  able 
to  incorporate  into  separate  subsidiaries 
each  of  its  stores.  After  all,  a  grocery 
store  is  a  separate  entity  in  a  sense. 
Many  individual  grocery  stores  are  sep¬ 
arate  corporations — and,  by  the  way, 
they  are  generally  supermarkets.  A.  &  P. 
might  be  able  to  make  a  good  case  for 
the  proposition  that  it  was  entitled  to  in¬ 
corporate  each  of  the  5,000  stores  sepa¬ 
rately,  and  thereby  A.  &  P.  could  multiply 
the  $25,000-exemption  5,000  times  and 
theoretically,  at  least,  be  exempt  from 
surplus  and  excess-profits  taxes  of  $125,- 
000,000.  I  do  not  think  they  ever  would 
do  it;  indeed,  I  am  confident  of  it.  There 
is  no  evidence  to  lead  us  to  believe  that 
they  ever  would  contemplate  such  a 
move,  but  I  say  that  within  the  law  as  it 
now  is,  it  is  possible  to  do  that. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  I  am  much  inter¬ 
ested  in  the  Senator’s  analogy  that  the 
splitting  of  corporations  is  similar  to  the 
splitting  of  an  amoeba.  As  I  remember, 
the  amoeba  is  the  lowest  form  of  animal 


life,  and  to  the  degree  that  there  has 
been  an  evolution  of  animal  life  it  has 
been  up  from  the  amoeba  to  a  more  com¬ 
plicated  animal  structure.  What  the 
Senator  is  trying  to  prevent  is  having 
life  go  back  into  the  amoeba  stage. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  The  Senator  is  try¬ 
ing  to  prevent  devolution  and  to  pro¬ 
mote  evolution. 

Mr.  HUMPHREY.  That  is  correct. 
The  Senator  from  Illinois  not  only  puts 
it  persuasively,  but  it  puts  it  eloquently. 
He  has  a  great  knowledge  of  the  natural 
sciences,  which  makes  this  debate  sort  of 
bubble  along. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  LONG.  I  suppose  it  is  in  line 
with  the  Senator’s  argument  that  a  cor¬ 
poration  might  have  wells  in  different 
fields,  and  in  every  field  where  it  had 
wells  producing  no  more  than  about 
$25,000  a  year  they  could  simply  split 
that  part  off  into  a  separate  corporation 
and  thereby  avoid  the  excess-profits  tax. 

Mr.  HUMPHREY.  I  think  that  is  pos¬ 
sible.  It  is  certainly  a  loophole.  When 
we  raise  the  income-tax  rate  and  the 
earned-income  rate  we  must  shut  these 
doors,  because  the  tendency  is  to  crowd 
people  into  illicit  practices.  What  cor¬ 
poration  likes  to  pay  such  a  tax?  I 
do  not  blame  them  for  not  liking  it, 
but  it  is  a  very  necessary  tax.  If  we 
leave  these  little  breaks  in  the  building 
of  our  tax  structure  someone  tries  to 
sneak  through.  Let  us  nail  this  thing 
down  so  that  that  cannot  happen. 

Mr.  LONG.  Certainly  the  Senator 
would  not  blame  any  attorney  if  the 
attorney  could  point  out  to  a  client  that 
by  breaking  one  corporation  up  into 
three  corporations  having  the  same 
stockholders  in  each  corporation  and 
having  three  boards  of  directors  they 
could  save  $10,000  or  $15,000  in  taxes 
for  themselves  and  for  their  stockhold¬ 
ers.  The  attorney  could  not  do  any¬ 
thing  other  than  to  advise  his  clients 
that  that  could  be  done.  After  all,  an 
attorney  is  paid  to  advise  his  clients  as 
to  the  law  and  what  they  can  do  under 
certain  circumstances  and  conditions. 

Mr.  HUMPHREY.  I  know  that  under 
existing  law,  passed  in  1944,  section  129 
of  the  Internal  Revenue  Code,  the  Con¬ 
gress  has  authorized  the  Commissioner 
to  disallow  exemptions  where  corpora¬ 
tions  are  spawned  purely  for  tax  avoid¬ 
ance  purposes. 

However,  where  the  business  can  show 
even  some  minor  business  purpose  for 
splitting  its  business  into  several  corpo¬ 
rations,  the  Tax  Court  has  stopped  the 
Commissioner  from  disallowing  these  ex¬ 
emptions.  Alcorn  Wholesale  Company 
et  al.  v.  Comm’r  (16  T.  C.  No.  10  (1951) ) , 
grocery  chain  operating  in  five  different 
towns  in  Mississippi  split  into  five  differ¬ 
ent  corporations;  Berland’s,  Inc.,  of 
South  Bend  (16  T.  C.  24  (1951) )— chain 
of  retail  shoe  stores  consisting  of  51 
existing  branches.  Twenty-two  of  the 
branches  were  separately  incorporated 
and  22  separation  exemptions  thereby 
obtained. 

As  we  increase  the  rate  we  must  be 
sure  that  we  do  not  have  any  soft  spots 
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where  there  is  an  invitation  to  push 
through.  It  is  like  bringing  up  a  family 
in  a  metropolitan  area  where  tempta¬ 
tion  is  much  greater  than  it  would  be  in 
a  serene  rural  area.  The  father  and 
mother  have  a  greater  responsibility. 

We  are  getting  into  a  complex  tax 
structure  with  very  heavy  rates,  and  we 
must  make  it  crystal  clear  and  be  sure 
that  we  do  not  leave  a  lot  of  loopholes 
that  someone  can  go  through  or  even 
peep  into. 

Mr.  LONG.  The  point  I  was  making 
to  the  junior  Senator  from  Minnesota 
was  that  we  certainly  should  not  blame 
anyone  for  avoiding  taxes  if  he  can  do  it 
legally.  It  is  our  job  to  see  that  where 
the  tax  is  due  there  is  not  a  legal  method 
of  avoiding'  it. 

Mr.  HUMPHREY.  A  number  of  mul¬ 
tiple  corporations  were  created  for  good 
business  reasons  and  have  existed  in  di¬ 
vided  form  for  a  long  time,  and,  as  such, 
they  are  performing  a  good  business  pur¬ 
pose.  Long  before  there  was  any  tax  ad¬ 
vantage  in  dividing  a  business  into  a  vast 
network  of  separate  corporations,  I  know 
that  we  had  the  problem  of  giant  chains 
and  giant  interlocking  corporations.  I  do 
not  say  that  the  tax  laws  should  be  in¬ 
voked  to  prohibit  such  corporations  from 
spawning  new  corporations.  All  I  say  is 
that  the  tax  laws  should  be  corrected 
when  they  encourage  and  give  enormous 
tax  advantage  to  these  multiple,  multi¬ 
headed  giants. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Is  not  the  Senator 
endeavoring  really  to  carry  out  the  in¬ 
junction  in  the  Lord’s  Prayer,  in  which 
our  Saviour  said,  “Lead  us  not  into 
temptation,  but  deliver  us  from  evil?” 

Mr.  HUMPHREY.  That  is  correct. 
The  Senator  has  not  only  refreshed  this 
debate  by  his  observations  upon  the 
sciences,  but  now  he  goes  into  the  spirit¬ 
ual  realm.  I  did  not  know  we  would  come 
to  that  so  soon. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MORSE.  I  should  like  to  file  a 
caviat  in  objection  to  the  observation  of 
the  Senator  from  Louisiana  [Mr.  Long], 
If  I  caught  correctly  his  observation,  it 
was  that  we  do  not  object  to  anyone 
avoiding  the  payment  of  taxes  if  he  can 
do  so  legally.  I  want  the  Record  to  show 
that  I  object  to  that  practice  and  have 
objected  to  it  under  a  great  many  cir¬ 
cumstances. 

Later  on  I  desire  to  discuss  at  some 
length  what  I  think  the  charitable  trust 
is  doing  to  this  country  in  the  tax  field. 
It  has  become  a  legal  racket.  Under  the 
guise  of  the  legality  of  the  charitable 
trust  we  are  encouraging  many  people 
to  cheat  the  Government.  Too  many 
people  are  abusing  the  legality  of  the 
charitable  trust,  and  we  must  take  steps 
to  plug  up  that  loophole.  As  a  lawyer, 
let  me  say  that  I  have  advised  clients 
who  wanted  to  use  this  device  that  I 
would  not  be  a  party  to  developing  a 
charitable  trust  for  them,  because  I  did 
not  think  they  could  do  it  legally  and 
within  the  letter  of  the  law.  I  knew  that 
in  their  own  hearts  their  motive  was  to 


cheat,  to  do  something  which  they  knew 
under  the  economic  circumstances  of  the 
case  was  morally  wrong. 

Mr.  HUMPHREY.  The  Senator  from 
Minnesota  fully  understands  that  when¬ 
ever  someone  engages  in  one  of  these  im¬ 
moral  or  unethical  practices,  someone 
else  has  to  pay  a  larger  tax.  If  some 
group  can  get  by  without  paying  the 
$50,000,000  they  ought  to  pay,  someone 
else  must  pay  that  sum.  We  cannot 
escape  paying  the  fiddler.  We  are  build¬ 
ing  for  ourselves  a  great  defense  struc¬ 
ture  for  the  purpose  of  maintaining  our 
system  of  Government  and  our  way  of 
life,  and  Congress  has  authorized  ap¬ 
propriations  and  has  ordei’ed  the  Gov¬ 
ernment  to  move  ahead  in  building,  a 
bulwark  which  will  be  absolutely  irresis¬ 
tible  and  insurmountable.  That  cannot 
be  done  without  paying  the  fiddler.  If 
someone  does  not  pay  his  share  of  the 
bill,  then  someone  else  has  to  pay  more 
than  his  share.  That  is  the  simple  truth 
of  the  matter.  I  am  not  pleading  that 
any  Senator,  any  worker,  any  doctor, 
lawyer,  or  clergyman  should  have  his 
taxes  redr^ced.  No  man  can  stand  be¬ 
fore  his  country  and  say  our  burdens 
will  be  less.  I  am  simply  saying  that  all 
should  shoulder  the  burden  equally,  equi¬ 
tably,  and  fairly  and  I  do  not  like  to  see 
a  lot  of  tricky  plays,  smooth  plays,  by 
means  of  which  somebody  can  get  by 
without  paying  his  fair  share.  It  is  not 
morally  right,  and  at  this  time,  in  terms 
of  patriotic  devotion  to  the  Nation,  it  is 
definitely  wrong  to  permit  it. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield.* 

Mr.  MORSE.  As  a  preface  to  our 
forthcoming  debate  on  the  charitable 
trust  situation,  which  will  be  a  very 
lengthy  one,  I  assume,  I  wish  to  asso¬ 
ciate  myself  with  the  fine  principles  the 
Senator  from  Minnesota  has  just  enun¬ 
ciated.  I  think  the  principle  he  set  forth 
in  his  last  remarks  is  a  great  tribute  to 
his  statesmanship.  I  should  like  to 
know  if  he  agrees  with  me  that  a  church 
or  a  college  or  a  so-called  charitable  in¬ 
stitution  that,  separate  and  distinct  from 
its  college  activities  or  its  church  activi¬ 
ties  or  its  charitable  activities,  owns  a 
business,  as  it  is  now  permitted  to  do 
under  the  charitable  trust  provision  in 
the  present  law  and  in  the  laws  of  many 
States,  or,  let  us  say,  owns  an  office 
building  in  some  adjoining  city  from 
which  it  receives  a  large  income  each 
year,  but  in  regard  to  which  it  is  exempt 
from  paying  taxes,  furnishes  a  good  il¬ 
lustration  of  an  institution  placing  a 
burden  on  other  groups.  It  operates  a 
business  enterprise  on  which  it  does  not 
pay  taxes,  but  on  which  it  ought  to  pay 
taxes,  because  it  gets  police  protection, 
fire  protection,  and  all  the  other  serv¬ 
ices  that  go  into  tax  costs.  Is  it  not  a 
good  example  of  the  advantage  which 
can  be  takeh  of  a  tax  loophole  of  that 
kind,  when  by  what  might  be  an  immoral 
act,  if  one  considers  the  morality  of  the 
situation,  some  crunches,  some  lodges, 
some  hospitals,  some  charitable  institu¬ 
tions,  are  really  operating  today  at  the 
expense  of  all  the  taxpayers  of  the 
Nation? 


Mr.  HUMPHREY.  What  I  have  been 
trying  to  prove  all  day — I  do  not  know 
with  what  success,  but  I  have  endeavored 
to  present  the  case  to  the  best  of  my 
ability — is  that  the  further  the  tax  rates 
are  pushed  up,  the  greater  is  the  tempta¬ 
tion  to  avoid  taxes  and  the  greater  is  the 
opportunity  for  those  who  can  perfect 
devices  to  avoid  taxes.  Therefore,  Con¬ 
gress  owes  it  to  every  citizen  to  cover  the 
weak  points  once  and  for  all,  to  slap  on 
top  of  them  another  board  to  pin  them 
down  so  nobody  can  sneak  through,  be¬ 
cause  he  must  think  of  what  “will  hap¬ 
pen  when  we  get  through  with  this  tax 
bill.  I  say  “this  tax  bill,”  but  does  any¬ 
body  believe  this  tax  bill  is  the  end  of 
what  we  are  going  to  do  about  taxation? 
This  is  a  stopgap  at  best.  I  may  say  it 
is  a  very  heavy  bill,  providing  for  $5,500,- 
000,000.  But  surely  we  all  recognize  by 
now,  I  am  confident,  that  if  the  present 
situation  continues,  and  it  may  become 
worse,  we  will  have  to  raise  even  more 
money  than  is  provided  in  the  pending 
bill. 

Mr.  DWORSHAK.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DWORSHAK.  While  the  Sena¬ 
tor  from  Minnesota  is  discussing  loop¬ 
holes  in  tax  statutes  and  the  ethics  of 
tax  collections,  does  he  care  to  comment 
upon  recent  disclosures  which  indicate 
that  officials  of  the  Internal  Revenue 
Bureau  have  been  in  collusion  with  many 
taxpayers  in  high-income  levels  who 
have  deliberately  sought  to  evade  their 
share  of  the  payment  of  the  taxes,  and 
the  resultant  effect  upon  the  morale  of 
taxpayers  generally  who  make  an  honest 
effort  to  pay  their  just  share  of  taxes? 

Mr.  HUMPHREY.  I  am  delighted  to 
comment  upon  it.  Let  me  tell  the  Sen¬ 
ator  from  Idaho  the  position  of  the  Sen¬ 
ator  from  Minnesota  as  to  corruption 
wherever  it  is  found.  Those  guilty  ought 
to  be  prosecuted.  Whether  they  are 
Democrats  or  Republicans,  or  internal- 
revenue  agents,  or  whatever  they  may 
be,  if  they  are  crooks,  they  should  be 
prosecuted,  and  prosecuted  with  the  full 
vigor  of  the  law.  I  say  in  all  candor, 
let  us  be  sure  the  charges  can  be  proved. 
But  thorough  investigation  of  any 
agency  of  the  Government  for  the  pur¬ 
pose  of  determining  its  efficiency  and  its 
cleanliness  and  wholesomeness  and  hon¬ 
esty  is  always  within  the  right  of  the 
Congress.  That  is  our  responsibility 
and  our  duty.  Never  will  this  United 
States  Senator  go  around  trying  to 
apologize  for  any  kind  of  a  political 
party  when  it  gets  into  trouble  in  which 
it  ought  not  to  be.  I  am  a  Democrat, 
and  I  am  proud  of  it,  but  I  am  not  proud 
of  crooked  Democrats  or  crooked  Repub¬ 
licans  or  crooked  Americans.  So  let  us 
not  bring  this  issue  into  the  discussion. 
I  say  whoever  they  are,  whatever  offices 
they  hold,  whether  they  be  high  or  at  a 
local  level,  if  they  are  crooks,  let  all  of 
them,  large  and  small  alike,  be  prose¬ 
cuted.  I  have  had  some  experience  at 
a  local  level.  I  do  not  worry  over 
whether  the  wrongdoers  are  on  this  side 
or  the  other  side,  and  perhaps  that  is 
why  I  came  to  the  Senate.  So  let  us 
not  drag  that  issue  into  this  discussion. 
If  any  internal  revenue  agents  are 


1951 


CONGRESSIONAL  RECORD— SENATE 


11975 


crooked,  we  have  laws  under  which  we 
can  check  up  on  them.  We  have  dis¬ 
trict  attorneys  and  judges.  However,  let 
us  not  impugn  the  honesty  of  the  great 
rank  and  file  of  those  in  public  life. 

When  we  think  of  the  temptations 
that  face  these  people  we  should  also 
remember  that  most  men  in  public  serv¬ 
ice  are  honest.  The  temptations  do  not 
deter  citizens  most  of  whom  work  for 
the  Government  at  half  the  salary  they 
could  receive  in  private  industry, 

I  think  of  the  man  who  is  the  expert  of 
the  Committee  on  Finance,  Mr.  Stam.  I 
suppose  he  knows  more  about  taxation 
than  the  junior  Senator  from  Minnesota 
will  know  in  his  lifetime.  I  suppose 
this  man  could  go  out  privately  and  make 
himself  a  fortune.  But  he  has  devoted 
his  life  and  efforts  to  the  interests  of  the 
people  of  the  United  States.  The  same 
can  be  said  about  other  members  of  the 
staff  around  here.  For  everyone  who  can 
be  found  who  has  debauched  himself 
and  his  profession  will  be  found  a  thou¬ 
sand  who  have  not. 

I  desire  to  pay  tribute  today,  first  of 
all,  to  the  honor  of  the  great  rank  and 
file  of  the  people  in  the  Internal  Revenue 
Bureau.  I  wish  also  to  pay  tribute  to 
the  honor  of  the  American  public.  Name 
me  any  public  in  the  world  that  is  as 
honest  in  paying  its  taxes  as  are  the 
American  people.  Do  Senators  realize 
that  most  taxes  cannot  be  enforced ;  that 
with  the  number  of  agents  we  have  we 
cannot  possibly  inspect  all  the  returns? 
The  people  of  America  are  honest,  they 
are  abiding  by  the  law,  not  violating  the 
law. 

Mr.  President,  I  did  not  mean  to  get 
into  that  line  of  debate,  but  the  Senator 
from  Idaho  asked  me  a  question  which 
brought  me  into  it.  I  want  the  record 
to  be  perfectly  clear  as  to  where  this 
Unted  States  Senator  stands. 

Mr.  DWORSHAK.  The  Senator  from 
Idaho  had  no  intention  of  distracting 
the  Senator  from  Minnesota  from  his 
argument.  However,  the  Senator  from 
Minnesota  will  agree  that  the  recent 
revelations,  indicating  that  there  has 
been  corruption  and  collusion,  certainly 
are  disruptive  of  the  honest  reporting  of 
incomes  and  the  maintenance  of  the  con¬ 
fidence  of  the  American  people  in  their 
officials. 

Mr.  HUMPHREY.  It  always  is  dis¬ 
ruptive,  it  is  always  injurious  to  public 
confidence,  when  anyone  breaks  his  trust. 
We  have  read  recently  of  how  a  cashier 
in  a  bank  in  Pennsylvania  embezzled  a 
certain  amount  of  funds.  I  suppose  such 
an  occurrence  upsets  people’s  trust  in 
the  banking  profession.  But  let  us  make 
it  crystal  clear  that  the  thousands  of 
people  who  work  in  our  banks  at  the 
salaries  which  most  of  them  receive,  with 
the  temptation  that  is  theirs,  they  are  a 
very  honorable  group  of  people.  They 
really  are  honest. 

Mr.  President,  I  merely  point  out, 
with  respect  to  what  we  call  multiple 
exemptions  for  multiple  corporations, 
that  the  House  adopted  a  provision 
whereby  only  one  exemption  would  be 
allowed  to  a  chain  of  corporations  where 
they  were  all  controlled,  to  the  extent 
of  95  percent,  by  the  same  parent  com¬ 
pany,  or  the  same  individuals. 


The  House  bill  does  not  prevent  the 
multiplication  of  corporations.  I  am  not 
saying  that  multiplication  of  corpora¬ 
tions  is  necessarily  undesirable.  It 
merely  makes  the  tax  system  neutral  as 
to  whether  the  corporation  should  or 
should  not  split  up.  As  a  matter  of  fact, 
as  the  law  now  exists,  I  do  not  see  how 
a  business  can  resist  the  temptation  to 
multiply  itself  into  as  many  corporations 
as  there  is  any  basis  for  forming,  in  terms 
of  business  functions. 

I  therefore  recommend  that  the  Sen¬ 
ate  approve  the  House  provision.  I  do 
not  believe  that  we  should  sanction  the 
existing  loophole,  and  I  believe  particu¬ 
larly  that  in  the  context  ' of  this  bill, 
which  contains  so  many  statutory  loop¬ 
holes  anyway,  we  should  endeavor  at 
least  to  close  this  one. 

F.  CAPITAL  GAINS  ON  SALES  TO  RELATED  TAXPAYERS 

There  is  another  part  of  the  tax  bill 
called  capital  gains  on  sales  to  related 
taxpayers.  Who  would  ever  think  that 
capital  gains  on  sales  to  related  taxpay¬ 
ers  could  have  sex  appeal?  But  it  has. 

Section  310  of  the  House  bill  was  di¬ 
rected  against  an  abuse  of  the  capital 
gains  rules  which  has  gained  consider¬ 
able  popularity  during  the  past  decade 
of  rising  prices.  This  is  the  realization 
of  a  capital  gain  on  a  technical  transfer 
of  depreciable  properties  in  order  to  en¬ 
joy  increased  depreciation  allowances 
against  ordinary  income.  That  is  a  big 
mouthful,  but  that  is  what  it  is.  The 
House  proposed  to  prevent  the  continu¬ 
ation  of  this  practice.  The  Committee 
on  Finance  voted,  I  believe,  to  strike  tins 
section  from  the  bill.  At  the  time  I  was 
writing  this  part  I  had  not  seen  the  final 
words  of  the  bill,  but  I  have  been  told 
today  that  the  bill  does  not  include  this 
provision  of  the  House. 

Let  me  state  an  example  of  the  type 
of  thing  which  the  Finance  Committee 
action  condones.  Suppose  John  Smith 
constructed  an  apartment  house  in  1931 
at  a  cost  of  $1,000,000.  Let  us  say  that 
the  building  is  subject  to  depreciation 
over  a  40 -year  period,  which  is  a  pretty 
good  average  depreciation  period.  So  in 
the  intervening  20  years,  half  the  cost 
has  been  written  off  against  Smith’s  in¬ 
come,  and  half  remains  to  be  deducted  in 
the  next  20  years.  But  this  system  of 
amortization  for  tax  purposes  does  not 
reflect  what  has  actually  happened  to 
the  value  of  the  building. 

Rather  than  having  been  reduced  by 
half,  its  actual  value  is  now  double  the 
original  cost,  or  $2,000,000.  John  Smith, 
after  seeing  a  tax  lawyer,  decides  that 
he  will  sell  the  building  to  his  wife.  She 
borrows  most  of  the  purchase  price,  and 
the  deal  is  consummated. 

What  is  the  result?  First,  the  Smiths 
still  have  the  apartment  house.  Second, 
even  considering  them  separately,  nei¬ 
ther  Mr.  Smith  nor  Mrs.  Smith  is  any 
richer  or  poorer  than  before  the  trans¬ 
fer.  The  sale  was  at  the  current  mar¬ 
ket  value.  Third,  Mr.  Smith  must  pay 
a  capital-gains  tax  at  a  25-percent  rate, 
and  this  would  amount  to  $375,000. 
Fourth,  Mrs.  Smith  has  a  $2,000,000 
basis  to  deduct  over  the  next  20  years 
instead  of  a  $500,000  basis,  which  means 
a  $75,000  greater  deduction  against  or¬ 
dinary  income.  This  means,  in  the 


Smiths’  tax  bracket,  income-tax  sav¬ 
ings  of  $50,000  a  year  for  20  years,  or 
$1,000,000.  Finally,  at  the  end  of  the 
20  years,  they  can  sell  the  property,  with 
its  stepped-up  basis,  at  much  less  tax 
cost  than  if  the  transfer  to  Mrs.  Smith 
had  not  occurred. 

This  is  a  highly  technical  subject.  We 
have  a  building  which  actually  cost 
$1,000,000.  The  building  depreciates 
over  40  years’  time.  Twenty  years  have 
gone  by,  so  half  the  cost  has  been  de¬ 
ducted  for  tax  purposes.  What  does  the 
taxpayer  do?  He  calls  in  Ma,  makes 
a  quick  deal,  and  transfers  the  building 
to  her.  She  borrows  the  money.  It  is 
all  still  in  the  family,  but  the  legal  title 
is  in  her  name.  The  building  is  now 
worth  $2,000,000  instead  of  the  original 
$1,000,000.  There  is  still  20  years  to  go 
for  depreciation. 

Mrs.  Smith  now  can  take  off  in  the 
next  20  years  double  the  amount  of  de¬ 
preciation  which  came  off  in  the  first 
20  years,  which  provides  her  with  sizable 
tax  relief — a  deduction  of  $75,000  a  year 
greater.  This  means  about  $50,000  a 
year  in  income  tax  for  20  years,  or  a  total 
of  $1,000,000.  Mrs.  Smith  paid  only  $2,- 
000,000  for  the  building,  which  had  been 
depreciated  by  $500,000. 

This  sort  of  thing  is  possible  for  two 
reasons.  One  is  that  a  husband  can  sell 
to  his  wife,  or  to  his  wholly-owned  or 
self -owned  corporation  without  parting 
with  his  investment  in  a  practical  sense. 
This  reason  was  recognized  by  the  Con¬ 
gress  as  far  back  as  1934,  when  it  denied 
deductions  for  losses  on  such  sales.  Con¬ 
ditions  have  changed  somewhat  since  the 
early  thirties,  and  fortunately  we  are 
now  called  on  to  legislate  with  respect 
to  gains  rather  than  losses.  Back  in 
the  1930’s,  this  situation  was  looked  upon 
with  some  alarm,  so  any  losses  in  this 
kind  of  fancy  deal  were  denied.  Such 
losses  could  not  be  deducted.  Now  we 
are  talking  about  gains.  We  are  going 
to  permit  gains;  and  I  submit  that  we 
should  be  no  less  realistic  in  our  assump¬ 
tions  than  were  our  brethren  17  years 
ago. 

The  other  reason  is  that  capital  gains 
tax  rates  have  been  allowed  to  continue 
at  a  level  so  far  out  of  line  with  the 
rates  applicable  •  to  ordinary  income. 
This  is  the  root  of  the  evil.  If  it  is  not 
to  be  dealt  with  directly,  the  least  we 
can  do  is  to  accept  the  House  measure, 
which  cures  one  of  its  worst  manifesta¬ 
tions. 

G.  LOOPHOLES  CLOSED  BY  THE  BILL 

Let  me  pay  tribute  to  the  bill,  and  to 
some  of  the  loopholes  it  has  closed.  I 
would  be  remiss  if  I  did  not  call  atten¬ 
tion  to  the  fact  that  this  bill  closes  two 
important  loopholes. 

The  most  important  of  these  is  the 
elimination  of  the  so-called  2-for-l  off¬ 
set  of  short-term  capital  losses  against 
long-term  capital  gains.  In  nontech¬ 
nical  terms,  the  problem  is  this:  If 
an  individual  makes  a  loss  on  an  asset 
held  for  less  than  6  months,  he  is  given 
a  full  deduction  for  such  loss.  On  the 
other  hand,  if  he  makes  a  gain  on  an 
asset  held  for  more  than  6  months,  that 
gain  is  cut  in  half  before  it  is  taken  into 
account  for  tax  purposes.  That  is  the 
present  law.  The  result  is  that  an  indi- 
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vidual  with  a  $1,000  short-term  capital 
loss  can  offset  completely  a  long-term 
capital  gain  of  $2,000.  Thus,  even 
though  he  made  $1,000  in  a  given  year, 
he  would  not  be  subject  under  present 
law  to  any  tax.  The  closing  of  this  loop¬ 
hole  will  be  especially  important  in  keep¬ 
ing  speculators  from  avoiding  their  fair 
share  of  the  tax;  and  I  should  like  to 
congratulate  the  chairman  of  the  Senate 
Finance  Committee  and  the  members  of 
that  committee  for  the  courage  they  have 
displayed  in  closing  this  loophole. 

Another  avenue  of  tax  avoidance 
which  the  Finance  Committee  closed  was 
the  loophole  by  which  dealers  in  securi¬ 
ties  shift  securities  from  their  own  ac¬ 
count  to  their  business  account  and  vice 
versa  in  order  to  obtain  the  maximum 
tax  benefits.  If  the  dealer  makes  a  cap¬ 
ital  gain  on  the  investment  he  reports  it 
as  his  own  income  and  gets  the  prefer¬ 
ential  capital  gains  treatment,  which 
means  that  he  is  subject  to  a  maximum 
rate  of  25  percent.  If  he  makes  a  loss 
on  the  investment,  he  reports  it  as  his 
business  loss,  and  gets  full  deduction  for 
it,  the  value  of  which  may  be  as  high  as 
91  percent  if  he  is  in  the  topmost  surtax 
bracket.  To  forestall  this  practice,  the 
bill  provides  that  in  the  case  of  dealers 
in  sureties,  capital  gains  treatment  will 
be  available  only  under  certain  restricted 
conditions  which  will  prevent  them  from 
shifting  their  assets  from  their  own  ac¬ 
counts  to  business  accounts. 

Had  Senators  realized  that  there  were 
so  many  quirks  in  the  tax  laws?  Who 
ever  dreamed  of  it?  Imagine  going  to 
Illinois,  Iowa,  Minnesota,  South  Dakota, 
or  any  other  State  in  the  country  and 
talking  to  the  kind  of  people  one  meets 
day  in  and  day  out,  any  saying  to  them, 
“Have  you  ever  heard  about  the  2-for-l 
offset?’’  The  only  2  for  1  they  have  ever 
heard  about  is  the  2-for-l  sale  at  the 
Rexall  1-cent  sale.  They  never  heard 
of  the  2-for-l  offset.  That  is  a  Fancy 
Dan.  That  is  one  of  the  clever  devices 
which  one  pays  a  considerable  fee  to 
hear  about.  But,  of  course,  when  it  is 
applied,  it  deals  with  a  sizable  crop. 

How  many  people  whom  we  have  met 
could  talk  intelligently  about  the  second 
loophole  which  the  committee  has 
closed,  namely,  the  one  -in  connection 
with  sureties?  Most  of  the  folks  out  my 
way  with  whom  I  have  talked  would 
simply  say  that  one  was  talking  about 
“Shirley.” 

The  trouble  is  that  in  considering 
some  of  these  tax  measures  we  fail  to 
understand  that  we  are  not  merely  leg¬ 
islating  for  a  handful,  but  for  the  great 
rank  and  file  of  our  people.  I  think 
the  committee  has  demonstrated  the 
kind  of  insight  and  courage  in  closing 
these  two  loopholes  that  I  want  them 
to  demonstrate  in  several  other  loophole 
areas  which  we  have  pointed  out  in  this 
discussion. 

In  total  these  two  items  will  not  raise 
a  great  deal  of  revenue.  However,  even 
though  it  is  a  small  amount,  it  is  none 
the  less  a  good  start.  Unfortunately  the 
committee  has  more  than  made  up  for 
this  revenue  gain  by  including  in  the 
bill  a  large  number  of  new  loopholes 
which  cost  much  more  than  the  revenue 
raised  by  these  new  provisions. 


I  should  like  now  to  turn  to  an  exam¬ 
ination  of  the  new  loophole-opening 
provisions.  Several  new  loopholes  have 
been  added  to  the  bill  which  I  believe 
should  be  eliminated. 

III.  NEW  LOOPHOLES  ADDED  BY  THE  BILL  WHICH 
SHOULD  BE  ELIMINATED 

The  bill  before  us  is  long.  It  contains 
131  different  sections.  Of  these,  52  sec¬ 
tions  relate  to  changes  in  rates  of  in¬ 
dividual,  corporation,  and  excise  taxes. 
The  remaining  79  sections  are  techni¬ 
cally  worded  provisions  which  cannot  be 
understood  without  diligent  and  inten¬ 
sive  study.  I  do  not  claim  to  understand 
all  of  them,  nor  do  I  intend  to  bore  Sena¬ 
tors  with  all  of  the  minutiae.  However, 
I  do  want  to  state  that  behind  the  facade 
of  legal  language  a  number  of  important 
loopholes  have  been  opened.  By  the 
way,  we  stayed  up  until  4  o’clock  in  the 
morning  looking  at  the  legal  language. 
These  new  loopholes  cannot  be  tolerated; 
and  I  propose  to  join  my  colleagues  in 
offering  amendments  to  eliminate  them 
from  the  bill. 

The  loophole-opening  provisions  are 
of  two  kinds.  First,  there  are  several 
which  expand  the  scope  of  two  important 
loopholes  already  in  the  present  tax  laws, 
namely,  the  capital  gains  provisions  and 
percentage  depletion.  As  I  have  al¬ 
ready  indicated,  these  provisions  are  not 
of  the  “peanut”  variety.  They  cost  the 
taxpayers  hundreds  of  millions  of 
dollars. 

Unless  they  are  eliminated,  taxpayers 
who  do  not  now  benefit  from  them  can 
af^kie  on  the  basis  of  equity  that  they 
are  being  discriminated  against  or  are 
put  in  a  bad  competitive  position  rela¬ 
tive  to  those  who  are  benefited.  The 
danger  of  extending  these  loopholes  is 
that  the  structure  of  the  income  and  ex¬ 
cess  profits  taxes  becomes  punched  full 
of  holes  through  which  the  chosen  few 
can  avoid  the  high  tax  rates  while  the 
many  who  work  on  the  farms  or  in  the 
factories  will  have  to  pay  for  the  cost 
of  running  the  Government. 

The  second  type  of  provision  which  is 
objectionable  is  the  variety  which  is 
obviously  designed  to  give  relief  to  indi¬ 
vidual  taxpayers.  In  the  2,600  pages  of 
testimony  taken  by  the  Senate  Finance 
Committee  on  this  bill  we  find  hundreds 
of  requests  that  these  taxes  be  reduced. 
Everybody’s  taxes  are  high  and  as  I  have 
said,  the  load  is  admittedly  burdensome. 
But  there  is  no  justification  for  pinpoint¬ 
ing  relief  tailored  to  one  taxpayer.  The 
relief  accorded  to  individual  firms  in  this 
bill  under  the  excess-profits  tax  will  ex¬ 
empt  many  corporations  from  taxes  on 
profits  which  this  Congress,  at  the  in¬ 
sistence  of  the  people,  defined  as  excess 
profits.  The  fact  that  a  firm  is  required 
to  pay  a  large  excess-profits  tax  is  usu¬ 
ally  evidence  that  that  firm  is  earning 
exorbitant  profits,  not  that  the  law  is 
defective.  The  relief  provisions  in  the 
original  law  are  overly  generous  and  we 
should  be  now  engaged  in  tightening 
them  rather  than  extending  them,  ex¬ 
cept  if  it  is  evidently  and  patently  clear 
that  a  grave  injustice  has  been  enacted 
in  the  over-all  law. 

The  provisions  which  are  objection¬ 
able  can  be  spotted  easily  in  th^  bill  even 


by  the  laymen.  Where  a  section  refers 
to  capital  gains,  percentage  depletion  or 
to  exemptions,  the  likelihood  is  that  one 
taxpayer  or  a  small  group  of  taxpayers 
is  being  allowed  to  convert  ordinary  in¬ 
come  into  capital  gains,  or  is  being  per¬ 
mitted  a  double  deduction  for  depletion, 
or  is  being  exempt  from  his  fair  share  of 
the  tax  load.  We  cannot  afford  to  in¬ 
dulge  in  this  practice.  Experience  in 
foreign  countries  provides  ample  evi¬ 
dence  that  a  tax  system  will  quickly  be¬ 
come  discredited  and  wholesale  non- 
compliance  and  tax  evasion  will  be  in¬ 
vited. 

As  I  have  stated  repeatedly,  we  can¬ 
not  afford  to  do  so.  It  is  the  road  to  in¬ 
flation  and  national  bankruptcy. 

A.  CAPITAL  GAINS  FOR  COAL  ROYALTIES 

One  example  of  the  special  relief  pro¬ 
visions  is  section  325  of  the  bill.  The 
demands  of  the  private  owners  of  one  of 
the  country’s  natural  resources  was 
made  in  the  name  of  the  divine  right  of 
capital  gains,  and  this  combination,  of 
course,  was  irresistible — even  in  the 
House  of  Representatives.  The  result 
was  a  provision  which  would  somewhat 
lighten  the  tax  burden  of  some  of  our 
people — not  of  wage  earners,  to  be  sure; 
not  even  of  those  who  direct  the  devel¬ 
opment  of  the  resource  in  question.  In 
this  case  the  beneficiaries  would  be  the 
recipients  of  royalties.  The  provision  is 
one  to  tax  at  capital  gains  rates  royal¬ 
ties  received  on  coal  production. 

Why  should  that  be  so?  I  do  not 
know. 

In  recommending  this  provision,  the 
Ways  and  Means  Committee  offered  the 
explanation  that  timber  owners  now 
have  capital  gain  treatment  on  their  cut¬ 
ting  contracts,  and  have  had  since  1943. 
How  could  one  justify  denying  to  coal 
what  is  accepted  in  the  case  of  timber? 

In  other  words,  since  1943  the  timber 
owners  have  had  that  benefit.  Now  we 
say,  “This  is  bad,  of  course,  but  why  deny 
the  same  privilege  to  coal-mine  owners?” 
Of  course  everyone  I  see  in  this  Cham¬ 
ber  pays  an  income  tax. 

Mr.  LONG.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  LONG.  If  we  are  to  allow  those 
who  receive  coal  royalties  to  pay  at  the 
capital-gain  rate,  it  would  seem  to  be 
discriminatory  to  leave  out  the  oil  peo¬ 
ple.  Last  year  a  proposal  was  made  to 
include  them  in  the  tax  bill.  That  pro¬ 
vision  did  not  become  law.  It  was  felt 
that  it  would  have  been  discriminatory 
to  the  coal  people. 

Mr.  HUMPHREY.  That  was  the  fea¬ 
ture  known  as  the  “in  oil  payments.”  In 
other  words,  there  is  a  certain  amount 
of  production  and  it  is  sold  at  a  fixed  and 
set  rate.  It  is  declared  on  the  capital- 
gains  basis.  If  we  are  going  to  do  it  for 
coal,  we  should  do  it  for  other  items  as 
well.  There  is  no  reason  why  we  should 
not  be  consistent. 

This,  of  course,  is  always  the  argu¬ 
ment  made  on  behalf  of  one  special  in¬ 
terest  from  a  privilege  granted  to  an¬ 
other.  Instead  of  demanding  that  the 
hole  be  closed,  the  cry  is  to  open  it  a  little 
wider  so  we  can  get  through,  too.  It  was 
opened  for  timber  partly  because  timber 
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gets  no  percentage  depletion.  Now  that 
is  forgotten,  and  the  only  thought  is  not 
to  discriminate  in  favor  of  timber  and 
against  coal. 

In  some  States  there  are  a  great  many 
slot  machines.  The  argument  is  made: 
“If  we  do  not  have  them  here  they  will 
go  to  a  bordering  State.” 

The  bordering  State  says,  “If  we  do 
not  have  them  here,  they  will  go  to  the 
next  State.” 

Very  soon  a  practice  upon  which  we 
frown  becomes  a  universal  practice  be¬ 
cause  it  sets  a  pattern  in  a  community. 
I  do  not  say  that  this  is  an  illegal  act, 
because  we  have  legalized  it.  It  may  be 
immoral,  but  it  is  not  illegal.  In  this 
instance  we  are  attempting  to  say  that 
we  can  tax  these  things  at  the  capital- 
gains  rate.  Soon  we  will  be  asked  to  do 
the  same  thing  on  behalf  of  other  min¬ 
eral  interests  and  oil  interests.  The 
Senator  from  Louisiana  referred  to  the 
“in  oil”  feature,  which  was  discussed  last 
year. 

If  this  measure  passes,  next  year  we 
will  be  asked  to  do  the  same  for  other 
mineral  interests,  particularly  oil  and 
gas,  and  then  our  defenses  against  the 
in-oil  payment  provisions,  thrown  out  in 
conference  last  year,  will  be  down,  and 
an  entire  major  segment  of  our  economy 
will  have  squeezed  itself  into  the  capital- 
gain  area.  In  truth,  if  this  measure  is 
to  pass  for  coal,  how  can  any  of  the  other 
minerals — oil,  gas,  iron,  or  limestone — 
be  denied  it,  and  how  can  writers,  com¬ 
posers,  and  inventors  any  longer  be 
taxed  at  ordinary  rates? 

I  wish  I  could  say  that  our  own  Fi¬ 
nance  Committee  had  alerted  us  to  this 
problem.  On  the  contrary,  it  not  only 
approved  the  House  action;  it  extended 
it.  So  that  no  royalty  owners  will  be 
denied  the  benefit,  it  virtually  knocked 
out  the  6-month  holding  period  re¬ 
quirement  by  permitting  the  holding 
period  to  be  computed  by  reference  to 
the  date  the  timber  or  mineral  is  cut  or 
mined,  rather  than  to  the  date  of  the 
cutting  or  mining  contract.  There  is  a 
little  distinction  here.  It  is  possible  to 
make  a  contract  at  a  considerable  period 
of  time  before  the  product  is  cut  or 
mined. 

This  is  an  example  of  the  type  of  re¬ 
lief  provision  which  cannot  be  tolerated 
in  these  times. 

B.  MINE  DEVELOPMENT  AND  EXPLORATION  EX¬ 
PENDITURES 

Mr.  President,  I  have  a  substantial 
section  of  my  remarks  devoted  to  this 
particular  point.  I  ask  that  my  remarks 
on  the  subject  be  printed  in  the  body  of 
the  Record  at  this  point. 

There  being  no  objection,  the  matter 
referred  to  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

B.  Mine  Development  and  Exploration 
Expenditures 

Existing  law  permits  mining  companies  to 
capitalize  expenditures  for  development  and 
exploration  purposes,  and  write  them  off 
against  income  as  the  mineral  is  produced 
and  sold.  After  the  development  stage  is 
passed,  further  development  expenditures 
are  similarly  “spread”  and  charged  against 
subsequent,  benefited  production,  but  these 
latter  expenditures  are  not  deemed  to  be  cap¬ 
italized,  and  therefore  are  not  charged  to 
the  cost  depletion  account.  Therefore,  they 


can  be  deducted  even  if  the  company  elects 
to  use  percentage  instead  of  cost  depletion. 
Now,  the  companies  want  to  treat  prepro¬ 
duction  development  and  exploration  ex¬ 
penditures  in  the  same  way,  so  that  for  them, 
as  for  the  later  expenditures,  percentage  de¬ 
pletion  becomes  not  a  substitute  allowance, 
but  substantially  a  free  and  clear  subsidy  on 
top  of  most  of  the  cost  deductions  for  which 
cost  depletion  is  traditionally  allowable. 

The  House  agreed  that  this  should  be  per¬ 
mitted  for  development  expenditures  and 
the  Finance  Committee  has  both  approved 
this  proposal  (sec.  309)  and  a  further  pro¬ 
posal  to  give  an  option  as  to  when  the  de¬ 
duction  for  development  expenditures  should 
be  taken.  It  also  added  a  deduction  for  ex¬ 
ploration  expenditures  up  to  $75,000  (sec. 
341). 

These  actions  raise  two  questions.  One 
is  provoked  by  the  fact  that  the  ordinary 
business  concern  is  strictly  supervised  as 
to  the  year  in  which  its  depreciation  deduc¬ 
tions  and  its  expense  deductions  may  be 
taken.  Perhaps  this  supervision  is  more 
strict  than  it  should  be,  but  if  it  did  not 
exist  to  some  extent,  taxpayers  would  ac¬ 
quire  a  great  control  over  the  degree  to 
which  increases  in  tax  rates  would  be  effec¬ 
tive  against  them  on  the  date  enacted. 
But  it  is  hard  to  see  why  a  company  which 
puts  its  money  into  plants  and  machinery 
should  be  subjected  to  a  more  rigid  tax 
amortization  system  than  mining  companies. 

But  even  if  this  discrimination  in  favor  of 
the  mining  companies  is  justified,  the 
double  deduction  is  not.  The  importance 
of  the  proposal  really  lies  in  the  “expensing” 
of  costs  as  a  means  of  enhancing  the  value 
of  the  percentage  depletion  allowance. 

It  is  true  that  the  deduction  for  develop¬ 
ment  costs  would  give  to  mining  companies 
only  what  was  long  ago  given  to  oil  and 
gas  concerns.  But  that  criterion  would  jus¬ 
tify  amendments  which  would  leave  little 
in  the  way  of  an  income  base  for  the  tax 
rates  to  apply  to. 

It  may  be  argued  that  these  provisions  are 
necessary  to  give  the  little  fellow  a  break 
and  to  provide  him  with  additional  incen¬ 
tives  to  explore  and  develop  mines.  How¬ 
ever,  no  limitation  on  the  double  deduction 
for  development  expenses  was  placed  in  the 
bill.  The  double  deduction  for  exploration 
expenses  is  limited  to  $75,000.  If  these  pro¬ 
visions  are  not  entirely  eliminated,  I  shall 
move  to  place  the  $75,000  limitation  on  de¬ 
velopment  expenses  as  well  as  exploration 
expenses. 

C.  EXTENSION  OF  PERCENTAGE  DEPLETION 

Mr.  HUMPHREY.  Mr.  President,  I 
discussed  the  percentage  depletion  fea¬ 
ture  at  length  with  the  Senator  from 
Wyoming  [Mr.  Hunt],  the  Senator  from 
Oklahoma  [Mr.  Monroney]  and  the 
Senator  from  Louisiana  [Mr.  Long!.  I 
believe  we  have  gone  into  it  thoroughly, 
and  I  do  not  see  any  necessity  for  a  fur¬ 
ther  statement  on  it,  except  to  point  out 
that  in  section  319  of  the  pending  bill, 
besides  raising  the  rate  of  several  min¬ 
erals  already  in  the  law,  it  is  proposed 
to  add  25  new  minerals — 25  more,  Mr. 
President.  If  there  is  any  substance  in 
a  natural  state  which  has  been  omitted, 
I  cannot  think  of  it.  The  section  refers 
to  sand,  gravel,  slate,  stone,  brick  and 
tile  clay,  shale,  oyster  shell,  clam  shell, 
and  granite. 

Oyster  shells  and  clam  shells  and 
gravel  too.  One  does  not  have  to  go 
around  exploring  for  gravel.  In  my 
State  all  that  is  necessary  to  do  is  to  stub 
one’s  toe  and  he  will  come  across  gravel. 
It  is  no  great  feat  to  do  so.  One  does 
not  have  to  be  a  mining  engineer  to  find 
a  sand  pit.  All  one  needs  to  do  is  to  go 


along  a  river  bank,  and  it  is  there.  This 
percentage  depletion  goes  on  forever. 
It  is  practically  the  only  eternally  living 
thing  on  earth.  So  long  as  there  is  any 
sand  left  we  will  have  that  depletion. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  Yes. 

Mr.  DOUGLAS.  It  also  applies  to 
pumice,  sporia,  and  slate. 

Mr.  HUMPHREY.  And  shale. 

Mr.  DOUGLAS.  Oyster  shell,  clam 
shell,  granite,  marble,  sodium  chloride, 
and,  if  from  brine  wells,  calcium  chlo¬ 
ride,  magnesium  chloride,  potassium 
chloride,  and  bromine,  5  percent. 

Mr.  HUMPHREY.  That  is  in  the  bill. 

Mr.  DOUGLAS.  And  in  the  case  of 
coal,  asbestos,  brucite,  dolomite,  magne¬ 
site,  wollastonite,  borax,  fuller’s  earth, 
tripoli,  refractory  and  fire  clay,  quartz¬ 
ite,  perlite,  diatomacaeous  earth,  metal¬ 
lurgical  grade  limestone,  and  chemical 
grade  limestone,  10  percent? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  And  in  the  case  of 
metal  mines,  aplite,  bauxite,  fluorspar, 
flake  graphite,  vermiculite,  beryl,  feld¬ 
spar,  mica,  talc — including  pyrophyl- 
lite — lepidolite,  spodumene,  barite,  ball 
clay,  sagger  clay,  china  clay,  phosphate 
rock,  rock  asphalt,  trona,  bentonite,  gilso- 
nite,  thenardite,  and  potash,  15  percent?. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  DOUGLAS.  Those  are  extraor¬ 
dinary  minerals. 

Mr.  HUMPHREY.  Let  me  say  that 
the  contention  that  the  new  minerals 
which  have  been  added  in  this  version  of 
the  bill  are  competitive  with  some  which 
already  are  enjoying  the  privilege  is  a 
contention  which  reminds  me  somewhat 
of  the  allegation  that  after  one  tells  a 
lie,  the  only  way  to  cover  it  up  is  to  tell 
another  lie,  and  then  another  one,  and 
then  another  one,  and  thus  keep  getting 
deeper  and  deeper  into  the  complica¬ 
tion  and  the  trouble.  So,  in  the  present 
case,  apparently  it  is  felt  that  the  only 
way  to  proceed  is  to  add  others. 

I  am  not  prepared  to  deny  that  there 
are  some  competitive  advantages;  but  I 
believe  that  if  this  process  is  continued, 
eventually  it  will  include  every  chemical 
and  compound  known  to  the  laborato¬ 
ries. 

As  I  have  said,  the  latest  excuse  which 
is  given  is  that  it  is  necessary  to  stimu¬ 
late  exploration  for  and  development"of 
minerals  of  strategic  importance.  I 
agree  that  that  sounds  fine  for  oil  and 
gas.  We  have  argued  that  matter  at 
length,  and  I  do  not  believe  anyone  can 
accurately  deny  that  for  oil  and  gas 
there  is  a  real  national  security  problem. 
However,  what  such  an  arrangement 
means  to  our  national  security  in  the 
case  of  sand,  gravel,  stone,  and  oyster 
shells,  I  do  not  know. 

Mr.  DOUGLAS.  To  say  nothing  of 
clam  shells? 

Mr.  HUMPHREY.  Yes,  and  including 
clam  shells.  [Laughter.] 

In  the  case  of  coal,  I  do  not  know 
that  I  should  say  that  everyone  knows 
the  arrangement  is  nonsense;  in  fact  I 
delete  that  word.  However,  at  least 
everyone  knows  that  there  is  a  variance 
of  opinion  about  it.  So  the  argument 
is  turned  upside  down,  and  coal  is  said 
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to  be  a  depressed  industry,  and  it  is  said 
that  the  coal  industry  requires  the  stimu¬ 
lus  of  the  depletion  subsidy.  Mr.  Presi¬ 
dent,  if  subsidization  is  the  real  justifi¬ 
cation  of  the  privilege,  we  could  not  only 
eliminate  half  of  the  minerals  entitled 
to  it,  but  we  could  take  the  program  en¬ 
tirely  out  of  the  tax  laws,  and  could  put 
it  where  an  administrator  could  handle  it 
so  as  to  get  the  maximum  results  for  the 
cost  to  the  Government.  I  am  sure  that 
it  will  not  be  difficult  to  find  an  adminis¬ 
trator  who  could  stimulate  a  great  deal 
of  exploration  with  a  fund  of  three- 
quarters  of  a  billion  to  a  billion  dollars 
a  year.  In  that  case,  no  doubt  there 
would  be  holes  all  over  the  ground. 

Mr.  President,  percentage  depletion  is 
already  overdone  in  the  present  law.  It 
should  not  be  extended. 

I  now  ask  unanimous  consent  that  the 
pages  of  my  prepared  remarks  which 
pertain  to  percentage  depletion  be 
printed  at  this  point  in  the  Record,  as 
a  part  of  my  remarks. 

There  being  no  objection,  the  matter 
referred  to  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

Extension  of  Percentage  Depletion 

Over  and  over  again  both  President  Roose¬ 
velt  and  President  Truman  have  directed 
attention  at  percentage  depletion  as  the 
most  costly  and  most  unjustifiable  tax  sub¬ 
sidy  in  the  revenue  code.  Over  and  over 
again  the  Congress  has  responded  by  en¬ 
larging  the  privilege,  making  it  more  costly 
and  less  justifiable  than  it  was  before.  Once 
percentage  depletion  was  the  prerogative  of 
oil  and  gas,  supposedly  an  allowance  to  cover 
the  hazards  of  exploration  and  drilling.  Be¬ 
fore  the  war  it  was  extended  to  coal,  sul¬ 
fur,  and  the  metallic  minerals.  During  the 
war  it  was  extended  to  many  nonmetallics. 
In  section  319  of  the  present  bill,  besides 
raising  the  rate  on  several  minerals  already 
in  the  law,  it  is  proposed  to  add  about  25 
new  minerals.  If  there  is  any  substance 
found  in  a  natural  state  which  has  been 
omitted  from  this  most  recent  list,  I  cannot 
think  of  it.  If  there  is  one,  I  cannot  con¬ 
ceive  of  why  it  should  be  denied  a  privilege 
which  is  to  be  granted  sand,  gravel,  stone, 
clay,  oyster  and  clam  shell,  and  salt. 

Let  me  read  a  list  of  the  new  minerals 
to  which  percentage  depletion  is  applicable. 
Both  section  319  of  the  committee’s  bill  and 
section  304  of  the  House  bill  set  up  a  new 
group  of  minerals  to  which  percentage  de¬ 
pletion  is  available  at  the  rate  of  5  percent. 
Both  bills  extend  this  rate  of  sand,  gravel, 
slate,  stone  (including  pumice  and  scoria), 
brick  and  tile  clay,  shale,  oyster  shell,  clam 
shell,  granite,  and  marble. 

In  addition,  the  committee  added  to  this 
category  entitled  to  the  5-percent  rate:  so¬ 
dium  chloride,  and,  if  from  brine  wells,  cal¬ 
cium  chloride,  magnesium  chloride,  potas¬ 
sium  chloride,  and  bromine. 

The  House  bill  also  included  asbestos  at 
the  new  5-percent  rate.  The  Senate  com¬ 
mittee  allowed  asbestos  a  10-percent  rate. 
Both  bills  increase  coal  from  its  present 
5-percent  rate  to  10  percent. 

The  House  bill  added  to  the  list  of  non- 
metallic  minerals,  to  which  percentage  deple¬ 
tion  is  available  at  a  15-percent  rate,  borax, 
fuller’s  earth,  tripoli,  refractory  and  fire  clay, 
quartzite,  perlite,  diatomaceous  earth,  and 
metallurgical  and  chemical  grade  limestones. 
The  committee’s  bill,  on  the  other  hand,  pro¬ 
vides  that  these  items  added  by  the  House 
are  to  receive  percentage  depletion  at  the 
same  10-percent  rate  accorded  coal  and  as¬ 
bestos.  In  addition  to  these  items,  the  com¬ 
mittee  added  a  10-percent  rate  for  wollasto- 
nite.  which  is  important  as  an  insulating  and 


fireproofing  material  and  thus  competitive 
with  other  items  presently  accorded  similar 
treatment,  and  the  magnesium  compounds 
magnesite,  dolomite,  and  brucite. 

The  committee’s  bill  adds  to  the  nonme- 
tallic  minerals  presently  receiving  15-percent 
depletion,  aplite.  This  material  is  closely 
related  to  feldspar,  which  already  receives  a 
15-percent  depletion. 

Again,  as  before,  the  contention  is  that 
these  new  minerals  are  all  competitive  with 
some  already  enjoying  the  privilege.  I  am 
not  prepared  to  confirm  or  deny  this  asser¬ 
tion.  I  do  know  that  it  is  a  contention  which 
must  eventually  lead,  if  accepted,  to  per¬ 
centage  depletion  for  every  element  and 
compound  known  to  the  chemical  laboratory. 

As  I  have  indicated,  the  annual  revenue 
cost  of  percentage  depletion  for  oil  and  gas 
alone  has  been  estimated  at  three-quarters 
of  a  billion.  The  increases  and  additions  in 
this  bill  would  cost  another  $77,000,000  each 
year.  Those  figures  do  not  account  for  the 
cost  as  to  sulfur,  coal,  the  metals,  and  the 
nonmetallics  which  are  already  in  the  law. 
The  changes  recommended  by  the  Finance 
Committee  altered  the  result  of  the  House 
action  but  little.  Another  half-dozen  min¬ 
erals,  more  or  less,  would  be  added,  but  the 
rates  on  a  few  added  by  the  House  would 
be  somewhat  reduced. 

Again  and  again,  various  excuses  are  made 
for  percentage  depletion,  and  as  soon  as  one 
is  run  down  and  exposed,  another  has  been 
prepared.  If  this  debate  could  lead  to  a  full 
understanding  of  the  percentage  depletion 
issue,  this  body  would  be  amply  rewarded 
for  the  entire  time  devoted  to  the  bill,  but 
I  will  assure  you  that  much  time  would  be 
required. 

The  latest  excuse  is  the  necessity  of  stim¬ 
ulating  exploration  for  and  development  of 
minerals  of  strategic  importance.  This 
sounds  fine  for  oil  and  gas.  What  is  means 
for  sand,  gravel,  stone,  and  oyster  shells,  I 
do  not  know.  For  coal,  everybody  knows 
that  it  is  nonsence,  so  the  argument  is  turned 
upside  down  and  coal  is  said  to  be  a  de¬ 
pressed  industry,  and  requires  the  stimulus 
of  the  depletion  subsidy.  If  subsidization  is 
the  real  justification  of  the  privilege,  we 
could  not  only  eliminate  half  of  those  min¬ 
erals  entitled  to  it — we  could  take  the  pro¬ 
gram  entirely  out  of  the  tax  laws  and  put  it 
where  an  administrator  could  handle  it  so  as 
to  get  the  maximum  results  for  the  cost  to 
the  Government.  I  am  sure  that  it  won't  be 
difficult  to  find  an  administrator  who  could 
stimulate  a  great  deal  of  exploration  with  a 
fund  of  three-quarters  of  a  billion  to  a  bil¬ 
lion  a  year. 

Percentage  depletion  is  already  overdone 
In  present  law.  It  should  not  be  extended. 

D.  FAMILY  PARTNERSHIPS 

Mr.  HUMPHREY.  Mr.  President,  now 
let  me  move  on  to  the  subject  of  family 
partnerships  and  the  special  tax  provi¬ 
sions  in  connection  with  them. 

A  special  provision  for  family  part¬ 
nerships  was  adopted  by  the  Senate  last 
year,  including  a  clause  which  made  it 
retroactive  to  1939;  but  it  fell  by  the 
wayside  in  the  conference. 

Mr.  President,  I  wish  to  say  to  the  Sen¬ 
ator  who  now  is  presiding  over  the  Sen¬ 
ate  that  we  had  quite  a  struggle  about 
family  partnerships.  The  Senator  from 
Illinois  [Mr.  Douglas]  remembers  it,  and 
so  does  the  Senator  from  Louisiana  [Mr. 
Long!  ;  and  the  Senator  from  Montana 
[Mr.  Murray]  was  present  part  of  the 
time  when  we  discussed  these  matters. 
We  lost  our  fight  on  the  floor;  but  in 
conference  the  House  conferees  agreed 
to  do  away  with  the  family  partnership 
provisions  which  were  inserted  in  the 
bill  as  passed  by  the  Senate. 


Now,  Mr.  President,  the  family  part¬ 
nership  provision  is  before  us  again,  as 
a  part  of  the  pending  bill.  The  House 
bill  includes  the  provision,  but  makes  it 
effective  only  for  the  future.  The  House 
bill  says,  in  effect,  “Family  partnerships 
are  O.  K.  from  now  on.”  On  the  other 
hand,  the  Senate  committee’s  version  of 
the  bill  says,  in  effect,  “But  also,  going 
back  to  1939,  the  retroactive  feature  will 
be  included.” 

That  proposal  is  made  because  a  num¬ 
ber  of  cases  are  being  adjudicated  or 
settled. 

The  bill  allows  a  father  who  runs  a 
business  to  reduce  his  taxes  by  making  to 
each  of  his  children  gifts  of  an  interest 
in  his  business.  The  children  need  not 
work.  An  infant  6  months  or  6  days  old 
can  be  a  partner.  If  the  father  wants  to 
be  technical,  he  can  create  a  trust  for 
his  children,  and  can  make  himself 
trustee,  and  in  that  capacity  he  can 
become  his  own  partner.  We  went 
through  all  this  matter  by  the  hour,  as 
we  recall,  last  year. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  The  evidence  brought 
forward  last  year  showed  that  in  a  num¬ 
ber  of  cases  a  father  who  was  the  head 
of  a  business  firm  made  a  new-born 
baby  a  partner  in  the  business,  which 
in  many  cases  turned  out  to  be  a  very 
complicated  one.  In  one  instance  an  in¬ 
fant  was  made  a  partner  in  an  account¬ 
ing  firm.  Is  it  the  opinion  of  the  Sena¬ 
tor  from  Minnesota  that  in  such  cases 
the  father  and  the  new-born  baby  were 
really  working  partners,  and  that  the 
new-born  baby  was  of  great  assistance 
to  his  parent  in  connection  with  the  op¬ 
eration  of  that  complicated  and  intricate 
business? 

Mr.  HUMPHREY.  I  would  say  that 
the  benefit  obtained  from  the  new-born 
baby,  in  connection  with  the  complicated 
business,  was  the  benefit  which  came 
from  the  lifting  of  the  morale  of  the 
father  by  his  looking  at  the  picture  of 
the  little  bundle  from  heaven  and  thus 
finding  his  spirits  lifted,  particularly 
toward  the  end  of  the  day. 

Mr.  President,  I  do  not  say  there 
should  not  be  legitimate  family  partner¬ 
ships,  for  when  real  work  is  done  by 
both  the  partners  who  are  associated  in 
such  a  relationship,  certainly  it  is 
worthy.  However,  there  have  been  a 
number  of  cases  in  which  the  possibility 
of  making  such  an  arrangement  has 
been  abused.  It  is  to  such  cases  that 
we  are  directing  our  attention. 

Let  me  give  some  examples  which  I 
believe  will  be  of  interest.  During 
World  War  II  there  were  a  great  number 
of  persons  who  tried  to  succeed  in  tax 
avoidance  by  means  of  such  an  arrange¬ 
ment,  at  a  time  when  taxes  were  also 
rather  high  for  the  same  reason  the 
taxes  are  high  now,  namely,  because  we 
were  trying  to  pay  for  our  defense  by 
taxing  the  people  according  to  their  abil¬ 
ity  to  pay.  Our  experience  during  World 
War  II  was  that  the  number  of  family 
partnerships  increased  by  leaps  and 
bounds,  with  very  great  rapidity.  Why 
did  that  occur?  Well,  Mr.  President, 
it  was  obvious  that  if  a  businessman 
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could  divide  the  entire  income  from  his 
business  with  Junior,  and  possibly  with 
Junior  No.  2  and  Junior  No.  3,  and  pos¬ 
sibly  also  with  Sally  or  Sally,  Jr.,  and 
Sally  No.  2  and  Sally  No.  3,  that  business 
man  simply  would  not  have  to  pay  as 
large  a  tax  as  he  would  have  to  pay  if  he 
did  not  make  such  an  arrangement. 

I  submit  that  it  is  in  this  field  that  the 
Bureau  of  Internal  Revenue  is  having  its 
most  difficult  time,  just  as  during  World 
War  II  many  “quickie”  outfits  come  into 
existence  and  attempted  to  “make  a  fast 
buck,”  and  did  not  wish  to  pay  the  proper 
income  tax  on  their  earnings. 

I  submit  that  the  honest  citizen  who 
permits  such 'things  to  occur  is  merely 
permitting  himself  to  be  taxed  exorbi¬ 
tantly,  in  order  to  take  care  of  a  com¬ 
paratively  small  number  of  persons  who 
receive  special  privileges. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  HUMPHREY.  I  yield. 

Mr.  DOUGLAS.  Is  it  the  understand¬ 
ing  of  the  Senator  from  Minnesota  that 
between  1934  and  1945  the  number  of 
family  partnership  tax  returns  increased 
from  291,000  to  629,000? 

Mr.  HUMPHREY.  The  figures  given 
by  the  Senator  from  Illinois  are  abso¬ 
lutely  correct,  and  I  think  that  point 
should  be  emphasized.  In  other  words, 
during  that  period  the  number  of  family 
partnership  tax  returns  increased  by  al¬ 
most  2Vz  times,  I  believe. 

Mr.  DOUGLAS.  At  any  rate,  their 
number  increased  by  something  more 
than  double  the  former  number. 

Is  it  also  the  understanding  of  the 
Senator  from  Minnesota  that  a  large 
part  of  that  increase  was  due  to  the  de¬ 
velopment  of  family  partnerships,  which 
development  occurred  in  many  cases  in 
order  to  make  it  possible  to  split  the  in¬ 
come,  and  thus  to  avoid  the  application 
of  the  heavier  tax  rates? 

Mr.  HUMPHREY.  I  think  there  is  no 
question  but  that  that  is  the  reason. 

Mr.  DOUGLAS.  At  least,  it  is  a  reason. 

Mr.  HUMPHREY.  Yes;  at  least  it  is 
a  reason. 

As  you  know,  Mr.  President,  every 
time  a  tax  is  raised,  it  is  necessary  to 
make  sure  that  there  is  no  way  by  which 
the  increased  tax  rate  can  be  escaped. 
In  that  connection,  the  situation  is  some¬ 
what  like  that  in  the  liquor  industry, 
as  to  which  we  are  told  that  if  the  tax 
on  liquor  is  raised  to  a  very  high  level, 
if  the  development  of  the  moonshine 
business  is  not  prevented,  all  the  diffi¬ 
culties  of  the  old  prohibition  days  will 
return. 

In  this  case  the  change  in  the  tax  rate 
is  applied  to  legitimate  businesses;  but 
if  we  do  not  provide  for  the  enforcement 
which  should  be  provided  and  if  we  do 
not  provide  for  plugging  the  loopholes, 
we  shall  find  that  there  are  revenue  run¬ 
ners.  Believe  me,  Mr.  President,  they  are 
revenue  runners,  and  they  have  a  capital 
gains  “still.”  A  person  who  has  such  a 
capital  gains  “still”  is  not  making  .pot 
liquor,  but  he  is  making  something  much 
better  than  that;  he  is  making  dollars 
from  a  capital-gains  provision  and  from 
a  dozen  other  little  twists  and  turns. 


After  all,  in  connection  with  these 
matters,  we  are  dealing  with  human  be¬ 
ings,  and  we  have  to  remember  how 
some  human  beings  act  at  times. 

Mr.  President,  I  have  prepared  a  con¬ 
siderable  amount  of  factual  material  in 
regard  to  family  partnerships.  Inas¬ 
much  as  we  shall  bring  up  an  amend¬ 
ment  on  that  subject,  I  believe  there  is 
no  need  for  me  to  repeat  the  material 
at  this  point. 

I  merely  wish  to  point  out  that  I  ask 
my  colleagues  to  look  over  the  material 
I  have  prepared  on  this  subject,  and  I 
ask  them  to  analyze  it  on  the  basis  of  the 
testimony  which  is  printed  in  the  hear¬ 
ings  and  the  records  which  are  before 
us  at  this  time.  I  ask  my  colleagues  also 
to  examine  the  debate  we  had  last  year 
on  this  matter,  and  to  consider  the  fact 
that  last  year  the  family  partnership 
“deal”  was  not  included  in  the  con¬ 
ference  report. 

I  ask  my  colleagues  why  there  should 
be  retroactivity  to  1939  in  connection 
with  family  partnership  provisions  and 
why  we  should  permit  the  tax  benefits 
proposed  for  family  partnerships  to  ex¬ 
tend  back  to  1939,  when  the  record  re¬ 
veals  that  during  World  War  II  the  num¬ 
ber  of  family  partnerships  increased  to 
the  extent  of  200  percent  or  more. 

Why  should  we  have  family  partner¬ 
ships  made,  running  back  to  1939,  when 
the  record  reveals  that  family  partner¬ 
ships  during  World  War  II  increased 
more  than  200  percent?  Why  was  there 
such  an  increase?  Because  profits  were 
high,  taxes  were  high,  and  some  people 
decided  that  the  family  partnership  de¬ 
vice  might  be  one  of  the  ways  of  avoid¬ 
ing  their  fair  share  of  the  tax  burden. 

I  protest  that  kind  of  action,  Mr. 
President,  and  I  want  to  see  nothing  in 
the  new  tax  law,  containing  some  of  the 
highest  tax  rates  in  our  history,  which 
will  offer  an  incentive  to  more  people  to 
avoid  their  share  of  the  tax  burden  and 
which  will  place  a  greater  burden  of 
enforcement  upon  our  Government.  I 
think  we  owe  it  to  ourselves  and  to  the 
country  to  plug  that  loophole. 

Mr.  President,  in  regard  to  the  matter 
of  family  partnership  I  have  a  consider¬ 
able  amount  of  material.  I  should  like 
to  have  my  prepared  material  printed 
in  the  Record.  I  ask  unanimous  con¬ 
sent  that  this  material  be  printed  in 
the  Record  as  a  part  of  my  remarks. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

There  being  no  objection,  the  matter 
referred  to  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

Family  Partnerships 

A  special  provision  for  family  partnerships 
was  adopted  by  the  Senate  last  year  with  a 
clause  which  made  it  retroactive  back  to 
1939,  but  it  fell  by  the  wayside  in  the  confer¬ 
ence.  It  is  back  again  in  this  bill  in  section 
339.  The  House  bill  includes  the  provision, 
but  makes  it  effective  only  for  the  future. 
The  bill  as  reported  to  the  Senate  was 
amended  to  include  last  year’s  retroactive 
feature. 

The  bill  allows  a  father  who  runs  a  busi¬ 
ness  to  reduce  his  taxes  by  making  gifts  to 
each  of  his  children  of  an  interest  in  his 
business.  The  children  need  not  work.  An 
infant  6  months  or  6  days  old  can  be  a  part¬ 


ner.  If  the  father  wants  to  be  technical,  he 
can  create  a  trust  for  his  children,  make 
himself  trustee,  and  in  that  capacity  become 
his  own  partner. 

Ordinarily  a  man  would  not  seriously  con¬ 
sider  making  his  infant  children  partners  in 
his  business  or  becoming  an  imaginary  part¬ 
ner  with  himself  as  trustee.  For  the  past  10 
years,  however,  our  country  has  lived  in 
mortal  peril.  To  meet  that  peril  Congress 
has  reluctantly  felt  obliged  to  raise  every¬ 
body’s  taxes.  We  have  tried  generally  to  im¬ 
pose  those  increased  taxes  on  the  principal 
of  each  income  producer’s  ability  to  pay. 
Persons  making  a  larger  amount  of  money 
have  been  called  on  to  pay  taxes  at  higher 
rates  than  those  who  make  less. 

I  believe  that  many  of  the  family  partner¬ 
ships  formed  during  World  War  II  were  mo¬ 
tivated  and  used  primarily,  if  not  entirely, 
by  high-bracket  taxpayers — many  of  whose 
incomes  are  directly  or  indirectly  multiplied 
by  war-connected  inflation — to  escape  pay¬ 
ing  what  the  Congress  has  decided  is  a  fair 
share  of  the  tax  burden  to  be  borne  by  people 
receiving  a  certain  amount  of  income.  Most 
of  the  family  partnerships  which  would  be 
sanctioned  by  this  bill  would  be  motivated 
in  the  same  way. 

If  a  man’s  business  earns  a  net  income  of 
$100,000,  he  should  pay  the  tax  at  the  rates 
the  Congress  has  prescribed  for  $100,000  in¬ 
comes.  If  he  wants  to  give  some  of  his  money 
to  his  children,  or  set  it  aside  in  trust  for 
their  benefit,  that  is  fine.  That  is  what  a 
man  should  do.  But  first  he  ought  to  pay 
his  taxes  on  money  that  he  earns  and  con¬ 
tinues  to  control.  He  should  not  be  allowed 
to  take  his  two  children  into  partnership 
with  him,  and  pay  a  reduced  tax  on  part  of 
his  income  as  if  the  children  or  the  children’s 
capital  earned  a  half  or  a  third  of  his  in¬ 
come. 

Without  income  splitting  a  married  man 
with  two  children  earning  $100,000  net  would 
pay  an  income  tax  of  $65,232.  As  the  law 
is  now  his  tax  is  $51,912.  By  the  fiction  of 
income  splitting,  he  saves  in  taxes  $13,320 — 
almost  the  amount  of  a  Senator’s  entire 
salary. 

Now,  let  our  $100,000  income  man  take 
advantage  of  the  new  bill  and  form  a  partner¬ 
ship  with  his  two  babies.  Let  us  assume  that 
he  keeps  one-half  of  the  income  himself  be¬ 
cause  he  does  all  the  work,  and  that  he  gives 
each  of  his  children  a  one -quarter  interest 
in  his  business.  Then  the  taxable  income  of 
the  husband  and  wife  is  artificially  reduced 
to  $50,000.  The  income  of  the  child  partners 
is  assumed  to  be  $25,000.  The  family  tax  bill 
is  reduced  still  further.  The  husband-father 
files  a  joint  return  with  his  wife  and  pays  a 
tax  of  $19,592.  Each  baby  has  a  tax  paid  for 
him  of  $9,796.  The  family  tax  bill  on  exactly 
the  same  income  of  $100,000  earned  in  exactly 
the  same  way  as  before  is  $39,184.  Our  gen¬ 
erosity  by  first  giving  split  income  in  1948 
and  now  by  legalizing  family  partnerships 
would  save  our  $100,000  businessman  $26,048 
in  taxes. 

If  the  increased  rates  become  law,  the  tax 
saving  from  split  income  and  family  partner¬ 
ships  will  be  even  greater — in  dollars  and 
percentage-wise.  I  don’t  see  how  anybody 
running  a  business  as  an  individual  could 
afford  not  to  take  advantage  of  the  loophole 
here  proposed.  I  wish  that  the  times  were 
such  that  we  could  reduce  everybody’s  taxes 
that  much.  I  see  no  reason  why  a  man  in  a 
position  to  take  his  children  into  his  partner¬ 
ship  should  be  singled  out  for  specially- 
privileged  treatment. 

That  is  what  the  House  bill  does.  That  is 
bad  enough  if  only  for  the  future.  But  there 
are  a  lot  of  people  who  tried  this  tax-avoid¬ 
ance  scheme  during  World  War  II  when  taxes 
were  also  pretty  high  for  the  same  reason 
they  are  now — because  we  were  trying  to  pay 
for  our  defense  by  taxing  people  according 
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to  their  ability  to  pay.  This  bill  would  fix 
those  World  War  II  cases.  The  bill  goes  back 
to  1939. 

During  all  that  time  many  businessmen 
and  high-bracket  taxpayers  succumbed  to 
the  suggestion  of  smart  lawyers  and  account¬ 
ants,  or  figured  out  for  themselves,  that  they 
might  avoid  a  lot  of  taxes  by  taking  their 
wives  and  children  into  so-called  partner¬ 
ship.  To  get  the  tax  advantage  under  the 
law  as  it  is  now  and  was  then,  they  had  to 
claim  that  the  wives  and  children  were  real 
partners  in  the  legal  sense  that  they  in¬ 
tended  to  work  together  and  invest  their 
money  together  as  bona  fide  partners. 

Those  who  formed  valid  partnerships  in 
a  bona  fide  way  have  been  allowed  to  split 
their  incomes  by  the  Bureau  of  Internal 
Revenue  and  the  courts.-  Many  had  a  little, 
but  not  enough,  evidence  that  their  wives 
or  children  contributed  money  of  their  own 
which  didn’t  come  straight  from  papa,  or 
who  could  prove  that  they  did  some  work 
for  the  income  they  claimed  was  theirs  for 
tax  purposes.  They  have  generally  settled 
their  cases  and  gotten  some  tax  advantage — • 
not  all  they  claimed. 

But  there  are  obviously  many  cases  in 
which  nothing  happened  except  that  the 
husband  purported  to  make  a  gift  to  his  wife 
and  children.  These  cases  the  Government 
refused  to  settle.  The  people  involved  in 
these  classes  of  cases  are  trying  to  make  the 
new  loophole  which  the  House  has  opened 
for  the  future  retroactive  to  minor  cases  all 
the  way  back  to  1939. 

There  was  a  time  when  the  Congress  was 
making  a  studious  effort  to  close  loopholes — 
to  make  people  pay  taxes  on  their  real  in¬ 
come  at  the  rates  the  Congress  purported  to 
fix. 

An  alarming  tendency  is  developing  to 
open  loopholes  for  the  future  principally  by 
letting  people  split  incomes  and  enlarging 
and  extending  the  privilege  of  paying  capital 
gain  rates  on  half  of  the  income  a  person 
gets  from  certain  kinds  of  transactions.  It 
is  bad  enough  to  create  a  loophole  by  act 
of  Congress.  This  partnership  provision 
reaches  a  new  high — or  low.  It  opens  a 
loophone — of  dubious  merit — for  the  future, 
retroactively  extending  that  loophone  back 
13  years  into  the  past. 

I  recommend  that  the  Senate  delete  the 
family  partnership  provision.  The  Treasury 
estimates  that  it  will  cost  $100,000,000  an¬ 
nually  in  the  future  and  $200,000,000  for 
past  refunds.  We  cannot  afford  to  give  tax 
handouts  like  these.  I  strenuously  urge  that 
the  Senate  refuse  to  enact  a  bill  for  the 
private  and  unwarranted  relief  of  unnamed 
and  unnumbered  individuals  who  formed 
family  partnerships  in  the  past  13  years  for 
tax  avoidance  purposes. 

If  the  Bureau  of  Internal  Revenue  has 
taken  tax  money  from  some  of  the  people — - 
for  example,  where  soldiers  were  made  part¬ 
ners  and  then  went  away  to  war — perhaps 
a  private  bill  for  their  relief  might  be  in 
order.  Even  if  some  of  these  people  have 
lost  their  cases  in  court,  they  can  be  helped 
by  a  private  bill.  I  suspect  that  some  of 
the  most  deserving  cases  involve  people  who 
believed  in  the  bona  fide  nature  of  their 
partnership,  took  their  cases  to  court  and 
lost.  This  bill  would  give  them  no  relief. 
The  measure  before  the  Senate-  is  a  com¬ 
prehensive  revenue  bill — it  is  a  war  measure. 
The  procedures  and  safeguards  which  we 
have  established  for  private  bills  have  not 
been  followed  where  we  have  focused  on  the 
complex  and  difficult  fiscal  and  legal  prob¬ 
lems  involved  in  a  revenue  measure. 

Let  us  not  enact  private  relief  measures 
for  high  bracket  taxpayers  in  a  bill  like  this. 

On  this  provision  I  should  like  to  obtain 
some  Information  from  the  distinguished 
members  of  the  committee. 

1.  Would  it  be  of  any  benefit  to  taxpayers 
under  $5,000?  If  so,  how  much? 


2.  Is  it  true  that  the  principal  support 
for  this  provision  comes  from  tax  lawyers 
who  gave  bad  advice  to  clients  that  they 
could  set  up  tax  avoidance  schemes  to  duck 
the  higher  income  tax  rates  during  World 
War  II  and  then  had  them  upset  by  the 
courts? 

3.  Does  it  appear  reasonable  that  at  a 
time  when  we  are  raising  taxes  for  the  many 
to  meet  the  costs  of  an  emergency,  we 
should  enact  a  provision  which  loses  revenue 
for  the  benefit  of  a  few? 

Mr.  HUMPHREY.  Mr.  President,  I 
desire  to  move  along.  I  think  we  are 
going  to  keep  on  schedule. 

The  next  subject  I  desire  to  discuss  is 
under  the  heading: 

E.  TAX-FREE  REDEMPTION  OF  STOCK  TO  PAY 
ESTATE  TAX 

This  is  another  complicated  part  of 
the  bill.  It  is  very  interesting  to  see  how 
some  of  these  things  work.  In  the  Reve¬ 
nue  Act  of  1950  the  House  proposed  to 
permit  the  tax-free  redemption  of  the 
stock  of  a  closely  held  corporation  where 
the  proceeds  of  the  redemption  were 
needed  to  pay  the  estate  tax  of  a  stock¬ 
holder.  The  House  bill  limited  the  privi¬ 
lege  of  tax-free  redemption  to  cases 
where  stock  of  the  closely  held  corpora¬ 
tion — and  that  is  the  family  type  of  cor¬ 
poration,  to  identify  it  after  a  sort — 
constituted  70  percent  of  the  decedent’s 
taxable  estate. 

The  Finance  Committee  amended  the 
House  bill  to  delete  the  70-percent  lim¬ 
itation  therein.  We  debated  the  provi¬ 
sion  on  the  floor  last  year.  Thereafter 
the  conference  committee  limited  the 
provision  to  those  cases  where  stock  of  a 
closely  held  corporation  constituted  50 
percent  of  a  decedent’s  estate. 

The  Finance  Committee  has  now  come 
forward  with  a  proposal  in  section  339 
of  this  bill  to  reduce  the  50-percent  lim¬ 
itation  to  a  25-percent  limitation. 

As  we  pointed  out  in  last  year’s  debate, 
the  problem  for  which  the  tax-free  re¬ 
demption  feature  was  enacted  would  not 
arise  in  cases  where  a  closely  held  cor¬ 
poration  regularly  distributed  its  profits 
in  dividends,  instead  of  constantly  ac¬ 
cumulating  those  profits. 

I  have  some  personal  knowledge  of  this 
particular  problem.  At  this  very  moment 
I  am  speaking  against  my  personal  inter¬ 
ests,  as  many  others  here  speak  against 
their  personal  interests.  The  reason  why 
these  closely  held  corporations  accumu¬ 
lated  the  profits  was  usually  in  order 
to  protect  the  stockholders  from  the  or¬ 
dinary  income  tax  imposed  on  dividends. 

This  purposeful  failure  to  declare  divi¬ 
dends  means  that  when  the  principal 
owner  of  a  closely  held  corporation  dies, 
he  has  no  cash  outside  of  his  corpora¬ 
tion  with  which  his  estate  can  pay  the 
estate  tax.  In  other  words,  all  the  prof¬ 
its  are  simply  maintained  inside  the  cor¬ 
porate  structure.  Therefore,  there  is 
nothing  on  the  outside  with  which  the 
beneficiaries  can  pay  the  estate  taxes. 
The  only  way  the  estate  can  withdraw 
the  cash  necessary  to  pay  the  estate  tax 
is  by  liquidating  a  portion  of  the  stock¬ 
holder’s  interest  in  his  corporation,  and 
a  partial  liquidation  of  a  stockholder’s 
interest  is  taxed,  as  it  should  be,  as  a 
dividend  at  ordinary  income-tax  rates. 


Stockholders  of  closed  corporations, 
having  put  themselves  into  this  jam, 
came  to  Congress  last  year,  and  are  back 
this  year,  to  get  relief  from  it. 

There  may  be  some  justification  for 
tax-free  redemption  where  an  individual 
stockholder  has  all  of  his  property  tied 
up  in  a  single  corporation.  I  want  to 
make  it  quite  clear  that  where  an  indi¬ 
vidual  has  all  of  his  property  tied  up  in  a 
single  corporation,  his  estate  has  noth¬ 
ing  else  to  do  but  turn  to  that  one  cor¬ 
poration.  There  is  some,  but  less,  justi¬ 
fication  for  allowing  tax-free  redemption 
where  the  stockholder  of  a  closely  held 
corporation  has  half  of  his  property  tied 
up  in  a  closed  corporation.  I  see  no  jus¬ 
tification  for  giving  tax-free  redemption 
relief,  which  merely  means  being  able  to 
sell  some  of  one’s  stock  tax-free,  to  the 
estates  of  those  who  have  only  one- 
fourth  of  their  property  tied  up  in  a 
closely-held  corporation.  It  means  that 
three-fourths  of  their  assets,  three- 
fourths  of  their  resources,  are  some  place 
else,  with  one  one-fourth  in  this  closely- 
held  corporation. 

A  man  may  be  a  member  of  a  family- 
held  corporation;  he  has  one-fourth  of 
the  stock;  he  gets  three-fourths  of  his 
revenue  or  income  from  other  properties. 
When  the  estate  is  being  liquidated,  and 
it  has  to  pay  the  estate  tax,  why  in  the 
name  of  common  sense  should  it  be  able 
to  buy  the  stocks  of  that  closely-held 
corporation  tax-free,  when,  in  fact,  those 
stocks  are  the  result  of  accumulated 
dividends,  which  were  unpaid  earlier  for 
one  of  two  reasons,  either  to  increase 
the  capital,  or  to  see  that  the  stockholder 
did  not  have  to  pay  the  earned-income 
rate  on  dividends?  I  submit  that  the 
Senate  should  reject  the  Senate  Finance 
Committee’s  recommendation,  and  leave 
this  qualifying  percentage  out. 

I  should  like  to  ask  the  majority  leader 
a  question  at  this  point.  Is  the  majority 
leader  planning  to  have  the  Senate  re¬ 
main  in  session  through  the  considera¬ 
tion  of  the  bill,  or  can  we  come  to  an 
agreement  to  recess?  I  should  like  to 
complete  my  remarks.  I  have  worked 
very  hard  on  this  subject,  to  be  very 
frank,  and  my  colleagues  have  worked 
with  me.  There  are  several  of  my  col¬ 
leagues  who  have  spent  night  after  night 
at  my  office  assembling  this  material.  I 
have  in  a  way  been  delegated  to  present 
it  as  our  argument.  I  wonder  whether 
we  could  come  to  an  agreement  to  recess, 
and  I  could  have  the  right  to  the  floor 
at  10  o’clock  in  the  morning,  without  a 
quorum. 

Mr.  MCFARLAND.  I  think  we  ought 
to  continue  in  session  a  little  later  than 
this  today.  We  had  not  planned  to  re¬ 
cess  quite  so  early. 

Mr.  DOUGLAS.  I  wonder  whether 
the  majority  leader  would  give  us  an 
idea  as  to  his  intention  with  respect  to 
how  long  he  wants  us  to  continue. 

Mr.  McFARLAND.  The  Senator  from 
Georgia  is  in  charge  of  the  bill  and  I 
had  planned  to  leave  the  time  pretty 
well  up  to  him.  I  think  the  Senator 
from  Oklahoma  is  now  temporarily  the 
floor  manager  for  the  committee,  and  as 
soon  as  he  comes  back  to  the  Senate 
Chamber  I  shall  consult  with  him. 
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Mr.  DOUGLAS.  What  is  really  hap¬ 
pening  is  that  the  Senator  from  Minne¬ 
sota  is  advocating  the  program  of  the 
President  in  respect  to  the  subject  he  is 
discussing,  and  I  should  not  like  to  have 
him  kept  on  his  feet  unduly  and  harassed 
when  Jie  is  making  such  an  extremely 
able  speech.  So  I  should  like  to  see  the 
Senate  recess  in  the  not-too-distant  fu¬ 
ture,  in  order  that  we  might  then  have 
the  benefit  of  the  development  of  the 
subject  by  the  Senator  from  Minnesota. 
I  think  he  has  been  going  too  rapidly, 
as  a  matter  of  fact,  in  the  last  few  min¬ 
uted,  and  has  deprived  us  of  much  very 
valuable  material.  Those  who  are  de¬ 
fending  the  program  of  the  President  in 
this  case  hope  very  much  that  the  Sen¬ 
ator  will  not  be  kept  on  his  feet  unduly, 
but  that  he  may  have  a  chance  to  rest 
and  to  resume  tomorrow. 

Mr.  MCFARLAND.  It  is  not  my  pur¬ 
pose  to  keep  any  Senator  on  his  feet  un¬ 
duly.  I  do  believe  that  we  ought  to  make 
some  progress  with  this  important  legis¬ 
lation.  At  least  we  should  complete  one 
speech  a  day,  and  for  that  reason  I  hoped 
we  would  run  a  little  later  than  this. 

Mr.  DOUGLAS.  The  term  “little”  is  a 
somewhat  indefinite  one. 

Mr.  McFARLAND.  May  I  as,k  the  dis¬ 
tinguished  Senator  from  Minnesota  how 
long  it  would  take  him  to  complete  his 
speech? 

,  Mr.  HUMPHREY.  It  depends  upon 
what  the  interruptions  are.  I  may  say 
I  got  through  the  first  two  pages  of  my 
remarks  in  1  hour  today,  because  I 
had  no  more  than  opened  my  mouth  on 
the  statement  when  some  Senator  started 
interruptions.  We  had  a  pretty  good 
colloquy,  which  I  think  is  very  desirable, 
but  I  would  say  that,  if  uninterrupted,  I 
could  conclude  within  about  an  hour, 
possibly. 

!  Mr.  DOUGLAS.  Mr.  President,  may  I 
say  I  think  the  Senator  is  developing  so 
many  valuable  points  that  I  am  quite  cer¬ 
tain  there  will  be  some  colloquy  from  the 
floor. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  HUMPHREY.  I  am  happy  to 
yield  to  the  Senator  from  Florida. 

Mr.  HOLLAND.  I  hope  the  majority 
leader  will  be  gracious  enough  to  coop¬ 
erate  with  the  distinguished  Senator 
from  Minnesota.  Having  at  times  spoken 
for  several  hours  myself  in  other  causes, 
I  know  that  sometimes  one  becomes 
weary  upon  his  feet,  and  I  hope  that  the 
precedent  established  in  the  Senate  of 
showing  a  little  generosity  and  a  little 
bit  of  graciousness  may  be  extended  on 
other  occasions  and  to  other  Senators 
upon  this  floor,  who  speak  for  much 
shorter  periods  of  time  than  the  time 
which  the  Senator  from  Minnesota  has 
so  ably  consumed  today. 

Let  me  say  that  I  do  not  think  the 
Senator  from  Minnesota  has  wasted  a 
minute.  I  do  not  believe  he  has  spoken 
impertinently  a  single  sentence.  At 
least,  all  the  time  I  have  been  on  the 
floor  he  has  addressed  himself  entirely 
to  the  subject  matter  of  the  debate.  So 
far  as  the  Senator  from  Florida  is  con¬ 
cerned,  he  hopes  the  other  Members  of 
the  Senate  will  be  gracious  and  under¬ 
standing,  and  as  good  as  is  the  orange 


juice  which  the  Senator  from  Minnesota 
has  so  thoughtfully  kept  by  his  side  dur¬ 
ing  his  address  and  which,  no  doubt,  has 
contributed  to  his  ability  to  hold  the 
floor  for  8  hours.  It  seems  to  the  Sen¬ 
ator  from  Florida  that  we  must  recog¬ 
nize  that  there  is  a  limit  to  human  en¬ 
durance,  even  when  citrus  juice  is  used, 
and  I  hope  that  my  friends  will  be  suffi¬ 
ciently  thoughtful  in  their  attitudes  to 
show  a  little  grace  and  generosity  to  my 
friend  from  Minnesota. 

I  close  on  the  note  that  this  will  set 
a  precedent  in  this  kind  of  a  sustained 
address  which  for  the  first  time  I  have 
heard  made  by  the  distinguished  Sen¬ 
ator  from  Minnesota. 

Mr.  HUMPHREY.  Mr.  President,  first 
of  all  I  want  to  raise  my  glass  in  a  toast 
to  my  good  friend  from  Florida.  The 
glass  contains  marvelous  fruit  juice  from 
the  great  State  of  Florida.  I  appreciate 
the  statement  of  the  Senator  from  Flor¬ 
ida  when  he  said  I  tried  to  keep  to  the 
issue.  This  has  not  been  the  most  easy 
and  comfortable  situation  that  the  Sen¬ 
ator  from  Minnesota  has  ever  enjoyed 
or  experienced,  because  while  we  were 
told  the  bill  would  be  with  us  on  Wednes¬ 
day,  I  got  my  first  copy  of  it  at  1  o’clock 
yesterday  afternoon,  and  I  had  a  long 
day  on  the  floor  yesterday.  A  good  deal 
of  work  had  gone  into  the  prepara¬ 
tion  of  amendments.  The  address 
which  I  have  been  giving  has  been  writ¬ 
ten  and  rewritten  in  terms  of  sections 
which  had  to  be  identified  from  the  bill, 
until  4  a.  m.  this  morning,  with  a  staff 
of  several  persons. 

I  arrived  here  feeling  that  if  we  did 
not  conduct  a  debate,  the  bill  would 
probably  go  through.  We  did  not  have 
time  to  get  our  amendments  completely 
ready  and  will  not  have  them  submitted 
until  tomorrow.  I  think  the  Senator 
from  Illinois  feels  the  same  way  about  it. 
We  need  time  to  get  Senators  to  look  into 
the  provisions  of  the  bill.  I  have  great 
Confidence  in  the  Finance  Committee, 
but  when  we  are  increasing  taxes  and 
providing  $5,000,000,000  in  additional 
revenue  it  seems  to  me  that  every  Sen¬ 
ator  should  know  what  is  in  the  bill. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KERR.  The  Senator  is  aware  of 
the  fact  that  he  and  every  other  Senator 
has  been  welcome  to  attend  any  hear¬ 
ings  which  the  Finance  Committee  have 
held. 

Mr.  HUMPHREY.  The  Senator  from 
Oklahoma  is  aware  that  every  Member 
of  this  body  is  besieged  with  hearings. 
The  Senator  from  Alabama  [Mr.  Hill] 
told  me  he  wanted  to  hear  my  speech, 
but  had  to  attend  one  hearing  after  an¬ 
other.  It  is  ribt  always  possible  to  attend 
hearings  of  a  committee  of  which  a  Sen¬ 
ator  is  not  a  member,  because  he  has  his 
own  burdens  and  his  own  responsibilities 
in  connection  with  his  own  committees. 

Mr.  KERR.  If  the  bill  is  not  going  to 
be  considered  fully,  it  might  as  well  be 
brought  to  the  floor  without  considera¬ 
tion  by  the  committee,  and  the  committee 
could  save  a  great  deal  of  time. 

Mr.  HUMPHREY.  No.  I  think  we  all 
commend  the  committee  for  its  very  seri¬ 
ous  and  sincere  efforts.  I  think  the  Sen¬ 
ator  would  agree  with  me  that  a  bill  of 


this  magnitude  might  lie  idle  for  48 
hours  or  more  to  give  Senators  a  chance 
to  go  through  its  provisions  and  to  study 
the  committee  report. 

Mr.  President,  I  think  I  shall  carry  on, 
unless  the  majority  leader  wants  to 
make  a  request  for  some  other  arrange¬ 
ment — 

Mr.  DOUGLAS.  I  hope  the  Senator 
will  continue  and  that  we  shall  not  per¬ 
mit  this  tax  bill  to  be  rammed  down  our 
throats  without  adequate  debate  to 
clarify  the  many  basic  issues  involved. 

Mr.  McFARLAND.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  McFARLAND.  Mr.  President,  the 
statement  just  made  by  the  Senator  from 
Illinois  is  the  most  unfair  statement  that 
I  ever  heard  him  make.  There  is  no 
effort  being  made  here  to  ram  anything 
down  anyone’s  throat.  It  ill  behooves  the 
Senator  from  Illinois  to  make  such  a 
statement,  because  if  he  reads  the  Rec¬ 
ord  he  knows  it  was  announced  several 
days  ago  that  the  Senate  would  not  hold 
night  sessions  during  the  consideration 
of  the  tax  bill,  and  instead  we  would 
begin  daily  sessions  at  10  o’clock  in  the 
morning.  Many  Senators  felt  it  was  im¬ 
portant  to  consider  the  bill  now  before 
us  during  the  daytime  when  Members 
are  fresher  rather  than  in  the  evening. 
It  has  been  announced  that  the  Senate 
would  try  to  recess  at  a  reasonable  hour 
each  day  this  week.  Under  the  circum¬ 
stances  and  the  known  facts,  I  have 
never  heard  the  Senator  from  Illinois 
make  such  an  unfair  statement  as  that 
which  he  has  just  made. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  feels  that  the  statement  of  the 
Senator  from  Illinois  was  very  unfair. 
At  the  request  of  the  Senator  from  Okla¬ 
homa,  the  Senate  has  had  quorum  calls 
of  periods  of  time  up  to  30  minutes,  for 
the  convenience  of  our  good  friend  from 
Minnesota.  The  Senator  from  Oklahoma 
requested  quorum  calls  for  that  purpose, 
and  he  would  be  happy  to  do  it  again, 
and  other  Members  would  be  glad  to 
extend  that  privilege  again,  so  that  every 
consideration  might  be  given  to  our  dis¬ 
tinguished  colleague  from  Minnesota. 

I  should  like  him  to  tell  the  Senator 
from  Oklahoma  if  there  is  any  feeling  in 
his  mind  that  there  has  been  any  effort 
on  the  part  of  any  Senator  today  to  do 
that  which  the  Senator  from  Illinois 
has  just  referred  to. 

Mr.  HUMPHREY.  I  want  to  say  to 
the  Senator  from  Oklahoma  that  twice 
today  I  have  personally  thanked  him  for 
the  courtesy  he  has  shown  me  in  asking 
for  quorum  calls.  I  think  what  we  have 
experienced  here  is  that  some  of  us  feel 
that  starting  the  sessions  at  10  o’clock 
and  going  on  pretty  late  is  something 
new,  and  it  just  hit  on  the  tax  bill.  I 
do  not  think  anyone  is  trying  to  ram 
anything  down  anyone’s  throat,  but  I 
have  expressed  myself,  as  the  Senator 
from  Illinois  has,  to  the  effect  that  we 
have  felt  rushed  with  inadequate  time 
for  thorough  preparation. 

We  have  reached  the  point  where  we 
are  a  little  tired.  I  have  spoken  to  the 
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distinguished  chairman  of  the  Finance 
Committee  and  to  the  ranking  minority 
member  of  it,  and  have  told  them  that 
we  had  no  wish  to  delay  the  passage  of 
the  bill.  I  think  we  would  be  a  great 
deal  better  off  to  recess  now  and  come 
back  at  10  o’clock  tomorrow  morning. 
The  Senator  from  Minnesota  is  not  in¬ 
terested  in  having  a  quorum  call.  If 
Senators  do  not  want  to  hear  what  I 
have  to  say,  I  do  not  want  to  compel 
them  to  come  by  ringing  the  bells.  I 
think  I  can  be  through  by  11  o’clock. 

Mr.  MCFARLAND.  I  have  no  objec¬ 
tion  to  giving  the  Senator  from  Minne¬ 
sota  relief  by  recessing,  but  I  do  not 
appreciate  what  I  heard  the  Senator 
from  Illinois  whisper  to  the  Senator  from 
Minnesota. 

Mr.  HUMPHREY.  I  did  not  hear 
what  he  whispered,  I  am  sorry  to  say. 

Mr.  McFARLAND.  I  heard  what  he 
whispered.  It  is  incorrect  to  suggest 
there  has  been  any  unfairness  in  the 
consideration  of  this  bill.  No  one  has 
been  unfair  to  any  Member.  If  the 
Senator  from  Minnesota  does  not  feel 
like  standing  on  his  feet,  all  he  has  to 
do  is  to  tell  me  so  and  we  will  recess 
at  any  time.  I  merely  suggested  that  I 
had  hoped  we  could  finish  with  at  least 
one  speech.  However,  we  will  recess 
now  and  give  the  Senator  the  time  he 
wants  in  the  morning,  particularly  in 
view  of  the  fact  that  he  has  said  that  he 
is  covering  the  views  of  a  number  of 
Senators.  We  are  not  trying  to  ram 
anything  down  anyone’s  throat. 

I  ask  unanimous  consent - 

Mr.  HUMPHREY.  Mr.  President,  I 
think  I  have  the  floor.  I  thinfk  the  ma¬ 
jority  leader  has  now  made  a  fair  pro¬ 
posal.  I  have  spoken  to  members  of  the 
staff  of  the  Senate  and  to  my  colleagues, 
suggesting  that  we  reach  some  under¬ 
standing  in  a  few  days  as  to  a  unani¬ 
mous-consent  request.  I  do  not  know 
what  we  are  all  scrapping  about.  I 
happen  to  be  one  of  the  younger  Mem¬ 
bers  of  this  body.  I  think  I  can  take  it. 
If  we  want  to  stay  until  midnight,  that 
is  when  I  start  feeling  good. 

Mr.  McFARLAND.  I  am  glad  the  Sen¬ 
ator  is  so  young.  I  shall  be  glad  to  re¬ 
main  as  long  as  the  Senator  wants  to 
stay,  or  I  am  willing  to  have  the  Senate 
recess  now  until  10  o’clock  tomorrow 
morning.  I  had  told  Senators  that  we 
would  recess  sometime  between  6  and  7 
o’clock  this  evening. 

Mr.  HUMPHREY.  Fine. 

Mr.  McFARLAND.  And  I  feel  that  I 
should  carry  out  that  suggestion. 

Mr.  President,  this  is  the  first  time 
during  my  service  in  this  body  anyone 
has  accused  me  on  the  floor  of  the  Sen¬ 
ate  of  trying  to  ram  anything  down  any¬ 
one’s  throat.  I  may  add  that  any  time 
anyone  says  that  I  shall  rise  in  my  place 
and  talk  about  it,  regardless  of  who 
makes  the  statement. 

Mr.  President,  I  now  ask  unanimous 
consent -  * 

Mr.  HUMPHREY.  Mr.  President - 

The  PRESIDING  OFFICER.  Does  the 
Senator  yield  for  the  purpose  of  a  unani¬ 
mous-consent  request  being  made? 

Mr.  HUMPHREY.  I  want  to  say  in  be¬ 
half  of  my  colleague,  the  Senator  from 
Illinois  [Mr.  Douglas],  that  he  has  been  j 
most  steadfast  in  his  work  on  the  Senate  i 


floor  day  after  day,  week  after  week,  and 
month  after  month.  I  also  want  to  say 
quite  frankly  that  his  comments  were 
directed  to  what  he  thought  was  an  ef¬ 
fort  to  keep  the  debate  going  on.  There 
has  been  some  misunderstading,  and  I 
think  that  as  good  Members  of  this  body 
we  can  forget  that  misunderstanding 
and  proceed  to  consider  the  request 
about  to  be  made  by  the  majority  leader. 

Mr.  McFARLAND.  I  will  say,  Mr. 
President,  that  no  one  is  more  willing 
to  forget  a  misunderstanding  than  is  the 
Senator  from  Arizona. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Minnesota  yield  to  the 
Senator  from  Arizona? 

Mr.  HUMPHREY.  I  surely  do  yield. 

Mr.  McFARLAND.  Mr.  President,  I 
ask  unanimous  consent  that  when  the 
Senate  convenes  tomorrow  morning  at 
10  o’clock  the  distinguished  Senator 
from  Minnesota  may  have  the  floor. 
And  shall  I  say  that  the  Seantor  will 
confine  his  remarks  to  an  hour,  or  does 
he  want  the  time  limited? 

Mr.  HUMPHREY.  I  will  say  I  may 
conclude  within  the  hour,  if  uninter¬ 
rupted — perhaps  longer. 

Mr.  McFARLAND.  Very  well.  We 
will  place  no  limitation  on  the  Senator. 

Mr.  HUMPHREY.  I  thank  the  ma¬ 
jority  leader. 

Mr.  McFARLAND.  With  that  under¬ 
standing,  Mr.  President,  the  Senator 
from  North  Dakota  wishes  to  make  a 
few  remarks. 

Mr.  SALTONSTALL.  Mr.  President, 
reserving  the  right  to  object,  and  on  the 
part  of  the  minority  there  will  be  no 
objection,  I  should  like  to  ask  the  ma¬ 
jority  leader  or  the  Senator  from  Minne¬ 
sota  one  question.  Do  I  understand 
that  the  Senator  from  Minnesota  is  will¬ 
ing  to  proceed  on  the  understanding  that 
we  do  not  have  a  quorum  call  at  10 
o’clock? 

Mr.  HUMPHREY.  Yes,  that  is  cor¬ 
rect. 

Mr.  McFARLAND.  I  will  make  that  a 
part  of  the  unanimous -consent  request. 

Mr.  HUMPHREY.  Mr.  President,  I 
yield  the  floor  then. 

Mr.  KERR.  Mr.  President,  reserving 
the  right  to  object,  do  I  understand  that 
the  request  was  made  on  the  under¬ 
standing  there  would  be  no  quorum  call? 

Mr.  McFARLAND.  Yes,  that  was  a 
part  of  the  request. 

Mr.  HUMPHREY.  Mr.  President,  I 
made  the  suggestion  because  it  took  45 
minutes  to  get  a  quorum  today.  I  think 
we  can  use  45  minutes  to  more  produc¬ 
tive  advantage  by  not  having  a  quorum 
call  tomorrow  morning. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  unanimous-consent  re¬ 
quest  made  by  the  Senator  from  Ari¬ 
zona?  The  Chair  hears  none,  and  it  is 
so  ordered. 

CONFIRMATION  OF  ROUTINE  PROMO¬ 
TIONS  IN  THE  ARMED  SERVICE^ 

During  the  delivery  of  Mr.  Humphrey’s 
address,  'svv 

Mr.  STENNIS.  Mr.  President - 

The  PRESIDING  OFFICER.  (Mr. 
Hunt  in  the  Chair).  The  Chair  recog¬ 
nizes  the  Senator  from  Mississippi,  with¬ 
out  the  Senator  from  Minnesota  losing 
his  right  to  the  floor. 


to.  STENNIS.  Mr.  President,  from 
the  Committee  on  Armed  Services.  I  fa¬ 
vorably  report  nominations  for  the  rou¬ 
ting  promotion  of  some  2,000  officers  of 
the  military  services.  There  are  no  gen¬ 
eral^  or  admirals  included  in  the  nomi¬ 
nations,  and  the  majority  are  in  the 
junio^  grades. 

The  names  of  the  nominees  were  all 
printed  in  the  Congressional  Record  on 
the  da^e  they  were  received  by  the  Sen¬ 
ate.  Ib  order  to  save  the  expense  of  re¬ 
printing  these  names  in  the  Executive 
Calendar-,  I  ask  unanimous  consent,  as 
in  executive  session,  for  the  immediate 
consideration  of  the  nominations.  I 
may  say  further,  Mr.  Presideht,  that 
the  nomihations  were  all  ordered  re¬ 
ported  by  unanimous  vote  of  the  Armed 
Services  Committee. 

The  PRESIDING  OFFICER.  Is 
there  objection? 

Mr.  MARTIN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  STENNIS.  I  am  very  glad  to 
yield  to  the  Senator  from  Pennsylvania. 

Mr.  MARTIN.  Were  members  of  both 
political  parties  present? 

Mr.  STENNIS.  Yes.  A  quroum  was 
present,  and  each  of  the  two  parties  was 
fully  represented. 

Mr.  MARTIN.  I  have  no  objection. 

Mr.  CONNALLY.  Mr.  President,  I  do 
not  object,  but  it  seems  to  me  in  cases 
like  this  the  committee  ought  to  file  a  list 
of  the  nominations  with  the  Secretary  at 
least,  let  us  say,  2  days  in  advance,  in 
order  that  Senators  who  are  interested 
may  have  an  opportunity  to  examine  the 
report.  I  do  not  insist  that  this  report 
be  printed.  As  I  understand,  these  are 
routine  promotions.  .Is  that  correct? 

Mr.  STENNIS.  They  are  considered  to 
be  routine  nominations.  The  others,  the 
so-called  major  nominations,  were  not 
reported.  They  are  before  the  commit¬ 
tee,  and  this  manner  of  reporting  is  sole¬ 
ly  for  the  purpose  of  saving  approxi¬ 
mately  $500  or  $600  in  a  printing  bill; 
that  is,  the  cost  of  having  the  nomina¬ 
tions  printed  in  the  Executive  Calendar, 
to  lie  over  thereafter  for  a  day  or  two. 
The  custom  has  developed  in  similar  in¬ 
stances  of  asking  unanimous  consent  to 
let  them  go  directly  to  the  Record. 

Mr.  CONNALLY.  I  suggest  that  when 
an  armload  of  nominations  is  brought  to 
the  Senate  and  they  are  immediately 
confirmed  and  the  President  notified, 
there  is  no  way  on  earth  to  reconsider 
the  votes  by  which  the  nominations  are 
confirmed,  or  to  take  names  off  the  lists, 
or  to  do  anything  else  with  them.  I 
think  there  ought  to  be  a  rule  to  govern 
cases  of  this  kind.  I  do  not  care  to  fnake 
the  Government  pay  a  great  printing  bill 
in  connection  with  the  reprinting  of  the 
names,  but  there  should  be  a  rule  re¬ 
quiring  that  nominations  such  as  these 
be  filed  with  the  Secretary,  say  2  days 
ahead  of  the  time  they  are  to  be.  con¬ 
firmed,  in  order  that  every  Senator'' may 
go  t<5  the  desk  or  some  other  appropriate 
plage  to  examine  the  list,  to  ascertain 
whether  there  is  any  nomination  on  the 
list  in  which  he  is  interested,  or  to  make 
sure  that  the  list  includes  someone  in 
wjiom  he  is  interested.  I  merely  offer 
that  as  a  suggestion.  I  do  not  propose 
any  amendment.  I  do  not  object,  but  I 
submit  that  ought  to  be  the  practice. 
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REVENUE  ACT  OF  1951  AS  AGREED  TO  BY  THE 

CONFEREES 


It  is  estimated  that  the  Revenue  Act  of  1951  as  agreed  to  by  the 
conferees  will  produce  approximately  $5.7  billion  annually  when  fully 
effective  tinder  the  business  conditions  anticipated  for  the  calendar 
year  1951.  Of  this  amount  it  is  anticipated  that  $2,764  million  will 
be  collected  in  the  fiscal  year  1952.  Total  collections  in  the  fiscal 
year  1952  are  estimated  at  $60.9  billion  under  present  law.  As  a 
result  it  is  anticipated  that  the,  additional  revenue  realized  by  this 
bill  will  increase  collections  in  the  fiscal  year  1952  to  about' $63.7 
billion . 

The  increase  in  collections  in  the  fiscal  year  1952  is  smaller  than  the 
increase  in  tax  liabilities  in  a  full  year  of  operation,  both  because  the 
changes  are  not  effective  for  the  entire  fiscal  year  1952,  and  because 
collections  tend  to  lag  behind  the  incurring  of  liabilities.  As  shown 
in  table  1,  it  is  estimated  that  the  bill  will  increase  individual  income- 
tax  liabilities  by  $2,280  million  in  a  full  year  of  operation,  or  by  $1 ,190 
million  in  the  fiscal  year  1952.  In  the  case  of  corporate  income  and 
excess-profits  taxes,  it  is  anticipated  that  the  bill  will  increase  liabilities 
by  $2,207  million  in  a  full  year  of  operation,  or  by  $787  million  in  the 
fiscal  year  1952.  Excise  taxes  are  estimated  to  be  increased  by  $1,204 
million  by  the  bill  in  a  full  year  of  operation,  and  by  $787  million  in 
the  fiscal  year  1952.  These  figures  include  not  only  the  rate  changes 
made  by  the  bill,  but  also  the  structural  changes  as  well. 

The  increase  in  excise-tax  collections  in  the  fiscal  year  1952  assumes 
that  the  changes  in  these. taxes  will  become  effective  as  of  November  1, 
1951. 

Table  1. — Estimated,  effect  of  the  conference  hill  on  tax  liabilities  in  a  full  year  of 
operation  and  on  collections  in  the  fiscal  year  1952 


[In  millions] 


Full  year 
effect 

Fiscal  year 
1952  effect 

$2, 280 

1  2,  207 
1,204 

$1, 190 
i  787 
*787 

Corporate  income  and  excess  profits  taxes _ 

6,691 

2, 764 

1  Net  increase  after  allowing  for  reduction  in  individual  income  taxes  due  to  lower  dividends. 

2  Assumes  excise  tax  changes  are  effective  Nov.  1, 1951. 

Note. — The  above  estimates  include  structural  changes  in  the  individual  and  corporate  taxes. 


1 


2 
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I.  CHANGES  IN  THE  INDIVIDUAL  INCOME  TAX 

The  bill  contains  a  new  rate  schedule  for  computing  the  surtax 
of  individuals  which  provides  for  an  increase  in  tax  liability  of  11  per¬ 
cent  of  the  present  tax  on  the  first  $2,000  ($4,000  in  the  cases  of 
married  couples)  of  surtax  net  income  1  and  in  the  case  of  surtax  net 
income  in  excess  of  this  avmount  about  11.75  percent  of  the  tax  com¬ 
puted  under  present  law  or  9  percent  of  the  surtax  net  income  remain¬ 
ing  after  the  deduction  of  the  present  tax,  whichever  is  the  smaller. 
This  increase  provided  by  the  bill  applies  only  to  the  tax  on  ordinary 
income.  The  25-percent  alternative  tax  on  capital  gains  is  increased 
to  26  percent.  The  rate  increases  on  ordinary  income,  in  effect,  are 
made  as  of  November  1,  1951,  the  date  when  increased  withholding 
becomes  effective,  and  are  to  terminate  as  of  December  31,  1953. 
The  change  in  the  alternative  tax  on  capital  gains  is  effective  with 
respect  to  the  calendar  years  1952  and  1953. 

The  bill  also  grants  to  heads  of  households  50  percent  of  the  benefits 
of  income  splitting  now  enjoyed  by  married  persons.  For  calendar 
year  taxpayers  this  head-of-household  provision  is  to  be  effective 
beginning  in  1952. 

It  is  estimated  that  in  a  full  year  of  operation  the  individual  income 
tax  rate  changes  (including  capital  gains)  will  increase  liabilities  by 
$2,485  million  and  that  on  the  same  basis  the  head-of-household  pro¬ 
vision  will  decrease  revenues  by  $55  million.  Thus,  it  is  estimated 
that  the  combined  effect  of  these  provisions  will  be  to  increase  liabilities 
in  a  full  year  of  operation  by  $2,430  million. 

Since,  in  effect,  the  rate  changes  do  not  become  operative  until' 
November  1,  and  the  head-of-household  provision  for  practically  all 
taxpayers  will  not  be  effective  until  January  1,  1952,  collections  in 
the  fiscal  year  1952,  ending  June  30,  1952,  will  not  fully  reflect  the 
increases  provided.  Therefore,  fiscal  year  1952  collections  are  expected 
to  be  increased  by  only  about  58  percent  of  the  $2,430  million,  or  by 
$1,414  million. 

A.  Rate  Changes  • 

For  taxable  years  beginning  after  October  31,  1951,  the  bill  increases 
the  present  individual  income  taxes  by  the  lower  of  either  about  11.75 
percent  of  the  present  combined  normal  tax  and  surtax,  or  approxi¬ 
mately  9  percent  of  the  surtax  net  income1  after  present  taxes. 
However,  in  the  first  $2,000  surtax  net  income  bracket  the  increase  is 
to  be  11  percent  instead  of  11.75  percent.  These  increases  are  incor¬ 
porated  in  the  surtax  rate  schedule  and  are  to  terminate  as  of  Decem¬ 
ber  31,  1953.. 

The  combined  normal  tax  and  surtax  bracket  rates  under  present 
law  and  under  the  bill  for  1952  and  1953  are  shown  in  the  first  two 
columns  of  table  2.  These  are  the  marginal  tax  rates  for  single 
persons  (other  than  heads  of  households)  under  present  law  and  the 
conference  bill.  Because  of  income  splitting,  however,  these  are 
not  the  marginal  rates  for  married  couples.  These  marginal  rates 
under  present  law  and  under  the  conference  bill  are  shown  in  the 
third  and  fourth  columns  of  table  2.  The  surtax  bracket  rates  under 
the  conference  bill  range  from  22.2  percent  on  the  first  $2,000  of 
surtax  net  income,  to  92  percent  on  surtax  net  income  of  $200,000 
and  over.  This  can  be  compared  with  rates  under  present  law 


Surtax  net  income  is  income  after  deductions  and  exemptions. 
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ranging  from  20  percent  on  the  first  $2,000  to  91  percent  on  income 
of  $200,000  and  over.  The  marginal  rates  for  married  couples  under 
the  bill  also  range  from  22.2  percent  to  92  percent,  but  as  indicated 
by  the  table,  the  latter  rate  is  not  effective  until  a  surtax  net  income 
level  of  $400,000  is  reached. 

Table  2. — Marginal  individual  income  normal  tax  and  surtax  rates  under  present 
law,  and  the  conference  bill  for  calendar  years  1952  and  1953 


Surtax  net  income  levels 
(in  thousands)  1 

Single  persons 

Married  couples 

Present 

law 

Conference 

bill 

Present 

law 

Conference 

bill 

$0  to  $2 _ __ 

Percent 

20 

Percent 

22.2 

Percent 

20 

Percent 

22.2 

$2  to  $4 _  .  .. 

22 

24.6 

20 

22.2 

$4  to  $6. _ _ 

26 

29 

22 

24.6 

$6  to  $8 _ 

30 

34 

22 

24.6 

$8  to  $10 _ 

34 

38 

26 

29 

$10  to  $12 _ _ _ _ _ _ _ _ 

38 

42 

26 

29 

$12  to  $14 _ 

43 

48 

30 

34 

$14  to  $16 _ 

47 

53 

30 

34 

$16  to  $18 _ _ _ 

50 

56 

34 

38 

$18  to  $20 _ 

53 

59 

34 

38 

$20  to  $22 _ _ _ 

56 

62 

38 

42 

$22  to  $24. _ _ 

59 

66 

38 

42 

$24  to  $26 _ 

59 

66 

43 

48 

$26  to  $28 _ _ _ 

62 

67 

43 

48 

$28  to  $32 _ 

62 

67 

47 

53 

$32  to  $36 _ _ _ 

65 

68 

50 

56 

$36  to  $38 _ 

65 

68 

53 

69 

$38  to  $40 _ 

69 

72 

53 

59 

$40  to  $44 _ 

69 

72 

56 

62 

$44  to  $50 _ _ _ 

72 

.75 

59 

66 

$50  to  $52 _ _ _ _ 

75 

77 

59 

66 

$52  to  $60 _ 

75 

77 

62 

67 

$60  to  $64 _ 

78 

80 

62 

67 

$64  to  $70. _ _ _ _ 

78 

80 

65 

68 

$70  to  $76 _ 

81 

83 

65 

68 

$76  to  $80 _ 

81 

83 

69 

72 

$80  to  $88. _ _ 

84 

85 

69 

72 

$88  to  $90 _ 

84 

85 

.  72 

75 

$90  to  $100 _ 

87 

88 

72 

75 

$100  to  $120 _ 

89 

90 

75 

77 

$120  to  $140 _ 

89 

90 

78 

80 

$140  to  $150 _ 

89 

90 

81 

83 

$150  to  $160 _ 

90 

91 

81 

83 

$160  to  $180 _ _ _ _ _ 

90 

91 

84 

85 

$180  to  $200 _ 

90 

91 

87 

88 

$200  to  $300 _ 

91 

92 

89 

90 

$300  to  $400 _ 

91 

92 

90 

91 

$400  and  over . .  .  .  .  _  . 

91 

92 

91 

92 

1  Income  after  business  and  personal  deductions  and  exemptions. 


The  bill  raises  the  effective  rate  limitation,  or  maximum  combined 
normal  tax  and  surtax  on  total  net  income,  from  the  87  percent  pro¬ 
vided  by  present  law  to  88  percent.  This  effective  rate  limitation 
prevents  an  individual’s  total  net  income  from  being  taxed  at  a  rate 
higher  than  88  percent,  although  the  bracket  rate  on  income  in  excess 
of  $200,000  permits  a  portion  of  an  individual’s  income  to  be  taxed  at 
as  high  a  rate  as  92  percent. 

The  bill  also  provides  a  new  surtax  rate  schedule  for  the  calendar 
year  1951,  adding  to  the  present  tax  burden  about  one-sixtli  of  the 
increase  provided  for  1952  and  1953.  Thus,  for  1951  the  present  tax 
is  increased  by  the  lower  of  either  nearly  2  percent  of  the  existing  law 
tax,  or  by  about  l}{  percent  of  surtax  net  income  after  deducting  the 
present  tax.  This  is  roughly  the  equivalent  of  making  the  full 
11.75-percent  or  9-percent  increase  effective  November  1,  1951.  The 
combined  normal  tax  and  surtax  bracket  rates  under  the  bill  for  the 
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calendar  year  1951  range  from  20.  4  percent  on  the  first  $2,000  of 
taxable  income  to  91  percent  on  taxable  income  over  $200,000.  The 
effective  rate  limitation  for  calendar  year  1951  taxpayers  is  87.  2 
percent. 

The  bill  also  adds  a  provision  which  makes  inapplicable,  for  1951, 
the  penalties  and  additions  to  tax  for  willful  failure  to  make  declara¬ 
tions  or  pay  estimated  tax  with  respect  to  the  additional  tax  imposed 
on  individuals  by  this  bill. 

The  bill,  in  effect,  raises  the  alternative  tax  on  capital  gains  of 
individuals  from  25  percent  to  26  percent.  This  increase  is  appli¬ 
cable  to  taxable  years  beginning  after  October  31,  1951,  and  before 
November  1,  1953.  No  increase  is  provided  for  years  which  do  not 
begin  in  this  period  even  though  they  end  in  it. 

Under  the  bill  new  withholding  tables  are  provided  to  reflect  the 
increased  taxes.  The  withholding  in  these  tables  is  at  20  percent  as 
contrasted  to  18  percent  in  the  tables  in  present  law.  Similar  adjust¬ 
ments  are  made  in  the  percentage  method  of  withholding.  A  with¬ 
holding  tax  rate  of  20  percent  collects  the  full  amount  ordinarily  due 
on  the  beginning  rates  provided  by  the  bill  after  allowance  for  the 
standard  deduction. 

Table  3  shows  the  effective  rates  of  tax  under  present  law  and  under 
the  bill  for  single  persons  with  no  dependents,  for  married  couples 
with  no  dependents,  and  for  married  couples  with  two  dependents,  at 
selected  net  income  levels.2  This  effective  rate  table  differs  in  two 
important  respects  from  the  marginal  rates  previously  shown:  (1)  The 
effective  rates  show  the  accumulative  rate  on  all  income  up  to  any 
specific  income  level  and,  therefore,  represent  the  average  rates  at- 
which  the  entire  income  is  taxed,  and  (2)  they  are  based  on  net  income 
before  exemptions  and,  therefore,  show  the  effective  exemptions  on 
the  actual  tax  paid.  On  the  same  basis  as  the  effective  rates,  table  4 
shows  the  amount  of  tax  paid  at  selected  net  income  levels  under  the 
conference  bill  and  compares  these  taxes  with  those  under  present  law. 


Table  3. — Comparison  of  individual  income  tax  effective  rates  under  present  law 

and  the  conference  bill 


Net  income  (after  deductions 
but  before  exemptions) 

Single  person,  no 
dependents 

Married  couple,  no 
dependents 

Married  couple,  2 
dependents 

Present  law 

Conference 

bill 

Present  law 

Conference 

bill 

Present  law 

Conference 

bill 

Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

$800 _ 

5.  0 

5.6 

$1,000  _  _ 

8.0 

8.9 

$1,500  . . . 

12.0 

13.  3 

4.  0 

4.4 

$2,000 _ _ 

14.0 

15.5 

8.0 

8.9 

$3,000 _ _ _ 

16.3 

18.1 

12.0 

13.3 

4.0 

4.4 

$4,000 _ 

17.7 

19.7 

14.0 

15.5 

8.0 

8.9 

$5,000 _ 

18.9 

21.0 

15.2 

16.9 

10.4 

11.5 

$8,000 _ 

22.3 

24.9 

17.7 

19.7 

14.4 

16.0 

$10,000 _ 

24.4 

27.3 

18.9 

21.0 

15.9 

17.7 

$15,000 _ 

29.7 

33.1 

21.7 

24.3 

19.3 

21.6 

$20,000 . - . . 

34.7 

38.8 

24.4 

27.3 

22.3 

25.0 

$25,000. _ _ _ _ 

39.2 

43.8 

26.9 

30.0 

25. 1 

28.0 

$50,000.. . . . 

52.8 

56.9 

39.2 

43.8 

37.8 

42.2 

$100,000 _ 

66.8 

69.7 

52.8 

56.9 

51.9 

66.0 

$300,000 _ _ _ 

82.4 

84.1 

74.2 

76.5 

73.8 

76.1 

$500,000. _ _ _ 

85.9 

87.2 

80.7 

82.5 

80.5 

82.2 

$1,000,000 _ _ _ 

*  87. 0 

2  88. 0 

85.9 

87.2 

85.7 

87.1 

1  Maximum  effective  rate  limitation  of  87  percent. 
>  Maximum  effective  rate  limitation  of  88  percent. 


J  Net  income  is  income  after  deductions,  but  before  exemptions. 
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Table  4. — Comparison  of  individual  income-tax  burdens  under  present  law  with 
those  under  the  conference  bill  for  1952  and  1953 


SINGLE  PERSON,  NO  DEPENDENTS 


Net  income  (after  deductions 
but  before  exemptions) 


$800... 
$1,000.. 
$2,000.. 
$3,000.. 
$4,000.. 
$5,000- 
$8,000  . 
$10,000. 


Amount  of  tax 

Net  income  (after  deductions 
but  before  exemptions) 

Amount  of  tax 

Present 

law 

Conference 

bill 

Present 

law 

Conference 

bill 

$40 

$44.  40 

$15,000... _ _ 

$4,448 

$4, 968.  00 

80 

88.  80 

$20,000 _ 

6,  942 

7,  762.  00 

280 

310.  80 

$25,000. . 

9,  796 

10,  940.  00 

488 

542.  40 

$50,000 . . . 

26,  388 

28,  466.  00 

708 

788.  40 

$100,000 . . 

66,  798 

69,  688.  00 

944 

1, 052.  00 

$300,000 _ 

247,  274 

252, 164.  00 

1,780 

1,  992. 00 

$500,000 . . 

429,  274 

436, 164.00 

2,436 

2, 728. 00 

$1,000,000 _ 

i  870, 000 

2  880,  000.  00 

MARRIED  COUPLE,  NO  DEPENDENTS 


$1,500 . . . 

$60 

$66.  60 

$20,000  . _ 

$4, 872 

6,  724 
19, 592 
52,  776 
222,  572 
403,  548 
858, 548 

$5, 456. 00 
7, 508. 00 

$2,000 _ _ 

160 

176.  60 

$25,000 

$3,000 _ _ _ 

360 

399.60 

621.60 

$50,000  . 

21,880. 00 

$4,000  _ _ 

660 

$100,000 

56. 932. 00 

$5,000 _ 

760 

843. 60 

$300,000  _ 

229, 352. 00 
412,  328.00 

$8,000  . . . . 

1,416 

1, 576.  80 

2, 104. 00 

3, 644. 00 

$500,000 

$10,000 _ _ 

1,888 

3,260 

$1,000,000 . 

872;  328. 00 

$15,000 . . 

MARRIED  COUPLE,  2  DEPENDENTS 


$3,000 _ _ _ 

$120 

$133.  20 

$25,000  _ _ _ 

$6,  268 

$7, 004. 00 
21,088.00 
56, 032.  00 

$4,000 _ 

320 

355.  20 

$50,000  _ _ _ 

'  18,  884 

$5,000 .  . . 

520 

577.  20 

$100,000 _ _ 

51,912 
221,  504 
402,  456 
857,  456 

$8,000 _ _ _ 

1, 152 
1,592 
2,900 
4,464 

1,281.60 

1,  773.  60 

3, 236.  00 

$300,000  _ _ 

228, 272. 00 

$10,000  .. 

$500,000  _ 

411,224.00 

$15,000  . . . 

$1,000,000 _ _ _ 

871,  224.  00 

$20,000 _ 

5, 000.  00 

1  Maximum  effective  rate  limitation  of  87  percent. 
1  Maximum  effective  rate  limitation  of  88  percent. 


B.  Head-of-Household  Provision 

For  a  person  qualifying  as  a  “head  of  household”  section  301  of  the 
bill  provides  a  new  surtax  table  applicable  for  taxable  years  beginning 
after  October  31,  1951.  Thus,  for  a  calendar  year  taxpayer,  the  pro¬ 
vision  will  not  become  effective  until  1952.  The  new  surtax  table  is 
constructed  to  give  heads  of  households  approximately  one-lialf  of 
the  benefits  of  income-splitting. 

The  bill  defines  a  head  of  a  household,  for  purposes  of  obtaining  the 
benefits  of  this  special  provision,  as  an  individual  who  is  not  married 
and  who  maintains  a  household  in  which  lives — - 

(1)  One  of  his  children  (including  an  adopted  child),  one  of 
their  descendants  or  a  stepchild  (but  the  child,  descendant,  or 
stepchild  if  married  must  be  a  dependent  of  the  taxpayer  and 
not  file  a  joint  return) ;  or 

(2)  Any  person  (not  filing  a  joint  return  with  a  spouse),  who 
has  a  gross  income  of  less  than  $600, 3  more  than  half  of  whose 
support  is  supplied  by  the  taxpayer  and  who  bears  one  of  the 
following  relationships  to  the  taxpayer: 

!  Under  present  law  the  taxpayer  is  allowed  a  dependency  credit  provided  the  dependent  has  a  gross 
Income  of  less  than  $500.  Sec.  310  of  this  bill,  discussed  elsewhere  in  this  summary,  raises  the  allowable 
gross  income  of  a  dependent  to  $600. 
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(a)  A  brother  or  sister  or  stepbrother  or  stepsister, 

(b)  A  parent  or  one  of  their  ancestors, 

(c)  A  stepparent, 

(d)  A  nephew  or  niece, 

(e)  An  uncle  or  aunt,  or 

(f)  A  son-in-law,  daughter-in-law,  mother-in-law,  father-in- 

law,  sister-in-law,  or  brother-in-law. 

A  taxpayer  is  considered  as  maintaining  a  household  only  if  during 
the  year  he  furnishes  more  than  half  the  maintenance  costs  of  such 
household.  Moreover,  the  individual  who  makes  it  possible  for  the 
taxpayer  to  gain  the  benefits  of  the  head-of-household  status  must 
actually  live  in  the  taxpayer’s  household  during  the  entire  taxable 
year  unless  he  is  temporarily  absent,  for  example,  attending  school 
or  for  reasons  of  health.  Under  this  definition  it  is  immaterial  how 
much  gross  income  an  unmarried  child  or  grandchild  living  with  the 
taxpayer  may  have. 

Table  5  shows  the  amount  of  tax  paid  at  selected  net  income  levels 
for  heads  of  households  with  one  dependent,  for  single  individuals 
with  one  dependent,  and  for  married  couples  with  no  dependents. 
It  also  shows  how  much  less  the  tax  of  the  head  of  household  and  the 
tax  of  the  married  couple  are  than  that  of  the  single  person  at  the 
same  income  level.  This  represents  the  benefits  of  income  splitting, 
which  present  law  grants  in  full  to  married  couples  and  which  the 
bill  grants  in  part  to  heads  of  households.  The  last  column  of  the 
table  expresses  the  income-splitting  benefits  granted  heads  of  house¬ 
holds  as  percentages  of  the  income-splitting  benefits  available  to 
married  couples.  This  shows  that  the  bill  grants  about  50  percent 
of  the  benefits  of  income  splitting  to  heads  of  households. 


Table  5. — Comparison  of  individual  income  tax  burdens  for  heads  of  households 
under  the  conference  bill  with  those  for  single  persons  with  1  dependent  and  for 
married  couples  under  the  bill  for  1952  and  1953 


Selected  net  income 
levels  1 

Amount  of  tax 

Amount  of  tax  differ¬ 
ence  between  single 
person  with  1  de¬ 
pendent  and— 

Percent  tax 
difference 
between 
head  of 
household 
and  single 
person  is 
of  that 
between 
married 
couple  and 
single 
person 

Head  of 
household 
with  1 
dependent 

Single 
individual 
with  1 
exemption 

Married 
couple 
filing 
a  joint 
return 

Head  of 
household 

Married 

couple 

$1,500  .  _ _ 

$66.  60 

$66. 60 

$66.  60 

$2,000 

177.  60 

i?7.  60 

177.  60 

$3,000 

399.  60 

399.  60 

399.  60 

$5|000 _ _ _ 

865.  20 

886.  80 

843.  60 

$21.  60 

$43.  20 

50.0 

$8,000 _ 

1,684.00 

1,788.  00 

1.576.  SO 

104.00 

211.20 

49.2 

$10,000 _ _ 

2, 304. 00 

2,  500.  00 

2,  104.00 

196.  00 

396. 00 

49.5 

$15,000 _ _ _ 

4, 150. 00 

4,  660.  00 

3,  644.  00 

510.  00 

1,016.00 

50.2 

$20,000 _ _ 

6, 436.  00 

7,  408.  00 

5.  456.  00 

972.  00 

1,952.00 

49.8 

$25,000 _ 

9. 024.  00 

10,  544.00 

7,  508.  00 

1,  520.  00 

3,  036.  00 

50.1 

$50,000... _ _ 

24,  960.  00 

28,  016.  00 

21,880.  00 

3,  056.  00 

6, 136.  00 

49.8 

$100,000. _ _ 

63,  040.  00 

69, 160.  00 

56,  932.  00 

6, 120.  00 

12,228.00 

50.0 

$500,000 _ 

424,  408.  00 

435,  612.  00 

412,  328.00 

11,204.00 

23,  284.  00 

48.1 

$1,000,000  . 

2  880, 000.  00 

2  880,000.00 

872, 328.  00 

7,  672.  00 

1  Income  after  deductions  but  before  exemptions. 

2  Maximum  effective  rate  limitation  of  88  percent. 
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C.  Distribution  of  Tax  Burden 

Table  6  shows  the  distribution  of  the  individual  income  tax  burden 
under  present  law  and  the  bill  by  adjusted  gross  income  classes.4  It 
also  distributes  by  the  same  classes  the  number  of  taxable  returns,  the 
adjusted  gross  income,  the  value  of  the  exemptions  and  the  normal 
tax  and  surtax  net  income.5 

The  table  indicates  that  of  $25,885  million  in  total  individual 
income  tax  liability  under  the  bill,  $9,638  million  will  come  from  those 
with  adjusted  gross  incomes  under  $5,000  and  $16,247  million  from 
those  with  adjusted  gross  incomes  of  over  $5,000. 


Table  6. — Estimated  distribution  of  individual  income  tax  returns,  income  exempt 
tions  and  lax  liability  under  present  rates  and  under  the  conference  bill  when  fully 
effective 

[Money  amounts  in  millions  of  dollars] 


Adjusted  gross  income 
classes 

Total 
number  of 
taxable 
returns 

Adjusted 
gross  in¬ 
come 

Value  of 
exemp¬ 
tions 

Surtax 
net  in¬ 
come 

Total 
tax, 
present 
law  1 

Total  tax 
under 
confer¬ 
ence 
bill  i 

Tax  in¬ 
crease,  con¬ 
ference  bill 
over  pres¬ 
ent  law  1 

Under  $1,000 . 

1,  868,  095 

$1, 556 

$1,  121 

$272 

$54 

60 

6 

$1,000  to  $2,000 _ 

6,  991,  074 

10,  875 

5, 436 

4,  209 

842 

934 

93 

$2,000  to  $3,000.  _ _ _ 

10.908.014 

27,  275 

12,918 

11,226 

2,245 

2,  492 

247 

$3,000  to  $4,000 _ 

9,  830,  797 

33,  462 

15,  496 

14,315 

2,  871 

3, 187 

316 

$4,000  to  $5,000-. . . 

_  6,262,777 

27,  905 

11,259 

13,  247 

2,  672 

2,965 

293 

Total  under  $5,000 _ 

35, 860,  757 

101, 073 

46, 230 

43,  268 

8,684 

9,638 

954 

$5,000  to  $10, 000 . . 

G,  645,  679 

42, 850 

12,  524 

24,916 

5,080 

5,637 

558 

$10,000  to  $25,000 _ _ 

1,342,  865 

19.  470 

2,  637 

14,742 

3,488 

3,879 

392 

$25,000  to  $50,000 _ 

247,  141 

8,200 

495 

6,  970 

2,289 

2,539 

250 

$50,000  to  $100,000 _ 

70,  115 

4,675 

138 

3,  966 

1,  862 

2,  039 

177 

$100,000  to  $250,000 _ 

IS,  276 

2,  559 

35 

1, 966 

1,276 

1,354 

77 

$250,000  to  $500,000 _ 

1,967 

647 

3 

438 

378 

391 

13 

$500,000  to  $1,000,000 _ 

479 

316 

1 

185 

192 

197 

6 

$1,000,000  and  over _ 

189 

310 

(2) 

178 

206 

210 

4 

Total  over  $5,000 _ 

8, 326, 711 

79, 027 

15, 833 

53, 363 

14, 771 

16,  247 

1,476 

Total . . . 

44, 187, 468 

180, 100 

62, 063 

96,  631 

23,455 

25, 886 

2, 430 

PERCENTAGE  DISTRIBUTIONS 


Under  $1,000_  _  .  .  . 

4.23 

0.  86 

1.81 

0.28 

0.23 

0.23 

0.25 

$1,000  to  $2,000_ . . 

15.  82 

6.04 

8.  76 

4. 36 

3.  59 

3.  61 

3.81 

$2,000  to  $3,000 _ 

24. 69 

15. 14 

20.81 

11.62 

9. 57 

9.63 

10. 16 

$3,000  to  $4,000 . . 

22.25 

18.58 

24.97 

14.81 

12.24 

12.31 

13.00 

$4,000  to  $5,000 _ 

14. 17 

15.  49 

18. 14 

13.71 

11.39 

11.45 

12. 05 

Total  under  $5,000 _ 

81.16 

56.12 

74.  49 

44. 78 

37.02 

37.  24 

39.  27 

$5,000  to  $10,000 _ 

15.04 

23.79 

20. 18 

25.  78 

21.66 

21.78 

22.96 

$10,000  to  $25,000 _ _ _ 

3.04 

10.  81 

4.  25 

15.26 

14.87 

14.99 

16.12 

$25,000  to  $50,000 _ 

.60 

4.55 

.80 

7.21 

9.  76 

9.  81 

10.  28 

$.50,000  to  $100,000 _ 

.16 

2.  60 

.22 

4.  10 

7.  94 

7. 8S 

7.  27 

$100,000  to  $250,000 _ 

.04 

1.  42 

.06 

2.03 

5.  44 

5.23 

3. 19 

$250,000  to  $500,000 _ 

(3) 

.36 

(3) 

.45 

1.61 

1.51 

.54 

$500,000  to  $1,000,000 _ 

(3) 

.  18 

(3) 

.19 

.82 

.76 

.21 

$1,000,000  and  over  _  . 

(3) 

.  17 

(3) 

.18 

.88 

.81 

.17 

Total  over  $5,000.-_  . 

18. 84 

43. 88 

25.  51 

55.22 

62. 98 

62.76 

60.73 

Total . 

100. 00 

100. 00 

100. 00 

100. 00 

100. 00 

100. 00 

100. 00 

>  Includes  normal  tax,  surtax,  and  alternative  tax  on  net  long-term  capital  gains  and  increase  from  rate 
changes,  including  capital  gains,  under  the  conference  bill  and  decrease  due  to  head  of  household  provision. 
2  Less  than  $500,000. 

1  Less  than  0.005  percent. 

Note.— Figures  are  rounded  and  may  not  add  to  totals. 


4  Income  after  business  but  before  personal  deductions  and  exemptions. 

•  Income  after  business  and  personal  deductions  and  exemptions. 
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II.  GENERAL  CORPORATE  TAX  CHANGES 

The  bill  provides  a  corporate  income  tax  rate  of  30  percent  on  the 
first  $25,000  of  each  corporation’s  income,  and  a  52-percent  rate  on 
all  income  in  excess  of  $25,000.  This  can  be  compared  with  present 
law  rates  of  25  percent  on  the  first  $25,000  of  income,  and  47  percent 
on  all  income  in  excess  of  $25,000.  Under  the  bill  the  top  corporate 
income  tax  rate,  taken  together  with  the  30  percent  excess  profits 
tax  rate,  gives  a  combined  rate  of  82  percent  applying  to  adjusted 
excess  profits  net  income,  as  compared  with  a  combined  rate  of  77 
percent  under  existing  law.  The  bill  provides  a  ceiling  rate  of  18 
percent  for  excess  profits  tax  and  consolidated  return  purposes,  which 
when  taken  together  with  the  maximum  effective  rate  of  about  52 
percent  under  the  corporate  income  tax,  means  that  in  no  case  will 
more  than  about  70  percent  of  a  corporation’s  income  be  taken  in 
income,  consolidated  return  and  excess  profits  taxes.  Present  law 
provides  a  ceiling  rate  on  income  taxes  and  excess  profits  taxes,  taken 
together,  of  62  percent.  The  tax  rate  on  capital  gains  is  increased 
from  25  percent  to  26  percent.  The  bill  also  reduces  from  85  to  83 
percent  the  proportion  of  the  average  base  period  net  income  which 
may  be  taken  into  account  in  computing  the  excess  profits  credit. 
The  normal  tax  and  surtax  rate  changes  provided  by  the  bill  are 
effective  as  of  April  1,  1951,  and  are  to  terminate  as  of  April  1,  1954. 
The  ceiling  rate  change  also  is  effective  as  of  April  1,  1951,  and  will  not 
be  generally  operative  after  June  30,  1953,  the  termination  date  for 
tlie^excess  profits  tax.  The  change  in  the  capital  gains  tax  rate  is, 
applicable  to  the  calendar  years  1952,  1953  and  1954.  The  change 
in  the  percentage  of  average  base  period  net  income  taken  into  account 
for  excess  profits  tax  purposes  is  effective  July  1,  1951  and,  like  the 
ceiling  rate,  will  not  be  operative  after  the  termination  of  the  excess 
profits  tax. 

It  is  estimated  that  in  a  full  year  of  operation  these  changes  in 
corporate  rates  will  increase  liabilities  by  $2,545  million  before  con¬ 
sideration  is  given  to  the  effect  on  individual  income  taxes  of  the 
smaller  amounts  which  will  be  available  for  corporation  dividend 
payments.  Of  this  amount,  $2,250  million  is  attributable  to  the 
increases  in  the  corporate  normal  tax  and  surtax  and  $12  million  is 
attributable  to  the  increase  in  the  capital  gams  tax.  The  additional 
$283  million  is  attributable  to  increases  in  excess  profits  tax  liabilities. 
It  is  estimated  that  after  the  decrease  in  individual  income  tax  col¬ 
lections  resulting  from  smaller  dividend  payments  is  taken  into 
account,  the  net  increase  provided  by  the  bill  with  respect  to  cor¬ 
porate  rates  will  be  $2,343  million. 

In  the  fiscal  year  1952,  ending  June  30,  1952,  it  is  estimated  that  the 
increases  in  corporate  rates  provided  by  the  bill  will  increase  revenues 
in  this  year  by  $961  million. 

A.  Normal  Tax,  Surtax  and  Capital  Gains  Tax  Rate  Changes 

For  taxable  years  beginning  after  March  31,  1951,  the  bill  provides 
a  corporate  normal  tax  rate  of  30  percent  as  compared  to  a  normal 
tax  rate  of  25  percent  under  existing  law.  The  corporate  surtax  rate 
imder  both  the  bill  and  existing  law  is  22  percent.  Changes  are  also 
provided  in  the  bill  in  the  credits  allowed  Western  Hemisphere  trade 
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corporations  and  the  credits  for  dividends  paid  and  received  on  pre¬ 
ferred  stock  of  public  utilities,  which  retain  the  tax  differential  pro¬ 
vided  in  these  cases  under  existing  law.  These  rate  and  credit 
changes  are  to  terminate  as  of  April  1,  1954. 

Since  corporations  with  incomes  of  $25,000  or  less  are  subject  only 
to  the  normal  tax,  their  rate  of  tax  is  increased  from  25  percent  to  30 
percent  under  the  bill.  The  combined  normal  tax  and  surtax  on 
incomes  in  excess  of  $25,000  is  increased  from  47  percent  to  52  percent. 
Table  7  compares  for  corporations  with  selected  net  incomes  the  com¬ 
bined  corporate  noimal  tax  and  surtax  effective  rates  under  the  bill 
with  those  under  existing  law  and  under  the  law  in  effect  prior  to  the 
enactment  of  the  Revenue  Act  of  1950.  The  table  indicates  that  under 
the  provisions  of  the  bill  the  effective  rate,  or  average  rate  on  the 
entire  taxable  income,  for  all  corporations  is  5  percentage  points 
above  existing  law. 

Table  8  shows  for  corporations  with  selected  net  incomes  the  com¬ 
bined  corporate  normal  tax  and  surtax  liabilities  under  the  bill,  under 
existing  law,  and  under  the  law  in  effect  prior  to  the  enactment  of  the 
Revenue  Act  of  1950.  The  increase  in  tax  liabilities  of  the  bill  over 
existing  law  ranges  in  the  cases  shown  from  20  percent  on  incomes 
under  $25,000,  to  10.64  percent  on  incomes  of  $100,000,000. 

The  bill  also  provides  a  new  corporate  normal  tax  rate  for  1951  for 
calendar  year  corporations.  This  rate  is  28%  percent  which,  when 
combined  with  the  22  percent  surtax  rate,  gives  a  top  rate  of  50%  per¬ 
cent  for  1951.  Thus,  the  tax  rates  in  1951  of  these  calendar  year 
corporations  are  increased  by  three-quarters  of  the  increase  appli¬ 
cable  in  1952  and  1953.  This  is  roughly  the  equivalent  of  making  the 
full  5-percentage-point  increase  effective  April  1,  1951.  For  corpo¬ 
rations  with  taxable  years  beginning  prior  to  July  1,  1950,  and  end¬ 
ing  after  March  31,  1951,  the  bill  provides  a  formula  for  prorating  the 
taxes  due  under  the  law  in  effect  prior  to  the  Revenue  Act  of  1950, 
under  existing  law  and  under  the  bill  for  years  beginning  after  March 
31,  1951.  For  corporations  with  taxable  years  beginning  after  June 
30,  1950,  and  ending  after  March  31,  1951,  the  bill  prorates  the  taxes 
due  under  existing  law  and  under  the  bill  for  years  beginning  after 
March  31,  1951.  In  general  these  proration  formulas  provide  that 
the  tax  due  on  the  entire  income  is  to  be  computed  at  the  two  or  three 
different  rates  applicable.  Then  these  taxes  are  multiplied  by  a  frac¬ 
tion  of  which  the  numerator  is  the  number  of  days  in  the  corporation’s 
taxable  year  in  which  the  rate  in  question  is  effective,  and  the  de¬ 
nominator  is  the  total  number  of  days  in  its  taxable  year.  The  sum 
of  these  fractional  taxes  is  the  corporation’s  final  obligation.  This 
latter  procedure  is  also  made  applicable  with  respect  to  the  termina¬ 
tion  of  the  rate  increases  in  1954  for  corporations  with  taxable  years 
beginning  before  and  ending  after  April  1,  1954. 
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Table  7. — Comparison  of  corporate  combined  normal  tax  and  surtax  effective  rates 
under  present  law  and  the  conference  bill 


Net  income  subject  to  normal  tax  and  surtax 

Effective  rates  of  combined  normal  tax 
and  surtax  (percent) 

Percentage 
poiDt  increase 
of  conference 
bill  over 
present  law 

Pre-1950 

Present  law 

Conference 

bill 

$1,000...  _ _ _ _ _ 

21.00 

25.  00 

30.00 

5. 00 

$5^000 . . . . . 

21.00 

25.  00 

30.  00 

5.00 

$10,000 . . . . . . . 

22.00 

25.  00 

30.00 

5.00 

$25,000 _  _ 

23.  00 

25.00 

30.  00 

5.  00 

$30,000 _ _ _ _ _ 

28.00 

28.67 

33. 67 

5.00 

$40^000 _ _ _  ..  _ _ 

34.25 

33.25 

38.25 

5.  00 

$50’000 _ _ _ 

38. 00 

36.00 

41.00 

5. 00 

$60  j  000 . . . . . . . . 

38.00 

37. 83 

42.83 

5. 00 

$75,000 _ _ _ _ _ 

38. 00 

39.  67 

44.67 

5.00 

$100,000 _ 

38.00 

41.  50 

46.  50 

5.00 

$200,000 _  _ 

38.  00 

44.25 

49.25 

5.00 

$500^000 _ _ _ _ _ 

38. 00 

45.  90 

50.  90 

5.00 

$1,000,000 _ _ _ 

38.  00 

46.  45 

51.  45 

5.00 

$10,000,000.... . . . 

38.00 

46.95 

51.95 

5.00 

$100,000,000 _ _ _ 

38.00 

46.99 

51.99 

5.  00 

Table  8. — Comparison  of  corporate  normal  tax  and  surtax  liabilities  under  pre-1950 
law,  present  law,  and  conference  bill 


Net  income  subject  to  normal  tax  and 
surtax 

Combined  normal  tax  and  surtax 

Increase  in  tax  liability 
of  conference  bill  over 
present  law 

Pre-1950 

Present 

law 

Conference 

bill 

Amount 

Percent 

$1,000 _ _ _ _ 

$210 

$250 

$300 

$50 

20. 00 

$5,000 _ 

1,050 

1,250 

1,500 

250 

20.00 

$10,000 _ 

2,  200 

2,  500 

3,000 

500 

20.00 

$25,000 _ 

5,750 

6,250 

'  7,  500 

1,  250 

20.  00 

$30,000 _ 

8,  400 

8,  600 

10, 100 

1,500 

17.  44 

$40,000— _ _ _ 

13,  700 

13,  300 

15, 300 

2,  000 

15.  04 

$50,000 _ : . . __ 

19,  000 

18,  000 

20,  500 

2,  500 

13.  89 

$60,000 _ _ 

22,  800 

22,  700 

25,  700 

3,000 

13.  22 

$75,000 _ 

28,  500 

29,  750 

33,  500 

3,750 

12.  61 

$100,000 _ _ _ 

38,  000 

41,500 

46,  500 

5,  000 

12.  05 

$200,000 _ _ _ 

76,  000 

88,  500 

98.  500 

10,  000 

11.30 

$500,000 _ 

190,  000 

229,  500 

254,  500 

25,  000 

10.  89 

$1,000,000 _ _ _ 

380,  000 

464,  500 

514,  500 

50,  000 

10.  76 

$10,000,000 _ 

3,  800,  000 

4,  694,  500 

5,  194,  500 

500,  000 

10.  65 

$100,000,000 _ _ _ 

38,  000,  000 

46,  994,  500 

51,994,  500 

5,  000,  000 

10.  64 

As  in  the  case  of  the  alternative  tax  on  capital  gains  of  individuals, 
the  bill  raises  the  capital  gains  tax  for  corporations  from  25  percent 
to  26  percent.  This  increase  is  applicable  to  taxable  years  beginning 
after  March  31,  1951,  and  before  April  1,  1954.  It  does  not  apply  to 
years  beginning  before  April  1,  1951,  even  though  they  end  within 
this  period.  It  does  not,  for  example,  apply  to  the  calendar  year  1951. 

B.  Ceiling  Rate  or  Maximum  Rate  Limitation 


Under  existing  law  the  normal  tax,  surtax,  2-percent  tax  on  con¬ 
solidated  returns,  and  excess  profits  tax  together  may  not  exceed  62 
percent  of  a  corporation’s  excess  profits  net  income  (income  deter¬ 
mined  for  excess  profits  before  deducting  the  excess  profits  credit  and 
unused  excess  profits  credit  carry-over).”  Thus,  for  corporations  with 

8  For  this  purpose  the  excess  profits  net  income  is  substituted  for  the  normal  tax  net  income  and  surtax 
net  income  in  computing  the  various  taxes  involved.  The  30  percent  excess  profits  tax  rate  is  applied  to 
adjusted  excess  profits  net  income — that  is,  excess  profits  net  income  after  deduction  of  the  excess  profits 
credit  and  the  unused  excess  profits  credit  carry-over. 
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effective  income  tax  rates  of  about  47  percent  under  present  law,  this 
means  that  the  excess  profits  tax  may  not  exceed  about  15  percent 
of  their  excess  profits  net  income. 

The  bill  adopts  a  new  type  of  ceiling  rate.  The  ceiling  rate  in  this 
bill  is  18  percent  of  excess  profits  net  income  with  respect  to  taxable 
years  beginning  after  April  1,  1951 ,  but  applies  only  with  respect  to  ex¬ 
cess  profits  tax  liability  and  the  proportion  of  the  tax  liability  under  the 
consolidated  returns  tax  which  is  attributable  to  the  excess  profits  tax 
net  income.  For  corporations  with  income  tax  effective  rates  of  about 
52  percent  the  18-percent  rate  under  the  new  formula  is  the  equivalent 
of  about  a  70-percent  ceiling  rate  on  liabilities  under  the  income  taxes, 
consolidated  return  tax,  and  excess  profits  tax,  taken  together.  How¬ 
ever,  because  cf  the  $25,000  surtax  exemption,  the  effective  income  tax 
rates  of  corporations  with  taxable  incomes  of  less  than  $250,000  is  less 
than  50  percent.  As  a  result  a  ceiling  rate  of  70  percent  on  their 
combined  income  and  excess  profits  liabilities  is  quite  different  from 
an  18-percent  ceiling  on  their  excess  profits  tax  liabilities.  Table  9 
shows,  for  selected  income  levels,  the  effective  income  tax  rates  under 
the  bill,  and  the  maximum  effective  rates  with  the  70-percent  ceiling 
formula  and  the  18-percent  ceiling  formula.  The  table  indicates  that 
for  corporations  with  incomes  over  $02,500  7  the  18-percent  formula 
is  the  more  generous,  resulting  in  a  maximum  tax  saving  of  about  5 
percent  of  total  income  for  corporations  with  incomes  of  about 
$108,333. 

Table  9. — Corporation  normal  tax  and  surtax  effective  rates  under  the  conference  bill 
with  a  comparison  of  the  maximum  effective  rates  of  income  and  excess-profits  taxes 
under  a  70-percent  ceiling  on  income  and  excess-profits  taxes  with  the  ceiling  rate 
under  the  conference  bill  (18  percent  ceiling  rate  on  excess-profits  taxes  alone) 


Current  income 

Effective  rate 
of  norm  al  tax 
and  surtax 
under  confer¬ 
ence  bill 

Maximum  effective  rate  of  income  and 
excess-profits  tax 

70  percent 
incon  e  and 
excess-nrofits 
ceiling 

18  percent 
excess-profits 
tax  ceiling 

Percentage 

point 

difference 

Percent 

Percent 

Percent 

Percent 

$10,000  .  _ 

30.  00 

i  30.  00 

2  30.  00 

$25,000  _ 

30.  00 

■  30.  00 

2  30.  00 

$30*000  .  _  .  ...  _ 

33.  67 

i  38.  67 

2  38.  67 

$40*000  _ 

38.25 

■  49.  50 

2  49.  50 

$50*000  _ 

41.00 

‘  56. 00 

2  56.  00 

$60*000  _ _  .  ...  ..  _  _ 

42.83 

i  60. 33 

2  60. 33 

$62*500  __  _  ......  _ 

43.20 

i  61.  20 

61.20 

$70,000 _ 

44.  14 

1  63.  43 

62. 14 

1.  29 

$80,000 _ _ _ 

45.  13 

1  65.  75 

63.  13 

2.  62 

$90,000 _ _ _ _ 

45.  89 

1  67.  56 

63.  89 

3.  67 

$100,000 _ 

46.  50 

1  69.  00 

64.  50 

4.  50 

$108,333 _ _ _ 

46.  92 

70.  00 

64.  92 

5.  08 

$150,000 _ 

48.  33 

70.  00 

66.  33 

3.  67 

$200,000 _ _ _ - 

49.  25 

70.  00 

67.  25 

2.  75 

$250, 000..  _ _ _ 

49.  80 

70.  00 

67.80 

2.20 

$300,000 _ _ 

50.  17 

70.  00 

68. 17 

1.83 

$-100,000 _ _ _ - 

50.  63 

70.  00 

68.63 

1. 37 

$500,000 _ _ _ 

50.  90 

70.00 

68.  90 

1.  10 

$1,000,000 _ _ 

51.  45 

70.  00 

69.  45 

.55 

$10,000,000 _ _ 

51.  95 

70.  00 

69.  95 

.05 

$100,000,000. . . . . . . . 

51.99 

70.00 

69.99 

.01 

1  As  a  result  of  the  $25,000  surtax  exemption  and  the  $25,000  minimum  credit,  the  maximum  effective  rate 
on  income  and  excess-profits  tax  liabilities  is  always  less  than  70  percent  for  corporations  with  incomes  below 
$108,333. 

2  As  a  result  of  the  $25,000  minimum  excess-profits  tax  credit,  the  maximum  effective  excess-profits  tax 
rate  for  cor  mrations  with  incomes  below  $62,500  is  always  less  than  18  percent. 


1  For  corporations  with  incomes  under  $62,500  the  $25,000  minimum  excess-profits  tax  credit  prevents  a 
higher  effective  rate  than  18  percent  under  both  formulas. 
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Under  existing  law  the  ceiling  rate  is  62  percent  as  compared  with  a 
top  effective  income  tax  rate  (combined  normal  tax  and  surtax)  of  47 
percent.  With  the  increase  of  5  percent  in  the  normal  tax  provided  in 
the  bill  an  equivalent  ceiling  rate  would  be  67  percent.  With  the  new 
type  of  ceiling  rate  the  addition  under  the  bill  to  bring  the  over-all  rate 
for  the  largest  companies  from  52  percent  to  67  percent,  would  be  15 
percent  of  excess  profits  net  income.  The  increase  to  18  percent  is 
thus,  in  effect,  an  increase  in  excess  profits  tax  for  those  corporations 
which  are  affected  by  the  ceiling  rate. 

For  calendar  year  corporations  the  bill  provides  a  ceiling  rate  on 
excess  profits  tax  liability  in  1951  of  17%  percent.  This  represents 
three-fourths  of  the  full  increase  made  in  the  ceiling  rate  and  is  roughly 
the  equivalent  of  making  the  increase  in  the  ceiling  rate  effective 
April  1,  1951.  For  other  corporations  with  years  beginning  before 
and  ending  after  April  1,  1951,  a  proration  formula  is  provided  similar 
to  that  previously  discussed  in  connection  with  the  corporate  rate 
changes. 

C.  Percentage  of  the  Average  Base  Period  Net  Income  Taken 
Into  Account  in  Computing  the  Excess-Profits  Credit 

Under  present  law  a  corporation  in  computing  its  excess-profits 
credit  on  the  basis  of  average  earnings  may  take  into  account  only 
85  percent  of  its  average  earnings  in  its  three  best  years  in  the  period 
1946-49.  The  bill  (sec.  602)  reduces  this  percentage  to  83  percent. 

This  change  is  effective  as  of  July  1,  1951,  and  becomes  inoperative 
at  the  time  of  the  termination  of  the  excess  profits  tax,  June  30,  1953. 
For  calendar  year  corporations  the  credit  to  be  used  in  determining  the 
credit  for  1951  will  be  84  percent.  For  other  corporations  with  taxable 
years  beginning  before  and  ending  after  July  1,  1951,  the  credit  is 
prorated  between  the  85  percent  and  the  83  percent  on  a  basis  similar 
to  that  previously  discussed  in  connection  with  the  corporate  income 
tax  changes. 

D.  Distribution  of  the  Burden 

Table  10  shows  the  combined  corporate  income  and  excess  profits 
tax  liabilities  of  corporations  in  various  income  classes  under  existing 
law  and  under  the  conference  bill.  The  table  indicates  that  of  the 
415,182  corporations  with  taxable  net  income,  292,491,  or  about  70 
percent  of  the  total,  have  incomes  of  less  than  $25,000.  These  corpo¬ 
rations,  which  have  4.8  percent  of  the  total  taxable  income,  bear 
about  4.3  percent  of  the  increase  in  tax  liabilities  provided  by  the 
bill.  The  45,022  corporations  with  incomes  of  $100,000  and  over, 
which  constitute  about  11  percent  of  the  total  number  of  corpora¬ 
tions  with  taxable  net  income,  have  87.25  percent  of  the  total  taxable 
income,  and  bear  about  88.2  percent  of  the  increase  provided  by  the 
bill. 
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Table  10. — Estimated  corporate  net  income,  taxable  returns,  and  tax  liability 
under  present  law  and  under  the  conference  bill 1 


Taxable  net  Income  classes 

Number  of 
taxable 
returns 

Taxable 

net 

income 

Income  and  excess 
profits  tax  liabilities 

Increase 

Present 

law 

Conference 

bill 

present 

law 

Up  to  $25,000... . . 

$25,000  to  $50,000... . . 

$50,000  to  $100,000 _ _ _ _ - . 

$100,000  and  over . . 

Total,  excluding  capital  gains _  ... 

292, 491 
47, 192 
30, 477 
45, 022 

Millions 
$2, 161 
1,566 
2, 018 
39,311 

Millions 
$540 
520 
899 
21, 426 

Millions 

$648 

602 

1,009 

23,659 

Millions 

$108 

82 

110 

2,233 

415, 182 

45, 056 
1,200 

23,385 

300 

25, 918 
312 

2,533 

12 

Total,  including  capital  gains _ 

415, 182 

46, 256 

23, 685 

26, 230 

2,545 

PERCENTAGE  DISTRIBUTION 


Up  to  $25,000  . . . . 

70. 45 

4.80 

2. 31 

2. 50 

4.  26 

$25,000  to  $50, 000. . . . . . 

11.37 

3. 47 

2.  22 

2. 32 

3.  24 

$50j000  to  $100,000 _ _ _ _ 

7. 34 

4.  48 

3.  85 

3.  89 

4.  34 

10.84 

87. 25 

91.62 

91.29 

88. 16 

Total,  excluding  capital  gains _ 

100. 00 

100.00 

100.00 

100. 00 

100. 00 

1  Based  on  a  level  ot  profits  before  tax  (Commerce  basis)  of  $48  billion. 


III.  Tax-Exempt  Organizations 

The  bill  imposes  the  regular  corporate  income  tax  on  certain  undis¬ 
tributed  profits  of  the  following  organizations  fully  exempt  from 
income  tax  under  section  101  of  the  present  law:  Farmers’  purchasing 
and  marketing  cooperatives,  mutual  savings  banks,  and  State  char¬ 
tered  savings  and  loan  associations  (including  cooperative  banks)  as 
well  as  Federal  savings  and  loan  associations.  Other  provisions  of  the 
bill  which  deal  with  tax-exempt  organizations  include  an  amendment 
taxing  the  unrelated  business  of  colleges  and  universities  of  States  and 
local  governments;  an  amendment  specifically  exempting  from  income 
tax  for  j^ears  prior  to  1951  the  “feeder”  corporations  of  certain  types 
of  educational  and  charitable  organizations;  an  amendment  exempting 
from  tax  publishing  businesses  of  educational  organizations  under 
certain  conditions  and  for  a  limited  period  of  time;  and  an  amendment 
providing  a  deduction  for  a  limited  period  of  time  for  repayments  of 
debts  incurred  under  certain  circumstances  in  the  acquisition  by 
colleges  of  unrelated  businesses. 

It  is  estimated  that  in  a  full  year  of  operation  the  provisions  referred 
to  above  will  increase  revenues  by  $28  million. 


A.  Cooperatives  (Sec.  314) 

Section  101  (12)  of  the  code  exempts  from  income  tax  all  farm 
cooperatives  which  meet  certain  specified  requirements.  This  exemp¬ 
tion  includes  not  only  cooperatives  marketing  the  products  of  farmers 
but  also  cooperatives  purchasing  products  and  reselling  them  to 
farmers.  The  chief  requirements  which  must  be  met  by  cooperatives 
in  order  to  be  exempt  from  income  tax  under  section  101  (12)  are  as 
follows: 
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1.  They  must  be  farmers’,  fruit  growers’,  or  like  associations 
organized  and  operated  on  a  cooperative  basis  for  the  purpose 
of  marketing  products  or  purchasing  supplies  for  their  members. 

2.  Substantially  all  of  their  stock  (other  than  preferred  non- 
voting  stock)  must  be  owned  by  producers  marketing  products  or 
purchasing  supplies  through  the  cooperatives. 

3.  The  marketing  of  products  of  nonmembers  may  not  exceed 
50  percent  in  value  of  the  cooperative’s  total  marketing. 

4.  The  purchasing  for  no  imembers  may  not  exceed  50  percent 
of  the  cooperative’s  total  purchasing,  and  the  purchasing  for  per¬ 
sons  who  are  neither  members  nor  producers  may  not  exceed  15 
percent  of  the  cooperative’s  total  purchasing. 

5.  Nonmembers  must  not  be  discriminated  against  in  the 
allocation  of  patronage  dividends  or  refunds  to  the  accounts  of 
patrons. 

At  the  present  time,  the  advantages  which  are  derived  from  exemp¬ 
tion  can  be  summarized  as  follows:  First,  the  earnings  of  a  cooperative 
which  are  paid  out  to  shareholders  in  the  form  of  dividends  on  capital 
stock  are  not  taxable  to  an  exempt  cooperative  but  are  taxable  to  other 
cooperatives.  Second,  any  part  of  the  net  margins  or  profits  which  are 
retained  as  reserves  and  not  allocated  to  the  accounts  of  patrons  are  not 
taxable  to  an  exempt  cooperative  but  are  taxable  in  the  case  of  other 
cooperatives.  Third ,  nonoperating  income  such  as  interest,  dividends, 
rents,  and  capital  gains  and  also  the  income  from  certain  business  done 
with  the  United  States  Government  or  its  agencies,  is  taxable  to  the 
ordinary  cooperative  even  when  allocated  to  the  accounts  of  patrons, 
but  is  tax-free  to  the  exempt  cooperative  whether  or  not  allocated. 

Section  314  of  the  bill  continues  the  income  tax  exemption  provided 
by  section  101  (12)  of  the  code  but  removes  from  its  application  earn¬ 
ings  which  are  placed  in  reserves  or  surplus  and  not  allocated  or 
credited  to  the  accounts  of  patrons.  In  addition  to  being  tax-free 
with  respect  to  patronage  dividends  paid  or  allocated  to  patrons,  as  is 
generally  also  true  in  the  case  of  other  cooperatives,  the  cooperatives 
coming  under  section  101  (12)  are  also  to  remain  exempt  with  respect 
to  amounts  paid  as  dividends  on  capital  stock,  and  with  respect  to 
amounts  allocated  to  patrons  where  the  income  involved  was  not 
derived  from  patronage,  as  in  the  case  of  interest,  rents  or  income 
derived  from  business  done  with  the  Federal  Government.  Amounts 
which  are  allocated  or  paid  to  patrons,  with  respect  to  patronage,  are 
to  be  deductible  to  the  cooperative  if  made  on  or  before  the  15th  day 
of  the  ninth  month  following  the  close  of  the  year  in  which  the  patron¬ 
age  occurred.  Similarly,  where  nonpatronage  income  is  allocated 
to  patrons  before  the  middle  of  the  ninth  month  of  the  year,  it  is 
deductible  in  the  preceding  year. 

As  a  result  of  this  action,  all  earnings  or  net  margins  of  cooperatives 
will  be  taxable  either  to  the  cooperative,  its  patrons,  or  its  stockholders, 
with  the  exception  of  net  margins  on  patronage  which  are  paid  or 
allocated  to  patrons  on  the  basis  of  purchases  of  personal,  rather  than 
business,  expense  items.  With  this  exception,  funds  which  are  allo¬ 
cated  to  the  accounts  of  patrons,  or  paid  in  cash  or  merchandise,  are 
taxable  to  them.  This  is  true  in  the  case  of  either  taxable  or  tax- 
exempt  cooperatives.  Funds  which  are  not  paid  or  allocated  to 
p  >trons  but  are  retained  as  reserves  by  the  cooperatives  will  be  taxable 
to  the  cooperative.  This  also  will  be  true  of  both  types  of  coopera- 
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tives.  Funds  paid  out  as  dividends  on  ordinary  capital  stock  in  the 
case  of  the  exempt  cooperative  will  be  taxable  to  the  stockholder, 
while  in  the  case  of  the  taxable  cooperative  a  tax  is  imposed  at  both 
the  stockholder  and  the  cooperative  levels. 

In  the  case  of  either  a  tax-exempt  or  a  taxable  cooperative  net  mar¬ 
gins  earned  on  patronage  (but  not  earnings  from  other  sources)  which 
are  paid  or  allocated  to  patrons  on  the  basis  of  personal  expense  items 
have  been  held  to  have  no  income-tax  consequences  to  the  patrons, 
on  the  grounds  that  they  represent  a  return  with  respect  to  expendi¬ 
tures  by  the  patron  of  a  personal  nature,  for  which  no  income  tax 
deduction  lias  been  taken  by  him. 

With  respect  to  patronage  dividends,  any  corporation,  except  those 
exempt  from  tax  under  section  101  (10)  and  (11)  and  those  taxed 
under  supplement  G,  are  required  by  the  bill  to  make  information 
returns  giving  the  name  and  address  of  patrons  to  whom  they  have 
made  allocations  or  cash  and  merchandise  payments  amounting  to 
$100  or  more  and  the  amount  of  such  allocations.  In  addition,  the 
Secretary  of  the  Treasury  is  given  the  authority  to  require  these  infor¬ 
mation  returns  with  respect  to  all  patronage  dividends  irrespective  of 
the  size  of  the  patronage  dividends.  The  organizations  to  which  this 
provision  is  not  applicable  include  REA  cooperatives,  mutual  ditch  or 
irrigation  companies,  cooperative  telephone  companies,  mutual  casu¬ 
alty  and  fire  insurance  companies,  and  mutual  life  insurance  companies. 

The  amendments  made  by  the  bill  with  respect  to  the  tax  treatment 
of  cooperatives  exempt  under  section  101  (12)  of  the  code  are  appli¬ 
cable  to  taxable  years  beginning  after  December  31,  1951.  The 
amendment  requiring  certain  information  returns  with  respect  to 
patronage  dividends  is  applicable  to  the  calendar  year  1951  and 
subsequent  years. 

B.  Mutual  Financial  Institutions 

1.  Mutual  savings  banks  (secs.  SIS,  346 ) 

The  primary  function  of  mutual  savings  banks  is  to  provide  safe 
and  convenient  facilities  to  care  for  savings.  They  also  have  the 
responsibility  of  investing  the  funds  left  with  them  so  as  to  be  able 
to  give  their  depositors  a  return  on  their  savings. 

Most  mutual  savings  banks  were  started  by  groups  of  individuals 
who  put  up  guaranty  funds  which  were  repaid  out  of  subsequent 
earnings.  The  organizers  appointed  boards  of  trustees  to  manage  the 
affairs  of  the  banks.  The  boards  of  trustees,  which  are  generally  self- 
perpetuating,  direct  the  policies  of  the  banks,  subject  to  the  limitations 
imposed  upon  them  by  the  laws  of  the  several  States  in  which  they 
operate.  The  depositors  themselves  have  no  voice  either  in  the  choice 
of  trustees  or  in  the  management  of  the  bank’s  affairs.  However, 
since  a  mutual  savings  bank  has  no  capital  stock,  everything  that  the 
bank  earns  is,  in  theory,  held  for  the  benefit  of  the  depositors. 

With  respect  to  outlets  for  their  funds,  mutual  savings  banks  are 
subject  to  limitations  similar  to  those  which  apply  to  other  banking 
institutions.  They  are  not  limited  to  making  loans  only  to  depositors 
or  members.  Table  11  shows  the  types  of  assets  held  by  mutual 
savings  banks  as  of  December  30,  1950,  and  in  the  case  of  federally 
insured  mutual  savings  banks,  the  types  of  real-estate  loans  as  of 
June  30,  1950,  and  their  earnings,  expenses,  and  dividends  for  the 
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year  ending  December  30,  1950.  The  table  indicates  that  United 
States  Government  obligations  represent  nearly  51  percent,  and 
loans  38  percent  of  the  total  loans  and  investments  of  these  banks. 
Table  11  also  indicates  in  the  case  of  federally  insured  mutual  savings 
banks,  for  which  statistics  are  available,  that,  as  of  June  30,  1950, 
about  33  percent  of  the  real-estate  loans  held  by  these  banks  were 
either  insured  by  the  Federal  Housing  Administration  or  guaranteed 
by  the  Veterans’  Administration.  The  total  deposits  of  mutual 
savings  banks  as  of  June  27,  1951,  were  $20,400  million  and  their 
capital  accounts,  $2,290  million,8  indicating  that  they  have  reserves  of 
slightly  over  1 1  percent  of  their  deposits. 

Table  11. —  Types  of  assets  held  by  mutual  savings  banks  as  of  Dec.  SO,  1950;  and, 
for  federally  insured  mutual  savings  banks,  types  of  real  estate  loans  held  as  of 
June  30,  1950;  and  earnings,  expenses,  and  dividends  in  the  calendar  year  1950 

I.  ASSETS  OF  ALL  MUTUAL  SAVINGS  BANKS  IN  THE  UNITED  STATES,  AS  OF 

DEC.  30, 1950 


[Dollar  amounts  in  millions] 


Item 

Amount 

Total  assets _ 

$22, 385 

797 

10,868 

88 

2,253 

8,137 

242 

Cash  and  funds  due  from  banks  .  _ 

United  States  Government  obligations _ _ 

Obligations  of  States  and  subdivisions _ 

Other  securities _ _ 

Real  estate  and  other  loans _ _ _ 

M  iscellaneous  assets _ 

Number  of  banks,  529. 

II.  FEDERALLY  INSURED  AND  CONVENTIONAL  REAL  ESTATE  LOANS  HELD  BY 
INSURED  MUTUAL  SAVINGS  BANKS,  JUNE  30,  1950 


[Dollar  amounts  in  millions] 

$5,447 

$1, 364 

415 

Federally  insured: 

Insured  FHA  and  guaranteed  VA  mortgage  loans  on  1-  to  4-family  properties...  _ 

Insured  FHA  and  guaranteed  VA  loans  on  6  or  more  family  properties _ _ _ 

1, 779 
3,668 

Conventional  loans _ _ _ _ _ 

Number  of  insured  mutual  savings  banks,  192. 

m.  EARNINGS,  EXPENSES  AND  DIVIDENDS  OF  INSURED  MUTUAL  SAVINGS  BANKS 
FOR  THE  YEAR  ENDING  DEC.  30,  1950 

[Dollar  amounts  in  thousands] 


Current  operating  earnings,  total . . . . . . . 

$478, 695 

Interest,  discount,  and  other  income  on  real  estate  loans _  _ _ _ 

231,  730 
182,  457 
64,  508 
115,  470 
363,  225 
257, 770 
91, 175 

Net  current  operating  earnings _ _ _ _ _ 

Net  profits  after  interest  and  dividends _ _ _ _ _ 

Number  of  insured  mutual  savings  banks,  Dec.  30,  1950,  194. 

Source:  Annual  Report  of  the  Federal  Deposit  Insurance  Corporation  for  the  year  ended  Dec.  31,  1950, 
pp.  55  and  272,  and  Operating  Insured  Commercial  and  Mutual  Savings  Banks,  Assets  and  Liabilities, 
June  30,  1950,  Rept.  No.  33,  Federal  Deposit  Insurance  Corporation. 


8  These  statistics  are  published  regularly  in  the  Federal  Reserve  Bulletin. 
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Under  present  law  section  101  (2)  of  the  code  exempts  mutual 
savings  banks  from  the  payment  of  income  tax.  The  effect  of  the 
exemption  has  been  to  relieve  mutual  savings  banks  of  income  tax 
on  the  amounts  retained  as  undivided  profits  and  additions  to  surplus. 

Section  313  of  the  bill  removes  the  income  tax  exemption  of  mutual 
savings  banks  but  permits  them  to  deduct  amounts  paid  or  credited 
to  the  accounts  of  depositors  and  permits  them  to  deduct  certain 
amounts  credited  to  a  reserve  for  bad  debts.  The  deduction  for  addi¬ 
tions  to  bad  debt  reserves  may  be  a  “reasonable  addition  to  a  reserve 
for  bad  debts  *  *  *  determined  with  due  regard  to  the  amount 

of  the  taxpayer’s  surplus  or  bad  debt  reserves  existing  at  the  close  of 
December  31,  1951.”  This  addition'  to  bad  debt  reserves  may  be 
determined  under  regulations  provided  by  the  Commissioner  of  Internal 
Revenue  on  a  similar  basis  as  that  now  used  in  a  case  of  ordinary 
commercial  banks.  However,  in  the  case  of  mutual  savings  banks  the 
institution  is  to  be  permitted  to  make  any  additions  to  these  reserves 
which  it  deems  necessary  until  the  reserves,  plus  surplus  and  undivided 
profits,  equal  12  percent  of  its  total  deposits.  The  limitation  of  12  per¬ 
cent  of  total  deposits  is  a  limitation  only  as  to  additions  to  reserves 
which  the  institution  can  make,  without  reference  to  the  rules  provided 
by  the  Commissioner  of  Internal  Revenue.  The  latter  conceivably 
might  in  some  cases  permit  additions  to  reserves  in  excess  of  12  percent 
of  total  deposits.  In  addition,  mutual  savings  banks  are  to  be  allowed, 
as  a  deduction  from  gross  income,  any  amount  currently  paid  to  the 
United  States,  to  any  Federal  instrumentality  exempt  from  Federal 
income  taxes,  or  to  any  mutual  fund  established  under  the  authority 
of  the  laws  of  any  State,  in  repayment  of  indebtedness  incurred  prior  to 
September  1,  1951.  On  the  remaining  income,  mutual  savings  banks 
are  to  be  subject  to  the  regular  corporate  income  tax  (but  not  the 
excess  profits  tax).  An  exception  is  made  in  the  case  of  mutual,  non¬ 
stock  institutions  organized  prior  to  September  1,  1951,  for  the  purpose 
of  providing  reserve  funds  for,  and  insurance  of,  shares  or  deposits  in 
mutual  savings  banks.  These  organizations  will  continue  to  be  exempt 
from  income  tax  under  section  101  of  the  Code.  This  provision  is  effec¬ 
tive  with  respect  to  taxable  years  beginning  after  December  31,  1951. 

Section  346  of  the  bill  also  deals  with  mutual  savings  banks  having 
life  insurance  departments,  and  provides  that  their  life  insurance  de¬ 
partments,  even  though  not  separately  incorporated,  are  to  be  treated 
separately  for  tax  purposes  and  taxed  in  the  same  manner  as  life  in¬ 
surance  companies  generally,  if  the  accounts  of  these  departments  are 
segregated  from  the  other  accounts  of  the  bank.  This  provision  also 
is  effective  with  respect  to  taxable  years  beginning  after  December 
31,  1951. 

3.  Savings  and  loan  associations  (sec.  313) 

The  primary  function  of  savings  and  loan  associations  is  to  provide 
facilities  for  saving  and  to  provide  a  means  for  financing  the  purchase 
of  homes.  These  organizations,  which  also  go  under  the  name  of 
building  and  loan  associations,  are  typically  nonstock  corporations 
which  secure  their  funds  through  deposits,  which  are  known  as 
“shares.”  Savings  and  loan  associations  may  be  chartered  by  the 
States  or  by  the  Home  Loan  Bank  Board.  Of  the  5,980  associations 
which  were  doing  business  at  the  end  of  1949,  1,505  were  Federal 
associations  and  the  remainder  were  State-chartered  institutions. 
The  former  group  accounted  for  $7.1  billion,  or  nearly  50  percent,  of  the 
$14.7  billion  of  total  assets  of  all  the  associations. 
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Not  all  of  the  earnings  of  savings  and  loan  associations  are  dis¬ 
tributed  in  the  form  of  cash  or  credited  to  the  shareholders’  accounts. 
Some  earnings  are  set  aside  in  various  reserve  accounts,  and  some  are 
retained  as  undivided  profits.  At  the  end  of  1949,  the  general  reserves 
and  undivided  profits  of  all  savings  and  loan  associations  in  the  United 
States  amoimted  to  $1.1  billion.  This  was  over  7.5  percent  of  the 
$14.7  billion  of  private  savings  invested  in  these  institutions. 

Most  of  the  assets  of  savings  and  loan  associations  take  the  form  of 
mortgage  loans,  usually  on  residential  properties.  Thirty  years  ago, 
this  type  of  loan  accounted  for  over  90  percent  of  the  assets  of  these 
institutions;  today,  the  percentage  is  somewhat  lower,  although  mort¬ 
gage  loans  represented  80  percept  of  all  assets  held  at  the  end  of  1950. 
Table  12  shows  for  1950  the  types  of  assets  held  by  savings  and  loan 
associations  at  the  end  of  the  year  1950,  and  in  the  case  of  federally 
insured  associations,  the  types  of  mortgage  loans  held  at  the  end  of 
the  year  and  the  net  income,  dividends,  and  additions  to  undivided 
profits  during  the  year. 

Table  12.- — Types  of  assets  held  by  savings  and  loan  associations  as  of  Dec.  SO, 
1950,  and  for  federally  insured  associations,  types  of  real-estate  loans  held  as  of 
Dec.  SO,  1950,  and  income,  dividends,  and  undivided  profits  and  reserves  in  1950 

I.  ASSETS  OF  ALL  SAVINGS  AND  LOAN  ASSOCIATIONS  AND  INSURED  SAVINGS  AND 
LOAN  ASSOCIATIONS  AS  OF  DEC.  30,  1950 


[Dollar  amounts  in  millions] 


Item 

All  savings  and 
loan  associations 

Insured  savings 
and  loan 
associations 

Total  assets  _ _ 

1  $16, 925 
$13, 810 
$913 
$1,491 
5, 980 

$13, 644 
$11, 153 
$800 
$1,202 
2,860 

First-mortgage  loans . . _  -_ . .  . 

Number  of  associations.  _  _ 

II.  FEDERALLY  INSURED  AND  CONVENTIONAL  FIRST-MORTGAGE  LOANS  HELD 
BY  INSURED  SAVINGS  AND  LOAN  ASSOCIATIONS,  DEC.  30,  1950 


[Dollar  amounts  in  millions] 


Item 

Amount 

Total  first-mortgage  loans _ _ 

2  $11, 188 

Federally  insured: 

VA-guaranteed  loans _  _ 

733 

2,507 

Total.. _ _ 

3,241 

7, 947 

III.  INCOME,  DIVIDENDS,  AND  UNDIVIDED  PROFITS  OF  INSURED  SAVINGS  AND 
LOAN  ASSOCIATIONS,  FOR  THE  YEAR  ENDED  DEC.  30,  1950 


[Dollar  amounts  in  thousands] 


Item 

Amount 

Net  income _ _ _  _ _  _  _ _ 

$411,347 
262, 781 
148,  566 

Dividends _ _  _  _  _ _ _ 

Undivided  profits  and  reserves _ _  ..  _  ..  _ _ _ 

1  Preliminary. 

2  The  difference  between  this  figure  and  the  comparable  category  shown  in  pt.  I  is  due  to  differences  in 
accounting  methodology. 


Sources:  Statistical  Summary,  1951,  Home  Loan  Bank  Board,  pp.  8  and  14;  Operational  Analysis  Section 
Home  Loan  Bank  Board. 
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State-chartered  savings  and  loan  associations  at  present  are  exempt 
from  income  tax  under  section  101  (4)  of  the  code.  In  addition,  Fed¬ 
eral  savings  and  loan  associations  which  are  chartered  by  the  Federal 
Government  are  exempt  from  income  tax  under  the  Home  Owners’ 
Loan  Act  of  1933  and  are  covered  by  subsection  (15)  of  section 
101  of  the  code  providing  for  the  exemption  of  United  States 
instrumentalities. 

Section  313  of  the  bill  removes  the  income  tax  exemption  of  savings 
and  loan  associations,  including  Massachusetts  cooperative  banks 
and  those  chartered  by  the  Federal  Government,  but  allows  them  to 
deduct  dividends  paid  to  depositors  and  the  amounts  placed  in  bad- 
debt  reserves.  The  deduction  for  additions  to  bad-debt  reserves  is 
the  same  as  that  previously  described  in  the  case  of  mutual  savings 
banks.  Thus,  the  deduction  may  be  a  “reasonable  addition  to  reserve 
for  bad  debts”  but  in  no  case  less  than  the  institution  deems  necessary, 
until  the  reserves  equal  12  percent  of  total  deposits  or  share  accounts. 
In  addition,  savings  and  loan  associations  are  to  be  allowed  as  a 
deduction  from  gross  income  any  amount  currently  paid  to  the  United 
States,  to  any  Federal  instrumentality  exempt  from  Federal  income 
taxes,  or  to  any  mutual  fund  established  under  the  authority  of  the 
laws  of  any  State,  in  repayment  of  indebtedness  incurred  prior  to 
September  1,  1950.  On  the  remaining  income  the  savings  and  loan 
associations  are  subject  to  the  ordinary  corporate  income  tax  (but  not 
excess  profits  tax).  As  in  the  case  of  mutual  savings  banks,  mutual 
nonstock  organizations  established  prior  to  September  1,  1951,  for  the 
purpose  of  providing  reserve  funds  for,  or  insurance  of,  shares  or 
deposits  in  savings  and  loan  associations  (including  cooperative  banks) 
are  to  continue  to  be  exempt  under  section  101  of  the  code.  This 
provision  is  effective  with  respect  to  taxable  years  beginning  after 
December  31,  1951. 

C.  Unrelated  Business  Income  of  State  and  Local  Government 
Colleges  and  Universities  (Sec.  339) 

The  Revenue  Act  of  1950  imposed  the  regular  corporate  income  tax 
on  certain  tax-exempt  organizations  which  are  in  the  nature  of  cor¬ 
porations,  with  respect  to  so  much  of  their  income  as  arises  from 
active  business  enterprises  which  are  unrelated  to  the  exempt  pur¬ 
poses  of  the  organization  (including  certain  “lease-back”  income). 
However,  this  provision  does  not  apply  to  such  income  of  universities 
and  colleges  of  States  and  local  governmental  units.  Section  339  of 
the  bill  extends  the  present  tax  to  the  unrelated  business  income  of 
universities  and  colleges  of  States  and  of  other  governmental  units. 
As  a  result,  governmental  universities  and  colleges  will  be  taxable 
on  income  derived  from  any  unrelated  business  activities  carried  on 
by  the  schools  themselves  (including  the  income  derived  from  leases 
for  over  5  years  of  property  purchased  with  borrowed  funds).  Their 
“feeder”  corporations  carrying  on  a  trade  or  business  also  will  be  fully 
taxable. 

This  amendment  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1951. 


91593—51 


4 
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D.  Educational  “Feeder”  Corporations  (Sec.  601) 

The  Revenue  Act  of  1950  included  a  series  of  provisions  which, 
under  specified  conditions,  resulted  in  the  imposition  of  taxes  on 
educational,  charitable,  and  certain  other  tax-exempt  organizations, 
foundations,  and  trusts.  Among  these  provisions  was  one  which  for 
1951  and  subsequent  years  specifically  denied  exemption  to  “feeder” 
corporations,  that  is,  corporations  carrying  on  a  trade  or  business  for 
profit  whose  profits  inure  exclusively  to  organizations  exempt  under 
section  101  of  the  code.  With  respect  to  prior  years  the  tax  status  of 
such  corporations- was  then  in  litigation.  With  respect  to  these  years 
the  Revenue  Act  of  1950  provided  that  no  tax  would  be  asserted  for 
years  prior  to  1947  unless  a  deficiency  had  already  been  asserted,  or 
taxes  had  already  been  assessed  or  paid. 

Section  601  of  the  bill  amends  section  302  of  the  Revenue  Act  of 
1950  to  provide  that  for  years  prior  to  1951  exemption  is  not  to  be 
denied  feeder  corporations  if  their  profits  inure  to  a  regularly  estab¬ 
lished  school,  college,  or  university  or  to  a  regularly  established 
hospital,  or  institution  for  the  rehabilitation  of  physically  handicapped 
persons.  The  section  further  provides  that  it  is  not  to  be  construed 
as  having  any  effect  on  the  tax  status  of  feeder  corporations  of  other 
types  of  educational  or  charitable  organizations  for  years  prior  to 
1951. 

E.  Publishing  Business  Carried  on  by  Tax-Exempt 
Organizations  (Sec.  347) 

As  pointed  out  in  the  preceding  discussion,  the  Revenue  Act  of 
1950  imposed  the  corporate  income  tax  on  the  “unrelated  business 
income”  of  certain  tax-exempt  organizations.  This  provision  has 
resulted  in  some  cases  in  the  imposition  of  tax  upon  universities  with 
respect  to  income  derived  from  the  operation  of  a  publishing  business. 
Section  347  of  the  bill  provides  that  income  from  this  type  of  activity 
shall  continue  to  be  exempt  even  though  in  fact  unrelated  to  the 
function  of  the  tax-exempt  organization  if  by  the  end  of  2  years  the 
operation  of  the  publishing  business  becomes  substantially  related 
to  the  exercise  or  performance  by  the  organization  of  its  educational 
or  other  purpose  or  function  described  in  section  101  (6). 

This  amendment  is  applicable  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1950,  and  prior  to  January  1,  1953. 

F.  Deduction  of  Repayments  of  Indebtedness  in  the  Case  of 

Educational  Organizations  Carrying  on  Certain  Types  of 

Unrelated  Trades  or  Businesses  (Sec.  348) 

Section  348  of  the  bill  adds  a  new  provision  to  section  422  (a)  of 
the  code  which  deals  with  the  taxation  of  the  unrelated  business  income 
of  certain  tax-exempt  organizations.  It  provides  that  educational 
organizations  with  regular  student  bodies  and  faculties  which  carry 
on  an  unrelated  trade  or  business  as  a  partnership  are  to  receive 
deductions  for  taxable  years  beginning  before  January  1,  1954,  with 
respect  to  so  much  of  the  gross  income  received  from  the  partnership 
as  is  required  to  repay  indebtedness  incurred  by  the  organizations 
in  acquiring  the  unrelated  trade  or  business.  However,  the  deduction 
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is  permitted  only  with  respect  to  so  much  of  the  income  as  is  required 
to  be  used  for  repayment  of  the  indebtedness  by  a  contract  entered 
into  by  the  educational  organization  prior  to  January  1,  1950.  In 
addition,  the  partnership  must  have  been  formed  prior  to  January  1, 
1950,  substantially  all  of  its  assets  must  have  been  acquired  by  the 
educational  organizations  prior  to  the  same  date.  Also,  the  deduction 
is  limited  to  repayments  of  indebtedness  incurred  prior  to  January 
1,  1950. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950,  and  prior  to  January  1,  1954. 

IV.  STRUCTURAL  CHANGES  IN  THE  INCOME  TAXES 

1.  Surtax  exemptions  and  minimum  excess  profits  tax  credits  oj  related 
corporations  (sec.  121) 

Under  existing  law  the  $25,000  corporate  surtax  exemption  and  the 
$25,000  minimum  credit  under  the  excess-profits  tax  are  available  to 
any  corporation  whether  or  not  it  is  a  member  of  a  group  or  chain  of 
related  corporations. 

Section  121  of  the  bill  adds  a  new  subsection  (c)  to  section  15  of  the 
Internal  Revenue  Code,  dealing  with  cases  where,  after  December  31, 
1950,  corporations  split  up  into  two  or  more  corporations  for  the  pur¬ 
pose  of  obtaining  one  or  more  additional  $25,000  surtax  exemptions 
and  $25,000  minimum  excess  profits  credits.  The  new  subsection 
provides  that  if  a  corporation  transfers,  after  that  date,  all  or  a  part  of 
its  property  other  than  money  to  a  newly  organized  corporation  (or  to 
a  dormant  corporation  utilized  for  that  purpose),  the  transferee  corpo¬ 
ration  will  not  be  allowed  to  have  $25,000  of  its  income  exempt  from 
surtax,  nor  be  allowed  a  minimum  excess  profits  credit  of  $25,000,  if 
after  the  transfer  and  during  any  part  of  the  taxable  year  the  old  cor¬ 
poration  or  its  stockholders,  or  both,  own  80  percent  or  more  of  its 
voting  stock  or  80  percent  of  the  total  value  of  its  stock,  unless  it  can 
show  by  a  clear  preponderance  of  the  evidence  that  the  corporate 
split-up  was  not  made  with  a  major  purpose  of  obtaining  an  additional 
surtax-exemption  or  minimum  excess-profits  credit. 

Although  it  is  provided  that,  in  general,  the  transferee  corporation 
in  such  cases  will  have  no  surtax  exemption  or  minimum  excess- 
profits  credit,  the  Secretary  is  authorized  to  allow  all  or  any  part 
of  the  surtax  exemption  or  the  minimum  excess-profits  credit  to  the 
transferee  corporation,  or  to  apportion  either  the  exemption  or  credit 
between  two  or  more  corporations,  if  that  will  not  result  in  tax  avoid¬ 
ance.  Thus,  if  the  original  corporation  is  split  up  into  two  or  more 
corporations  and  then  liquidated,  the  surtax  credit  and  the  minimum 
excess-profits  credit  which  the  old  corporation  would  have  had  may 
be  allowed  to  one  of  the  new  corporations  or  equitably  divided  be¬ 
tween  them.  Or  if  the  old  corporation  continues  to  operate  part  of 
the  business  but  has  an  income  for  any  taxable  year  of  less  than  $25,000 
that  part  of  the  surtax  exemption  or  the  minimum  excess-profits 
credit  which  it  does  not  need  may  be  allocated  to  the  new  corporation. 

In  determining  the  extent  of  an  individual’s  holdings  of  the  stock 
of  a  corporation  for  the  purpose  of  determining  control,  he  is  to  be 
deemed  to  own  stock  held  directly  or  indirectly  by  or  for  his  spouse 
or  minor  children,  and  also  that  portion  of  the  stock  owned  by  a 
corporation,  partnership,  estate,  or  trust  in  which  he  holds  an  interest, 
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which  reflects  the  extent  of  his  interest  in  such  corporation,  partner¬ 
ship,  estate,  or  trust. 

This  provision  of  the  bill  does  not  prohibit  or  discourage  expansion 
of  an  existing  business  accompanied  by  the  formation  of  new  cor¬ 
porations,  as  distinguished  from  the  mere  split-up  of  an  existing 
business  nor  does  it  prevent  an  individual  or  a  group  of  individuals 
who  may  own  the  stock  of  a  corporation  from  forming  additional 
corporations  to  engage  in  a  similar  or  a  different  business.  A  cor¬ 
poration  wishing  to  expand  its  activities  may  use  a  part  of  its  funds, 
whether  or  not  those  funds  represent  accumulated  earnings,  to  form 
the  capital  of  a  new  corporation,  acquiring  the  stock  of  the  new 
corporation  in  exchange  for  those  funds.  Or  an  individual  who  owns 
all  the  stock  of  a  corporation  may  use  any  cash  or  property  he  owns 
to  form  a  new  corporation.  In  such  cases  the  new  corporation  will 
be  allowed  the  full  surtax  exemption  and  the  minimum  excess  profits 
credit. 

This  provision  of  the  bill  applies  only  to  taxable  years  in  which  the 
excess  profits  tax  is  in  effect. 

2.  Additional  withholding  upon  agreement  by  employer  and  employee 

(sec.  203 ) 

At  the  present  time  withholding  on  wages  and  salaries  is  provided 
only  at  the  first  bracket  rate  of  tax  even  though  part  of  the  employee’s 
income  may  be  subject  to  a  higher  rate  of  tax.  Section  203  of  the 
bill  amends  section  1622  of  the  code  to  provide  that  additional  with¬ 
holding  may  be  authorized  where  both  the  employer  and  employee 
agree  to  it. 

3.  Payments  to  beneficiaries  ofi  deceased  employees  (sec.  302 ) 

Section  22  (b)  (1)  of  the  code  excludes  from  gross  income  amounts 
received  under  a  life-insurance  contract  paid  by  reason  of  the  death 
of  the  insured,  whether  in  a  single  sum  or  otherwise.  However,  by  its 
terms,  this  provision  is  limited  to  life-insurance  payments,  and  the  ex¬ 
clusion  does  not  extend  to  death  benefits  paid  by  an  employer  by  reason 
of  the  death  of  an  employee.  Section  302  of  the  bill  excludes  from 
gross  income  death  benefits  not  in  excess  of  $5,000  paid  by  any  one 
employer  with  respect  to  any  single  employee’s  beneficiary  or  bene¬ 
ficiaries  in  accordance  with  a  preexisting  contract. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

4-  Basis  ofi  joint  and  survivor  annuities  included  in  the  gross  estate  (sec. 
303) 

Section  113  (a)  (5)  of  the  code  provides  that  property  acquired  by 
bequest,  devise,  or  inheritance  shall  have  a  basis  for  determining 
gain  or  loss  equal  to  its  fair  market  value  at  the  date  of  the  decedent’s 
death  or,  if  the  decedent’s  executor  elects  the  optional  valuation  date, 
at  a  date  1  year  after  the  decedent’s  death.  However,  all  property 
which  is  included  in  the  decedent’s  gross  estate  for  estate-tax  purposes 
does  not  take  a  new  basis  upon  the  decedent’s  death.  A  joint  and 
survivor  annuity  is  includible  in  the  decedent’s  gross  estate  but  is 
treated  as  a  gift  for  basis  purposes  so  that,  for  purposes  of  gain,  it  has 
the  same  basis  as  in  the  hands  of  the  donor. 

Section  303  of  the  bill  amends  sections  22  (b)  (2)  and  113  (a)  (5)  of 
the  code  to  provide  that  where  a  joint  and  survivor  annuity  is  included 
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in  the  decedent’s  gross  estate,  its  basis  is  to  be  the  value  of  the  property 
included  in  the  estate  and  that  basis  is  to  be  the  “consideration  paid” 
for  the  purpose  of  determining  that  portion  of  the  annuity  which  the 
survivor  must  include  in  gross  income. 

This  amendment  is  to  apply  only  where  the  decedent  dies  after 
December  31,  1950. 

5.  Income  from,  discharge  oj  indebtedness  (sec.  304) 

Section  22  (b)  (9)  of  the  code  excludes  from  gross  income,  in  the 
case  of  a  corporation,  the  amount  of  income  attributable  to  the 
discharge  of  indebtedness  evidenced  by  a  bond,  debenture,  note, 
certificate,  or  other  evidence  of  indebtedness.  Gain  may  arise  from 
the  discharge  of  indebtedness,  for  example,  where  a  corporation  buys 
back  its  own  bonds  at  less  than  their  face  value.  The  provisions  of 
this  section  are  temporary  under  existing  law  and  expire  automatically 
on  December  31,  1951.  Section  304  of  the  bill  provides  for  the 
permanent  enactment  of  the  section. 

The  exclusion  provided  by  section  22  (b)  (9)  is  to  be  applicable  only 
if  the  corporation  consents  to  a  reduction  in  the  basis  of  its  properties 
under  section  113  (b)  (3)  in  accordance  with  the  regulations  then  in 
effect.  The  reduction  of  basis  under  section  113  (b)  (3)  is  in  an  amoimt 
equal  to  the  income  excluded  under  section  22  (b)  (9).  In  the  event 
an  amoimt  is  excluded  from  gross  income  under  these  provisions,  an 
adjustment  is  made  for  unamortized  premium  or  unamortized  discount 
on  the  discharged  obligation. 

Existing  regulations  provide  that  an  amount  equal  to  the  excluded 
income  is  first  to  be  applied  in  reduction  of  the  basis  of  the  specific 
property  (other  than  inventory,  notes,  or  accounts  receivable)  in  the 
acquisition  of  which  the  indebtedness  was  incurred.  The  reduction 
of  basis  in  such  case  merely  reflects  an  adjustment  in  the  purchase 
price  of  the  property.  The  reduction  of  basis  under  the  regulations 
is  then  successively  applied  to  the  following  classes  of  property:  (1) 
Property  securing  the  indebtedness,  (2)  other  property  of  the  taxpayer, 
and  finally  (3)  inventory  and  accounts  and  notes  receivable.  Within 
these  classes,  the  reduction  in  basis  is  applied  proportionately  to  the 
property  included  in  the  class  without  regard  to  whether  the  property 
is  depreciable  or  nondepreciable.  It  is  understood  that  the  Secretary 
of  the  Treasury  will  require  by  regulations  that,  after  adjustment  of 
the  basis  of  certain  property  acquired  with  the  purchase  money 
indebtedness,  whatever  reduction  in  basis  of  property  remains  to  be 
taken  under  section  113  (b)  (3)  will  be  taken,  in  general,  against 
depreciable  property  or  property  subject  to  cost  depletion  and  only 
as  a  last  resort  against  nondepreciable  property.  Thus,  in  general, 
a  reduction  in  the  basis  of  nondepreciable  property  will  be  made  only 
after  the  exhaustion  of  depreciable  property  or  property  subject  to 
cost  depletion. 

Section  304  of  the  bill  makes  a  technical  amendment  to  section 
22  (b)  (9)  to  allow  for  greater  flexibility  as  to  the  time  for  filing  the 
required  consent  to  a  reduction  of  basis.  Under  the  present  law,  the 
taxpayer  must  file  its  consent  with  its  return  for  the  taxable  year. 
The  bill  amends  the  section  to  provide  that  the  consent  shall  be  filed 
at  such  time  as  the  Secretary  of  the  Treasury  may  prescribe. 

This  amendment  is  to  be  effective  with  respect  to  taxable  years 
ending  after  December  31,  1950. 
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Section  304  of  the  bill  also  extends  for  an  additional  3-year  period 
the  exclusion  provided  for  railroad  corporations  under  section  22  (b) 
(10)  of  the  code.  Section  22  (b)  (10)  provides  that  the  amount  of 
income  attributable  to  the  discharge  of  any  indebtedness  of  a  rail¬ 
road  corporation,  as  defined  in  section  77  (m)  of  the  National  Bank¬ 
ruptcy  Act,  shall  be  excluded  to  the  extent  that  such  income  is  deemed 
to  have  been  realized  by  a  modification  or  cancellation  of  indebtedness 
pursuant  to  an  order  of  the  court  in  a  receivership  proceeding  or  a 
proceeding  under  section  77  of  the  National  Bankruptcy  Act.  Under 
present  law  this  section  also  expires  automatically  on  December  31, 
1951.  Unlike  section  22  (b)  (9),  section  22  (b)  (10)  does  not  require 
a  reduction  in  the  basis  of  the  taxpayer’s  properties  as  a  condition  to 
the  exclusion  of  the  income.  The  extension  of  the  expiration  date  of 
section  22  (b)  (10)  made  by  this  section  of  the  bill  is  to  December  31, 
1954. 

6.  Additional  allowance  for  certain  members  of  the  Armed  Forces  (Sec. 

805) 

The  Revenue  Act  of  1950  added  a  new  section  22  (b)  (13)  to  the  code 
which  excludes  from  taxable  income  the  compensation  of  members  of 
the  Armed  Forces  of  the  United  States  received  for  active  service  in 
combat  zones  such  as  Korea.  This  exclusion  covers  all  the  pay  of 
enlisted  men  and  warrant  officers  and  the  first  $200  per  month  paid 
to  commissioned  officers.  The  present  exclusion  only  applies  to 
services  performed  after  June  24,  1950,  and  prior  to  January  1,  1952. 

Section  305  of  the  bill  makes  three  changes  in  the  existing  provision. 
First,  the  exemption  is  extended  for  2  years  beyond  the  present 
termination  date  to  January  1,  1954.  Second,  the  exemption  is 
extended  to  include  the  compensation  of  military  personnel  received 
while  hospitalized  as  a  result  of  wounds,  disease,  or  injury  incurred 
wl  ile  serving  in  a  combat  zone.  Third,  June  25,  1950  (and  not  June 
27)  is  to  be  considered  the  date  when  combat  commenced. 

These  amendments  to  section  22  (b)  (13)  are  applicable  to  taxable 
years  emdng  after  June  24,  1950. 

7.  LIFO  method  of  accounting  (sec.  806 ) 

Under  the  present  law  taxpayers  using  the  LIFO  inventory  method 
have  until  the  end  of  1952  in  which  to  make  replacements  of  inven¬ 
tories  involuntarily  depleted  during  World  War  II.  They  have  until 
the  end  of  1955  to  make  replacements  of  inventories  involuntarily 
depleted  during  the  present  emergency.  However,  inventory  replace¬ 
ments  are  required  to  be  attributed  to  the  most  recent  liquidations 
not  already  replaced,  so  that  a  replacement  before  the  end  of  1952 
must  be  treated  as  a  replacement  of  inventory  liquidated  during  the 
present  emergency  before  any  inventory  increases  can  be  treated  as 
replacements  of  inventory  liquidated  during  World  War  II. 

Section  306  of  the  hill  provides,  in  effect,  that  replacements  made 
prior  to  1953  are  first  to  be  deemed  to  be  replacements  of  liquidations 
during  the  World  W  ar  II  period  rather  than  first  being  deemed  to  be 
replacements  of  liquidations  during  the  present  emergency. 

This  provision  is  effective  with  respect  to  taxable  years  ending  after 
June  30,  1950. 
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8.  Medical  expenses  (sec.  807 ) 

Sec.  23  (x)  of  the  code  permits  the  deduction  of  a  taxpayer’s  medical 
expenses  oniy  to  the  extent  that  such  expenses  exceed  5  percent  of  the 
taxpayer’s  adjusted  gross  income. 

Section  307  of  the  bill  removes  this  5-percent  limitation  for  any  tax¬ 
payer,  if  either  the  taxpayer  or  his  spouse  is  age  65  or  over,  but  only 
with  respect  to  the  medical  expenses  of  such  taxpayer  and  his  spouse. 

This  bill  does  not  affect  the  maximum  limitations  of  present  law  on 
the  amount  of  the  deduction. 

This  provision  of  the  bill  is  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

9.  Elections  to  use  the  standard  deduction  and  to  file  joint  or  separate 

returns  (secs.  808,  812) 

Section  23  (aa)  cf  the  code  permits  an  individual  the  use  of  an  op¬ 
tional  standard  deduction  in  lieu  of  itemizing  his  deductions.  The 
election  to  use  either  of  these  methods  of  handling  deductions  is  bind¬ 
ing  upon  the  taxpayer  for  the  taxable  year  with  respect  to  which  the 
option  is  exercised. 

Under  section  51  of  the  code,  married  taxpayers  may  hie  either 
separate  returns  or  a  single  joint  return.  The  election,  once  made, 
as  to  which  type  of  return  to  hie  is  binding  with  respect  to  the  taxable 
year  for  which  the  return  is  hied. 

Section  308  of  the  bill  provides  that  individuals  who  have  used 
the  standard  deduction  when  hling  their  return  may  substitute 
itemized  deductions  at  any  time  within  the  period  of  the  statute  of 
limitations.  Moreover,  taxpayers  who  have  itemized  their  deduc¬ 
tions  are  also  to  have  the  option  to  amend  their  return  within  the 
same  period  in  order  to  take  advantage  of  the  standard  deduction. 
This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1949. 

Section  312  of  the  bill  provides  that  married  individual  income 
taxpayers  who  hie  separate  returns  may  exercise  the  right  to  change 
their  election  and  hie  joint  returns  at  any  time  within  the  period  of 
the  statute  of  limitations.  This  provision  is  effective  with  respect  to 
taxable  years  beginning  after  December  31,  1950. 

10.  Expenditures  in  the  development  oj  mines  (sec.  309) 

Under  existing  law  and  regulations  all  expenditures  made  with 
respect  to  a  mine  prior  to  the  time  it  has  reached  the  production 
stage  must  be  capitalized,  except  that  incidental  income  from  the 
production  of  ore  while  the  mine  is  being  developed  is  offset  by  de¬ 
velopment  expenditures,  only  the  excess  of  such  expenditures  over 
such  receipts  being  capitalized.  Amounts  so  capitalized  are  de¬ 
ductible  for  income-tax  purposes  only  through  depletion  allowances. 

Included  in  the  expenditures  which  must  be  so  capitalized  are  the 
costs  of  shafts,  tunnels,  galleries,  etc.,  which  are  necessary  to  make 
the  ore  or  other  mineral  accessible.  Such  expenditures  are  required 
to  be  capitalized  only  until  the  mine  reaches  the  production  stage, 
which  occurs  when  the  major  portion  of  the  mineral  production  is 
obtained  from  workings  other  than  those  opened  for  the  purpose  of 
development,  or  when  the  principal  activity  of  the  mine  becomes  the 
production  of  developed  ore  rather  than  the  development  of  additional 
ores  for  mining. 
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After  a  mine  reaches  this  production  stage,  continued  expenditures 
must  be  made  to  extend  tunnels,  galleries,  etc.,  as  the  working  face 
of  the  ore  or  other  mineral  recedes.  Such  expenditures  are  generally 
deductible  currently.  However,  if  they  are  extraordinary  in  scope 
they  are  treated  as  prepaid  expenses  to  be  deducted  ratably  as  the 
ore  benefited  by  the  expenditure  is  produced  and  sold. 

Section  309  of  the  bill  provides  that,  the  taxpayer,  with  respect  to 
expenditures  paid  or  incurred  after  December  31,  1950,  in  the  develop¬ 
ment  of  a  mine  or  other  natural  deposit  may  elect  either  to  deduct 
development  expenditures,  whether  incurred  before  or  after  the 
production  stage  has  been  reached,  in  the  year  when  they  are  incurred, 
or  to  treat  development  expenditures  incurred  before  the  production 
stage  has  been  reached  as  deferred  expenses,  to  be  deducted  ratably 
as  the  ore  or  mineral  is  sold.  Such  an  election  may  be  made  for  each 
year,  but  must  be  for  the  total  amount  of  net  development  expendi¬ 
ture  made  in  that  year  with  respect  to  the  mine. 

This  provision  applies  only  when  the  expenditures  are  made  after 
the  existence  of  ores  or  minerals  in  commercially  marketable  quantities 
has  been  determined  and  the  development  stage  has  begim.  It  does 
not  apply  to  oil  or  gas  wells 

Expenditures  made  for  the  purchase  of  depreciable  property  are  not 
to  be  counted  as  development  expenditures  for  this  purpose  but  the 
depreciation  charges  which  appear  as  the  result  of  the  use  of  such 
property  for  development  purposes  may  qualify  for  such  treatment  as 
development  costs. 

If  the  taxpayer  elects  to  defer  them,  expenditures  made  for  develop¬ 
ment  will  continue  to  increase  the  adjusted  basis  of  the  mine  for 
computing  gain  or  loss  as  under  existing  law;  however,  this  basis  will 
then  be  reduced  as  the  deductions  allowable  under  this  provision  of 
the  bill  occur.  Although  thus  included  in  the  adjusted  basis  for  the 
purpose  of  computing  a  gain  or  loss  from  a  sale,  in  order  to  prevent 
duplication  of  tax  benefits,  such  development  expenditures  are  not 
to  be  taken  into  account  in  determining  the  adjusted  basis  of  the 
property  for  the  purpose  of  computing  depletion  based  upon  costs. 

The  Dill  also  provides  that  if  the  taxpayer  elects  to  defer  the 
deduction  of  development  expenditures  incurred  during  the  develop¬ 
ment  stage,  the  amount  to  be  so  deferred  in  any  year  will  be  the  excess 
of  the  development  expenditures  in  that  year  over  the  net  receipts 
during  that  year  from  the  ores  or  minerals  produced. 

This  provision  of  the  bill  is  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

11.  Earnings  oj  dependents  {sec.  310 ) 

Section  25  (b)  (1)  (D)  of  the  code  allows  a  taxpayer,  as  a  credit 
against  net  income,  an  exemption  of  $600  for  each  dependent  whose 
gross  income  in  the  year  is  less  than  $500. 

Section  310  of  the  bill  amends  section  25  (b)  (1)  (D)  to  permit  the 
exemption  for  dependents  whose  gross  income  are  less  than  $600. 

This  amendment  applies  to  taxable  years  beginning  after  December 
31,  1950. 

12.  Application  o  f  the  intercorporate  dividends-received  credit  in  the  case 

oj  resident  foreign  corporations  {sec.  311) 

Under  present  law  foreign  corporations  engaged  in  trade  or  business 
within  the  United  States  are  subject  to  the  regular  corporate  income 
taxes  with  respect  to  that  portion  of  their  income  which  is  derived 
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from  sources  within  the  United  States.  However,  where  such  cor¬ 
porations  pay  dividends  to  a  United  States  domestic  corporation,  no 
dividends-received  credit  is  allowed  the  latter,  although  such  credit 
would  be  allowed  if  the  domestic  corporation  were  receiving  dividends 
from  another  domestic  corporation.  Thus,  two  full  corporate  taxes 
are  paid  with  respect  to  dividend  income  received  from  foreign  corpo¬ 
rations  engaged  in  trade  or  business  within  the  United  States  (to  the 
extent  that  the  dividends  are  paid  out  of  income  derived  from  sources 
within  the  United  States) ,  while  as  a  result  of  the  intercorporate  divi¬ 
dends-received  credit,  dividends  paid  by  one  domestic  corporation  to 
another  are  subject  only  to  a  little  more  than  one  full  corporate  income 
tax. 

Section  311  of  the  bill  amends  section  26  (b)  of  the  code,  relating  to 
the  dividends-received  credit,  to  provide  that  under  certain  conditions 
dividends  received  from  foreign  corporations  engaged  in  trade  or  busi¬ 
ness  within  the  United  States  are  to  be  eligible  for  the  85-percent 
intercorporate  dividends-received  credit.  The  credit  is  to  be  made 
available  only  if  the  foreign  corporation  has  been  engaged  in  trade  or 
business  within  the  United  States,  and  has  derived  50  percent  or  more 
of  its  gross  income  from  sources  within  the  United  States,  during  an 
uninterrupted  period  of  36  months  or  more  including  the  taxable  year 
in  which  the  divdends  are  paid.  If  the  corporation  has  been  in 
existence  less  than  36  months,  these  conditions  must  be  met  during  the 
entire  period  of  its  existence.  The  credit  to  be  allowed  is  an  amount 
equal  to  85  percent  of  the  dividends  received  out  of  the  foreign  cor¬ 
poration’s  earnings  during  the  current  year,  but  not  in  excess  of  that 
part  of  the  85  percent  which  is  proportionate  to  the  ratio  of  the  gross 
income  during  the  current  year  from  sources  within  the  United  States 
to  its  total  gross  income  for  that  year.  With  respect  to  any  distribu¬ 
tions  not  out  of  the  current  year’s  earnings,  the  credit  is  to  be  allowed 
with  respect  to  an  additional  amount  equal  to  85  percent  of  the  divi¬ 
dends  received  out  of  the  foreign  corporation’s  earnings  during  the 
uninterrupted  period  (but  not  including  the  current  year),  but  not 
in  excess  of  that  part  of  the  85  percent  which  is  proportionate  to  the 
ratio  of  the  corporation’s  gross  income  from  sources  within  the  United 
States  during  the  uninterrupted  period  (but  not  including  the  current 
year)  to  its  total  gross  income  during  the  same  period. 

This  provision  of  the  bill  is  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1950. 

IS.  Capital  gains  of  corporations  improperly  accumulating  surplus 
(sec.  102  of  code)  (sec.  315) 

Section  102  of  the  code  imposes  an  additional  tax  on  corporations 
improperly  accumulating  surplus  to  avoid  payment  of  surtax  by 
stockholders.  This  additional  tax  is  imposed  on  the  undistributed 
"section  102  net  income”,  which  is,  in  general,  net  income  minus  the 
normal  tax,  surtax,  and  excess  profits  tax  of  the  corporation.  Under 
present  law,  the  section  102  tax  applies  to  the  long-term  capital  gains 
of  the  corporation  as  well  as  to  its  ordinary  income. 

Section  315  of  the  bill  amends  section  102  in  order  to  exclude  net 
long  term  capital  gains  from  the  undistributed  income  subject  to  the 
section  102  tax.  The  amendment  also  provides,  in  effect,  that,  the 
capital  gain  tax  is  not  to  be  allowed  as  a  deduction  in  computing  income 
subject  to  the  section  102  tax. 
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This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

14.  Liquidation  oj  corporations  (sec.  316 ) 

Under  the  Revenue  Act  of  1950,  domestic  corporations,  including 
personal  holding  companies,  may  be  liquidated  under  section  112  (b) 
(b)  (7)  of  the  code  for  a  limited  period  without  payment  of  capital 
gain  tax  by  the  stockholders  on  the  appreciation  in  value  of  assets 
held  by  the  companies.  In  general,  in  the  case  of  gain  on  stock  held 
by  individuals  only  that  portion  of  the  distribution  to  the  shareholders 
which  represents  accumulated  earnings  is  to  be  taxed,  to  the  extent  of 
the  gain,  as  ordinary  income.  So  much  of  the  remainder,  to  the  extent 
of  the  balance  of  the  gain  as  consists  of  money,  or  of  stock,  or  of  securi¬ 
ties  acquired  by  the  corporation  after  a  basic  date  (August  15,  1950) 
is  to  be  treated  as  a  capital  gain. 

Under  section  112  (b)  (7)  in  its  pre-1950  form,  a  similar  election 
was  available  when  the  plan  of  liquidation  was  adopted  after  the  date 
of  enactment  of  the  Revenue  Act  of  1943  and  put  into  effect  during 
the  calendar  year  1944.  Under  the  amendment  made  by  the  Revenue 
Act  of  1950,  this  election  was  restored  for  plans  of  liquidation  adopted 
after  December  31,  1950,  and  effected  during  any  one  calendar  month 
in  1951. 

Section  316  of  the  bill  extends  the  application  of  section  112  (b)  (7) 
so  that  taxpayers  may  exercise  a  similar  election  to  cover  liquidations 
of  corporations  during  1952. 

This  provision  is  effective  with  respect  to  taxable  years  ending 
after  December  31, 1951. 

15.  Corporate  reorganizations  ( spin-offs )  (sec.  317 ) 

Section  317  of  the  bill  adds  a  new  section  112  (b)  (11)  to  the  code 
to  provide  for  the  nonrecognition  of  gain  from  the  receipt  of  stock  in 
corporate  exchanges  carrying  out  transactions  known  as  spin-offs. 
A  spin-off  occurs  when  a  part  of  the  assets  of  a  corporation  is  trans¬ 
ferred  to  a  new  corporation  and  the  stock  in  the  latter  is  distributed 
to  the  shareholders  of  the  original  corporation  without  a  surrender 
by  the  shareholders  of  stock  in  the  distributing  corporation. 

The  benefits  of  the  provision  are  limited  to  reorganizations  in  which 
the  new  corporation  as  well  as  the  old  corporation  is  intended  to  carry 
on  a  business  after  the  reorganization  and  where  only  stock  (other 
than  preferred)  is  distributed.  Nonrecognition  of  gain  also  is  to  be 
denied  in  cases  where  the  reorganization  was  principally  a  device  for 
the  distribution  of  the  earnings  and  profits  of  the  corporations  which 
are  parties  to  the  reorganization. 

Section  317  of  the  bill  also  adds  a  new  section  113  (a)  (23)  to  the 
code  providing  that,  in  the  case  of  stock  distributed  in  a  spin-off,  the 
basis  of  the  new  stock,  and  the  old  stock,  respectively,  in  the  share¬ 
holder’s  hands,  is  to  be  determined  by  allocating  between  the  old 
stock  and  the  new  stock  the  adjusted  basis  of  the  old  stock. 

These  provisions  are  to  be  effective  with  respect  to  taxable  years 
ending  after  the  date  of  the  enactment  of  this  bill,  but  are  to  apply 
only  to  distributions  of  stock  made  after  that  date. 

16.  Gain  from  sale  or  exchange  of  the  taxpayer’s  residence  (sec.  318 ) 

Section  318  of  the  bill  amends  the  present  provisions  relating  to  a 

gain  on  the  sale  of  a  taxpayer’s  principal  residence.  Existing  law 
provides  that  when  a  personal  residence  is  sold  at  a  gain  the  difference 
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between  its  adjusted  basis  and  the  amount  received  for  its  sale  is 
taxable  as  a  capital  gain. 

The  bill  provides  that  when  the  sale  of  the  taxpayer’s  principal 
residence  is  followed  within  a  period  of  1  year  by  the  purchase  of  a 
substitute,  or  when  the  substitute  is  purchased  within  a  year  prior  to 
the  sale  of  the  taxpayer’s  principal  residence,  gain  is  to  be  recognized 
only  to  the  extent  that  the  selling  price  of  the  old  residence  exceeds  the 
cost  of  the  new  one.  Thus,  if  a  dwelling  purchased  in  1940  for  $10,000 
is  sold  in  1951  for  $15,000,  there  would  ordinarily  be  a  taxable  gain  of 
$5,000  under  existing  law.  Under  the  bill  no  portion  of  the  gain 
is  to  be  taxable  provided  a  substitute  “principal  residence”  is  pur¬ 
chased  by  the  taxpayer  within  the  stated  period  of  time  for  a  price  of 
$15,000  or  more.  If  the  replacement  cost  is  less  than  $15,000,  say 
$14,000,  tlie  amount  taxable  as  gain  is  to  be  $1,000. 

The  provision  applies  to  cases  where  one  residence  is  exchanged  for 
another,  where  a  replacement  residence  is  constructed  by  the  taxpayer 
rather  than  purchased,  and  where  the  replacement  is  a  residence  which 
had  to  be  reconstructed  in  order  to  permit  its  occupancy  by  the  tax¬ 
payer.  The  bill  provides  that  in  the  case  of  the  construction  of  a  new 
house  the  new  house  must  be  used  as  the  taxpayer’s  principal  resi¬ 
dence  within  18  months  after  the  sale  of  the  old  house.  In  other 
cases  the  new  house  must  be  used  as  the  principal  residence  within  a 
year  after  the  sale  of  the  former  residence. 

In  cases  where  the  replacement  is  built  or  reconstructed,  only  so 
much  of  the  cost  is  to  be  counted  as  an  offset  against  the  selling  price 
of  the  old  residence  as  is  properly  chargeable  against  capital  account 
within  a  period  beginning  1  year  prior  to  the  date  of  the  sale  of  the  old 
residence,  and  ending  18  months  after  such  date  in  the  case  of  con¬ 
struction  of  a  new  house,  or  12  months  after  such  date  in  the  case 
of  reconstruction  of  an  existing  house. 

This  special  treatment  is  not  limited  to  the  “involuntary  con¬ 
version”  type  of  case,  where  the  taxpayer  is  forced  to  sell  his  home 
because  the  place  of  his  employment  is  changed. 

The  adjusted  basis  of  the  new  residence  is  to  be  reduced  by  the 
amount  of  gain  not  recognized  upon  the  sale  of  the  old  residence. 
Thus,  if  the  replacement  is  purchased  for  $19,000,  the  old  residence 
cost  $10,000  and  was  sold  for  $15,000,  the  adjusted  basis  of  the  new 
residence  is  to  be  $19,000  munis  $5,000,  or  $14,000.  This  is  equal  to 
the  cost  of  the  old  residence  plus  the  additional  funds  invested  at  the 
time  the  new  residence  is  purchased.  If  the  second  residence  had 
been  purchased  for  $14,000,  so  that  $1,000  gain  on  the  sale  of  the 
old  residence  would  be  recognized,  its  basis  would  be  $14,000  minus 
$4,000,  or  $10,000. 

For  the  purpose  of  qualifying  a  gain  as  a  long-term  capital  gain  the 
holding  period  of  the  residence  acquired  as  a  replacement  in  a  set  of 
transactions  which  qualify  under  the  terms  of  the  amendment  is  to 
be  the  combined  period  of  ownership  of  the  successive  principal 
residences  of  the  taxpayer. 

The  new  provision  extends  to  cases  in  which  similar  treatment  is 
available  under  existing  law  under  the  involuntary-conversion  provi¬ 
sions  of  section  112  (f).  Such  cases  arise  when  a  home  is  destroyed 
by  fire  or  is  lost  by  seizure  or  by  the  exercise  of  the  powers  of  requisi¬ 
tion  or  condemnation  and  the  proceeds  are  invested  in  a  replacement. 
In  such  cases  the  new  provision,  and  not  section  112  (f),  is  to  apply. 
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The  latter  requires  the  tracing  of  the  expenditure  of  the  funds  ob¬ 
tained  as  a  result  of  the  loss  of  the  previous  residence.  Also,  no  relief 
is  available  under  section  112  (f)  in  cases  where  the  replacement  is 
acquired  before  the  actual  condemnation  or  requisition  of  the  pre¬ 
vious  residence. 

The  taxpayer  is  not  required  to  have  actually  been  occupying  his 
old  residence  on  the  date  of  its  sale.  Relief  is  to  be  available  even 
though  the  taxpayer  moved  into  his  new  residence  and  rented  the  old 
one  temporarily  before  its  sale.  Similarly,  he  may  obtain  relief  even 
though  he  rents  out  his  new  residence  temporarily  before  occupying  it, 
if  he  occupies  it  within  1  year  or  18  months,  as  the  case  may  be,  after 
the  sale  of  his  former  residence. 

The  special  treatment  is  to  be  available  only  with  respect  to  one 
sale  or  exchange  per  year,  except  when  the  taxpayer’s  new  residence 
is  involuntarily  converted,  in  which  case  he  is  to  be  treated  as  though 
a  year  had  elapsed  since  the  time  of  the  previous  sale  of  an  old  resi¬ 
dence. 

The  ownership  of  stock  in  a  cooperative  apartment  corporation  is  to 
be  treated  as  the  equivalent  of  ownership  of  a  residence,  provided  the 
purchaser  or  seller  of  such  stock  uses  the  apartment  which  it  entitles 
him  to  occupy  as  his  principal  residence. 

Regulations  are  to  be  issued  under  which  the  taxpayer  and  his  spouse 
acting  singly  or  jointly  may  obtain  the  benefits  of  the  bill  even 
though  the  spouse  who  sold  the  old  residence  was  not  the  same  as  the 
one  who  purchased  the  new  one,  or  the  rights  of  the  spouses  in  the  new 
residence  are  not  distributed  in  the  same  manner  as  their  rights  in  the 
old  residence.  These  regulations  are  to  apply  only  if  the  spouses 
consent  to  their  application  and  both  old  and  new  residence  are  used 
by  the  taxpayer  and  his  spouse  as  their  principal  residence. 

Where  the  taxpayer’s  residence  is  part  of  a  property  also  used  for 
business  purposes,  as  in  the  case  of  an  apartment  over  a  store  building 
or  a  home  on  a  farm,  and  the  entire  property  is  sold,  the  provision 
applies  only  to  that  part  of  the  property  used  as  a  residence,  including 
the  environs  and  outbuildings  relating  to  the  dwelling  but  not  those 
relating  to  the  business  operations. 

These  provisions  apply  to  a  trailer  or  houseboat  if  it  is  actually  used 
as  the  taxpayer’s  principal  residence. 

In  cases  where  there  is  an  unreported  taxable  gain  on  the  sale  of 
the  taxpayer’s  residence,  either  because  he  did  not  carry  out  his  in¬ 
tention  to  buy  a  new  residence  or  because  some  of  the  technical 
requirements  were  not  met,  the  period  for  the  assessment  of  a  deficiency 
is  extended  to  3  years  after  the  taxpayer  has  notified  the  Commissioner 
either  that  he  has  purchased  a  new  residence,  or  that  he  has  not 
acquired  or  does  not  intend  to  acquire  a  new  residence  within  the 
prescribed  period  of  time. 

The  benefits  of  the  bill  will  apply  to  the  sale  of  a  taxpayer’s  principal 
residence  made  after  December  31,  1950. 

17.  Percentage  depletion  (sec.  319 ) 

Under  existing  law  depletion  based  on  cost  is  available  to  all  mining 
industries  and  in  addition  percentage  depletion  is  available  to  oil,  gas, 
sulfur,  metal  mines,  and  certain  nonmetallic  minerals.  The  allowable 
rate  of  percentage  depletion  is  5  percent  in  the  case  of  coal,  and  15 
percent  in  the  case  of  the  other  nonriietallic  minerals  except  sulfur 
which  is  allowed  23  percent. 
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Section  319  of  the  bill  sets  up  a,  new  group  of  minerals  to  which 
percentage  depletion  is  available  at  the  rate  of  5  percent.  This  rate 
is  extended  to  the  following  substances  none  of  which  are  presently 
entitled  to  percentage  depletion:  sand,  gravel,  slate,  stone  (including 
pumice  and  scoria),  brick  and  tile  clay,  shale,  oyster  shell,  clam  shell, 
granite,  marble,  sodium  chloride,  and,  if  from  brine  wells,  calcium 
chloride,  magnesium  chloride,  and  bromine. 

Coal  is  increased  from  its  present  5-percent  rate  to  10  percent. 

The  bill  adds  a  10-percent  rate  for  wollastonite,  asbestos,  calcium 
carbonates  other  than  marble  and  oyster  and  clam  shell,  perlite,  and 
the  magnesium  compounds  dolomite,  brucite,  and  magnesite  or  mag¬ 
nesium  carbonate. 

The  bill  adds  to  the  list  of  nonmetallic  minerals  for  which  percentage 
depletion  is  available  at  a  15-pe.rcent  rate  the  following  substances 
not  now  receiving  percentage  depletion:  borax,  fuller’s  earth,  tripoli, 
refractory  and  fire  clay,  quartzite,  aplite,  garnet,  diatomaceous  earth, 
and  metallurgical  and  chemical  grade  limestones. 

The  bill  makes  a  technical  revision  iu  the  15-percent  depletion  pro¬ 
visions  of  present  law.  The  latter  includes  at  the  15-percent  rate 
“thenardite  (from  brines  or  mixtures  of  brine).”  The  bill  eliminates 
the  parenthetical  limitation. 

The  amendments  made  by  this  section  of  the  bill  apply  to  taxable 
years  beginning  after  December  31,  1950. 

18.  Redemption  of  stock  to  pay  death  taxes  {sec.  320 ) 

The  Revenue  Act  of  1950  amended  section  115  (g)  of  the  code  to 
provide  that  the  redemption  of  stock  in  a  decedent’s  estate  in  an 
amount  not  in  excess  of  the  estate,  inheritance  and  succession  taxes 
(including  interest)  on  the  estate  is,  in  certain  cases,  not  to  be  treated 
as  a  taxable  dividend.  Among  other  requirements,  this  provision  is 
limited  at  present  to  cases  where  the  value  of  the  stock  in  the  corpora¬ 
tion  comprises  more  than  50  percent  of  the  value  of  the  net  estate  of 
the  decedent. 

Section  320  of  the  bill  makes  the  benefits  of  section  115  (g)  applicable 
to  cases  where  the  stock  comprises  more  than  35  percent  of  the  value 
of  the  decedent’s  gross  estate. 

This  amendment  will  be  applicable  only  to  amounts  distributed  on 
or  after  the  date  of  enactment  of  the  bill. 

19.  Individuals  earning  income  abroad  {sec.  321 ) 

Section  116  (a)  of  the  code  exempts  from  income  tax  citizens  of  the 
United  States  who  are  bona  fide  residents  of  a  foreign  country  with 
respect  to  income  earned  outside  the  United  States,  and  disallows 
deductions  chargeable  against  this  income. 

The  exclusion  is  allowed  only  with  respect  to  an  “entire  taxable 
year”  with  respect  to  which  the  individual  is  a  bona  fide  resident  of 
the  foreign  country.  Thus,  exemption  is  denied  an  individual  in  his 
first  year  abroad  unless  he  becomes  a  bona  fide  resident  of  the  foreign 
country  as  of  January  1.  Section  321  of  the  bill  changes  this  by  grant¬ 
ing  an  additional  exclusion  with  respect  to  “an  uninterrupted  period 
which  includes  an  entire  taxable  year”  with  respect  to  which  an  indi¬ 
vidual  was  a  bona  fide  resident  of  a  foreign  country. 

In  addition,  the  term  “bona  fide  resident”  abroad  has  been  con¬ 
strued  quite  strictly  with  the  result  that  many  persons  who  have  gone 
abroad  to  work  even  for  a  relatively  long  period  of  time  have  been  un- 
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able  to  meet  the  test  of  a  “bona  fide  resident”  of  a  foreign  country. 
The  bill  adds  a  paragraph  to  section  116  (a)  of  the  code  providing  that 
income  earned  abroad  by  a  citizen  of  the  United  States  who  is  present 
in  a  foreign  country  or  countries  for  17  out  of  18  consecutive  months 
is  to  be  excluded  from  income,  and  that  deductions  chargeable  to 
such  income  is  to  be  disallowed  in  computing  his  Federal  income  tax. 

These  two  changes  made  by  the  bill  are  effective  with  respect  to 
taxable  years  beginning  after  December  31,  1950. 

The  bill  also  amends  section  1621  (a)  (8)  (A)  of  the  code  to  provide 
that  there  is  to  be  no  withholding  by  the  United  States  where  it  is 
reasonable  to  believe  that  the  income  is  paid  to  a  person  who  will 
qualify  for  the  exclusion  on  the  basis  of  presence  in  a  foreign  country 
for  17  out  of  18  consecutive  months  or  on  the  basis  of  bona  fide  foreign 
residence.  In  addition,  it  provides  that  there  is  to  be  no  withholding 
of  income  taxes  for  the  United  States  upon  an  amount  earned  for 
services  performed  in  foreign  country  if  withholding  on  that  amount 
is  required  for  a  foreign  country.  These  changes  in  the  bill  are 
effective  as  of  January  1,  1952,  with  respect  to  wages  paid  on  or  after 
that  date. 

20.  Otfset  of  short-  and  long-term  capital  gains  and  losses  (sec.  322 ) 

Section  322  of  the  bill  amends  the  treatment  of  the  capital  gains  and 

losses  of  individuals  provided  by  existing  law.  Present  law  excludes 
50  percent  of  a  long-term  capital  gam  or  loss  from  the  computation  of 
net  capital  gain,  net  capital  loss  and  net  income,  but  includes  100  per¬ 
cent  of  a  short-term  capital  loss  in  such  computations.  As  a  result  a 
$1  short-term  loss  can  wipe  out  a  $2  long-term  gain. 

Under  the  bill,  long-term  gains  are  included  in  gross  income  at  100 
dercent.  and  a  deduction  from  gross  income  is  allowed  equal  to  50  per¬ 
cent  of  the  amount  by  which  the  taxpayer’s  net  long-term  gain  exceeds 
his  net  short-term  loss.  Thus,  if  a  taxpayer  has  a  net  long-term  gain 
of  $1,000  and  a  net  short-term  loss  of  like  amount,  no  deduction  is  to 
be  allowable.  If  the  net  long-term  gain  is  $2,000  and  the  net  short¬ 
term  loss  is  $1,000,  the  deduction  against  gross  income  will  be  50  per¬ 
cent  of  the  excess  of  $2,000  over  $1,000,  or  $500.  Hence  the  amount 
actually  taxed  as  a  long-term  capital  gain  will  be  $500.  Under  exist¬ 
ing  law  the  $1,000  of  short-term  loss  offsets  the  portion  of  the  long¬ 
term  gain  included  in  the  calculation  of  net  income,  and  no  tax  liability 
exists. 

Long-term  losses,  like  long-term  gains,  are  to  be  taken  into  account 
in  full.  Long-term  losses  will  therefore  offset  short-term  gains  on  a 
dollar-for-dollar  basis,  just  as  short-term  losses  will  offset  long-term 
gains.  If  the  net  long-term  loss  exceeds  the  net  short-term  gain,  the 
unreduced  excess  will  be  offset  against  other  income  up  to  $1,000. 
The  net  loss  which  is  not  absorbed  in  this  manner  will  be  carried 
forward  as  a  short-term  capital  loss,  whether  arising  out  of  short-  or 
long-term  operations. 

The  amendment  applies  only  to  taxable  years  beginning  on  or  after 
the  date  of  enactment  of  this  act. 

21.  Sales  of  land  with  unharvested  crops  (sec.  323 ) 

Section  117  (j)  of  the  code  provides,  in  effect,  that  a  net  gain  from 
sales  (including  exchanges  and  involuntary  conversions)  of  properties 
“used  in  the  trade  or  business”  of  the  taxpayer,  including  “real 
property”  so  used,  if  held  more  than  6  months  is  to  be  treated  as  a 


SUMMARY  OF  PROVISIONS  OF  THE  REVENUE  ACT  OF  1951  33 

capital  gain.  In  the  case  of  a  net  loss,  it  is  treated  as  an  ordinary  loss. 
Where  unharvested  crops  are  sold  with  the  land,  or  unripe  fruit  is  sold 
together  with  the  land  and  the  trees,  question  has  arisen  as  to  the 
proper  application  of  the  present  law  to  the  unharvested  crops  or  the 
unripe  fruit. 

Section  323  of  the  bill  adopts  the  principle  that  sales  (including 
exchanges  and  involuntary  conversions)  of  land,  together  with  growing 
crops,  are  not  such  transactions  as  occur  in  the  ordinary  course  of 
business  and  provides  that  the  gain  from  the  sale  of  the  crop  in 
such  cases  is  to  be  treated  as  a  capital  gain  rather  than  ordinary 
income,  while  a  loss  from  such  a  sale  is  to  be  treated  as  an  ordi¬ 
nary  loss.  This  is  accomplished  by  applying  section  117  (j)  in  the 
case  of  these  sales.  However,  the  bill  provides  that  no  deduction 
shall  be  allowed  which  is  attributable  to  the  production  of  such  crops 
or  fruit,  but  that  the  deductions  so  disallowed  shall  be  included  in 
the  basis  of  the  property  for  the  purpose  of  computing  the  gain  or 
loss  from  the  sale. 

The  provisions  of  this  section  are  applicable  to  sales  or  other  disposi¬ 
tions  occurring  in  taxable  years  beginning  after  December  31,  1950, 
except  that  deductions  in  years  beginning  prior  to  January  1,  1951, 
will  be  disallowed  if  they  relate  to  sales  or  other  dispositions  made  in 
taxable  years  beginning  after  that  date. 

22.  Gains  from  sales  of  livestock  {sec.  82  J) 

Section  117  (j)  of  the  code  provides,  in  effect,  that  a  net  gain  from 
sales  (including  exchanges  and  involuntary  conversions)  of  “property  . 
used  in  the  trade  or  business”  of  a  taxpayer  and  held  for  more  than 
6  months  is  to  be  treated  as  a  capital  gain.  In  the  case  of  a  loss, 
it  is  to  be  treated  as  an  ordinary  loss.  However,  section  117  (j)  states 
that  this  treatment  is  not  to  apply  to  “property  of  a  kind  which 
would  be  properly  includible  in  the  inventory  of  the  taxpayer  if  on 
hand  at  the  close  of  the  taxable  year,  or  property  held  by  the  tax¬ 
payer  primarily  for  sale  to  customers  in  the  ordinary  course  of  his  trade 
or  business.”  In  the  case  of  farmers  there  has  been  considerable 
doubt  as  to  whether  all  livestock  held  for  draft,  dairy,  or  breeding 
purposes  is  “property  used  in  the  trade  or  business,”  or  whether  in 
some  cases  the  livestock  should  be  deemed  held  “primarily  for  sale 
to  customers  in  the  ordinary  course  of  his  trade  or  business.” 

Section  324  of  the  bill  amends  section  117  (j)  (1)  to  provide  that 
the  term  “property  used  in  the  trade  or  business”  includes  livestock, 
regardless  of  age,  held  by  the  taxpayer  for  draft,  breeding,  or  dairy 
purposes,  and  held  by  him  for  12  months  or  more  from  the  date  of 
acquisition.  Under  the  bill,  the  term  “livestock”  does  not  include 
poultry.  Thus  section  117  (j)  will  apply  to  livestock  used  for  draft, 
breeding,  or  dairy  purposes,  whether  old  or  young;  and  the  holding 
period  will  start  with  the  date  of  acquisition,  not  with  the  date  the 
animal  is  put  to  such  use. 

The  bill  makes  the  amendment  applicable  with  respect  to  taxable 
years  beginning  after  December  31,  1941,  except  that  the  extension  of 
the  holding  period  from  6  to  12  months  applies  only  in  the  case  of 
taxable  years  beginning  after  December  31,  1950. 

28.  Coal  royalties  (sec.  325 ) 

Section  325  of  the  bill  extends  to  the  recipients  of  coal  royalties  the 
capital  gains  treatment  now  available  to  timber  under  section  117  (k) 
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(2)  of  the  code.  Percentage  depletion  is  not  to  be  available  in  the 
case  of  these  coal  royalties.  It  is  provided  that  the  lessor’s  holding 
period  is  to  run  to  the  time  the  coal  is  mined. 

The  bill  provides  that  these  provisions  shall  be  inapplicable  to 
“income  realized  by  the  owner  as  a  coadventurer,  partner,  or  principal 
in  the  mining  of  such  coal.” 

It  is  also  made  clear  that  the  term  “coal”  includes  lignite. 

Because  treatment  of  coal  royalties  as  capital  gains  will  automati¬ 
cally  exclude  such  income  from  income  subject  to  excess-profits  tax, 
the  bill  provides  conforming  amendments  to  the  excess  profits  tax 
law.  Where  the  taxpayer  corporation  computes  its  excess  profits 
credit  by  the  income  method,  these  royalties  are  to  be  excluded  fi’om 
the  taxpayer’s  base  period  income.  Similarly,  for  the  purposes  of  com¬ 
puting  the  invested  capital  credit  and  computing  capital  changes,  the 
lessor’s  interest  in  the  coal  property  from  which  the  royalties  are 
derived  is  to  be  treated  as  an  inadmissible  asset. 

It  is  also  provided  that  in  the  case  of  the  special  surtaxes  for  personal 
holding  companies  (sec.  500  of  the  code)  and  the  special  surtaxes  for 
corporations  improperly  accumulating  surplus  (sec.  102  of  the  code), 
coal  royalties  are  to  continue  to  be  treated  as  under  present  law  and 
not  as  capital  gains. 

Section  325  applies  to  taxable  years  ending  after  December  31,1950, 
but  only  with  respect  to  amounts  received  or  accrued  after  that  date. 

24-  Collapsible  corporations  (826) 

Section  326  of  the  bill  amends  section  117  (m)  of  the  code,  which 
denies  capital-gains  treatment  to  the  sale,  exchange,  or  retirement  of 
stock  in  a  “collapsible  corporation.”  It  extends  the  application  of 
this  section  to  cases  where  the  corporation  is  used  to  convert  inventory 
profits  into  capital  gains.  Section  117  (m)  was  added  to  the  code 
by  the  Revenue  Act  of  1950.  The  reports  on  the  bill  which  became  the 
Revenue  Act  of  1950  illustrated  the  intent  of  the  provision  by  the  case 
of  a  corporation  organized  for  the  production  of  a  single  motion  picture. 
Upon  the  completion  of  the  film,  but  prior  to  the  realization  by  the 
corporation  of  any  income  therefrom,  the  corporation  would  be  liqui¬ 
dated  and  its  assets  distributed.  No  tax  would  be  paid  by  the  corpora¬ 
tion  because  it  had  realized  no  income.  Each  former  shareholder 
would  pay  a  tax  upon  the  difference  between  the  cost  of  his  stock  and 
the  fair  market  value  of  his  portion  of  the  fair  market  value  of  the 
motion  picture  and  any  other  assets  so  distributed.  Prior  to  the 
Revenue  Act  of  1950  this  gain  might  have  been  taxed  as  a  long-term 
capital  gain  with  a  maximum  effective  rate  of  25  percent;  under  the 
law  as  amended  by  that  act  the  gain  is  now  taxed  as  ordinary  income. 
Section  117  (m)  was  drafted  so  as  to  apply  only  when  a  corporation 
was  “formed  or  availed  of  principally  for  the  manufacture,  construc¬ 
tion,  or  production  of  property.” 

Section  326  of  this  bill  extends  the  application  of  section  117  (m) 
to  corporations  formed  or  availed  of  principally  for  the  purchase  of 
property  which  is  inventory  or  stock  in  trade  in  the  hands  of  the 
corporation.  Thus  it  prevents  the  use  of  collapsible  corporations  as 
a  means  of  converting  into  capital  gains  the  profits  on  inventory 
and  stock  in  trade.  The  procedure  used  is  to  transfer  a  commodity 
to  a  new  or  dormant  corporation,  the  stock  of  which  is  then  sold  to 
the  prospective  purchaser  of  the  commodity  who  thereupon  liquidates 
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the  corporation.  In  this  manner  the  accretion  in  the  value  of  the 
commodity,  which  in  most  of  the  actual  cases  has  been  whisky,  is 
converted  into  a  gain  realized  on  the  sale  of  stock  of  a  corporation, 
thus  giving  rise  to  the  possibility  that  it  might  be  taxed  as  a  long¬ 
term  capital  gain. 

This  amendment  applies  with  respect  to  taxable  years  ending  after 
August  31,  1951,  but  will  only  apply  to  gains  realized  after  that  date. 
The  determination  of  the  tax  treatment  of  gains  realized  in  taxable 
years  beginning  prior  to  September  1,  1951,  will  be  made  as  if  this 
section  had  not  been  enacted  and  without  inferences  drawn  from  the 
fact  that  the  amendment  made  in  this  bill  is  not  specifically  retroactive 
and  without  inferences  drawn  from  the  limitations  contained  in 
section  117  (m)  as  amended  by  section  326  of  the  bill. 

25.  Dealers  in  securities  (327) 

Under  existing  law,  dealers  in  securities  are  permitted  to  hold  some 
securities  as  a  personal  investment.  Gains  or  losses  on  those  securities 
which  are  held  by  the  taxpayer  in  his  capacity  as  a  dealer  are  treated 
as  ordinary  income.  Capital  gain  or  loss  treatment  is  accorded  the 
results  of  the  sale  of  securities  which  the  taxpayer  holds  as  an 
investor.  Existing  law  also  permits  the  transfer  of  securities  from 
such  a  taxpayer’s  investment  account  to  his  inventory  account  and 
vice  versa  with  corresponding  changes  in  tax  liabilities. 

Section  327  of  the  bill  provides  that  in  the  case  of  a  dealer  in 
securities  capital  gains  treatment  is  to  be  available  only  under  certain 
specific  conditions.  The  security  in  question  must  have  been  clearly 
identified  in  the  dealer’s  records  as  “a  security  held  for  investment” 
within  a  period  of  30  days  after  the  date  of  its  acquisition  or  after  the 
date  of  enactment  of  the  Revenue  Act  of  1951,  whichever  is  later,  and 
must  not  at  any  time  thereafter  have  been  held  by  the  taxpayer 
“primarily  for  sale  to  customers  in  the  ordinary  course  of  his  trade  or 
business.”  Unless  these  terms  are  complied  with,  the  gain  on  the 
sale  of  the  security  is  to  be  taxed  as  ordinary  income. 

Ordinary  loss  treatment  is  not  to  apply  where  the  security  sold  was, 
at  any  time  after  this  section  becomes  applicable,  clearly  identified  in 
the  dealer’s  records  as  “a  security  held  for  investment.” 

This  amendment  will  not  affect  the  application  of  section  117  (i)  of 
the  code  which  provides,  in  the  case  of  banks,  that,  if  losses  from  the 
sale  of  all  securities  during  a  year  exceed  the  gains,  then  the  net  loss 
shall  be  treated  as  an  ordinary  loss. 

The  amendment  applies  to  sales  or  exchanges  made  more  than  30 
days  after  the  date  of  enactment  of  this  act. 

26.  Sale  of  property  between  spouses  and  between  an  individual  and  a 

controlled  corporation  (sec.  328 ) 

Section  328  of  the  bill  denies  tax  benefits  available  under  existing 
law  in  certain  cases  where  depreciable  assets  are  sold  by  a  taxpayer  to 
his  spouse  or  to  a  corporation  controlled  by  him.  The  following  is  an 
example  of  the  tax  benefits  in  the  case  of  the  sale  of  depreciable  prop¬ 
erty  by  a  taxpayer  to  a  controlled  corporation:  Assume  that  a  tax¬ 
payer  owns  and  operates  a  corporation  engaged  in  retail  trade,  that 
he  also  owns  as  an  individual  the  building  used  by  this  corporation  and 
that  the  current  value  of  the  building  is  well  in  excess  of  its  adjusted 
basis.  If  the  building  is  sold  to  the  corporation,  a  capital-gains  tax 
will  ordinarily  be  paid,  but  the  building  then  has,  in  the  hands  of  the 
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corporation,  an  adjusted  basis  which  is  greater  than  the  basis  in  the 
hands  of  the  individual  shareholder  by  the  amount  of  the  gain  realized 
on  the  sale  to  the  corporation.  The  property  being  depreciable  the 
corporation  will  then  be  able  to  write  off  the  increase  in  the  adjusted 
basis  over  the  remaining  life  of  the  building.  The  resulting  additional 
depreciation  charges  are  an  offset  to  ordinary  income.  Thus,  in  effect 
the  immediate  payment  of  a  capital-gains  tax  has  been  substituted  foi 
the  elimination,  over  a  period  of  years,  of  the  corporate  income  taxes 
on  an  equivalent  amount.  The  differential  between  the  capital-gains 
rate  and  the  ordinary  rates  makes  such  a  substitution  advantageous 
when  the  sale  may  be  carried  out  without  loss  of  control  over  the  asset 
because  the  corporation  to  which  the  asset  is  sold  is  controlled  by  the 
individual  who  made  the  sale. 

A  similar  advantage  is  possible  where  such  a  sale  is  made  between 
husband  and  wife. 

Section  328  of  this  bill  eliminates  the  tax  advantage  from  such 
transactions  by  denying  capital-gains  treatment  to  the  transferoi 
with  respect  to  sales  or  exchanges  of  depreciable  property  between  a 
husband  and  wife,  or  between  an  individual  and  a  corporation  more 
than  80  percent  of  the  outstanding  stock  of  which  is  owned  by  the 
individual,  his  spouse  and  his  minor  children  or  minor  grandchildren 

This  provision  is  applicable  to  taxable  years  ending  after  April  30, 
1951,  but  only  with  respect  to  sales  or  exchanges  made  after  May  3, 
1951. 

27.  Termination  payments  to  employees  ( sec.  329 ) 

Some  employment  contracts  provide  for  payments  to  the  employee, 
after  the  employment  period,  based  on  a  share  of  future  profits  oi 
a  percentage  of  future  gross  receipts.  Such  payments  when  received 
are  taxed  under  present  law  as  ordinary  income,  since  they  are  held 
to  be  in  the  nature  of  payments  of  additional  compensation.  How¬ 
ever,  if  the  employee  chooses  to  receive  a  lump-sum  payment  in  lieu 
of  the  contract  rights  upon  termination  of  his  employment,  the  entire 
lump  sum  is  included  in  one  year’s  income. 

Section  329  of  the  bill  provides,  with  certain  restrictions,  for  capital- 
gain  treatment  of  amounts  received  by  an  employee,  upon  termination 
of  his  employment,  in  exchange  for  his  release  of  all  of  his  rights  to 
receive  a  percentage  of  future  profits  or  receipts.  This  provision  is 
limited  to  cases  where  the  taxpayer  has  been  employed  for  more  than 
20  years,  has  held  such  rights  to  future  profits  for  at  least  12  years  dur¬ 
ing  his  term  of  employment  and  has  the  right  to  receive  a  percentage 
of  future  profits  for  life  or  for  a  period  of  5  years  or  more  after  the 
termination  of  his  employment.  It  is  not  necessary  that  the  contract 
specify  that  the  payments  be  for  life  or  for  more  than  5  years.  It 
is  only  necessary  that  the  effect  of  the  contract  is  to  give  the  taxpayer 
the  report  to  such  future  profits  for  life  or  for  a  period  or  more  than  5 
years. 

This  provision  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1950. 

28.  Net  operating  loss  deductions  (sec.  330) 

The  Revenue  Act  of  1950  provided  that  the  net  operating  loss  for 
a  year  may  be  carried  back  to  offset  income  of  the  preceding  year  and 
may  be  carried  forward  to  offset  income  of  the  5  succeeding  years. 
This  provision  was  made  effective  for  losses  in  1950  and  later  years. 
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Losses  in  years  prior  to  1950  under  present  law  may  be  carried  back  2 
years  and  carried  forward  2  years.  The  effect  of  the  change  in  the 
1950  act  was  to  permit  losses  in  1950  and  subsequent  years  to  be  ap¬ 
plied  to  offset  possible  income  in  six  other  years,  whereas  losses  in  1949 
and  earlier  years  could  be  applied  to  offset  possible  income  in  four 
other  years. 

Section  330  of  the  bill  permits  net  operating  losses  in  1948  and  1949 
to  be  carried  forward  3  years.  The  effect  of  this  change  is  to  permit 
losses  in  these  3  years  to  be  applied  to  offset  income  in  five  other 
years — two  prior  years  and  three  subsequent  years. 

Section  330  applies  only  to  taxable  years  beginning  after  December 
31,  1947,  and  before  January  1,  1950.  Thus  a  taxpayer  with  a  fiscal 
year  ending  November  30,  1948,  would  not  be  entitled  to  the  benefits 
of  this  section  for  a  net  operating  loss  incurred  in  such  fiscal  year.  In 
the  case  of  a  fiscal  year  ending  November  30,  the  2  years  of  operating 
losses  to  which  the  section  will  apply  are  the  fiscal  years  ending  No¬ 
vember  30,  1949,  and  November  30,  1950.  The  relief  is  extended  to 
both  individual’s  and  corporations.  In  the  case  of  a  corporation 
commencing  business  after  December  31,  1945,  a  3-year  carry-over  is 
also  allowed  for  a  taxable  year  beginning  after  December  31,  1946, 
and  before  January  1,  1948. 

29.  Restricted  stock  options  ( sec.  SSI ) 

The  Revenue  Act  of  1950  added  a  new  section  130A  to  the  code, 
which  provides  that  the  granting  to  employees  of  certain  types  of  stock 
options  is  not  to  give  rise  to  taxable  income  to  the  recipient.  To  be 
excluded  under  this  provision  the  option  must  fall  within  a  defined 
category  of  “restricted  stock  options.” 

Section  130A  requires  that  to  qualify  as  a  “restricted  stock  option” 
the  option  price  at  the  time  of  the  granting  must  be  85  percent  or  more 
of  the  fair  market  value  of  the  stock.  In  many  cases,  the  granting 
of  stock  options  is  subject  to  ratification  by  the  corporation’s  stock¬ 
holders.  Thus,  at  the  time  of  the  action  by  a  corporation’s  board 
of  directors  the  option  may  be  fully  qualified  as  to  the  85-percent 
limitation,  but  because  of  the  delays  incident  to  action  by  a  corpora¬ 
tion’s  shareholders,  the  fair  market  price  may  have  so  changed  by  the 
time  of  their  ratification  that  the  option  no  longer  qualifies  under  the 
statute. 

Section  331  of  the  bill  provides  that  the  date  of  the  granting  of  a 
restricted  stock  option  which  is  subject  to  stockholder  ratification 
shall,  if  approved  by  the  stockholders,  be  deemed  to  have  been  granted 
as  of  the  date  of  action  by  the  board  of  directors. 

This  amendment  is  to  be  effective  as  if  it  had  been  enacted  as  part 
of  the  stock  option  provision  of  the  Revenue  Act  of  1950. 

SO.  Foreign  tax  credit  for  taxes  paid  by  a  foreign  corporation  ( sec.  SS2) 

Existing  law  permits  a  domestic  corporation,  owning  the  majority 
of  the  voting  stock  of  a  foreign  corporation,  to  claim  a  foreign  tax 
credit  for  income  taxes  paid  by  the  foreign  corporation  to  a  foreign 
government  with  respect  to  the  proportion  of  its  profits  which  are 
paid  as  dividends  to  the  domestic  corporation.  Section  332  of  the 
bill  amends  section  131  (f)  (1)  of  the  code  to  provide  that  the  foreign 
tax  credit  is  to  be  allowed  if  the  American  corporation  owns  10  percent 
or  more  of  the  voting  stock  of  the  foreign  corporation. 
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This  provision  is  effective  with  respect  to  dividends  received  during 
taxable  years  beginning  after  December  31,  1950. 

Under  present  law  if  a  foreign  subsidiary  of  an  American  corporation 
owns  all  of  the  voting  stock  of  another  foreign  corporation,  the  divi¬ 
dends  received  by  the  American  parent  with  respect  to  the  earnings  of 
the  second  subsidiary  are  eligible  for  a  foreign  tax  credit,  assuming  the 
first  subsidiary  meets  the  tests  previously  discussed.  Section  332  of 
the  bill  extends  the  foreign  tax  credit  to  apply  in  the  case  of  dividends 
received  by  an  American  parent  corporation  from  a  foreign  corpora¬ 
tion  (if  holding  10  percent  of  the  stock  of  this  corporation)  out  of  earn¬ 
ings  which  that  foreign  corporation  has  in  turn  received  from  another 
foreign  corporation  in  which  it  owns  50  percent  or  more  of  the  voting 
stock. 

This  provision  is  effective  with  respect  to  dividends  received  by  a 
foreign  corporation  from  another  foreign  corporation  during  taxable 
years  beginning  after  December  31,  1950. 

31.  Information  at  source  on  payments  oj  interest  (sec.  383) 

Under  present  law  the  furnishing  of  information  at  the  source  is 
required  on  all  payments  of  interest  of  $600  or  more.  Section  333  of  the 
bill  removes  this  $600  requirement  with  respect  to  interest  and  gives 
the  Secretary  of  the  Treasury  the  discretion  to  require  information 
returns  on  interest  payments  of  any  amount.  No  change  is  made  in  the 
provisions  of  present  law  which  authorize  that  payments  of  dividends 
in  any  amount  be  reported  at  the  discretion  of  the  Secretary. 

32.  Abatement  oj  income  taxes  for  certain  members  oj  the  Armed  Forces 

dying  in  combat  zones  or  as  a  result  oj  injuries  received  in  such ' 
zones  ( sec.  331+ ) 

Individuals  dying  while  in  active  service  during  World  War  II  as 
members  of  the  military  or  naval  forces  of  the  United  States  or  other 
United  Nations  were  forgiven  their  income  tax  with  respect  to  the 
year  of  death  and  the  prior  year.  They  also  were  relieved  of  unpaid 
income  taxes  at  the  time  of  their  death. 

Section  334  of  the  bill  provides  similar  treatment  for  members  of 
the  Armed  Forces  of  the  United  States  dying  while  serving  in  combat 
zones  or  while  hospitalized  as  a  result  of  wounds,  disease,  or  injuries 
incurred  while  serving  in  combat  zones. 

The  bill  provides  for  the  forgiving  of  income  tax  for  the  year  of 
death  of  such  individuals  and  for  prior  taxable  years  ending  after  the 
commencement  of  hostilities  in  Korea.  Also,  such  individuals  are 
relieved  of  any  income  taxes  (including  interest  and  additions  to  tax) 
for  any  other  year  which  were  unpaid  at  the  date  of  their  death. 
The  provision  is  effective  with  respect  to  individuals  dying  after 
June  24,  1950  and  prior  to  January  1,  1954. 

S3.  Stock  distributions  oj  profit-sharing  plans  (sec.  335) 

Section  165  (b)  of  the  code  provides  for  the  taxation  of  distributions 
to  employees  from  exempt  pension  and  profit-sharing  funds.  As  a 
rule  both  the  employee  and  the  employer  contribute  to  such  funds. 
The  amounts  so  contributed  are  then  invested,  frequently  in  the  stock 
of  the  employer  company.  If  the  total  distributions  payable  with 
respect  to  any  employee  are  paid  to  him  within  one  taxable  year  on 
account  of  his  separation  from  service,  the  employee  is  taxable  at 
capital  gam  rates  upon  the  excess  of  the  total  distributions  over  the 


SUMMARY  OF  PROVISIONS  OF  THE  REVENUE  ACT  OF  1951  39 

total  of  amounts  contributed  by  him.  The  value  of,  the  distribution 
for  tax  purposes  under  present  law  is  the  sum  of  the  cash  received  and 
the  market  price  of  any  stock  or  other  securities  at  the  time  of 
distribution. 

Section  335  of  the  bill  provides  that  in  the  case  of  such  distribu¬ 
tions  consisting  of  stock  in  the  employer  corporation  the  appreciation 
in  the  value  of  the  stock  which  occurred  since  the  stock  was  deposited 
in  the  fund  is  not  to  be  subject  to  capital-gain  tax  until  the  employee 
sells  the  stock,  rather  than  at  the  time  it  is  distributed  to  him  as 
under  present  law.  This  amendment  makes  no  change  in  the  present 
tax  treatment  of  that  portion  of  the  value  of  such  stock  which  does 
not  represent  appreciation  in  value. 

This  amendment  applies  to  distributions  made  after  December  31, 
1950. 

34-  Life-insurance  companies  {sec.  836) 

In  section  401  of  the  Revenue  Act  of  1950,  the  formula  used  for 
computing  the  net  income  of  life-insurance  companies  was  amended, 
the  action  being  effective  only  for  1949  and  1950.  Under  this  stopgap 
formula,  as  used  for  1949  and  1950,  the  taxable  income  of  each  life- 
insurance  company  relating  to  its  life-insurance  business  is  determined 
by  deducting  from  its  net  investment  income  a  percentage  of  that 
income.  To  that  amount  is  added  3%  percent  of  the  unearned 
premiums  and  unpaid  losses  resulting  from  any  accident  and  health 
business.  Appropriate  adjustments  are  made  with  respect  to  exempt 
interest  and  the  credit  for  dividends  received.  The  normal  tax  is 
obtained  by  applying  the  ordinary  corporation  normal  tax  rate  to  that 
entire  amount,  and  the  surtax  is  obtained  by  applying  the  ordinary 
surtax  rate  to  that  portion  in  excess  of  $25,000.  The  percentage  to 
be  deducted  in  arriving  at  the  taxable  income  is  the  same  for  all 
life-insurance  companies,  and  is  determined  and  proclaimed  for  each 
year  by  the  Secretary  of  the  Treasury,  by  comparing  the  aggregate 
amount  needed  in  the  previous  year  by  all  life-insurance  companies 
to  meet  their  life-insurance  policy  obligations,  and  any  other  interest 
on  indebtedness,  with  the  aggregate  net  investment  income  of  all 
life-insurance  companies  less  3lA  percent  of  the  unearned  premiums 
and  unpaid  losses  of  those  companies  which  had  health  and  accident 
insurance.  For  1950  this  percentage,  based  on  1949  data,  was  slightly 
more  than  90  percent;  for  1951,  based  on  1950  data,  it  would  probably 
be  between  87  and  88  percent. 

Section  336  of  the  bill  substitutes  a  different  formula  for  the  tax¬ 
ation  of  life  insurance  companies  in  1951.  Under  it  the  income  tax  is 
in  general  to  be  3%  percent  of  so  much  of  the  net  investment  income 
of  each  company  as  is  not  in  excess  of  $200,000,  and  percent  of 
the  amount  over  $200,000.  It  will  be  noted  that  3 %  percent  of  $200,000 
is  approximately  the  same  as  27  percent  of  $25,000;  and  that  6%  per¬ 
cent  of  net  investment  income  is  approximately  the  same  as  52  percent 
of  12  to  13  percent  (100  percent  less  88  or  87  percent)  of  the  entire 
net  income.  For  those  companies  with  accident  and  health  insurance 
an  appropriate  adjustmeat  is  made  so  that  the  tax  computed  at  the 
3%-  and  6K-percent  rates  is  approximately  the  same  as  a  tax  at  the 
ordinary  27-  and  52-percent  rates  on  the  income  (determined  as  before) 
from  that  part  of  their  business.  As  under  the  present  stopgap  for¬ 
mula,  appropriate  adjustments  are,  made  for  exempt  interest  and  the 
credit  for  dividends  received. 
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It  is  expected  that  in  1951  a  number  of  companies,  mostly  small, 
will  not  earn  their  interest  requirements,  or  will  earn  an  amount  only 
slightly  in  excess  of  their  requirements.  Under  the  stopgap  formula 
these  companies  would  have  paid  ordinary  corporation  normal  taxes 
and  surtaxes  on  the  same  percentage  of  their  net  investment  incomes 
as  the  other  companies  whose  net  investment  income  materially  ex¬ 
ceeded  their  policy  requirements.  Under  the  bill  a  measure  of  relief 
is  accorded  such  companies:  those  with  net  investment  incomes  which 
are  less  than  their  policy  requirements  will,  in  general,  pay  a  tax  at 
3%  or  6 K  percent  on  only  50  percent  of  their  net  investment  incomes, 
while  those  with  net  investment  incomes  of  from  100  to  105  percent 
of  their  policy  requirements  will  pay  a  tax  at  the  rate  of  3%  or  6 ji  per¬ 
cent  on  amounts  varying  from  50  to  100  percent  of  their  net  invest¬ 
ment  incomes.  With  respect  to  companies  which  also  do  an  accident 
and  health  insurance  business,  in  determining  whether  or  not  their 
net  investment  income  is  less  than  that  required  to  meet  their  life- 
insurance-policy  requirements,  or  not  more  than  105  percent  of  that 
amount,  the  total  net  investment  income  is  reduced  by  one-lialf  of 
3}i  percent  of  their  unearned  premiums  and  unpaid  losses  on  the  acci¬ 
dent  and  health  policies. 

The  application  of  the  new  formula  is  limited  to  taxable  years 
beginning  in  1951. 

35.  Venture  capital  companies  (sec.  337) 

Section  337  of  the  bill  will  permit  certain  so-called  venture  capital 
companies  to  qualify  as  regulated  investment  companies.  Under 
Supplement  Q  of  the  code,  regulated  investment  companies  which/1 
distribute  currently  at  least  90  percent  of  their  income,  and  meet 
certain  other  tests  set  out  in  section  361  (b)  of  the  code,  are  not  taxed 
upon  amounts  distributed  to  shareholders.  One  of  these  tests  is  that 
the  company  must  not  invest  more  than  50  percent  of  its  assets  in 
companies  in  which  it  holds  more  than  10  percent  of  the  value  of  the 
voting  securities.  This  rule  has  the  effect  of  denying  special  treatment 
to  companies  which  undertake  to  control  the  enterprises  in  which  the 
bulk  of  their  funds  are  placed.  It  clearly  excludes  a  holding  company 
in  the  ordinary  sense  of  the  word. 

Section  337  of  the  bill  amends  section  361  of  the  code  to  permit 
venture  capital  companies  to  qualify  as  regulated  investment  com¬ 
panies.  This  is  accomplished  by  waiving,  under  certain  conditions, 
the  10  percent  limitation  as  to  certain  types  of  holdings.  To  qualify 
for  this  exception  the  investment  company  must  obtain  a  certification 
from  the  Securities  and  Exchange  Commission  which  states  that  the 
investment  company  is  a  registered  management  investment  company 
as  defined  in  the  Investment  Company  Act  of  1940  and  that  its 
principal  business  is  the  furnishing  of  capital  to  companies  principally 
engaged  in  the  development  or  exploitation  of  inventions,  tech¬ 
nological  improvements,  new  processes  or  products  not  previously 
generally  available.  This  certification  v  ill  be  made  under  regulations 
to  be  issued  by  the  Securities  and  Exchange  Commission. 

The  bill  also  provides  that  the  10  percent  rule  shall  not  be  waived 
in  t  lie- case  of  an  investment  company  which  has  more  than  25  percent 
of  its  funds  invested  in  companies,  in  which  it  has  an  interest  of  more 
than  10  percent  and  the  securities  of  which  it  has  held  for  more  than 
10  years. 
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All  the  other  limitations  on  regulated  investment  companies  now 
imposed  under  Supplement  Q  are  retained. 

Section  337  is  effective  with  respect  to  taxable  years  beginning  after 
December  31,  1950. 

36.  Exchanges  and  distributions  under  SEC  orders  (sec.  338 ) 

Supplement  R  of  chapter  1  of  the  Code  provides,  in  general,  that 

gain  shall  not  be  recognized  to  a  corporation  transferring  property 
to  another  corporation  which  is  a  member  of  the  same  system  group 
if  the  transfer  is  under  order  of  the  Securities  and  Exchange  Com¬ 
mission.  A  “system  group”  is  there  defined  as  a  chain  of  corpora¬ 
tions  connected  with  a  common  parent  through  90-percent  ownership 
of  each  class  of  stock  other  than  stock  preferred  both  as  to  dividends 
and  assets. 

Section  338  of  the  bill  amends  supplement  R  to  provide  that,  in 
addition  to  the  present  definition  of  a  system  group,  corporations  be 
permitted  to  qualify  as  a  system  group  if  the  parent  owns  90  percent 
of  each  class  of  stock  other  than  preferred  stock  and  other  than  stock 
which  is  preferred  as  to  dividends  but  not  as  to  assets  if  the  value  of 
such  stock  is  less  than  1  percent  of  the  aggregate  value  of  all  classes 
of  nonpreferred  stock. 

This  amendment  is  effective  with  respect  to  taxable  years  affected 
by  an  exchange  or  distribution  made  after  December  31,  1947. 

37.  Family  partnerships  (sec.  3J+0) 

Section  340  of  the  bill  deals  with  the  tax  treatment  of  the  so- 
called  family  partnership.  It  adds  to  the  definition  of  partner  in 
section  3797  (a)  of  the  code  a  new  sentence  providing  that  for  Federal 
income  tax  purposes  a  person  is  to  be  recognized  as  a  partner  if  he 
owns  a  capital  interest  in  a  partnership  in  which  capital  is  a  material 
income  producing  factor,  whether  or  not  this  capital  interest  was 
acquired  by  purchase  or  gift  from  any  other  person.  Thus  a  gift  of  a 
family  partnership  interest  is  to  be  respected  regardless  of  the  motives 
which  actuated  the  transfer.  The  amendment  leaves  the  Commis¬ 
sioner  and  the  courts  free  to  inquire  in  any  case  whether  the  donee  or 
purchaser  actually  owns  the  interest  in  the  partnership  which  the 
transferor  purports  to  have  given  or  sold  him. 

The  provision  also  adds  a  new  section  191  to  the  code,  dealing  with 
the  allocation  of  partnership  income  for  income-tax  purposes.  This 
provides  that  in  the  case  of  any  partnership  interest  created  by  gift  the 
allocation  of  income,  according  to  the  terms  of  the  partnership  agree¬ 
ment,  is  to  be  controlling  for  income-tax  purposes  except  when  the 
shares  are  allocated  without  proper  allowance  of  reasonable  com¬ 
pensation  for  services  rendered  to  the  partersliip  by  the  donor,  and 
except  to  the  extent  that  the  allocation  to  the  donated  capital  is 
proportionately  greater  than  that  attributable  to  the  donor’s  capital. 
In  such  cases  a  reasonable  allowance  will  be  made  for  the  services 
rendered  by  the  partners,  and  the  balance  of  the  income  will  be 
allocated  according  to  the  amount  of  capital  which  the  several  part¬ 
ners  have  invested.  However,  the  distributive  share  of  a  partner  in 
the  earnings  of  the  partnership  will  not  be  diminished  because  of 
absence  due  to  military  service. 

When  more  than  one  member  of  a  family  is  a  member  of  a  partner¬ 
ship,  all  interests  purchased  by  one  member  of  the  family  from  another 
will  be  treated  as  though  the  transfer  were  made  by  gift.  For  this 
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purpose  tlie  family  of  an  individual  includes  his  spouse,  ancestors, 
lineal  descendants,  and  any  trust  for  the  primary  benefit  of  such 
persons. 

The  amendment  made  by  the  bill  is  applicable  to  taxable  years 
beginning  after  December  31,  1950,  with  the  express  intention  that 
no  inferences  with  respect  to  taxable  years  beginning  prior  to  January 
1,  1951,  are  to  be  drawn  from  the  enactment  of  the  amendment.  If 
the  taxable  year  of  any  family  partner  is  different  from  that  of  the 
partnership  the  amendment  will  apply  to  a  fiscal  year  of  the  partner¬ 
ship  beginning  in  1950  if  it  ends  within  fiscal  years  of  all  the  family 
partners  which  begin  in  1951,  but  it  will  not  apply  if  it  ends  within  a 
fiscal  year  of  any  family  partner  which  began  in  1950. 

88.  War  losses  (sec.  SJ^l) 

Section  127  of  the  code,  in  general,  authorizes  war  loss  deductions 
for  properties  in  enemy  hands  when  the  United  States  entered  World 
War  II  in  1941,  for  properties  which  later  came  under  enemy  control, 
and  for  properties  destroyed  or  seized  in  the  course  of  military  or  naval 
operations.  This  deduction  is  limited  to  the  taxpayer’s  depreciated 
cost  or  other  basis  of  the  property.  Section  127  also  provides  that  if 
any  of  the  property  was  recovered,  the  fair  market  value  of  the 
recovered  property,  not  the  amount  deducted,  is  to  be  taxed  as  ordi¬ 
nary  income  to  the  extent  that  the  deduction  resulted  in  a  reduction 
of  tax. 

Where  only  one  property  is  involved,  if  the  fair  market  value  of  the 
recovered  property  exceeds  the  amount  of  the  deduction,  the  value  of 
the  recovered  property  is  includible  in  income 'only  to  the  extent  that 
the  deduction  resulted  in  a  reduction  in  tax.  Where  the  war  loss 
embraces  more  than  one  property  where  war  loss  deductions  have  been 
taken  for  two  or  more  properties  and  only  one  of  these  properties  is 
recovered,  and  if  the  recovered  property  has  appreciated  in  value,  the 
deduction  previously  taken  not  only  with  respect  to  this  property  but 
also  with  respect  to  the  property  not  recovered  is  taken  into  considera¬ 
tion  in  determining  how  much  of  the  fair  market  value  of  the  property 
recovered  represents  a  previous  reduction  in  tax. 

Section  341  of  the  bill  amends  section  127  of  the  code  to  provide 
that,  at  the  election  of  the  taxpayer,  in  the  case  of  war  loss  recoveries 
the  value  of  the  recovered  property  will  not  be  included  in  gross  in¬ 
come  for  the  year  of  the  recovery;  however,  in  such  cases  the  tax  for 
the  year  in  which  the  deduction  was  taken  (or  the  tax  for  another  year 
affected  by  a  carry-over  or  carry-back)  is  to  be  recomputed  by  reduc¬ 
ing  the  deduction  by  the  amount  of  the  recovered  property,  taken  at 
its  depreciated  cost  or  other  basis  on  the  date  of  the  loss  or  its  fair 
market  value  on  the  date  of  the  recovery,  whichever  the  taxpayer 
chooses,  and  the  increase,  if  any,  in  the  tax  so  resulting  is  to  be  added 
to  the  tax  for  the  year  of  the  recovery. 

Cases  have  also  arisen  where  war  losses  have  been  deductible  but  no 
deduction  was  claimed.  In  such  cases,  if  other  war  losses  were  de¬ 
ducted  with  a  tax  benefit,  section  127  of  the  code  operates  to  require 
the  fair  market  value  of  the  property  on  the  date  of  the  recovery  to  be 
included  in  income  in  the  year  of  the  recovery  to  the  extent  not  in 
excess  of  the  beneficial  deductions  for  other  war  losses.  Under  section 
341  of  the  bill  there  would  be  no  tax  in  the  year  of  the  recovery  with 
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respect  to  property  for  which  no  deduction  was  claimed  in  the  year 
of  the  loss,  if  the  taxpayer  elects  the  new  procedure. 

If  the  taxpayer  elects  to  have  the  new  procedure  apply  to  one  of 
several  recoveries  it  must  be  applied  to  all  other  recoveries,  past  or 
future,  even  though  a  refund  or  deficiency  for  a  prior  year  would 
otherwise  be  barred.  If,  as  the  result  of  this  election,  the  basis  of 
property  recovered  in  any  year  is  changed  the  effects  of  that  change  in 
depreciation,  base  period  income,  etc.,  in  subsequent  years  must  be 
reflected  in  changed  tax  liabilities,  even  though  those  years  are  other¬ 
wise  closed. 

No  interest  is  to  be  paid  or  assessed  on  refunds  or  deficiencies 
arising  from  this  provision. 

In  general,  the  election  to  use  the  new  procedure  must  be  made 
before  January  1,  1953,  except  that  it  may  be  made  after  December  31, 
1952,  if  there  is  a  recovery  after  that  date. 

This  provision  is  applicable  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1941. 

89.  Mine  exploration  expenditures  (sec.  3 42) 

Under  present  law,  expenditures  for  ascertaining  the  location, 
extent,  and  quality  of  mineral  deposits  cannot  be  deducted  (unless 
such  expenditures  produce  no  useful  results,  in  which  case  they  can 
be  deducted  as  in  the  case  of  any  other  loss),  but  must  be  capitalized. 
Amounts  so  capitalized  can  be  recovered  for  tax  purposes  only  through 
depletion  allowances.  If  the  depletion  allowance  is  based  upon  a 
percentage  of  gross  income  from  the  property,  this  deduction  is  the 
same  whether  a  large  or  a  small  sum  was  spent  for  exploration. 

Section  342  of  the  bill  provides  that  with  respect  to  expenditures 
made  to  ascertain  the  existence,  location,  extent,  or  quality  of  any 
deposit  of  ore  or  other  mineral  (other  than  oil  and  gas),  prior  to  the 
development  stage  of  a  mine,  the  taxpayer  (whether  exploring  for  one 
or  more  mines)  may  elect  to  deduct  in  any  taxable  year  any  amount 
up  to  $75,000  paid  or  incurred  in  that  year;  or  he  may  defer  any 
amount  up  to  $75,000  not  deducted  in  the  current  year,  and  deduct 
that  amount  ratably  as  the  minerals  discovered  or  explored  as  the 
result  of  the  expenditure  are  sold.  Any  taxpayer  may  treat  such 
expenditures  made  in  any  4  years,  up  to  $75,000  per  year,  as  deductible 
in  either  of  these  ways;  after  he  has  done  this  for  4  years,  additional 
expenditures  for  exploration  must  be  capitalized  as  under  present  law. 
Amounts  so  deducted  will  be  a  substitute  for  cost  depletion  based  on 
such  expenditures,  but  the  allowances  for  depletion  based  upon  a 
percentage  of  gross  profit  will  not  be  affected. 

The  amendments  made  by  this  section  of  the  bill  is  to  apply  to 
taxable  years  ending  after  December  30,  1950. 

40.  Pensions  oj  life  insurance  agents  (sec.  843 ) 

Under  section  165  of  the  code,  payments  made  from  an  employees’ 
retirement  fund  are  taxable  to  the  recipient  as  received.  Full  time  life 
insurance  agents  have  been  denied  the  benefits  of  this  section  because,  of 
a  ruling  that  they  are  not  technically  “employees”  for  the  purposes  of 
the  provision.  As  a  result  the  entire  lump-sum  value  of  the  pension 
in  excess  of  any  amount  contributed  to  the  fund  by  the  employee  is 
taxable  as  income  of  the  agent  in  the  year  he  retires,  when  his  right 
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to  his  share  of  the  company’s  contributions  becomes  nonforfeitable. 
Section  343  of  the  bill  amends  section  3797  (a)  of  the  code  to  extend 
the  benefits  of  section  165  to  full  time  life  insurance  agents  who  are 
employees  for  social  security  purposes. 

This  amendment  is  effective  with  respect  to  taxable  years  beginning 
after  December  31,  1938. 

41.  Nonbusiness  casualty  losses  (sec.  344) 

Under  existing  law  the  “net  operating  loss”  which  an  individual 
may  carry  backward  or  forward  to  offset  the  income  of  another  tax¬ 
able  year  is  limited  to  a  net  loss  from  the  operation  of  his  trade  or 
business;  net  losses  with  respect  to  his  nonbusiness  properties  are  not 
included.  Section  344  of  the  bill  provides  that  all  losses  arising  from 
fires,  floods,  storms,  and  other  casualties,  or  from  theft,  may  be  con¬ 
sidered  in  computing  the  net  operating  loss,  whether  or  not  the  prop¬ 
erty  destroyed  or  damaged  was  used  in  the  individual’s  trade  or  busi¬ 
ness.  The  provisions  apply  to  such  losses  sustained  after  December 
31,  1950. 

42.  Abatement  of  tax  on  certain  irrevocable  trusts  (sec.  345) 

Jn  the  case  of  a  member  of  the  military  or  naval  forces  of  the 
United  States  or  of  one  of  the  other  United  Nations  who  died  while 
in  active  service  after  December  6,  1941,  and  before  January  1,  1948, 
it  was  provided  under  prior  law  that  any  income  tax  for  the  year  of 
his  death,  or  any  income  tax  for  any  prior  year  which  was  unpaid  at 
the  time  of  his  death,  should  be  abated.  Section  345  of  the  bill  deals 
with  cases  where  such  individuals  were  not  receiving  certain  income"' 
directly,  and  so  were  not  liable  for  income  tax  on  that  income,  but 
were  nevertheless  beneficiaries  of  trusts  which  were  accumulating 
income  intended  to  be  for  their  ultimate  benefit,  or  for  the  benefit  of 
their  estates  or  close  relatives.  The  bill  provides  that  in  such  a  case 
the  trust  shall  be  allowed  to  deduct  income  so  accumulated  if  it  was 
earned  by  the  trust  during  the  time  the  beneficiary  was  in  active  serv¬ 
ice.  The  effect  is  that  any  tax  which  the  trust  has  not  yet  paid,  or 
which,  if  paid,  may  still  be  refunded,  on  i  iconic  which  was  accumu¬ 
lated  for  the  benefit  of  the  deceased  individual  during  the  period 
when  he  was  in  active  service,  will  be  abated  or  refunded. 

43.  Nondistributable  income  oj  personal  holding  companies  (sec.  349 ) 

Under  subchapter  (A)  of  chapter  2  of  the  code,  personal  holding 

companies  are  subject  to  a  special  surtax  of  85  percent  of  their 
“undistributed  subchapter  (A)  net  income”  (75  percent  on  the  first 
$2,000).  Section  504  provides  for  certain  deductions  in  computing 
the  income  subject  to  this  special  personal  holding  company  tax, 
among  which  is  a  deduction  for  dividends  paid  out.  This  surtax  is 
applicable  under  present  law  even  though  certain  other  Federal  laws 
prevent  the  distribution  of  dividends  by  the  holding  company. 

Section  349  of  the  bill  provides,  in  effect,  that  a  deduction  shall 
be  allowed  in  computing  the  undistributed  subchapter  (A)  net 
income  for  amounts  which  cannot  be  distributed  without  violating 
the  Trading  With  the  Enemy  Act  of  October  16,  1917,  as  amended, 
or  the  First  War  Powers  Act  of  1941,  or  amounts  subject  to  lien  in 
favor  of  the  United  States. 
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1  his  amendment  is  effective  for  taxable  years  beginning  after 
December  31,  1939. 

44-  Back  mail  pay  of  railroads  (sec.  611 ) 

After  an  application  for  increased  mail  pay  made  by  the  railroads  in 
February  1947,  the  Interstate  Commerce  Commission  in  December 
1947,  ordered  an  interim  increase  of  25  percent  in  mail-pay  rates  effec¬ 
tive  after  I  ebruary  19,  1947,  pending  further  investigation.  Amounts 
represented  by  this  increase  were  reported  for  tax  purposes  by  the 
railroads  in  the  years  in  which  the  services  were  rendered.  On 
December  4,  1950,  the  ICC  awarded  the  railroads  $312  million  in  back 
mail  pay  for  the  period  from  February  19,  1947,  through  December  31, 

1950.  Of  this  amount,  about  $160  million  represented  the  25-percent 
increase  previously  granted  on  a  temporary  basis  with  respect  to  the 
services  rendered  in  the  period  1947-50,  and  about  $158  million  repre¬ 
sented  an  additional  increase  with  respect  to  those  same  services. 

Section  611  of  the  bill  provides  that  the  additional  payments 
authorized  by  the  December  4,  1950,  order  are  to  be  included  in 
income  for  the  years  in  which  the  railroads  rendered  the  services  for 
which  the  additional  payments  were  made.  It  is  specifically  provided 
that  no  interest  shall  be  due  with  respect  to  any  period  prior  to  July  1, 

1951,  for  deficiencies  resulting  fron^he  inclusion  of  the  additional 

payments  in  the  back  years.  “ 

The  same  section  of  the  bill  also  provides  that,  if  any  retroactive 
award  of  air  mail  pay  to  a  taxpayer  is  required  to  be  included  in  the 
taxpayer’s  income  for  the  year  or  years  in  which  the  mail  was  carried, 
no  interest  shall  be  due,  with  respect  to  any  period  prior  to  30  days 
after  the  award  is  granted,  for  tax  deficiencies  resulting  from  tiie 
retroactive  inclusion  of  the  mail  pay. 

46.  Preferred  stock  of  public  utilities  (sec.  612 ) 

Section  612  of  the  bill  amends  section  15  (a)  of  the  code  which  per¬ 
mits  public  utilities  furnishing  telephone  service,  electrical  energy, 
gas,  or  water  to  take  a  partial  credit  against  net  income  for  dividends 
paid  on  preferred  stock  originally  issued  before  October  1,  1942.  The 
existing  credit  is  designed  to  give  these  public  utilities  a  tax  saving 
equal  to  14  percent  of  the  amount  of  the  preferred  stock  dividends. 
The  bill  amends  section  15  (a)  with  respect  to  taxable  years  beginning 
before  April  1,  1951,  to  make  the  intercorporate  dividends-received 
credit  available  in  the  case  of  dividends  on  preferred  stock  of  public 
utilities  if  the  special  dividends  paid  credit  for  public  utilities  provided 
by  section  26  (b)  has  not  been  received  by  the  utility. 

46.  Postponement  of  due  date  for  returns  of  China  Trade  Act  corporations 
(sec.  61 4 ) 

Under  present  law  China  Trade  Act  corporations  are  allowed  a 
credit  against  their  income  for  the  net  income  derived  from  sources 
within  China  with  respect  to  the  portion  of  the  stock  of  the  corporation 
held  by  Chinese  or  American  shareholders.  Also,  the  corporation 
must  distribute  to  those  shareholders  an  amount  at  least  equal  to  the 
amount  of  the  income  tax  reduction  resulting  from  the  credit  in  order 
to  receive  the  full  credit.  As  a  result  of  hostilities  and  unsettled  con¬ 
ditions  generally  in  the  Far  East,  it  is  impossible  in  many  cases  for 
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corporations  doing  business  in  China  to  make  a  distribution  of  any 
earnings  derived  from  China  or  even  to  know  the  size  of  such  earnings. 
Section  614  of  the  bill  amends  present  law  to  provide  that  the  Secretary 
of  the  Treasury  may  postpone  up  to  the  end  of  1953  the  due  date  for 
the  paying  of  any  income  tax  and  the  filing  of  the  return,  with  respect 
to  years  beginning  and  ending  in  the  period  January  1,  1949,  to  Sep¬ 
tember  30,  1953,  if  he  deems  such  deferment  reasonable  under  the  cir¬ 
cumstances.  Since  the  requirement,  that  in  order  to  receive  the  full 
credit  the  distribution  of  earnings  derived  from  China  must  at  least 
equal  the  income  tax  which  otherwise  would  have  been  paid,  need  not 
be  met  prior  to  the  time  the  taxes  are  due  and  payable,  the  postpone¬ 
ment  of  the  due  date  also  has  the  effect  of  permitting  the  taxpayer  to 
postpone  the  distribution  of  earnings. 

V.  STRUCTURAL  CHANGES  IN  THE  EXCESS  PROFITS 

TAX 

In  general,  the  following  excess  profits  tax  amendments  are  effec¬ 
tive  retroactively  to  the  time  the  excess  profits  tax  became  effective. 

It  is  estimated  that  the  excess  profits  tax  amendments  discussed 
below  will  decrease  revenues  by  $107  million  in  a  full  year  of  operation. 

1.  Special  ceiling  rate  jor  new  Separations  (sec.  501) 

Section  501  of  the  bill  provides  a  series  of  special  ceiling  rates  avail¬ 
able  only  to  new  corporations.  As  indicated  in  part  II  B  of  this  sum¬ 
mary,  the  bill  provides  a  new  type  of  ceiling  rate  of  18  percent  with" 
respect  to  excess  profits  tax  liability  for  all  corporations.  For  ordi¬ 
nary  corporations,  this  rate  is  to  apply  with  respect  to  years  beginning 
after  March  31,  1951.  On  a  similar  basis,  but  retroactive  to  include 
1950,  the  first  year  the  excess  profits  tax  was  in  effect,  the  bill  pro¬ 
vides  the  following  series  of  ceiling  rates  applicable  to  excess  profits 
net  income  which  are  to  be  available  to  certain  new  corporations, 
with  respect  to  the  first  $300,000  of  their  excess  profits  tax  net  income: 

Percent 


In  the  first  year  of  a  new  corporation’s  business _  5 

In  the  second  year  of  a  new  corporation’s  business _  5 

In  the  third  year  of  a  new  corporation’s  business _  8 

In  the  fourth  year  of  a  new  corporation’s  business _  11 

In  the  fifth  year  of  a  new  corporation’s  business _  14 


For  that  part  of  the  excess  profits  net  income  in  excess  of  $300,000, 
new  corporations  less  than  6  years  old  are  to  be  subject  to  a  ceiling 
rate  of  15  percent  with  respect  to  1950,  17%  percent  with  respect  to 
the  calendar  year  1951,  and  18  percent  with  respect  to  taxable  years 
beginning  after  March  31,  1951.  Other  corporations  are  also  subject 
to  the  17%-percent  rate  in  the  calendar  year  1951  and  the  18-percent 
rate  with  respect  to  taxable  years  beginning  after  March  31,  1951, 
but  in  their  cases  these  rates  are  applied  to  their  entire  excess  profits 
net  income.  In  1950  these  other  corporations  in  effect  are  subject  to 
a  ceiling  rate  on  their  entire  excess  profits  net  income  which  is 
at  least  as  high  as  the  15-percent  rate  applicable  to  new  corpora¬ 
tions  with  respect  to  their  excess  profits  tax  net  income  in  excess  of 
$300,000. 

These  special  ceiling  rates,  together  with  the  effective  income  tax 
rates,  will  have  the  effect  of  providing  for  1952  the  following  maximum 
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effective  rates  of  income  and  excess  profits  taxes  for  the  excess  profits 
net  income  levels  shown: 


Normal 
tax  and 

Maximum  effective  rate  of  income  and  excess  profits  taxes 

Normal  tax,  surtax  and  ex¬ 
cess  profits  net  income 
(before  excess  profits  credit 
and  unused  credit  carry-over) 

surtax 

effective 

rates 

under  con- 
erenee  bill 
(percent) 

First  and 
second  year, 
5  percent 

Third  year, 
8  percent 

Fourth  year, 
11  percent 

Fifth  year, 
14  percent 

Sixth  and 
subsequent 
years,  18 
percent 

$65,000 _ 

43.  54 

48.  54 

51.54 

54.  54 

57.  54 

61.  54 

$75,000  _ 

44.  67 

49.  67 

52.  67 

55.  67 

58.67 

62.  67 

$100,000  _ 

46.50 

51.50 

54.  50 

57.  50 

60.  50 

64.50 

$200,000 _ 

49.  25 

54.25 

57.25 

60.  25 

63.25 

67.  25 

$300,000 _ 

50. 17 

55. 17 

58. 17 

61.17 

64. 17 

68. 17 

In  determining  how  many  years  a  new  corporation  has  been  engaged 
in  business,  the  bill  describes  certain  cases  in  which  a  new  corporation 
is  considered  to  be  as  old  as  the  oldest  of  its  predecessor  corporations, 
or  as  old  as  the  oldest  of  the  other  corporations  with  which  it  or  its 
shareholders  are  related.  In  general,  these  cases  include  the  following: 

1.  Where  assets  are  acquired  by  the  new  corporation  from 
another  corporation  in  a  tax-free  exchange; 

2.  Where  a  substantial  amount  of  assets  are  acquired  by  the 
new  corporation  from  another  corporation,  if  at  least  half  the 
stock  in  both  corporations  is  owned  by  the  same  stockholders; 

3.  Where  a  substantial  part  of  the  assets  of  another  corporation 
were  distributed  by  it  and  acquired  by  the  new  corporation,  if  at 
least  half  the  stock  in  both  corporations  was  owned  by  the  same 
stockholders ; 

4.  Where  the  same  stockholders  control  both  the  new  corpora¬ 
tion  and  another  corporation  which  was  engaged  in  a  similar 
business;  and 

5.  Where  the  new  corporation  purchased  a  business  of  a  “selling 
corporation”  in  a  taxable  acquisition  of  the  type  described  in  the 
new  part  IV  of  the  excess  profits  tax  subchapter. 

Uflder  the  bill  a  new  corporation  is  considered  to  be  as  old  as  any 
corporation  with  which  it  is  indirectly  related,  as  well  as  directly 
related,  as  described  above.  With  respect  to  assets  acquired  by  the 
new  corporation  prior  to  December  1,  1950,  numbers  1,  2,  3,  and  5,. 
above,  apply  only  if  the  assets  acquired  (or  their  replacements) 
amounted  to  20  percent  or  more  of  the  total  assets  of  the  new  corpora¬ 
tion  on  December  1,  1950. 

The  special  ceiling  rates  for  new  corporations  are  not  available  to 
corporations  which  receive  more  than  50  percent  of  their  gross  income 
(not  counting  dividends  and  capital  gains)  from  contracts  or  sub¬ 
contracts  which  are  of  the  types  subject  to  renegotiation. 

2.  Management  and  technical  service  fees  (sec.  502 ) 

Section  502  of  the  bill  provides  an  exclusion  from  excess  profits  tax 
for*management  and  technical  service  fees  paid  to  domestic  corpora¬ 
tions  by  certain  affiliated  foreign  corporations  in  return  for  informa¬ 
tion  and  other  services  furnished  in  connection  with  the  production  or 
improvement  of  products  of  the  type  manufactured  by  the  domestic 
corporation.  The  exemption  is  limited  to  fees  received  from  foreign 
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corporations  in  which  the  domestic  corporation  owns  at  least  10  percent 
of  the  stock  and  the  exclusion  applies  only  if  such  renumeration  con¬ 
stitutes  income  derived  from  sources  without  the  United  States. 

The  bill  makes  a  conforming  amendment  in  that  it  excludes  these 
earnings  of  domestic  corporations  from  their  base-period  earnings. 
Also  any  expenses  attributable  to  the  production  of  this  type  of  income 
are  disallowed  as  deductions  for  excess  profits  tax  purposes. 

3.  Base  -period  oj  fiscal-year  corporations  {sec.  503 ) 

The  present  law  provides  certain  variations  in  the  base  period  with 
respect  to  corporations  on  a  fiscal-year  basis.  Taxpayers  with  fiscal 
years  ending  after  December  31,  but  before  April  1,  use  as  their  base 
period  48  months  ending  with  their  last  taxable  year  ending  prior  to 
April  1,  1950.  For  example,  a  taxpayer  with  a  March  31  fiscal  year 
has  as  its  base  period  the  48  months  from  April  1,  1946,  through 
March  31,  1950.  A  somewhat  different  procedure  is  followed  in  the 
case  of  taxpayers  whose  fiscal  years  end  after  March  31  and  before 
December  31.  Such  taxpayers  are  required  to  use  the  48-month 
period  beginning  on  January  1,  1946,  and  ending  on  December  31, 

1949. 

Section  503  of  the  bill  provides  that,  in  lieu  of  its  regular  base 
period,  any  taxpayer  with  a  fiscal  year  beginning  before  January  1, 

1950,  and  ending  after  March  31,  1950,  may,  for  purposes  of  the  gen¬ 
eral  average  method  of  computing  the  excess  profits  credit,  use  the 
48  months  ending  with  March  31,  1950.  However,  if  this  latter 
period  is  used,  the  excess  profits  tax  net  income  for  January,  February, 
and  March  of  1950  is  to  be  computed  by  the  use  of  the  “weighted 
excess  profits  net  income”  as  defined  in  section  435  (e)  (2)  (E).  The 
“weighted  excess  profits  net  income”  is  100  percent  of  the  excess 
profits  net  income  for  a  taxable  year  ending  on  or  before  June  30, 
1950,  90  percent  for  a  taxable  year  ending  in  July,  August,  or  Septem¬ 
ber  1950,  and  80  percent  for  a  year  ending  in  October  or  November 
1950. 

J.  Extension  oj  growth  alternative  to  new  corporations  {sec.  504 ) 

New  corporations  are  not  entitled  to  the  growth  alternative  under 
section  435  (e)  of  present  law  because  this  relief  is  available  only  to 
corporations  winch  commenced  business  before  the  beginning  of  their 
base  period  (ordinarily  January  1,  1946,  and  in  no  case  later  than 
April  1,  1946). 

Section  504  of  the  bill  permits  corporations  which  commenced  busi¬ 
ness  during  the  base  period  to  use  the  growth  alternative  in  computing 
their  excess  profits  credit  based  on  income  if  they  meet  the  other 
eligibility  requirements  in  sec.  435  (e).  The  amendment  will  not 
apply  to  corporations  which  commenced  business  after  the  end  of  the 
base  period  since  the  eligibility  tests  under  the  growth  alternative 
are  written  in  terms  of  base-period  experience.  However,  such  cor¬ 
porations  formed  in  the  excess  profits  tax  period  will  ordinarily  have 
the  benefits  of  the  lower  over-all  tax  ceilings  provided  by  section  501 
of  the  bill  for  new  corporations. 

Corporations  formed  after  2  years  of  the  base  period  had  elapsed, 
and  before  the  end  of  the  base  period,  ordinarily  will  automatically 
become  eligible  for  the  growth  alternative.  This  is  because  the 
eligibility  requirements  of  section  435  (e)  (1)  (A)  (other  than  the 
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total  asset  limitation)  are  based  upon  a  comparison  of  the  taxpayer’s 
total  payroll,  or  gross  receipts,  in  1946  and  1947  with  its  total  pay¬ 
roll,  or  gross  receipts,  in  1948  and  1949.  Therefore,  corporations 
formed  in  the  latter  half  of  the  base  period  (except  for  corporations 
which  were  “acquiring  corporations”  prior  to  July  1,  1950,  in  tax-free 
exchanges  of  the  types  described  in  pt.  II  of  the  excess  profits  tax 
subchapter)  must  automatically  meet  the  tests  of  growth  in  those 
respects  because  such  corporations  had  no  payrolls  and  no  gross 
receipts  in  the  first  half  of  the  base  period.  For  corporations  which 
commenced  business  prior  to  the  middle  of  the  base  period  (ordinarily 
January  1,  1948),  qualification  for  the  growth  formula  will  not  be 
automatic  as  in  the  case  of  the  corporations  described  above,  but 
should  prove  relatively  easy  to  meet  in  most  cases  since  total  payroll 
or  gross  receipts  for  two  full  years  of  the  business  in  the  second  half  of 
the  base  period  will  be  compared  with  payroll  or  gross  receipts  for 
something  less  than  two  full  years  of  business  in  the  first  half  of  the 
base  period.  This  ease  of  qualification  will  diminish  as  the  corpora¬ 
tion’s  starting  date  approaches  the  beginning  of  the  base  period 
until  for  a  corporation  commencing  business  on  the  first  day  of  the 
base  period  it  will  be  on  substantially  the  same  footing  as  those  old 
corporations  now  entitled  to  the  growth  alternative. 

New  corporations  formed  before  the  end  of  the  base  period  which 
meet  the  eligibility  requirements  of  section  435  (e)  (1)  (B)  will  also 
be  entitled  to  use  the  special  growth  alternative  provided  in  section 
435  (e)  (2)  (G).  However,  in  order  to  qualify  under  that  provision 
a  corporation  will  have  to  have  been  in  existence  for  all  of  1949  and 
at  least  part  of  1948  in  order  to  meet  the  entrance  requirement  that 
its  excess  profits  net  income  for  the  calendar  year  1949  must  have 
been  not  more  than  25  percent  of  its  excess  profits  net  income  for  the 
calendar  year  1948. 

5.  Technical  amendment  of  growth  alternative  {sec.  505 ) 

Section  435  (e)  (2)  (G)  of  the  code  provides  a  special  alternative 
average  base  period  net  income  for  corporations  whose  excess  profits 
net  income  for  1949  is  not  more  than  25  percent  of  their  excess  profits 
net  income  for  1948.  In  effect,  such  a  taxpayer  is  granted  an  alterna¬ 
tive  average  base  period  net  income  equal  to  the  sum  of  one-half  its 
excess  profits  net  income  for  1948  and  40  percent  of  its  excess  profits 
net  income  for  1950. 

In  order  to  qualify  for  the  above  alternative,  present  law  requires 
that  the  taxpayer  qualify  for  the  growth  alternative  “only”  under  the 
provisions  of  section  435  (e)  (1)  (B).  Corporations  can  qualify  under 
section  435  (e)  (1)  (B)  if  they  meet  certain  tests  of  increased  net  sales 
of  new  products  in  the  base  period.  However,  section  435  (e)  (1)  (A) 
has  an  alternative  eligibility  requirement  which  is  based  upon  certain 
tests  of  increased  payroll  and  gross  receipts. 

Under  present  law,  the  alternative  average  base  period  net  income 
provided  by  section  435  (e)  (2)  (G)  is  denied  to  taxpayers  qualifying 
for  the  growth  alternative  both  under  section  435  (e)  (1)  (B)  and 
435  (e)  (1)  (Ah 

Section  505  of  the  bill  extends  the  benefits  of  section  435  (e)  (2)  (G) 
to  taxpayers  qualifying  under  section  435  (e)  (1)  (B)  whether  or  not 
they  qualify  under  section  435  (e)  (1)  (A). 
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6.  Inadmissible  assets  oj  banks  (sec.  506) 

Under  the  present  law,  both  the  taxpayer  using  the  average  earnings 
credit  and  the  taxpayer  using  the  invested  capital  credit  are  allowed 
to  increase  their  credits  by  specified  percentages  of  the  net  additions 
to  their  capital  after  1949.  However,  except  in  the  case  of  taxpayers 
with  less  than  $5  million  of  capital  who  use  the  invested  capital  credit 
based  on  assets,  and  except  in  the  case  of  taxpayers  who  use  the  credit 
based  on  the  historical  invested  capital,  an  increase  in  investment  in 
inadmissible  assets  will  offset  dollar  for  dollar  what  would  otherwise 
be  a  capital  addition,  even  though  the  increase  in  total  assets  available 
for  investment  is  greater  than  the  increase  in  capital.  For  example, 
if  a  corporation  increases  its  capital  by  $1  million  on  the  first  day  of 
an  excess  profits  tax  year  and  then  on  the  same  day  invests  $500,000 
of  the  new  capital  in  inadmissible  assets,  it  is  only  allowed  under  the 
present  law  to  increase  its  credit  for  that  year  with  respect  to  $500,000, 
because  the  $500,000  increase  in  inadmissibles  is  subtracted  from  the 
capital  addition  of  $1  million  in  arriving  at  the  net  addition  to  capital 
which  may  be  taken  into  account. 

An  increase  in  the  capital  of  a  bank  may  be  accompanied  by  an  in¬ 
crease  in  deposits  of  several  times  that  amount,  total  assets  being 
increased  by  the  new  capital  and  increased  deposits.  However,  since 
a  bank  invests  additional  funds  deposited  with  it  as  well  as  its  addi¬ 
tional  capital,  an  investment  of  even  a  small  part  of  its  additional 
assets  in  inadmissible  municipal  bonds  may  completely  offset  its 
capital  additions.  Thus,  under  present  law  the  bank  may  have-no 
additional  credit  based  upon  the  new  capital  in  such  cases. 

Section  506  of  the  bill  provides  that  while  a  bank’s  increase  in 
inadmissibles  in  an  excess  profits  tax  year  will  still  serve  to  reduce  its 
increase  in  capital  in  the  same  year,  if  its  total  assets  increase  more 
than  its  capital  increases  the  net  capital  addition  will  be  reduced  only 
by  a  percentage  based  on  the  ratio  of  additional  inadmissible  assets 
to  the  additional  total  assets  acquired  since  the  beginning  of  its  first 
excess  profits  tax  year.  A  similar  proportion  is  to  be  used  where 
there  is  a  decrease  in  capital  accompanied  by  a  larger  decrease  in 
total  assets  and  also  accompanied  by  a  decrease  in  inadmissible 
assets. 

This  section  of  the  bill  also  provides  an  adjustment  of  the  inad¬ 
missible  asset  factor  in  the  computation  of  base  period  capital  addi¬ 
tions  for  banks  which  is  based  on  a  similar  ratio  principle. 

Under  the  present  law  a  corporation  computes  base  period  capital 
additions  by  comparing  its  “yearly  base  period  capital”  at  the  begin¬ 
ning  of  its  first  excess  profits  tax  year,  at  the  beginning  of  the  pre¬ 
ceding  year,  and  at  the  beginning  of  the  second  preceding  year.  The 
bill  provides  that,  in  determining  its  yearly  base  period  capital  for 
each  year,  a  bank  is  to  subtract  from  the  amount  of  its  equity  and 
borrowed  capital  a  percentage  of  that  amount  which  is  equal  to  the 
ratio  of  its  inadmissible  assets  to  its  total  assets,  instead  of  subtract¬ 
ing  the  entire  amount  of  its  inadmissible  assets  as  is  the  case  with 
other  corporations.  This  provision  of  the  bill,  with  respect  to  the 
base  period  capital  additions  of  banks,  is  optional  for  taxable  years 
beginning  before  the  date  of  enactment  of  the  bill  and  mandatory 
thereafter. 

This  section  of  the  bill  also  provides  that,  in  the  case  of  all  cor¬ 
porations  (whether  or  not  they  are  banks),  the  “yearly  base  period 


SUMMARY  OF  PROVISIONS  OF  THE  REVENUE  ACT  OF  1951  51 

capital,”  for  purposes  of  computing  base  period  capital  additions,  is 
in  no  event  to  be  less  than  zero.  Thus,  in  any  case  where  inadmissible 
assets  at  the  beginning  of  a  year  exceed  the  total  equity  and  bor¬ 
rowed  capital,  the  yearly  base  period  capital  will  be  zero. 

7.  Reductions  in  inadmissible  assets  subsequent  to  the  base  period  (sec. 

507) 

Under  the  1950  Excess  Profits  Tax  Act,  changes  in  inadmissible 
assets  subsequent  to  the  base  period  do  not  constitute  a  capital  addi¬ 
tion  or  reduction  (although  reductions  in  inadmissibles  are  subtracted 
from  capital  reductions  and  increases  in  inadmissibles  are  subtracted 
from  capital  additions). 

Section  507  of  the  bill  provides  (except  in  the  case  of  banks)  that 
In  computing  the  average  earnings  credit,  a  reduction  in  inadmissibles 
subsequent  to  the  base  period,  to  the  extent  that  the  reduction  exceeds 
any  net  capital  reduction,  is  to  be  treated  as  if  the  amount  of  the  reduc¬ 
tion  were  a  capital  addition,  provided  that  the  funds  obtained  by 
selling,  inadmissible  assets  are  invested  in  operating  assets.  Similar 
treatment  is  provided  for  banks,  but  with  an  adjustment  for  total 
assets.  Operating  assets  are  defined  as  tangible  inventory  items  and 
tangible  property  used  in  the  taxpayer’s  trade  or  business. 

8.  Dealers  in  municipal  bonds  (sec.  508) 

In  computing  the  invested  capital  credit  and  in  computing  capital 
additions,  certain  adjustments  are  made  to  exclude  from  the  invested 
capital  certain  assets  known  as  “inadmissible  assets.”  These  include 
stock  in  other  corporations,  State  and  local  government  obligations 
and  partially  tax-exempt  Federal  obligations.  The  dividends  and  in¬ 
terest  from  these  securities  are  not  subject  to  the  excess  profits  tax. 

However,  dealers  in  municipal  bonds  are  subject  to  excess  profits 
tax  on  their  profits  from  the  sale  of  these  bonds.  Municipal  bonds 
are  their  stock  in  trade  or  inventory  and  the  gain  on  the  sale  of  the 
bonds  is  treated,  therefore,  as  ordinary  income  rather  than  as  a 
capital  gain. 

Section  508  of  the  bill  provides,  in  effect,  that  where  tax-exempt 
or  partially  tax-exempt,  bonds  are  held  by  a  dealer  primarily  for  sale 
to  customers  in  the  ordinary  course  of  his  trade  or  business,  the 
dealer  may  elect  to  treat  such  bonds  as  admissible  assets,  provided 
that  he  also  elects  to  include  in  his  excess  profits  net  income  the 
interest  on  such  bonds. 

9.  Rase  period  abnormalities  (sec.  509) 

Under  present  law,  if  an  abnormality  exists  in  the  taxpayer’s  lowest 
year  of  earnings  during  the  base  period,  that  year  is  automatically 
eliminated  from  the  average  base  period  net  income  computation. 
However,  if  an  abnormality  occurred  in  one  of  the  remaining  periods 
of  12  months  or  less  in  the  base  period,  section  442  of  the  code  provides 
that  the  taxpayer  may,  if  it  was  in  business  at  the  beginning  of  its 
base  period,  substitute  for  its  actual  excess  profits  net  income  for  the 
period  of  the  abnormality  an  amount  determined  by  multiplying  its 
total  assets  for  the  last  day  of  the  year  of  the  abnormality  by  the  rate 
of  return  of  its  industry  for  that  period. 

The  alternative  average  base  period  net  income  provided  by  section 
442  is  available,  if  the  taxpayer  can  establish  for  any  taxable  year 
within  its  base  period  either  that  its  normal  production,  output, 
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or  operation  was  interrupted  or  diminished  because  of  the  occurrence, 
either  prior  to,  or  during  the  taxable  year,  of  events  “unusual  and 
peculiar”  in  the  experience  of  the  taxpayer  or  that  the  business  of 
the  taxpayer  was  depressed  because  of  temporary  economic  circum¬ 
stances  unusual  in  its  case.  This  is  known  as  an  “abnormality.” 

The  bill  provides  an  additional  alternative  eligibility  requirement 
under  section  442.  Section  509  of  the  bill  provides  that  where  the 
earnings  of  the  taxpayer’s  third-best  base  period  year  were  less  than 
35  percent  of  the  average  of  the  earnings  of  his  two  best  base  period 
years  and  where  an  abnormality  has  occurred  in  the  prior  year,  the 
taxpayer  will  automatically  be  entitled  to  use  its  industry  rate  of 
return  for  the  third  best  year.  This  new  provision  is  limited,  how¬ 
ever,  so  that  the  substituted  earnings  may  not  in  any  case  exceed  the 
average  of  the  taxpayer’s  two  best  years. 

The  requirement  of  present  law  that  the  substitute  excess  profits 
net  income  provided  by  section  442  may  be  utilized  for  a  single 
abnormal  year  only  if  it  exceeds  110  percent  of  the  taxpayer’s  excess 
profits  net  income  for  that  year  computed  without  the  substitution 
does  not  apply  to  taxpayers  who  are  eligible  under  this  provision. 

10.  Capital  reduction  for  loans  made  by  parent  corporations  to  sub¬ 

sidiaries  (sec.  510) 

Section  510  of  the  bill  provides  that  where  a  subsidiary  corporation 
computes  its  average  earnings  credit  on  the  basis  of  the  industry 
rate  of  return  applied  to  its  total  assets  and  where  such  subsidiary 
has  borrowed  funds  from  its  parent  corporation  on  open  account, ''the 
amount  so  borrowed  is  to  be  eliminated  from  its  total  assets. 

1 1 .  Change  in  products  committed  to  prior  to  close  of  base  period  (sec. 

511) 

Section  443  of  present  law  provides  that  where  a  corporation  made 
a  substantial  change  in  the  products  or  services  it  furnished  during 
the  last  3  years  of  its  base  period,  and,  within  3  years  after  the  change, 
the  new  product  accounted  for  more  than  40  percent  of  gross  income 
or  33  percent  of  net  income  and  net  income  increased  25  percent,  then 
the  corporation  is  entitled  to  determine  its  average  Dase  period  net 
income  by  multiplying  its  industry  rate  of  return  by  its  total  assets. 

As  the  above  description  indicates,  present  law  confines  this  type 
of  relief  to  corporations  which  actually  introduced  a  new  product 
before  the  end  of  the  base  period. 

Section  511  of  the  bill  provides  that  where  a  substantial  change  in 
the  products  produced  by  a  taxpayer  has  been  made  after  the  end 
of  the  base  period,  such  a  change  is  to  be  deemed  to  have  been  made 
in  the  base  period,  for  the  purpose  of  qualifying  for  the  alternative 
average  base  period  net  income  available  under  section  443  of  the  code, 
if  the  taxpayer,  prior  to  July  1,  1950,  commenced  the  construction 
of  the  facilities  necessary  to  the  production  of  the  new  product,  and 
if  such  construction  and  the  production  of  the  new  product  were  in 
furtherance  of  a  course  of  action  to  which  the  taxpayer  (or  a  corpora¬ 
tion  with  which  the  taxpayer  had  the  privilege  of  filing  a  consolidated 
return  for  its  first  excess  profits  tax  year)  was  committed  prior  to 
the  end  of  the  base  period.  This  commitment  must  be  evidenced  by 
a  contract  with  another  person  and  that  contract  must  have  granted 
a  license,  franchise,  or  similar  rights  essential  for  the  production  of 
the  new  product. 
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12.  Technical  amendment  relating  to  new  corporations  (sec.  512) 

A  new  corporation  computing  its  income  credit  under  section  445 
of  the.  code  for  any  of  its  first  3  years  which  are  excess  profits  tax 
years  is,  under  the  present  law,  entitled  to  apply  the  industry  rate  of 
return  only  to  its  total  assets  at  the  beginning  of  its  first  excess  profits 
tax  year  plus  its  net  capital  addition  or  less  its  net  capital  reduction 
after  that  date.  Thus,  the  industry  rate  can  be  applied  only  to 
increases  in  its  equity  capital  and  75  percent  of  increases  in  its  bor¬ 
rowed  capital,  to  the  extent  that  its  assets  are  acquired  after  the 
beginning  of  its  first  excess  profits  tax  year.  This  treatment  is  less 
favorable  than  that  provided  for  other  new  corporations  or  that  pro¬ 
vided  for  corporations  using  other  relief  sections  involving  the  industry 
rate  of  return  because  it  provides  for  the  inclusion  of  only  75  percent 
of  borrowed  capital. 

Section  512  of  the  bill  provides  that  a  new  corporation  computing 
its  income  credit  under  section  445  for  any  of  its  first  3  years  which  are 
excess  profits  tax  years  is  to  be  entitled  to  its  industry  rate  of  return 
applied  to  equity  capital  plus  100  percent  of  borrowed  capital,  less 
interest  on  borrowed  capital.  Also,  for  purposes  of  computing  a  net 
capital  reduction  for  any  of  these  three  years  under  section  445, 
decreases  in  borrowed  capital  and  increases  in  loans  to  members  of  a 
controlled  group  are  counted  at  100  percent. 

13.  Regulated  public  utility  credit  for  intrastate  pipelines  (sec.  513) 

The  alternative  excess  profits  tax  credit  for  certain  regulated  public 

utilities  provided  by  section  448  of  the  code  extends,  under  present 
law,  to  corporations  engaged  as  common  carriers  in  the  furnishing  or 
sale  of  gas,  oil  or  other  petroleum  products  (including  shale  oil)  by 
pipeline,  if  subject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission.  The  alternative  credit  in  these  cases  is,  in  effect,  equal 
to  a  return  of  6  percent  upon  total  equity  and  borrowed  capital  after 
normal  tax  and  surtax. 

Since  the  jurisdiction  of  the  Interstate  Commerce  Commission 
extends  only  to  interstate  pipelines,  under  present  law  the  special 
credit  provided  by  section  448  is  denied  those  pipelines  whose  opera¬ 
tions  are  entirely  intrastate  in  character. 

Section  513  of  the  bill  amends  section  448  of  the  code  to  provide 
that  pipeline  common  carriers  subject,  with  respect  to  rates,  to  the 
jurisdiction  of  the  public  service  commissions  of  any  State  shall  be 
eligible  for  the  regulated  public  utility  credit.  The  same  6  percent 
credit  is  made  applicable  as  in  the  case  of  interstate  pipelines. 

14.  Lessor  railroad  corporations  (sec.  514) 

Section  448  of  the  code  provides  an  alternative  excess  profits  tax 
credit  for  certain  regulated  public  utilities.  In  the  case  of  railroads 
this  alternative  credit  is  equal  to  a  return  of  6  percent  upon  total 
equity  and  borrowed  capital  after,  in  effect,  normal  tax  and  surtax. 
To  establish  eligibility  for  this  alternative  credit  a  railroad  corpora¬ 
tion  must  be  engaged  “as  a  common  carrier  in  the  furnishing  or  sale 
of  transportation  by  railroad”  and  must  be  subject  to  the  jurisdiction 
of  the  Interstate  Commerce  Commission.  Furthermore,  such  a  rril- 
road  can  qualify  only  if  80  percent  or  more  of  its*  gross  income  (com¬ 
puted  without  regard  to  capital  gains  and  losses)  is  derived  from  the 
furnishing  or  sale  of  railroad  transportation. 
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Section  141  of  the  code  permits  the  filing  of  consolidated  returns 
by  affiliated  corporations  which  are  regulated  public  utilities  within 
the  meaning  of  section  448.  Section  514  of  the  bill  provides  that 
certain  lessor  railroad  corporations  will  be  permitted  to  qualify  for 
the  regulated  public  utility  credit  where  they  file  consolidated  returns 
with  their  lessee  railroad  corporations  which  qualify  under  section 
448. 

15.  Exempt  excess  outpvt  oj  sulphur,  potash,  metallurgical  grade  lime- 

stome  and  chemical  grade  limestone  (sec.  515) 

Section  453  of  the  present  law  provides  a  partial  exemption  for  coal 
and  iron  mines,  timber  properties,  and  natural  gas  and  metal  mining 
properties  not  in  operation  during  the  base  period.  One-third  of  the 
net  income  in  the  current  taxable  year  of  these  properties  is  exempt 
from  excess  profits  tax. 

Coal  and  iron  mines,  timber  properties  and  natural  gas  properties 
which  were  in  operation  during  the  base  period  are  also  extended 
special  relief  under  this  provision  of  present  law  which  exempts  from 
excess  profits  tax  one-lialf  the  income  from  excess  output  during  the 
taxable  year.  The  excess  output  is  the  production  in  excess  of  average 
annual  production  from  the  property  (whether  or  not  then  owned  by 
the  taxpayer)  during  the  period  1946-June  30,  1950. 

Nonmetallic  minerals  are  not  provided  the  special  treatment  de¬ 
scribed  above,  either  in  the  case  of  new  or  old  properties.  Section  515 
of  the  bill  extends  the  special  treatment  described  above  to  sulpkur, 
potash,  and  metallurgical  or  chemical  grade  limestone  deposits. 

16.  Transition  from  World  War  II  production  and  increase  in  peace¬ 

time  capacity  (sec.  516 ) 

Section  516  of  the  bill  extends  to  corporations  meeting  certain 
requirements  the  benefits  of  the  special  growth  alternative  described  in 
section  435  (e)  (2)  (G)  of  the  code.  In  general,  this  permits  corpora¬ 
tions  to  compute  an  alternative  average  base  period  net  income  on 
the  basis  of  the  sum  of  one-lialf  of  their  income  in  1948  and  40  percent 
of  their  income  in  1950. 

To  qualify  under  this  provision  a  corporation  must  be  a  manufac¬ 
turing  corporation  which  commenced  business  before  1940,  and  it 
must  meet  the  following  requirements: 

1.  The  adjusted  basis  of  the  corporation’s  real  property  and 
depreciable  tangible  property  must  not  be  in  excess  of  $10  million 
as  of  the  beginning  of  its  base  period. 

2.  The  unadjusted  basis  of  the  corporation’s  real  property  and 
depreciable  tangible  property  at,  the  close  of  its  base  period  must 
be  250  percent  or  more  of  the  basis  of  such  facilities  at  the  begin¬ 
ning  of  its  base  period. 

3.  Seventy  percent  of  the  corporation’s  income  for  the  years 
1942  through  1945  must  be  attributable  to  contracts  with  the 
United  States  or  related  subcontracts,  but  less  than  20  percent 
of  the  corporation’s  income  during  the  base  period  and  in  the 
calendar  year  1950  must  be  attributable  to  contracts  with  the 
United  States  or  related  subcontracts. 

4.  Both  the  corporation’s  profits  in  1945  and  the  average  of 
its  profits  in  1948  and  1949  must  be  at  least  300  percent  of  the 
average  of  its  profits  for  1946  and  1947. 
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17.  Special  relief  provision  j or  corporations  suffering  catastrophes  (sec. 

51 7 ) 

Section  517  of  the  bill  provides  that  manufacturing  corporations 
suffering  from  a  catastrophe  in  the  last  36  months  of  the  base  period 
may:  (1)  substitute  their  average  excess  profits  net  income  in  their 
base  period,  prior  to  the  year  in  which  the  catastrophe  occurred,  for 
their  earnings  during  the  year  in  which  the  catastrophe  occurred;  or 
(2)  compute  their  average  base  period  net  income  under  the  growth 
alternative  provided  in  section  435  (e)  (2)  (G)  of  the  code.  This 
growth  alternative,  in  general,  permits  corporations  to  compute  their 
average  base  period  net  income  on  the  basis  of  one-half  of  their  in¬ 
come  in  1948  and  40  percent  of  their  income  in  1950. 

A  catastrophe  is  defined  as  a  fire,  storm,  explosion,  or  other  casualty 
which  rendered  inoperative  all  of  the  facilities  of  a  plant  or  plants 
accounting  for  at  least  15  percent  of  a  corporation’s  total  facilities. 
As  a  result  of  the  catastrophe  the  corporation’s  normal  operation 
must  have  been  “substantially  interrupted”  for  more  than  12  mpnths, 
and  the  production  facility  destroyed  must  have  been  replaced  before 
the  end  of  the  base  period  by  a  production  facility  with  at  least  an 
equivalent  adjusted  basis. 

18.  Consolidation  of  newspapers  (sec.  518 ) 

Section  518  of  the  bill  provides  an  alternative  average  base  period 
net  income  for  any  taxpayer  which  was  engaged  primarily  in  the 
newspaper  publishing  business  and  which,  after  the  middle  of  its  base 
period  and  prior  to  June  30,  1950,  consolidated  substantially  all  of  its 
mechanical  circulation,  advertising,  and  accounting  operations  in 
connection  with  its  newspaper  publishing  business  with  the  similar 
operations  of  another  corporation  engaged  in  the  newspaper  publish¬ 
ing  business  in  the  same  locality. 

The  alternative  average  base  period  net  income  provided  is  the 
actual  average  base  period  net  income  determined  under  section  435 
(d) ,  plus  the  amount  by  which  the  average  annual  expenses  attributable 
to  the  operations  which  were  consolidated,  during  the  two  taxable 
years  preceding  the  taxable  year  in  which  the  consolidation  occurred, 
exceeded  the  expenses  attributable  to  the  same  operations  during  the 
next  taxable  year  beginning  after  the  consolidation,  after  adjusting  the 
actual  expenses  of  the  latter  year  for  increases  in  labor  costs  and  news¬ 
print  costs  after  the  consolidation. 

In  order  to  be  eligible  for  this  alternative,  the  taxpayer  must 
establish  to  the  satisfaction  of  the  Secretary  that  the  consolidation 
resulted  in  substantial  reductions  in  the  expenses  which  would  have 
been  incurred  had  the  consolidation  not  taken  place.  Furthermore, 
either  the  deductions  of  the  taxpayer  for  the  taxable  year  following 
that  of  the  consolidation  must  not  be  more  than  80  percent  of  the 
average  of  those  deductions  for  the  2  years  preceding  the  year  of  the 
consolidation,  or  the  taxpayer’s  income  in  the  year  following  the  year 
of  the  consolidation  must  be  at  least  125  percent  of  its  average  base 
period  income. 

19.  Special  relief  provision  for  companies  engaged  in  television  broad¬ 

casting  during  the  base  period  (sec.  519) 

Section  519  provides  corporations  which  engaged  in  the  television 
broadcasting  business  before  January  1,  1951,  with  an  alternative 
method  of  computing  their  average  base  period  net  income.  If  these 
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corporations  engaged  in  some  other  business  during  the  base  period 
they  may  compute  an  average  base  period  net  income  for  their  non¬ 
television  business  (using  the  general  average  method)  and  add  to  it 
a  special  average  base  period  net  income  figure  for  their  television 
broadcasting  business.  A  taxpayer  may  compute  this  latter  figure 
by  multiplying  its  total  television  assets  either  by  the  average  base 
period  industry  rate  of  return  for  radio  broadcasting,  or  (if  the  tax¬ 
payer  was  in  the  radio  broadcasting  business  during  the  base  period) 
by  its  own  individual  base  period  rate  of  return  on  its  own  radio 
broadcasting  business.  If  the  taxpayer  was  engaged  in  the  television 
broadcasting  business  during  the  base  period,  the  industry  rate  of 
return  or  its  individual  radio  rate  of  return  will  be  applied  to  its  total 
television  assets  at  the  close  of  the  base  period.  If  the  taxpayer 
acquired  its  television  broadcasting  business  after  the  close  of  the 
base  period  and  before  January  1,  1951,  the  industry  rate  of  return 
or  its  individual  radio  rate  of  return  will  be  applied  to  its  total  tele¬ 
vision  assets  at  the  end  of  the  first  month  in  which  it  engaged  in  the 
television  broadcasting  business. 

Appropriate  adjustments  are  to  be  made  where  assets  previously 
used  in  nontelevision  business  have  been  used  to  acquire  the  television 
broadcasting  business,  to  prevent  a  double  counting  of  the  income  of 
these  assets. 

j 20.  Construction  resulting  in  an  increase  in  capacity  completed  after  end 

of  base  period  {sec.  520) 

Section  444  of  present  law  provides  that  a  corporation  which 
commenced  business  before  its  base  period  and  made  substantial 
changes  in  its  facilities  during  the  last  36  months  of  the  base  period 
may  use  a  substitute  average  base  period  net  income.  This  substitute 
is  determined  by  applying  its  industry  rate  of  return  to  its  total  assets. 

To  qualify  for  relief  under  the  “change  in  capacity”  formula,  the 
corporation  must  have  added  to  its  facilities  in  a  manner  which — 

1.  resulted  in  an  increase  of  100  percent  or  more  in  its  produc¬ 
tive  capacity;  or 

2.  resulted  in  an  increase  of  50  percent  or  more  in  its  productive 
capacity  and  resulted  in  an  increase  in  the  adjusted  basis  of  its 
total  facilities  of  50  percent;  or 

3.  resulted  in  an  increase  in  the  unadjusted  basis  of  its  total 
facilities  of  100  percent  or  more. 

Section  520  of  the  bill  provides  that  if  a  corporation  completed 
construction  of  a  manufacturing  establishment  during  its  first  taxable 
year  ending  after  June  30,  1950,  and  meets  certain  conditions  de¬ 
scribed  below,  this  addition  or  replacement,  for  purposes  of  section 
444  (b)  of  present  law,  is  to  be  treated  as  if  it  had  been  added  to  its 
total  facilities  on  the  last  day  of  its  base  period.  However,  in  order 
to  qualify,  the  corporation  must,  prior  to  the  end  of  its  base  period, 
have  completed  40  percent  of  the  construction,  and  the  completion  of 
the  establishment  must  have  been  in  pursuance  of  a  plan  to  which  the 
corporation  was  committed  prior  to  the  end  of  its  base  period. 

21.  Taxable  exchanges  {sec.  521) 

Part  II  of  the  Excess  Profits  Tax  Act  of  1950  provides  rules  under 
which  an  acquiring  corporation  may  utilize  the  earnings  experience 
of  a  predecessor  corporation  in  computing  its  own  average  earnings 
base.  However,  under  the  Excess  Profits  Tax  Act  of  1950,  the  acquir- 
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ing  corporation  may  use  this  earnings  experience  only  where  the  assets 
oi  the  predecessor  corporation  were  acquired  in  certain  tax-free 
exchanges.  In  general,  these  tax-free  exchanges  occur  where  the 
assets  of  a  predecessor  corporation  are  acquired  by  the  acquiring 
corporation  in  exchange  for  its  stock.  Under  the  present  law  the 
earnings  experience  of  a  predecessor  corporation  may  not  be  used  by 
an  acquiring  corporation  where  the  assets  were  acquired  by  purchase 
for  cash  or  in  some  other  type  of  taxable  exchange. 

Section  521  of  the  bill  provides  that  in  the  case  of  taxable  exchanges 
occurring  prior  to  December  1,  1950,  where  the  predecessor  corpora¬ 
tion  has  been  liquidated  and  a  purchasing  corporation  has  obtained 
substantially  all  of  the  predecessor  corporation’s  assets,  the  purchas¬ 
ing  corporation  may  use  the  predecessor  corporation’s  base  period 
experience  in  computing  its  average  base  period  net  income  under  the 
general  average  method.  However,  it  is  to  be  permitted  the  use  of 
this  base  only  to  the  extent  that  new  funds  were  used  for  the  pur¬ 
chase  of  these  assets.  These  provisions  are  also  to  apply  where  the 
predecessor  was  a  sole  proprietorship  or  partnership,  in  which  case 
the  base  period  income  of  the  predecessor  is  to  be  computed  as  if  it 
were  a  corporation. 

Similarly,  where  a  predecessor  corporation  had  two  or  more  separate 
businesses,  a  corporation  which  purchased  one  of  these  businesses  is 
entitled  to  use  the  earnings  experience  of  the  business  in  computing 
its  average  base  period  net  income  under  the  general  average  method. 
However,  in  such  a  case  the  predecessor  corporation  must  have  dis¬ 
posed  of  all  of  its  businesses  in  a  single  plan  of  complete  liquidation. 
Where  a  purchasing  corporation  purchased  only  one  of  several  busi¬ 
nesses  of  a  selling  corporation,  the  portion  of  the  base  period  experience 
of  the  seller  which  is  made  available  to  the  purchasing  corporation  is 
to  be  determined  under  regulations  on  the  basis  of  an  allocation  based 
on  value  or  on  the  basis  of  the  earnings  experience  of  the  assets  pur¬ 
chased.  These  provisions  also  apply  where  the  predecessor  was  a 
partnership. 

The  bill  also  permits  a  purchasing  corporation  to  use  the  earnings 
experience  of  a  business  of  another  corporation  if  the  other  corporation 
was  liquidated  and  its  assets  were  distributed  to  its  shareholders  who 
forthwith  sold  them  to  the  purchasing  corporation. 

The  bill  further  provides  that  in  the  case  of  taxable  exchanges  a 
purchasing  corporation  is  not  to  be  denied  the  use  of  the  earnings 
base  of  a  predecessor  merely  on  the  grounds  that  a  franchise  or  license, 
which  was  an  important  source  of  earnings  of  the  precedessor,  can¬ 
not  be  transferred  from  the  predecessor  to  the  acquiring  corporation, 
but  must  be  obtained  by  the  latter  from  the  same  source.  An  ex¬ 
ample  of  this  would  be  an  automobile  dealer  agency. 

This  amendment  is  limited  to  taxable  exchanges  occurring  before 
December  1,  1950. 

22.  Exemption  for  strategic  minerals  (sec.  522 ) 

Section  450  of  the  code  exempts  from  excess  profits  tax  income 
attributable  to  the  mining  of  certain  strategic  minerals.  Section  522 
of  the  bill  adds  bauxite  to  the  present  list  of  exempt  strategic  minerals. 

28.  Consolidated  returns  (sec.  618 ) 

Section  613  of  the  bill  amends  the  consolidated  return  provisions 
of  the  code  to  permit  a  corporation  exempt  from  excess  profits  tax 
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under  section  454  (f)  of  the  code,  which  has  filed  a  consent  to  be 
included  in  a  consolidated  return  for  a  taxable  year  ending  after  June 
30,  1950,  the  right  to  amend  its  election  within  90  days  after  the 
date  of  enactment  of  this  act. 

VI.  STRUCTURAL  CHANGES  IN  ESTATE  AND  GIFT 

TAXES 

1 .  Foreign  estate  tax  credit  (sec.  603 ) 

Under  present  law  the  United  States  asserts  estate-tax  liability 
with  respect  to  the  entire  estate,  wherever  situated  (except  real 
property  outside  the  United  States),  of  decedents  who  were  either 
domiciled  in  the  United  States  or  citizens  of  the  United  States.  Since 
many  other  countries,  like  the  United  States,  tax  property  situated 
within  their  boundaries,  estates  of  citizens  of  the  United  States  who 
were  foreign  residents  are  quite  likely  to  be  subjected  to  a  double 
tax.  With  a  considerable  number  of  foreign  countries,  the  United 
States  has  entered  into  estate-tax  conventions  which  provide  relief 
for  this  problem  and  other  treaties  at  present  are  under  consideration. 
However,  in  other  cases  the  possibility  of  double  taxation  still 
exists. 

Section  603  of  the  bill  removes  this  double  taxation  by  providing 
a  foreign  estate  tax  credit  in  the  case  of  United  States  citizens  and 
residents  (subject  to  a  limitation  indicated  below)  where  the  double 
tax  arises  from  the  United  States  imposing  a  tax  on  the  entire  estate, 
and  a  foreign  country  imposing  an  estate  tax  on  property  situated 
within  that  country.  The  foreign  estate  tax  credit  is  allowed  both 
against  the  basic  estate  tax  and  the  additional  estate  tax.  As  in  the 
case  of  the  income  tax,  a  foreign  tax  credit  is  allowed  in  the  case  of 
those  who  were  residents  but  not  citizens  of  the  United  States  only  if 
the  foreign  country  in  which  the  decedent  was  a  citizen  allows  a  similar 
foreign  tax  credit  in  the  case  of  citizens  of  the  United  States  who  are 
residents  of  that  country.  As  in  the  case  of  the  foreign  tax  credit 
allowed  for  income  tax  purposes,  the  foreign  estate  tax  credit  is  limited 
in  a  manner  which  permits  the  offsetting  of  taxes  paid  the  foreign 
country  with  respect  to  property  situated  in  that  country  only  to  the 
extent  that  such  property  is  taxed  by  the  United  States.  Thus,  if  a 
foreign  country  imposes  an  estate  tax  at  a  higher  effective  rate  than 
that  provided  by  the  United  States,  a  credit  is  to  be  allowed  only  to 
the  extent  of  the  effective  rate  of  tax  imposed  by  the  United  States. 

This  provision  is  effective  with  respect  to  estates  of  decedents  dying 
after  the  date  of  enactment  of  this  bill.  It  does  not  affect  any  treaty 
obligations  of  the  United  States. 

2.  United  States  bonds  held  by  nonresident  aliens  (sec.  604) 

Section  604  of  the  bill  deals  with  the  status  under  the  estate  and  gift 
taxes  of  obligations  of  the  United  States  Government  owned  by 
nonresident  aliens  not  engaged  in  trade  or  business  in  the  United 
States.  It  provides  that  United  States  Government  bonds  issued 
on  or  after  March  1,  1941,  are  to  be  included  in  the  gross  estates  of 
the  nonresident  aliens,  and  that  gifts  of  Government  bonds  issued 
on  or  after  March  1,  1941,  are  to  be  subject  to  gift  tax. 

The  amendment  will  apply  only  in  the  case  of  estates  of  decedents 
who  die  after  the  date  of  enactment  of  this  bill  or  to  gifts  made  after 
such  date. 
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8.  Works  of  art  loaned  by  nonresident  aliens  ( sec  605 ) 

Section  605  of  the  bill  provides  that  works  of  art  owned  by  a  non¬ 
resident  alien  which  are  loaned  to  public  galleries  or  museums  in  the 
United  States  for  exhibition  purposes  are  to  be  exempt  from  estate 
tax  if  the  nonresident  alien  dies  while  the  works  of  art  are  in  this 
country. 

Present  law  (sec.  863  (c)  of  the  code)  limits  the  exemption  to  works 
of  art  loaned  to  the  National  Gallery  of  Art. 

This  provision  is  effective  with  respect  to  estates  of  decedents 
dying  after  the  date  of  enactment  of  this  bill. 

J.  Estate  taxes  of  servicemen  killed  in  Korea  (sec.  606) 

The  bill  provides  the  same  estate  tax  treatment  for  members  of  the 
Armed  Forces  dying  in  combat  zones  or  from  wounds  received  in 
combat  zones  as  was  previously  provided  for  servicemen  dying  during 
World  War  II. 

Section  606  provides  that  the  additional  estate  tax  is  not  to  apply 
to  the  estate  of  a  decedent  dying  while  in  active  service  as  a  member 
of  the  military  or  naval  forces  of  the  United  States  if  the  decedent  was 
either  killed  in  action  while  serving  in  a  combat  zone,  or  died  as  a 
result  of  wounds  or  other  injuries,  or  a  disease,  suffered  while  in  line 
of  duty  by  reason  of  a  hazard  to  which  he  was  subjected  as  an  incident 
of  such  military  or  naval  service. 

This  provision  is  effective  with  respect  to  deaths  occuring  after 
the  commencement  of  hostilities  in  Korea  (after  June  24,  1950)  and 
before  January  1,  1954. 

5.  Reversionary  interest  of  decedents  dying  prior  to  February  10,  1989 

(sec.  607 ) 

The  provisions  of  the  Technical  Changes  Act  of  1949  apply  only 
with  respect  to  the  decedents  dying  after  February  10,  1939,  the  date  of 
enactment  of  the  Internal  Revenue  Code.  In  the  case  of  such  de¬ 
cedents,  property  is  included  in  the  gross  estate  by  reason  of  the 
retention  of  a  reversionary  interest  in  a  transfer  made  before  October  8, 
1949,  only  if  the  reversionary  interest  is  express  and  is  worth  more 
than  5  percent  immediately  before  the  decedent’s  death. 

On  March  18,  1937,  Treasury  Decision  4729  was  issued  by  the 
Treasury  Department,  providing  that  property  should  not  be  taxed 
by  reason  of  the  retention  of  a  reversionary  interest.  Section  607  of 
the  bill  provides  that  property  transferred  by  a  decedent  dying  after 
March  18,  1937,  and  before  February  11,  1939  is  not  to  be  included  in 
the  estate  of  the  decedent  because  of  a  possibility  of  reverter  if  the 
regulations  in  effect  at  the  time  of  the  death  of  the  decedent  did  not 
provide  for  the  inclusion  of  property  so  transferred. 

6.  Decedents  dying  in  1950  with  pre-1931  life  estates  retained  (sec.  608) 

The  Technical  Changes  Act  of  1949  provided  that,  in  the  case  of 

life  estates  retained  in  transfers  made  on  or  before  March  3,  1931 
(and  in  some  cases  before  June  7,  1932),  the  property  would  not  be 
included  in  the  decedent’s  gross  estate  bj^  reason  of  retention  of  the 
life  estate  if  the  decedent  died  before  January  1,  1950.  The  1949  act 
also  provided  that  these  life  estates  could  be  released  free  of  estate 
and  gift  tax  at  any  time  during  1949  or  1950.  The  1949  act  con¬ 
taining  this  tax-free  release  provision  became  law  on  October  25, 
1949.  There  have  been  several  cases  in  which  decedents  died  in  1950 
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before  releasing  their  pre-1931  life  estates,  possibly  because  they  were 
not  aware  of  the  tax-free  release  provision  or  were  not  in  condition  to 
effect  a  release. 

In  the  case  of  life  estates  retained  in  transfers  made  on  or  before 
March  3,  1931,  section  608  of  the  bill  provides  that  property  will  not 
be  included  in  the  decedent’s  gross  estate  by  reason  of  retention  of 
the  life  estate  if  the  decedent  died  before  January  1,  1951  (instead  of 
January  1,  1950,  as  provided  by  the  present  law). 

7.  Pre-1916  transfers  with  reversionary  interests  retained  (609) 

Under  the  present  law  a  transfer  in  trust  prior  to  1931  is  not  subject 

to  estate  tax  by  reason  of  the  retention  of  a  life  estate  provided  that 
the  decedent  died  prior  to  1950  (1951  under  section  608  of  this  bill) 
and  a  transfer  prior  to  October  8,  1949,  is  not  subject  to  estate  tax  by 
reason  of  the  retention  of  a  reversionary  interest  unless  the  reversion¬ 
ary  interest  is  express,  rather  than  arising  by  operation  of  law,  and 
exceeds  5  percent  of  the  value  of  the  property  immediately  before  the 
decedent’s  death.  The  present  law  makes  no  distinction  between 
transfers  made  before  the  enactment  of  the  estate  tax,  September  8, 
1916,  and  transfers  made  after  that  date.  However,  from  1927  to 
1934  the  regulations  provided  that  transfers  made  before  enactment 
of  the  estate  tax  would  not  be  taxable.  Also,  prior  to  the  decision  of 
the  Supreme  Court  in  the  Hallock  case  in  1940  it  was  felt  that  property 
would  not  be  taxed  in  a  decedent’s  estate  by  reason  of  his  retention 
of  a  reversionary  interest. 

Section  609  of  the  bill  provides,  in  effect,  that  property  will  not  be 
included  in  the  estate  of  a  decedent  by  reason  of  the  retention  of  a 
reversionary  interest  in  a  transfer  made  prior  to  September  8,  1916, 
where  the  decedent  died  after  February  10,  1939,  the  date  of  enact¬ 
ment  of  the  Internal  Revenue  Code. 

8.  Reversionary  interests  in  life  insurance — ■ Decedents  dying  after  October 

21,  19^2  (Sec.  610 ) 

The  Revenue  Act  of  1942  provided  that,  in  determining  the  pro¬ 
portion  of  life-insurance  premiums  paid  by  the  decedent,  premiums 
paid  by  a  decedent  on  or  before  January  10,  1941,  are  included  if 
the  decedent  at  any  time  after  that  date  possessed  an  incident  of  owner¬ 
ship  in  the  policy.  Since  a  reversionary  interest  was  construed  to 
be  an  incident  of  ownership,  the  retention  of  any  reversionary  interest, 
regardless  of  its  size  and  regardless  of  whether  it  was  express  or  by 
operation  of  law,  had  the  effect  of  making  the  premiums  paid  by  the 
decedent  includible  for  purposes  of  the  premium  payment  test.  In 
order  to  make  the  treatment  of  life  insurance  consistent  with  the  treat¬ 
ment  of  other  property  under  the  Technical  Changes  Act  of  1949, 
the  Revenue  Act  of  1950  provided  that  a  reversionary  interest  should 
be  considered  an  incident  of  ownership  only  if  it  were  express  and, 
at  some  time  after  January  10,  1941,  exceeded  5  percent  of  the  value 
of  the  policy.  The.  provision  in  the  1950  act  was  an  amendment  of 
the  Revenue  Act  of  1942,  so  that  it  was  effective  with  respect  to  the 
estates  of  decedents  dying  after  October  21,  1942.  However,  the  1950 
provision  did  not  provide  for  the  reopening  of  closed  cases.  In  this 
respect  it  was  different  from  the  1949  amendment  of  section  811  (c), 
which  provided  a  1-year  period  during  winch  claims  for  refund  could 
be  filed  for  closed  cases. 
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Section  610  of  the  bill  amends  section  503  of  the  Revenue  Act  of 
1950  in  order  to  permit  the  reopening  of  closed  cases  if  a  claim  was 
filed  within  1  year  from  the  date  of  the  enactment  of  the  Technical 
Changes  Act  of  1949,  on  October  25,  1949. 

VII.  EXCISE  TAXES 

It  is  estimated  that  at  the  levels  of  production  anticipated  in  the 
fiscal  year  1952  excise  tax  changes  made  by  the  bill,  when  fully  effec¬ 
tive,  will  raise  revenues  by  $1,204  million.  As  shown  in  table  13,  al¬ 
most  all  of  the  excise-tax  revenue  provided  by  the  bill  is  raised  from 
the  manufacturers’  excises,  the  new  taxes'  on  gambling  and  the  taxes 
on  alcoholic  beverages  and  tobacco.  No  rate  increases  are  provided 
in  the  case  of  the  retail  excises,  the  excises  on  transportation  and 
communication,  or  the  admission  taxes. 

Table  13. — Excise-tax  revenue  raised  tty  the  hill  by  major  sources 

[At  estimated  fiscal  year  1952  levels  of  production  and  consumption  but  in  a  full  year  of 

operation] 


Additional 
revenue 
(in  millions 

Type  of  excess  tax  of  dollars) 

Alcoholic  beverages _  $252 

Tobacco  products _ : _  156 

Manufacturer _  428 

Retail _  —  7 

Transportation  and  communication _  —14 

Amusement  and  recreation _  —18 

Gambling _  407 


Total _ : _ 1,  204 


The  excise-tax  changes  made  by  the  bill  become  effective  on  the 
first  day  of  the  first  month  which  begins  more  than  10  days  after  the 
date  of  enactment  of  the  bill.  The  bill  also  provides  that  the  excise- 
rate  increases  are  to  expire  on  April  1,  1954.  The  increases  in  the 
occupational  taxes  on  dealers  in  liquor  and  coin-operated  gaming 
devices  are  an  exception  to  this  rule.  These  increases  are  permanent. 
With  November  1  as  the  effective  date  for  these  changes,  it  is  estimated 
that  the  bill  will  increase  excise-tax  revenues  by  $787  million  in  the 
fiscal  year  1952  (this  includes  the  floor  stock  taxes),  raising  total 
receipts  for  1952  from  excises  to  $9,347  million. 

A.  Alcoholic  Beverages 

1.  Distilled  spirts  (secs.  Jfil,  4-62) 

Section  451  of  the  bill  increases  the  tax  on  distilled  spirits  from  $9  to 
$10.50  per  proof  gallon.  The  increase  of  $1.50  per  proof  gallon 
amounts  to  about  26  cents  a  fifth  on  the  ordinary  type  of  whisky 
bottled  at  about  85  proof.  Under  present  law  the  $9  per  gallon  tax 
on  distilled  spirits  averages  about  40  percent  of  the  retail  price  per 
bottle,  including  tax.  The  tax  imposed  by  the  bill  will  raise  this 
figure  to  about  43  percent.  This  assumes  the  addition  in  full  of  the 
tax  to  current  prices,  but  no  price  mark-up  on  the  tax. 

At  the  present  time,  although  the  general  tax  rate  on  distilled  spirits 
is  $9  a  proof  gallon,  a  draw-back  of  $6  per  proof  gallon  is  provided  for 
distilled  spirits  used  for  medicines,  medicinal  preparations,  food  prod¬ 
ucts,  flavors,  or  flavoring  extracts  which  are  unfit  for  beverage  pur- 
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poses.  This  leaves  a  net  tax  of  $3  per  proof  gallon  in  such  cases. 
The  bill  increases  these  draw-backs  so  that  a  net  tax  of  $1  per  proof 
gallon  is  finally  paid.  With  the  tax  rate  of  $10.50  per  proof  gallon 
this  is  accomplished  in  section  462  of  the  bill  providing  in  section  3250 
(1)  of  the  code  a  draw-back  of  $9.50  per  proof  gallon.  When  the  tax 
rate  reverts  to  $9  per  proof  gallon,  the  draw-back  is  to  be  decreased  to 
$8  per  proof  gallon. 

2.  Beer  ( sec.  1^53 ) 

Section  453  of  the  bill  increases  the  tax  imposed  on  fermented  malt 
liquor,  or  beer,  by  $1  per  barrel,  or  from  the  $8  per  barrel  provided  by 
present  law  to  $9  per  barrel.  This  is  an  increase  in  tax  of  12%  percent 
as  contrasted  to  an  increase  of  16%  percent  provided  in  the  case  of 
distilled  spirit.  Under  present  law  the  tax  on  beer  represents  about 
15  percent  of  the  average  retail  price  (including  tax)  and  under  the 
bill  this  is  increased  to  between  16  and  17  percent.  In  the  case  of  a 
12-ounce  bottle  of  beer  the  tax  increase  represents  an  increase  of  about 
one-third  of  1  cent. 

3.  Wines  (sec.  .(52 ) 

Section  452  of  the  bill  to  provide  for  about  the  same  increase  in  the 
tax  on  wines  as  in  the  case  of  beer,  namely,  an  increase  of  approxi¬ 
mately  12%  percent.  Thus,  in  the  case  of  still  wines,  including  ver¬ 
mouth,  the  tax  per  gallon  is  to  be — 

(a)  increased  from  15  to  17  cents  where  the  alcoholic  content 
of  the  wine  is  not  more  than  14  percent, 

(b)  increased  from  60  to  67  cents  where  the  alcoholic  content 
of  the  wine  is  over  14  percent  but  not  over  21  percent;  and 

(c)  increased  from  $2  to  $2.25  where  the  alcoholic  content  of 
the  wine  is  over  21  percent  but  not  over  24  percent.14 

In  the  case  of  sparkling  wines,  liqueurs,  and  cordials  the  tax  per  half 
pint  is  to  be  : 

(a)  increased  from  15  to  17  cents  in  the  case  of  champagne  or 
sparkling  wines ;  and 

(b)  increased  from  10  to  12  cents  in  the  case  of  liqueurs,  cor¬ 
dials,  and  artificially  carbonated  wines. 

Most  of  the  wine  consumption  in  the  United  States  today  is  repre¬ 
sented  by  the  first  two  categories  of  still  wines.  Natural,  or  table, 
wines  with  an  alcoholic  content  not  over  14  percent  and  including  such 
wines  as  sauterne,  claret,  and  burgundy  represent  about  one-quarter 
of  the  total  consumption.  Sweet  or  dessert  wines  with  an  alcoholic 
content  between  14  and  21  percent  and  including  such  wfines  as  port, 
sherry,  tokay,  and  muscatel  represent  approximately  three-fourths 
of  the  total  consumption  in  the  United  States  today.  These  wines 
are  fortified  with  brandy  or  alcohol  before  the  natural  fermentation  is 
completed.  Sparkling  wines  account  for  most  of  the  small  remaining 
consumption  in  the  United  Sates  today  and  in  large  part  represent 
imports. 

In  terms  of  retail  price  the  tax  under  present  law  represents  about 
4  percent  of  the  retail  price  (including  tax)  in  the  case  of  table  wines, 
and  is  to  be  increased  by  about  one-half  of  1  percent  under  the  bill. 
The  tax  on  sweet  wines  under  present  law  represents  about  15  percent 

"  "Mnes  with  alcoholic  content  in  excess  of  24  percent  are  subject  to  the  tax  on  distilled 
spirits. 
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of  the  retail  price  and  under  the  bill  this  percentage  is  to  be  increased 
by  slightly  more  than  1  percentage  point.  The  tax  on  sparkling  wines 
represents  about  25  percent  of  the  retail  price  under  present  law  and 
under  the  bill  is  to  be  increased  to  about  261/4  percent. 

4-  Occupational  taxes  on  dealers  in  liquor  ( sec.  461 ) 

Retail  dealers  in  liquor  other  than  those  dealing  exclusively  in  wine 
and  beer  are  required  under  section  3250  of  the  code  to  pay  a  special 
annual  occupational  tax  of  $27.50.  Section  461  of  the  bill  raises  this 
occupational  tax  to  $50  a  year. 

Section  461  of  the  bill  also  increases  the  occupational  taxes  on  whole¬ 
sale  dealers  in  liquors  and  wholesale  dealers  in  malt  liquors.  Section 
3250  (a)  (1)  of  the  code  imposes  a  special  occupational  tax  of  $110 
on  wholesale  dealers  in  liquors.  This  includes  wholesale  dealers  in 
wines,  as  well  as  wholesale  dealers  in  distilled  spirits.  The  bill  raises 
this  tax  to  $200.  Section  3250  (d)  of  the  code  provides  an  occupational 
tax  of  $55  for  wholesale  dealers  in  malt  liquor.  This  tax  is  raised  to 
$100. 

5.  Spirits  lost  in  floods  of  1951  ( sec.  498 ) 

Section  498  of  the  bill  provides  for  tax  refunds  or  credits  to  dis¬ 
tillers  or  rectifiers  for  internal  revenue  tax  and  custom’s  duties  previ¬ 
ously  paid  with  respect  to  spirits  which  have  been  lost  or  rendered 
unmarketable  as  a  result  of  floods  during  the  year  1951.  To  be  eligible 
for  this  tax  refund  or  credit  the  spirits  must  still  be  in  the  possession 
of — 

1.  The  person  originally  paying  the  tax, 

2.  a  rectifier,  or 

3.  a  wholesale  or  retail  liquor  dealer. 

It  is  also  provided  that  the  refunds  or  credits  may  be  made  in  the 
case  of  any  of  the  above  persons  except  retail  liquor  dealers  who  re¬ 
placed  for  someone  else  distilled  spirits  destroyed  or  rendered  unmar¬ 
ketable  by  a  flood  if  the  replacement  was  made  without  compensation. 
In  order  to  be  eligible  for  the  refund  or  credit  a  claimant  must  furnish 
proof  that  the  tax  or  duty  was  fully  paid,  that  the  damage  was  sus¬ 
tained  as  the  result  of  the  flood  conditions,  that  he  was  not  insured 
against  loss  of  the  tax,  and  in  the  case  of  replacements  that  he  has 
actually  replaced  the  full  equivalent  of  the  distilled  spirits  destroyed. 

B.  Tobacco  Products 

1.  Cigarettes  ( sec.  4%1 ) 

In  the  case  of  cigarettes,  section  421  of  the  bill  increases  the 
tax  provided  by  section  2000  of  the  code  from  $3.50  per  thousand  to 
$4  per  thousand.  In  effect,  this  raises  the  tax  on  the  ordinary  package 
of  20  cigarettes  from  7  cents  to  8  cents.  The  present  tax  on  cigarettes 
represents  about  34  percent  of  the  retail  price  including  tax.  The 
increase  will  raise  this  to  about  37  percent. 

2.  Snuff ,  chewing  tobacco ,  and  smoking  tobacco  ( sec.  1$3 ) 

In  the  case  of  snuff,  chewing  tobacco,  and  smoking  tobacco  section 
423  of  the  bill  reduces  the  tax  from  18  cents  per  pound  to  10  cents  per 
pound. 
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C.  Manufacturers’  Excises 

1.  Gasoline  and  diesel  fuel  (  secs.  4S9,  ^1 ) 

Section  489  of  the  bill  provides  for  a  one-half  cent  increase  in  the 
gasoline  tax,  raising  the  Federal  gasoline  tax,  provided  by  section  3412 
of  the  code,  from  iy2  to  2  cents  per  gallon.  Since  the  tax  on  gasoline 
is  a  specific  and  not  an  ad  valorem  tax,  the  percentage  relationship 
of  the  tax  to  the  retail  price  will  vary  with  the  variation  in  the  price 
of  gasoline.  In  1950  the  tax  was  6  percent  of  the  retail  price,  including 
tax,  and  in  1940  it  was  8i/2  percent  of  the  retail  price.  The  bill  will 
result  in  a  tax  equal  to  about  8  percent  of  the  retail  price  of  gasoline 
including  tax. 

Section  441  of  the  bill  also  adds  a  new  section  2450  to  the  code  im¬ 
posing  a  tax  of  2  cents  per  gallon  on  diesel  fuel  for  diesel-powered 
highway  vehicles.  The  tax  is  imposed  on  the  retailer  selling  the  diesel 
fuel  for  highway  use  and  also  on  persons  using  the  diesel  fuel  in  high¬ 
way  vehicles  if  no  tax  was  collected  from  the  retailer.  Of  this  2  cents 
per  gallon  tax,  iy2  cents  is  permanent.  The  remaining  y2  cent  tax 
terminates  as  of  April  1, 1954. 

*2.  Passenger  cars  and  motorcycles  ( sec.  Ifil  (b)  ) 

Section  481  (b)  of  the  bill  increases  the  tax,  provided  by  section  3403 
of  the  code,  on  passenger  cars  and  motorcycles  from  7  to  10  percent  of 
the  manufacturer’s  price.  However,  the  bill  removes  the  tax  on  house 
trailers.  The  present  tax  on  passenger  cars  on  the  average  represents 
5  percent  of  the  retail  price,  including  tax.  The  increase  provided  by 
this  bill  will  raise  this  to  somewhat  over  7  percent. 

3.  Automobile  trucks,  busses,  and  truck  trailers  ( sec.  481  (a)  ) 

Section  481  (a)  of  the  bill  increases  the  tax  on  automobile  trucks, 
busses,  and  truck  trailers,  provided  by  section  3403  of  the  code,  from 
5  to  8  percent  of  the  manufacturer’s  price. 

A  Automotive  'parts  and  accessories  ( sec.  481  ( c),  ( d),  (f)) 

Section  481  (c)  of  the  bill  increases  the  tax  on  automotive  parts  and 
accessories,  provided  by  section  3403  of  the  code,  from  5  to  8  percent 
of  the  manufacturer’s  price. 

With  respect  to  reconditioned  or  rebuilt  parts,  where  such  sales  are 
subject  to  the  parts  and  accessories  tax  under  present  law,  section  481 
(d)  of  the  bill  provides  an  amendment  which  excludes  from  the  tax 
base  the  fair  market  value  of  any  like  part  traded  in  for  a  recondi¬ 
tioned  or  rebuilt  part. 

Section  481  (f)  of  the  bill  amends  section  3443  of  the  code  to  provide 
for  a  credit  or  refund  of  the  tax  on  automotive  parts  and  accessories 
where  the  parts  or  accessories  are  used  or  resold  for  the  repair  or  re¬ 
placement  of  farm  equipment  parts.  However,  this  crediting  or  re¬ 
funding  device  is  not  made  available  in  the  case  of  spark  plugs,  storage 
batteries,  leaf  springs,  coils,  timers,  and  tire  chains.  An  exemption 
is  already  provided  by  existing  regulations  for  automotive  parts  and 
accessories  sold  to  manufacturers  for  use  on  new  farm  equipment  with 
the  exception  of  the  items  specifically  listed  above.  The  provision 
applies  the  same  policy  to  sales  of  repair  or  replacement  parts,  making 
use,  in  this  case,  of  a  crediting  or  refunding  procedure. 
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5.  Tires  on  toys ,  etc.  ( sec.  481  (h)) 

Section  481  (h)  of  the  bill  makes  a  revision  in  the  5-cent-per-pound 
manufacturers’  tax  on  tires.  Section  3400  of  the  code  is  amended  to 
exclude  from  this  tax  tires  which  are  not  more  than  20  inches  in  diam¬ 
eter  and  one  and  three-fourths  of  an  inch  in  cross  section  if  the  tires 
are  of  all-rubber  construction.  The  bill  also  excludes  tires  with  in¬ 
ternal  wire  fasteners,  irrespective  of  size.  Under  present  law,  the 
tax  on  tires  is  applicable  to  all  tires  regardless  of  the  use  for  which 
they  are  intended.  This  provision  has  the  effect  of  removing  the  tax 
in  the  case  of  tires  for  baby  buggies,  lawn  mowers,  children’s  tricycles, 
scooters,  coaster  wagons,  etc. 

6.  Electric ,  gas,  arid  oil  appliances  ( sec.  485 ) 

Section  485  of  the  bill  revises  the  base  of  the  10  percent  manufac¬ 
turer’s  tax  on  electric,  gas  and  oil  appliances  provided  by  section  3406 
of  the  code.  Except  in  the  case  of  electric  direct  motor-driven  fans 
and  air  circulators,  the  bill  removes  from  tax  all  appliances  of  a  non¬ 
household  type.  In  the  case  of  the  former,  only  industrial  type  elec¬ 
tric  direct  motor-driven  fans  and  air  emulators  are  removed  from 
the  base  of  the  tax.  In  addition,  the  bill  exempts  from  tax  all  electric 
heating  pads.  It  also  adds  the  following  household  types  of  items 
to  the  base  of  this  tax : 


1.  Electric  exhaust  blowers. 

2.  Electric  belt-driven  fans. 

3.  Electric  or  gas  clothes  driers. 

4.  Electric  door  chimes. 

5.  Electric  dehumidifiers. 

6.  Electric  dishwashers. 

7.  Electric  floor  polishers  and  waxers. 

8.  Electric  food  choppers  and  grinders. 

9.  Electric  hedge  trimmers. 


10.  Electric  ice  cream  freezers. 

11.  Electric  mangles. 

12.  Electric  motion  or  still  picture 

projectors. 

13.  Electric  pants  pressers. 

14.  Power  lawn  mowers. 

15.  Electric  sheets  and  spreads. 

16.  Electric  garbage  disposal  units. 


The  items  taxed  under  present  law  which  will  continue  to  be  subject 
to  tax  under  the  bill  are  electric  direct  motor-driven  fans  and  air  cir¬ 
culators  of  the  nonindustrial  type  and  the  following  household  types 
of  appliances : 


1.  Electric,  gas,  and  oil  water  heaters. 

2.  Electric,  gas,  and  oil  appliances  for  cooking  or  warming  food  or  bev¬ 

erages  for  consumption  on  the  premises. 

3.  Electric  flat  irons. 

4.  Electric  air  heaters  (but  not  furnaces). 

5.  Electric  immersion  heaters. 

6.  Electric  blankets. 

7.  Electric  mixers,  whippers,  and  juicers. 

Of  the  items  added  to  the  base  of  the  tax,  the  most  important  in 
terms  of  revenue  are  power  lawn  mowers,  electric  dishwashers,  and 
electric  and  gas  cloth&s  driers.  This  10-percent  manufacturers’  tax, 
when  expressed  as  a  percentage  of  the  retail  price  of  the  electric,  gas, 
and  oil  appliances,  including  tax,  represents  about  a  6-percent  tax. 

7.  Navigation  receivers  sold  to  the  United  States  Government  ( sec.  482 ) 
Section  482  of  the  bill  makes  a  revision  in  the  base  of  the  10-percent 
manufacturers’  excise  tax  on  radio  receiving  sets,  television  receiving 
sets,  etc.,  imposed  by  section  3404  of  the  code.  “A  communication, 
detection,  or  navigation  receiver  of  the  type  used  in  commercial,  mili¬ 
tary,  or  marine  installations,”  is  exempted  from  this  tax  if  sold  to  the 
United  States  for  its  exclusive  use. 
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8.  Refrigeration  equipment  ( sec.  483 ) 

Under  present  law,  a  10-percent  manufacturers’  tax  is  imposed  on 
household  type  mechanical  refrigerators,  quick-freeze  units,  and  re¬ 
frigerating  and  freezing  apparatus.  In  the  case  of  refrigerating  and 
freezing  apparatus,  present  law  provides  that  the  tax  does  not  apply 
in  the  case  of  sales  of  refrigerator  components  to  wholesalers  and 
retailers  for  resale  to  manufacturers  of  taxable  refrigerators,  quick- 
freeze  units  or  refrigerating  or  cooling  apparatus.  Where  refriger¬ 
ating  apparatus  is  sold  to  a  wholesaler  or  retailer  for  resale  to  a 
manufacturer  of  nontaxable  refrigerators  or  refrigeration  equipment 
the  tax  does  apply.  However,  if  a  manufacturer  of  refrigeration 
equipment  sells  it  directly  to  another  manufacturer  of  refrigeration 
equipment,  no  tax  applies  irrespective  of  whether  or  not  the  refrigera¬ 
tion  equipment  sold  by  the  second  manufacturer  is  taxable. 

Section  483  of  the  bill  amends  section  3405  (b)  of  the  Code  to  provide 
that,  under  regulations  prescribed  by  the  Secretary  of  the  Treasury, 
the  tax  is  not  to  apply  to  refrigeration  components  sold  to  wholesalers 
or  retailers  where  the  components  are  held  for  resale  to  manufacturers 
of  refrigeration  and  freezing  equipment  (and  finally  so  sold)  irre¬ 
spective  of  whether  or  not  the  equipment  sold  by  the  latter  manufac¬ 
turers  is  taxable  equipment. 


9.  Sporting  goods  ( sec.  484 ) 

Section  484  of  the  bill  makes  two  changes  in  the  10-percent  manu¬ 
facturers’  tax  imposed  on  sporting  goods  by  section  3406  of  the  code. 

Under  present  law  this  tax  covers  virtually  all  types  of  sporting 
equipment  although  certain  toy  or  children-sized  items  are  exempt. 
The  first  change  made  by  the  bill  with  respect  to  the  sporting  goods 
tax  is  to  remove  from  its  application  specific  types  of  articles  which 
are  used  predominantly  for  school  sports  and  by  children.  The  items 
removed  from  the  application  of  the  tax  are  as  follows : 


1.  Baseballs  and  baseball  equipment. 

2.  Basketballs. 

3.  Boxing  gloves  and  other  boxing 

equipment. 

4.  Fencing  equipment. 

5.  Footballs  and  other  football  equip¬ 

ment. 

6.  Gymnasium  equipment  and  appara¬ 

tus. 

7.  Hockey  equipment. 

8.  Indoor  baseballs  and  other  indoor 

baseball  equipment. 

9.  Mass  balls. 


10.  Push  balls. 

11.  Skates. 

12.  Snow  toboggans  and  sleds  not  more 

than  60  inches  in  length. 

13.  Soccer  balls. 

14.  Softballs  and  other  softball  equip¬ 

ment. 

15.  Track  hurdles. 

16.  Vaulting  equipment. 

17.  Volleyballs  and  other  volleyball 

equipment. 

18.  Water  polo  equipment. 

19.  Wrestling  head  harness. 


The  items  which  will  remain  in  the  base  of  the  tax  are  as  follows : 


1.  Badminton  equipment. 

2.  Billiard  and  pool  tables,  balls,  and 

cues. 

3.  Bowling  balls  and  pins. 

4.  Clay  pigeons  and  traps  for  throwing 

clay  pigeons. 

5.  Cricket  balls  and  bats. 

6.  Croquet  balls  and  mallets. 

7.  Curling  stones. 

8.  Deck-tennis  equipment. 

9.  Golf  clubs  and  other  golf  equipment. 


10.  Lacrosse  equipment. 

11.  Polo  equipment. 

12.  Skis  and  ski  poles. 

13.  Snow  shoes. 

14.  Snow  toboggans  and  sleds  more  than 

60  inches  in  length. 

15.  Squash  equipment. 

15.  Squash  equipment. 

16.  Table-tennis  equipment. 

17.  Tennis  equipment. 

18.  Fishing  equipment. 
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The  second  change  made  by  the  bill  is  to  raise  the  rate  of  tax  from 

10  percent  to  15  percent  of  the  manufacturer’s  price  with  respect  to  all 
of  the  items  remaining  in  the  tax  base,  except  fishing  equipment.  In 
that  case  the  bill  leaves  the  rate  at  10  percent.  The  tax  receipts  from 
that  source  are  earmarked  for  conservation  and  this  bill  makes  no 
change  in  this  arrangement.  Under  present  law  the  tax  on  sporting 
goods  is  about  6  percent  of  the  retail  price  including  tax  and  under 
the  bill  will  be  (except  for  fishing  equipment)  between  10  percent  and 

11  percent  of  the  retail  price. 

10.  Photographic  apparatus  and  film  ( sec.  186 ) 

Section  3406  of  the  code  imposes  a  25-percent  tax  on  sales  at  the 
manufacturers’  level  of  photographic  apparatus,  which  is  defined  as 
including  cameras  weighing  4  pounds  or  less,  lenses,  photographic 
apparatus  and  equipment,  and  any  apparatus  or  equipment  designed 
especially  for  photographic  purposes.  A  15-percent  manufacturers’ 
tax  is  also  imposed  on  photographic  films  (except  X-ray  films) ,  photo¬ 
graphic  plates,  and  sensitized  paper.  Under  present  law,  the  tax  on 
film  is  about  9  percent,  and  tax  on  equipment  is  about  13  percent,  of 
the  retail  price. 

Section  486  of  the  bill  decreases  the  25-percent  tax  on  photographic 
apparatus  to  20  percent  and  increases  the  15-percent  tax  on  film  to  20 
percent.  The  bill  also  revises  the  bases  of  these  taxes  so  that  they  are 
imposed  only  on  film,  cameras,  and  lenses,  and  only  on  those  which, 
insofar  as  administratively  possible,  do  not  represent  a  cost  of  doing 
business.  Under  the  bill,  the  tax  on  these  items  will  represent  a  tax 
of  between  1 1  and  12  percent  of  the  retail  price. 

In  the  case  of  photoflash  bulbs,  the  bill  provides  floor  stock  refunds. 
That  is,  wholesalers,  retailers  and  othei's  having  inventories  of  photo¬ 
flash  bulbs  intended  for  sale  on  the  date  the  elimination  of  the  tax 
becomes  effective  would  be  credited,  or  would  receive  a  refund,  with 
respect  to  the  tax  paid  on  their  inventories  of  photoflash  bulbs. 

11.  Electrical  energy  ( sec.  188) 

Section  3411  of  the  code  imposes  upon  vendors  of  electrical  energy 
sold  to  domestic  or  commercial  consumers  a  tax  equal  to  Sys  percent 
of  the  price  charged.  Section  488  of  the  bill  repeals  this  tax. 

12.  Fountain  pens ,  hall-point  pens ,  and  mechanical  pencils  ( sec.  187 ) 
Section  487  of  the  bill  adds  a  new  section  3408  to  the  code  imposing 

a  15-percent  manufacturers’  tax  on  fountain  pens,  ball-point  pens,  and 
mechanical  pencils.  At  the  present  time  some  pens  and  pencils  are 
subject  to  the  20-percent  retail  tax  on  jewelry  and  related  items  where 
they  have  nonessential  parts  which  are  ornamented  with  precious 
metals.  These  pens  and  pencils  are  not  included  in  the  base  of  the 
new  manufacturers’  tax. 

13.  Cigarette ,  cigar ,  and  pipe  lighters  (sec.  187) 

Section  487  of  the  bill  imposes  a  manufacturer’s  tax  on  all  mechani¬ 
cal  lighters  for  cigarettes,  cigars,  and  pipes  which  are  not  now  taxed 
as  jewelry.  The  manufacturer’s  tax  on  mechanical  lighters  is  imposed 
at  a  15-percent  rate. 
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D.  Retail  Excises 

1.  T oilet  'preparations  ( see.  491 ) 

Section  431  of  the  bill  makes  three  changes  in  the  20-percent  retail 
tax  on  toilet  preparations  imposed  by  sections  2402  and  1650  of  the 
code. 

The  first  of  these  changes  exempts  from  this  tax  baby  oils,  powders, 
lotions,  and  other  toilet  articles  unless  they  are  advertised  or  sold  as 
being  usable  by  adults. 

The  second  change  exempts  toilet  preparations  purchased  by  barber 
shops  and  beauty  parlors  for  use  in  these  establishments.  Under 
present  law  these  items  are  subject  to  tax  at  the  time  they  are  pur¬ 
chased  by  the  barber  shop  or  beauty  parlor.  However,  toilet  prepara¬ 
tions  purchased  by  a  barber  shop  or  beauty  parlor  for  resale  to  cus¬ 
tomers  are  not  taxable  until  sold  to  the  ultimate  user.  To  distinguish 
the  purchases  for  resale  made  by  the  barber  shop  or  beauty  parlor 
from  the  purchases  for  their  own  use,  the  establishment  is  required  to 
file  a  certificate,  if  no  tax  is  paid  at  the  time  of  purchase,  indicating 
that  the  items  will  not  be  used  in  the  establishment.  Such  certificates 
are  not  presently  required  in  the  case  of  tax-paid  purchases  for  use 
in  the  establishment.  The  bill  eliminates  repeals  the  tax  on  toilet 
preparations  purchased  by  barber  shops,  beauty  parlors,  and  similar 
establishments  if  intended  for  use  in  such  establishments.  This 
amendment  also  has  the  effect  of  eliminating  the  requirement  of  exemp¬ 
tion  certificates  in  connection  with  sales  of  cosmetics  to  barber  shops 
and  beauty  parlors  either  for  professional  use  therein  or  for  resale  once 
the  businesses  have  established  their  nontaxable  status  as  barber  shops 
or  beauty  parlors. 

The  third  change  exempts  from  the  application  of  this  tax  miniature 
samples  of  toilet  preparations  sold  by  manufacturers  or  distributors 
to  house-to-house  salesmen  if  the  samples  are  for  demonstration  pur¬ 
poses  only. 

E.  Transportation  and  Communication  Excises 

1.  Domestic  telegraph ,  cable ,  and  radio  messages  ( sec.  JpOl ) 

Sections  1650  and  3465  of  the  code  impose  a  25-percent  tax  on 
amounts  paid  for  domestic  telegraph,  cable,  or  radio  dispatches  or 
messages.  Section  491  of  the  bill  reduces  the  tax  on  domestic  tele¬ 
graph,  cable,  or  radio  messages  to  15  percent. 

2.  Long-distance  telephone  calls  from  members  of  the  Armed  Forces  in 

combat  areas  (sec.  J+92) 

Section  492  of  the  bill  provides  that  the  25-percent  tax  on  long¬ 
distance  telephone  calls  is  not  to  apply  to  calls  from  combat  zones 
initiated  by  members  of  the  Armed  Forces. 

3.  T ransportation  of  persons  ( secs.  493,  494 ) 

The  bill  makes  two  changes  in  the  15-percent  tax  on  amounts  paid 
for  the  transportation  of  persons  provided  by  sections'  1650  and  3469 
of  the  code.  One  of  these  exempts  certain  fishing  trips  from  the  tax 
on  the  transportation  of  persons.  Under  present  law  amounts  paid 
for  transportation  in  boats  where  the  transportation  takes  place  for 
the  sole  purpose  of  fishing  from  the  boat  have  been  held  to  be  taxable 
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under  these  sections.  Section  493  of  the  bill  exempts  from  the  tax  on 
the  transportation  of  persons  amounts  paid  for  transportation  by 
boat  for  the  purpose  of  fishing  from  such  boat. 

The  second  change  made  by  the  bill  in  the  tax  on  the  transportation 
of  persons  excludes  from  the  application  of  the  tax  amounts'  paid  in 
the  case  of  certain  types  of  transportation  by  vessels.  In  1947  the  tax 
on  the  transportation  of  persons  was  amended  to  exclude,  from  the 
application  of  the  tax,  amounts  paid  for  transportation  outside  of 
the  northern  portion  of  the  Western  Hemisphere.  However,  amounts 
paid  for  transportation  partially  within  United  States,  Canada,  or 
Mexico,  and  partially  outside  of  the  northern  portion  of  the  Western 
Hemisphere,  were  continued  under  the  tax  with  respect  to  that  part 
of  the  transportation  “which  is  from  any  port  or  station  within  the 
United  States,  Canada,  or  Mexico  to  any  other  port  or  station  within 
the  United  States,  Canada,  or  Mexico.”  For  example,  under  present 
law  if  a  vessel  leaving  New  York  for  London  stops  at  Boston  for 
servicing  or  refueling,  a  part  of  the  tickets  purchased  by  its  passengers 
is  subject  to  the  transportation  tax.  Section  494  of  the  bill  provides 
that  in  the  case  of  transportation  by  vessels  making  intermediate 
stops  at  ports  in  United  States,  Canada,  or  Mexico  on  voyages  be¬ 
tween  United  States  and  a  port  outside  of  the  northern  portion  of  the 
Western  Hemisphere,  the  charge  for  the  transportation  between  the 
intermediate  stop  and  the  port  in  the  United  States,  where  the  trans¬ 
portation  begins  or  ends,  is  not  to  be  subject  to  the  transportation  tax, 
if  the  vessels  are  not  authorized  both  to  discharge  and  take  on  passen¬ 
gers  at  the  intermediate  stops. 

]±.  Transportation  of  excavation  material  (sec.  495) 

Under  present  law  section  3475  of  the  code  imposes  a  3-percent  tax 
on  amounts  paid  for  the  transportation  of  property  (in  the  case  of 
coal  the  tax  is  4  cents  per  short  ton).  In  the  case  of  building  con¬ 
tractors  paying  for  hauling  dirt,  rocks  and  other  excavation  material 
to  some  designated  place  the  Bureau  of  Internal  Revenue  has  held  that 
a  charge  is  being  made  for  the  transportation  of  property  and,  there¬ 
fore,  that  such  hauls  are  subject  to  tax.  (Where  excavation  material 
has  been  removed  without  designating  the  place  it  is  to  be  taken,  no 
tax  has  been  applied,  since  the  Bureau  has  considered  this  to  be  merely 
the  payment  for  removal  of  waste  rather  than  a  charge  for  the  trans¬ 
portation  of  property.)  Since  March  13,  1951,  the  Bureau  of 
Interna]  Revenue  has  followed  the  rule  laid  down  by  the  Third 
Circuit  Court  of  Appeals  in  Edward  H.  Ellis  &  Sons ,  Inc.,  v.  United 
States  that  where  excavation  material  has  been  hauled  from  one  point 
on  a  construction  project  to  another  point  on  the  same  project,  no 
transportation  tax  is  due.  However,  tax  still  is  imposed  where  the 
excavation  material  is  taken  off  the  construction  project  to  some  desig¬ 
nated  place,  even  though  such  place  is  adjacent  to,  or  near  the  con¬ 
struction  project.  Section  495  of  the  bill  exempts  from  this  tax 
charges  made  for  the  use  of  motor  vehicles  for  the  movement  of  earth, 
rock,  or  other  excavated  material  from  a  construction  project  to  an 
adjacent  area.  The  bill  also  provides  that  no  inferences  are  to  be 
drawn  because  of  the  enactment  of  this  provision  with  respect  to  the 
tax  on  the  charge  for  transporting  other  excavated  material. 
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F.  Excises  on  Amusements  or  Recreation 

1.  General  admissions  (secs.  401 :  4-02) 

Sections  1650  and  1700  of  the  code  impose  a  tax  of  1  cent  for  each 
5  cents  or  major  fraction  thereof  charged  for  admission.  The  bill 
makes  two  changes  in  the  application  of  this  tax. 

The  first  change  in  the  admissions  tax,  made  by  section  401  of 
this  bill,  deals  with  the  amount  paid  for  admission.  Under  present 
law  a  person  admitted  free  or  at  reduced  rates  is  required  to  pay  the 
Same  amount  of  tax  as  a  person  who  is  charged  the  regular  admission 
price,  unless  he  is  an  employee,  a  municipal  officer  on  official  business, 
a  child  under  12,  a  serviceman,  or  (if  admission  is  free)  a  hospitalized 
veteran.  Section  401  of  the  bill  exempts  free  admissions  from  tax  in 
all  cases  and  bases  the  tax  on  amounts  actually  paid  where  persons  are 
admitted  at  reduced  rates. 

The  second  change  provides  exemptions  from  the  admissions  tax 
where  the  proceeds  inure  to  certain  types  of  organizations.  Section 
402  of  the  bill  exempts  from  this  tax  admissions  where  all  the  proceeds 
inure  to — 

1.  Churches  or  conventions  of  churches. 

2.  Educational  organizations  if  such  organizations  normally 
maintain  regular  faculties  and  curricula  and  normally  have  regu¬ 
larly  organized  bodies  of  pupils  or  students  in  attendance  at  the 
places  where  their  educational  activities  are  regularly  carried  on. 

3.  Charitable  organizations  if  such  organizations  are  supported 
in  whole  or  in  part  by  funds  contributed  by  the  United  States  or 
any  State  or  political  subdivision  thereof,  or  are  primarily  sup¬ 
ported  by  contributions  of  the  general  public. 

4.  Societies  or  organizations  conducted  for  the  sole  purpose  of 
maintaining  symphony  orchestras  or  operas  and  receiving  sub¬ 
stantial  support  from  voluntary  contributions. 

5.  Organizations  exempt  under  section  101  (6)  and  organized 
prior  to  October  1,  1951,  which  are  operated  for  the  purpose  of 
conducting  an  annual  chautauqua  program  of  educational,  cul¬ 
tural,  and  religious  activities  at  a  permanent  location. 

6.  National  Guard  organizations. 

7.  Reserve  officers’  organizations. 

8.  Veterans’  organizations. 

9.  Police  or  fire  departments,  pension  or  retirement  funds  set 
up  for  the  benefit  of  their  members  and  funds  set  up  for  the 
benefit  of  the  heirs  of  members. 

However,  in  the  case  of  any  of  the  above  types  of  organizations,  admis¬ 
sions  are  not  exempt  if  they  are  to — 

1.  Motion-picture  exhibitions. 

2.  Wrestling  and  boxing  matches. 

3.  Carnivals,  rodeos,  or  circuses  where  professionals  participate 
for  compensation. 

4.  Athletic  contests  unless  the  proceeds  inure  exclusively  to  the 
benefit  of  elementary  or  secondary  schools  (or,  in  the  case  of  an 
athletic  contest  between  two  elementary  or  secondary  schools, 
inure  to  the  benefit  of  a  hospital  for  crippled  children). 

The  bill  also  exempts  general  admissions  to  nonprofit  agriculture 
fairs;  admissions  to  concerts  conducted  by  nonprofit  civic  associa- 
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tions;  admissions  to  swimming  pools  and  other  places  providing  fa¬ 
cilities  for  physical  exercise  if  operated  by  a  governmental  unit; 
admissions  to  a  home  or  garden  which  is  temporarily  opened  to  the 
general  public  as  a  part  of  a  program  conducted  by  a  society  or 
organization  to  permit  the  inspection  of  historical  homes  and  gardens 
if  no  part  of  the  proceeds  inures  to  the  benefit  of  any  private  person ; 
and  admissions  to  historical  sites,  houses,  and  shrines,  and  associated 
museums  if  operated  by  an  ogranization  for  the  preservation  of  such 
place  and  if  no  proceeds  inure  to  any  private  person. 

2.  Cabarets  (sec.  Jj.04) 

Section  404  of  the  bill  relates  to  the  application  of  the  20-percent 
tax  on  cabarets  to  ballrooms  and  dance  halls.  Some  courts  have 
construed  the  cabaret  tax  to  apply  in  the  case  of  ballrooms  and 
dance  halls  where  it  was  possible  to  purchase  incidental  refresh¬ 
ments,  services  or  merchandise  in  such  places.  The  bill  amends 
section  1700  (e)  of  the  code  to  provide  that  the  cabaret  tax  shall  not 
apply  in  such  cases. 

G.  Excises  on  Gambling 

Section  471  of  the  bill  adds  a  new  chapter  27A  to  the  code  which 
imposes  a  10-percent  excise  tax  upon  wagers  of  certain  types,  prin¬ 
cipally  those  placed.with  bookmakers  and  Tottery  operators,  and  a  $50 
per  year  occupational  tax  both  upon  persons  engaged  in  accepting 
such  wagers  and  upon  persons  who  receive  wagers  for  the  persons  so 
engaged.  The  bill  provides  that  payment  of  either  the  tax  on  wagers 
or  the  occupational  tax  does  not  serve  to  exempt  any  person  from  any 
penalties  provided  under  either  State  or  Federal  law  with  respect 
to  engaging  in  the  taxed  activities. 

1.  Tax  on  wagers  (sec.  Jin') 

The  wagering  tax  is  placed  upon  wagers,  without  regard  to  the 
outcome  of  individual  bets.  The  tax  is  limited  (1)  to  wagers  on  sports 
events  or  contests  placed  with  a  person  engaged  in  the  business  of 
accepting  such  wagers,  (2)  to  wagers  placed  in  a  wagering  pool  which 
involves  a  sports  event  or  contest,  if  the  pool  is  conducted  for  profit, 
and  (3)  to  wagers  placed  in  a  lottery  conducted  for  profit. 

The  tax  will  extend  to  wagers  on  any  sport,  such  as  horse  racing, 
prizefights,  basketball,  baseball,  or  football,  including  sports  exhibi¬ 
tions  and  trials.  Moreover,  the  event  wagered  upon  need  not  be  a 
sports  activity  but  can  be  any  type  of  contest,  such  as  an  election  or 
the  outcome  of  primaries  and  nominating  conventions. 

Wagers  on  sports  events  or  contests,  to  be  taxable,  must  be  placed 
with  a  person  engaged  in  the  business  of  accepting  such  wagers. 
This  requirement  excludes  from  tax  the  purely  “social”  or  “friendly” 
type  of  bet.  A  person  is  considered  to  be  in  the  business  of  accepting 
wagers  if  he  is  engaged  as  a  principal  who,  in  accepting  wagers,  does 
so  on  his  own  account.  The  principals  in  such  transactions  are  com¬ 
monly  referred  to  as  “bookmakers,”  although  no  technical  definition 
of  “bookmaker,”  such  as  the  maintenance  of  a  handbook  or  other 
device  for  the  recording  of  wagers,  is  required.  A  wager  is  to  be  con¬ 
sidered  as  “placed”  with  a  principal  when  it  has  been  placed  with 
another  person  acting  for  him.  To  be  “engaged  in  the  business  of 
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accepting  such  wagers”  a  person  need  not  be  either  so  engaged  to 
the  exclusion  of  all  other  activities  or  even  primarily  so  engaged. 
Thus,  for  example,  an  individual  may  be  primarily  engaged  as  a  sales¬ 
man,  and  also,  for  the  purposes  of  this  tax,  be  engaged  in  the  business 
of  accepting  wagers. 

As  previously  stated,  wagers  placed  in  a  wagering  pool  with  respect 
to  a  sports  event  or  a  contest  are  taxable  if  the  pool  is  conducted  for 
profit.  A  pool  will  be  considered  as  being  operated  for  profit,  if,  for 
example,  a  person  appropriated  to  himself  a  percentage  of  the  amount 
contributed,  to  the  pool  or  required  a  fee  for  the  privilege  of  contribut¬ 
ing  to  the  pool. 

As  in  the  case  of  bookmaking  transactions,  a  wager  will  be  con¬ 
sidered  as  “placed”  in  a  pool  or  in  a  lottery  whether  placed  directly 
with  the  person  who  conducts  the  pool  or  lottery  or  with  another 
person  acting  for  such  a  person. 

A  contribution  to  a  lottery  will  be  considered  a  taxable  wager  only 
if  the  lottery  is  conducted  for  profit,  as  is  the  case  with  respect  to 
wagering  pools.  The  term  “lottery,”  means  any  scheme  for  the  dis¬ 
tribution  of  property  by  chance  among  persons  who  have  paid  or  have 
agreed  to  pay  a  valuable  consideration  for  the  chance,  whether  called 
a  lottery,  raffle,  gift  enterprise,  or  some  other  name.  The  bill  specifi¬ 
cally  provides  that  the  term  includes  “policy”  or  the  so-called  numbers 
game  and  similar  types  of  wagering. 

The  bill  excludes  from  the  term  “lottery”  any  game  of  a  type  in 
which  the  wagers  are  usually  placed,  the  winner  or  winners  are  usually 
determined,  and  the  distribution  of  prizes  or  other  property  is  usually 
made,  in  the  presence  of  all  persons  placing  wagers  in  the  game. 
Among  those  games  which  are  within  the  scope  of  the  exclusion  are 
card  games,  roulette  games,  dice  games,  and  gambling  wheels.  On 
the  other  hand,  puncliboards  would  not  normally  be  excluded  under 
this  definition. 

The  bill  provides  specifically  that  the  tax  is  not  to  apply  with 
respect  to  wagers  placed  in  pari-mutuel  wagering  enterprises  licensed 
under  State  law.  Also  excluded  from  the  tax  are  w-agers  placed  in 
coin-operated  devices  with  respect  to  which  an  occupational  tax  is 
imposed  by  section  3267  of  the  code.  The  bill  provides  that,  for  the 
purposes  of  the  tax,  the  term  “lottery”  does  not  include  any  drawing 
conducted  by  organizations  exempt  from  tax  under  section  101  of  the 
code  where  no  part  of  the  net  proceeds  derived  from  such  drawing 
inures  to  the  benefit  of  any  private  shareholder  or  individual. 

Liability  for  the  wagering  tax  is  placed  upon  the  person  who  is 
engaged  in  the  business  of  accepting  wagers  or  who  conducts  the  pool 
or  lottery.  Thus,  the  tax  is  to  be  collected  from  the  bookmaker 
proper  or  from  the  person  who  conducts  the  pool  or  lottery  as  the 
principal.  Monthly  returns  of  tax  are  required.  A  credit  is  pro¬ 
vided  in  the  case  of  so-called  lay-off  money.  In  order  to  avoid  the 
risk  inherent  in  accepting  disproportionate  amounts  of  wagers  on 
certain  horses  or  numbers,  the  bookmaker  or  policy  operator  “lays  off” 
a  portion  of  his  bets  with  another  bookmaker  or  policy  operator.  In 
such  cases  it  is  the  person  with  whom  the  bet  is  laid  off  who  bears  the 
actual  risk  of  the  wager  even  though  it  is  the  person  with  whom  the 
bet  was  originally  placed  that  the  bettor  looks  to  for  his  winnings  or 
to  whom  he  pays  his  losses.  With  respect  to  such  laid-off  wagers  the 
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bookmaker  or  policy  operator  who  originally  accepts  the  wager  is  to 
be  liable  for  the  10-percent  tax  upon  it  but  may  claim  a  credit  or  re¬ 
fund  for  the  amount  of  the  tax  if  the  bet  is  laid  off  with  another  person 
who  also  is  liable  to  the  wagering  tax.  The  credit  will  be  allowable 
only  with  respect  to  amounts  laid  off  with  persons  also  liable  to  the 
tax  on  wagers. 

A  wager  is  the  amount  risked  by  the  person  placing  the  bet  rather 
than  the  amount  which  he  stands  to  win.  Thus,  if  a  person  bets  $5 
against  a  bookmaker’s  $7  with  respect  to  the  outcome  of  a  prize  fight, 
the  wager,  for  the  purpose  of  the  tax,  is  $5.  The  amount  subject  to 
tax  will  include  not  only  the  wager  proper  but  also  any  charge  incident 
to  the  placing  of  the  wager.  On  the  other  hand,  the  bill  specifically 
provides  that  the  taxable  amount  is  not  to  include  an  amount  equal 
to  the  tax  if  it  has  been  collected  as  a  separate  charge  from  the  bettor. 
This  exclusion  conforms  to  the  pattern  of  the  other  excises. 

The  bill  contains  provisions  designed  to  prevent  avoidance  of  the 
tax  through  transfer  of  wagering  activities  to  points  outside  of  the 
United  States. 

Any  person  who  willfully  fails  to  pay  the  tax  provided  or  to  make 
a  return  or  to  keep  required  records  (including  a  daily  record  of  the 
gross  amount  of  wagers  received)  is  made  liable  to  criminal  penalties 
(in  addition  to  the  civil  penalties)  of  up  to  1  year’s  imprisonment  and 
a  fine  up  to  $10,000. 

8.  Occupational  tax  ( sec.  Ifll ) 

In  addition  to  the  tax  on  wagers  described  above,  the  bill  imposes 
an  occupational  tax  of  $50  per  year  upon  any  person  liable  to  the 
tax  on  wagers  and  upon  any  person  engaged  in  receiving  wagers  for 

him. 

The  bill  provides  that  a  person  who  pays  the  occupational  tax 
must,  as  part  of  his  registration,  identify  those  persons  who  are  en¬ 
gaged  in  receiving  wagers  for  or  on  his  behalf,  and,  in  addition, 
identify  the  persons  on  whose  behalf  he  is  engaged  in  receiving 
wagers. 

In  general,  the  provisions  of  the  occupational  tax  follow  the  pattern 
of  the  other  occupational  taxes  imposed  under  the  code  and  require 
registration,  posting  of  special  tax  stamp  by  the  taxpayers,  the  main¬ 
tenance  by  the  collector  of  a  list  of  taxpayers  for  public  inspection, 
etc.  Special  penalties  are  imposed  for  failure  to  pay  the  tax  or  to 
post  or  exhibit  the  stamp. 

3.  C oin-operated  gaming  devices  ( sec.  463) 

Section  3267  (a)  of  the  code  provides  an  occupational  tax  of  $150 
per  year  in  the  case  of  coin-operated  gaming  devices.  Section  463  of 
the  bill  raises  this  to  $250  per  year. 

H.  Floor  Stock  Taxes  and  Refunds 

Both  floor  stock  taxes  and  floor  stock  refunds  are  imposed  or  granted 
one  time  only :  a  tax  when  an  increase  in  rates  occurs  and  a  refund 
when  a  decrease  in  rates  occurs.  They  are  imposed  or  granted  with 
respect  to  inventories  of  items  which  are  beyond  the  point  at  which  an 
excise  tax  ordinarily  is  imposed  at  the  time  the  increase  or  decrease  in 
rates  occurs.  They  are  used  only  in  the  case  of  taxes  imposed  at  the 
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manufacturers’  level,  since  only  in  these  cases  are  there  any  inventories 
of  items  held  by  persons  other  than  consumers  which  have  not  been 
affected  by  recent  changes  in  the  excise  rates. 

Under  the  bill  floor  stock  taxes  are  imposed  with  respect  to  the  in¬ 
creases  in  the  tax  on  distilled  spirits,  beer,  wine,  and  cigarettes  (secs. 
451  (c),  453  (b),  452  (b),  422).  In  the  case  of  gasoline  a  floor  stock 
tax  is  also  imposed  (by  sec.  489  (b) ),  but  only  with  respect  to  stocks 
of  gasoline  held  by  retailers  other  than  at  their  retail  establishments 
and  with  respect  to  wholesalers.  The  rates  of  tax  under  these  floor 
stock  taxes  are  the  same  as  the  increases  in  tax  provided  for  these  items. 

The  bill  also  provides  for  certain  floor  stock  refunds  at  the  time  of 
the  termination,  April  1, 1954,  of  the  excise  increases  made  by  this  bill. 
The  refunds  are  to  be  limited  to  the  items  on  which  floor  stock  taxes  are 
imposed  at  the  effective  date  of  the  increase ;  that  is,  they  are  limited 
to  distilled  spirits,  beer,  wine,  and  cigarettes  and  to  stocks  of  gasoline 
held  by  retailers  at  other  than  their  retail  establishments  (secs.  454, 
422,  489  (b)).  The  refunds  are  to  be  granted  only  with  respect  to 
the  increases  imposed  by  this  bill,  and  only  if  the  owner  of  the  inven¬ 
tories  can  show  that  for  3  months  after  the  reduction  date  the  prices 
charged  for  the  items  reflect  the  tax  decreases  made. 

VIII.  MISCELLANEOUS 

1.  Claims  under  the  Renegotiation  Act  (sec.  617) 

Section  201  (c)  of  the  Renegotiation  Act  of  1951  fixes  the  expira¬ 
tion  date  for  the  filing  of  claims  for  net  renegotiation  rebates  arising 
under  the  World  War  II  statute.  Among  other  requirements  it  is 
provided  that  a  net  renegotiation  rebate  is  not  to  be  repaid  unless  a 
claim  has  been  filed  with  the  Administrator  of  General  Services  on 
or  before  June  30,  1951.  Such  claims  could  not  be  filed  until 
the  Federal  tax  audit  was  completed  for  the  affected  years. 

Section  617  of  the  bill  extends  the  time  for  filing  a  claim  for  such 
net  renegotiation  rebates  to  October  31,  1951. 

2.  Prohibition  upon  denial  of  Social  Security  Act  funds  (sec.  618) 

Titles  I,  IV,  X,  or  XIV  of  the  Social  Security  Act  relate  to  grants 

by  the  Federal  Government  to  States  for  aid  to  the  needy  in  the  case  of 
the  aged,  dependent  children,  blind,  or  permanently  and  totally  dis¬ 
abled.  The  Federal  Government  and  the  States  share  the  cost  of  these 
assistance  programs.  However,  a  State  is  not  entitled  to  payments 
from  the  Federal  Government  unless  the  State  plan  has  been  approved 
by  the  Federal  Security  Administrator.  Under  existing  law  a  State 
assistance  plan  in  order  to  be  approved  must  provide  safeguards  which 
restrict  the  use  or  disclosure  of  information  concerning  individuals  re¬ 
ceiving  the  aid  to  purposes  directly  connected  with  the  administration 
of  the  assistance  program. 

Section  618  of  the  bill  provides  that  no  State  or  any  of  its  agencies  or 
political  subdivisions  is  to  be  deprived  of  any  grant-in-aid  to  which  it 
otherwise  is  or  has  become  entitled  under  title  I,  IV,  X,  or  XIV 
of  the  Social  Security  Act  as  the  result  of  State  legislation  permitting 
public  access  to  records  of  the  disbursement  of  any  of  these  payments. 
However,  the  State  legislation  must  prohibit  the  use  of  any  list  or 
names  obtained  from  the  records  for  commercial  or  political  purposes. 
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Under  this  provision  the  State  of  Indiana,  which  has  a  law  which  per¬ 
mits  public  access  to  the  records  of  disbursements  of  public  welfare 
funds  but  which  contains  a  prohibition  upon  the  use  of  any  lists  or 
names  for  commercial  or  political  purposes  of  any  nature,  will  be 
entitled  to  receive  its  payments  under  the  Social  Security  Act  in  the 
future  and  will  also  be  entitled  to  receive  any  payments  which  have 
been  withheld  because  of  the  Indiana  law. 

S.  Removal  of  tax-exempt  expense  allowances  of  the  President,  Vice 
President,  Speaker  of  the  House,  and  Members  of  Congress  ( sec.  619) 

Under  present  law  the  President  receives  a  salary  of  $100,000  and 
an  expense  allowance  of  $50,000;  the  Vice  President  and  the  Speaker 
of  the  House  receive  a  salary  of  $30,000  and  an  expense  allowance  of 
$10,000;  Members  of  Congress  other  than  the  Speaker  receive  a 
salary  of  $12,500  and  an  expense  allowance  of  $2,500.  In  each  of 
these  cases  the  expense  allowance  is  fully  tax  exempt.  No  accounting 
by  the  recipient  is  required  in  order  to  establish  a  right  to  this 
exemption  alone. 

Section  619  of  the  bill  amends  title  3  of  the  United  States  Code 
and  section  601  of  the  Legislative  Reorganization  Act  of  1946  to 
remove  the  tax  exemption  of  these  several  expense  allowances.  As  a 
result  these  individuals  will  continue  to  receive  the  same  salary  and 
the  same  expense  allowance  as  under  present  law,  but  the  expense 
allowance  must  be  included  in  gross  income  and  will  be  taxed  unless 
offset  by  allowable  deductions  or  credits. 

With  respect  to  the  compensation  of  the  President  and  the  Vice 
President,  this  amendment  will  he  effective  at  noon  on  January  20, 
1953.  With  respect  to  the  compensation  of  the  Speaker  of  the  House 
and  of  Members  of  Congress,  the  amendment  is  effective  as  of  January 
3,  1953. 
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